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Abstract

Over the past decade, Islamic finance has been rapidly expanding. It does not restrict to only
Muslim world but has entered financial markets in other regions. Ones of the most popular Islamic
financial instruments which are now a significant source of capital for many countries are sukuk. The
key difference between conventional bonds and sukuk is that conventional bonds create a lender-
borrower relationship while sukuk create a partnership over property. The rate of return is no longer in
the form of an interest rate. Returns however are the outcomes of the partnership between the person
seeking finance and the person investing in the same project yet sharing the risk associated with such
project. One prominent features of sukuk is the ownership in a tangible asset, usufruct of an asset,
service, or joint venture. However, the backlash of sukuk might be its higher risk in liquidity, credit and
default than conventional bonds because markets for sukuk are relatively new and the secondary
markets have not been fully developed. Unlike conventional bond issuers and holders, sukuk issuers
and holders cannot restructure the distribution of profits and investment repayments. In addition,
sukuk require that the financing must be Shariah compliant channeled for productive purposes, such
as for project financing, rather than for speculative activities. This approach discourages over-
exposure of the financing facility beyond the value of the underlying asset and prevents economic
bubbles. This study also finds that sukuk are truly different investment alternatives rather than just
another name of bond in Western finance. Particularly, an investment portfolio including sukuk has a
lower Value at Risk (VaR) than a portfolio including only conventional bonds. sukuk therefore provide
better portfolio diversifications.

Even though the popularity of sukuk has led to the rapid expansion of the “Sukuk Market”
around the world, it has not been developed in Thailand yet due to its different characteristics from
conventional bonds. Thus, it requires proactive policies from the government to counteract the
weakness and facilitate a rigorous development of sukuk markets in Thailand. The policies include
government as a market leader in issuing sukuk, especially to finance infrastructure projects; finance
law and regulatory practices amendment to level the competitiveness of sukuk with conventional
bonds; greater diversity in the type and maturity of sukuk; establishing central Shariah board to
promote consistency in Islamic finance; presenting information that are related to sukuk; establishing
conferences, seminar and workshop in the relevant groups for the promotion of sukuk as well as
building up Shariah experts, who have a full understanding of the mechanics of sukuk to ensure its

proper governance.
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