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Abstract

Indonesia’s economy the last few years has showed a good performance, although faced with the challenges of the global economy.
However, the achievement of economic growth still has not been accompanied by equalization and adequate infrastructure. Infrastructure
has an important role in supporting economic growth and thereby promotes to the reduction of economic disparity and poverty. Greater
access of the poor to education and health services, water sanitation, employment, credit and markets produce is needed for creating sus-
tainable and socially inclusive development. Recent innovation in project financing schemes to accelerate the provision of infrastructure
is the implementation of sharia compliant financing. The issuance of Project Based Sukuk as an instrument for infrastructure financing
has potential to enhance sustainable development. Thus, this study aims to determine the opportunities and challenges through descrip-
tive analysis method. The result indicates that the challenges consist of investors aspects include: lack of understanding, averse to risk,
market liquidity, and supporting aspects such as innovation and regulatory framework. Short term and long term strategies are applied
including fundamental, technical, and roadmap strategy which are expected for the implementation of project-based sukuk in the future.
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1. Introduction

Development of infrastructure is an important goal considering its
role and contribution to the growth in the economic, educational,
agricultural, social, cultural and other sectors as the provision of
basic needs for the life of the community. Indonesia is currently
still faced with the macro problem which there is still high income
inequity. In this case, the implementation of policy in the form of
an active role of the government together with the private sector
and the community is very much needed, one of which is through
sustainable infrastructure development program. But, the logistics
performance index of Indonesia is still fall behind even in ASEAN
region [10]. Based on the World Bank survey, logistics perfor-
mance index of Indonesia in 2016 ranked 63" from 160 countries.
In the index, Indonesia has small score in two components, name-
ly the low infrastructure development.

One of the government's role in facilitating and supporting the
growth of infrastructure is by allocating budget mainly for the
construction and maintenance of basic infrastructure. As for the
relation with the era of globalization, the development of infra-
structure has a key role in supporting economic growth and devel-
opment as well as global competition [8]. Infrastructure plays an
important role in improving the social quality while reducing ine-
quality / disparity, poverty, and barriers to economic growth.
Therefore, one of the main pillars that can support the successful
development of infrastructure is the funding strategy.

The development of the Islamic finance industry also responded to
request for Sharia-compliant investment instrument namely sukuk,
which has different structure than conventional models [2]. Islam-
ic financial industry is able to offer systems and tools that support
economic and social justice as well as stimulate economic devel-
opment [3]. In Tunisia, sukuk has been instrumental in helping the

government budget deficit while increasing financing for infra-
structure development.

As an alternative source of infrastructure financing, since the year
2013 as the country is predominantly Muslim Indonesian govern-
ment has started issuing Government Sukuk for project financ-
ing. The projects coverage among others in the form of infrastruc-
ture development (energy, telecommunications, transportation,
agriculture, manufacturing and housing), public services provision,
and local industry empowerment. Nevertheless, there are still chal-
lenges and obstacles in its implementation that must be faced in
the utilization of sukuk as a source of infrastructure financing.
Therefore, this study will describe the challenges and prospects of
project-based sukuk in order to achieve sustainable development.

2. Literature Review

2.1. Sustainable Development

Sustainable development is a process that occurs within a speci-
fied period which aims to achieve sustainability. By definition,
sustainable development is a process where the whole community
realize their potential and strive to develop the quality of life to-
gether by utilizing the existing system order.

In this case, the important thing is how well existing policies en-
sure everyone has the opportunity to use the existing potential and
get a good quality of life, so as to create justice and equitable de-
velopment. In other words, if the development can be attributed to
how to create sustainable conditions there must be an aspect of
economic, social, and environmental integrated with each other [5].
Sustainable development is a long-term goal which integrate the
needs of local and global communities. Economic and social envi-
ronment basically cannot be separated from one another. But,
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sustainable development is often perceived as a complex issue,
which are faced with demands to establish consistency with thor-
ough coverage. Further focus on various aspects including the
agricultural, ecological, and economic development. All that
would involve all stakeholders and the role of the nation’s gov-
ernment.

2.2. Implementation of Project-Based Sukuk

Sukuk Negara, in Indonesian Sovereign Sukuk Law terminology

called SBSN, is sovereign securities based on sharia principles

issued by Indonesian government either Indonesian Rupiah or

foreign currencies denominated. The objective of such issuances is

to issue sharia-compliant securities in order to finance Indonesian

National Budget. The law 19/2008 on Sovereign Shari ‘ah Securi-

ties (Sukuk) contains some of the following:

a. Regulate the governance of Sukuk Negara issuance by the
Central Government

b.  Sukuk Negara issuance:

e  Provide mandate to the government for issuing Sukuk Negara

e  Establishment of the Special Purpose Vehicle

e  Utilize state-owned assets and government projects as under-

lying

The government's aim to use other instruments in supporting de-
velopment financing and help the budget deficit, among others:

As diversification of nation’s financing sources

Efforts to develop alternative investment instruments

To finance government infrastructure projects through sukuk
Broaden the investor base

Maximizing utilization of State Owned Assets

Encourage Islamic Financial Market

~ooo o

3. Results and Discussion

The need for adequate infrastructure is also motivated by the in-
crease in urbanization in the last 5 years, at 53% and expected to
rise to 65% in 2025. The conditions subsequently affect produc-
tion and consumption patterns of society, in which the infrastruc-
ture is certainly playing an important role in supporting the distri-
bution process of goods and services [7]. So, then project based
sukuk start to be implemented as a step to expand and as diversifi-
cation of sources of infrastructure financing.

In order to increase the allocation of infrastructure expenditure,
the government promoted the pattern of public-private. The infra-
structure targets which are of public services nature such as roads,
bridges, and schools are under the responsibility of the govern-
ment, while projects that have a high economic value such as toll
roads, are undertaken by the private sector.
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|
frastructune
infrastructure ‘ Development
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Fig. 1: Project Based Sukuk for Infrastructure

With the existence of alternative sources of financing through
project-based sukuk, it is expected to resolve the problem of lim-
ited means of critical infrastructure to support the real sector. On
the micro level, the inefficiency of industrial production cost can
be reduced and national productivity can be increased so as to
contribute to the growth target. The level of productivity, in turn,
sets the level of prosperity that can be reached by an economy.
The productivity level also determines the rates of return obtained
by investments in an economy, which in turn are the fundamental
drivers of its growth rates. At present, the mechanisms for project-
based sukuk can be done by using government projects listed in
the national budget (APBN) as the underlying asset. Second, it can
also be done through the initiation or submission from ministries
or agencies after being proposed to Bappenas (National Develop-
ment Planning Agency). Although the implementation of the pro-
ject based sukuk issuance has been done, in fact there are still
challenges and obstacles they faced including:

3.1. Lack of commitment, knowledge and understanding,
averse to risk, and floating majority

Lack of commitment, knowledge and understanding, averse to risk,
and floating majority is the lack of commitment and knowledge
held by the investor. In this case, investors do not know the char-
acteristics and advantages of the sukuk. Investors are also faced
with the risk of liquidity in the secondary market whose growth is
tend to be slow [4]. Sukuk is also basically had the opportunity of
a broader scope of investors both Islamic and conventional inves-
tors, from banks, insurance companies, pension funds, mutual
funds, and SOEs. However, in reality sukuk is dominantly ab-
sorbed by conventional insurance and Islamic banking. In addition,
investors tend to be conservative by choosing which is more prof-
itable without seeing and considering aspects of sharia. Investors
will be interested in buying sukuk if it is considered capable of
providing higher yields than conventional instruments.

3.2. Incentive, taxation, socialization, understanding of
underwriter

Incentive, taxation, socialization, understanding of underwriter,
namely the lack of government incentives. Government is ex-
pected to provide special treatment for encouraging the develop-
ment of the sukuk market by incentives. Clarity of tax regulation;
tax laws become important elements that determine interest in the
sukuk instrument. Although some experts have been assessing tax
issues can be resolved, but some judged that there is no specific
standard provisions. Lack of socialization also remains a necessity
agenda because the lack of administration knowledge for the pub-
lic specifically regarding Islamic capital market instruments i.e.
sukuk. Thus, it contributes too many market participants who do
not know clearly the characteristics and applications of sources of
funding through sukuk. Currently, underwriters which are active
and understand sukuk issuance remains limited.

3.3. Lack of instruments, low of size of issuance, liquidi-
ty of secondary market

Currently, sukuk still has limitations in terms of the type of con-
tract and the period (tenor). Sukuk which has been recently ap-
plied consists from sukuk ljarah scheme for project-based sukuk,
or mudaraba. Value issuance or lower emissions, which is not in
accordance with the demand of investors; on market conditions,
there is often an imbalance between demand and supply where the
number of existing supply is unable to meet the investor's needs or
can be said to be limited. The next major issue is the conditions in
the secondary market is less liquid.

To support the success of the sukuk market, Indonesia should be
more directed to the variation of sukuk structure itself. Sukuk
issuance should be appropriate and based on the objectives of
sharia namely social welfare [9]. As for the alternative solution
could be found, among others:
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a. Fundamental
1.) Formal education; 2.) Conducting intensive, focused and
integrated socialization; 3.) Optimizing Good Corporate
Governance in an effort to increase corporation performance;
4.) Improving and enhancing the role of profession and sup-
porting institutions and formulating standard operating guide-
lines;

b.  Technical
1.) Product innovation in terms of the type of contract and pe-
riod; 2.) Provision of incentives for issuers and investors; 3.)
Marketing, especially promotional activities; 4.) Training
programs (training, workshops) by the government, private
sector or associations.

c. Macro strategy
Improving domestic investor base and open the market to
foreign investors, especially investors from the Middle East
that is specifically concerned with sharia-compliant invest-
ment; 2.) Providing education and specialized training for the
underwriter; 4.) The application of directed market driven, a
strategy following the market by directing indirectly towards
the desired direction.

d. Roadmap
Completion of the regulation; taxation and standard guide-
lines of publishing mechanism, 2) Preparation of the grand
design of educational and promotional patterns by [4] or OJK
in collaboration with the actors and the association as a
common reference, 3) Promoting the development of human
resources for competence, experience, and moral through the
application of qualification and certification standards for
professionals, 4) The convergence of sharia-compliance and
global best practice, the alignment and harmonization of the
international infrastructure such as Accounting and Auditing
of International Financial Institution (AAOIFI) [1], Interna-
tional Islamic Financial Market (IIFM) and International Fi-
nancial Sharia Board (IFSB) [6].

4. Conclusion

Based on the description above, it can be concluded that the prob-
lems faced by Indonesia related to the lack of investment in infra-
structure is something which is of critical concern. With the struc-
tural movement from the primary sector to the manufacturing and
service sectors, infrastructure and connectivity become the main
focus of national development strategies and to accelerate eco-
nomic growth. Islamic financing has great potential to provide an
alternative solution for infrastructure financing. Sources of financ-
ing through project-based Sukuk become a reliable alternative
instrument to help finance government projects listed in the na-
tional budget. However, there are also obstacles and constraints
encountered, both from the market and macro-economic condi-
tions. So, we need a strategy of sustainable development, especial-
ly related to the government's commitment, effective coordination
among economic actors, product innovation, and intensive sociali-
zation.
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