Jurnal Ekonomi Syariah Indonesia (JESI)
ISSN: 2503-1872 (e) & 2089-3566 (p)

Vol. 15, No. 1, 2025, 106-125

DOI : 10.21927 /jesi.3124.3483

—
p!

ESI

Optimizing Government Sukuk to Minimize Foreign Debt: A
Qualitative Study on Indonesia's Fiscal Policy Shift

Fahmaninda Listiyani", Dewi Wulansari’

'Department of Accounting, Faculty of Economics, Universitas Nadlatul Ulama Yogyakarta, 55281, Indonesia
*Department of Business, Cardiff Business School, Cardiff University, United Kingdom

ABSTRACT

ARTICLE INFO

Introduction: Foreign debt has increased the burden on the State Revenue
and Expenditure Budget (APBN), leading to unsustainability. Islam, a
religion of charity, provides solutions for all aspects of human life,
including the fiscal economic system. State sukuk, also known as state
Sharia Securities (SBSN), is a sophisticated Islamic financial product that
canalleviate issues caused by interest-bearing foreign debt.

Methodology: This work uses a qualitative methodology such as in-depth
interviews and literature reviews.

Results: This research paper results such challenges on enhancing the
development of SBSN in Indonesia, such as lack of human resources'
understanding of the Islamic economic system, limited knowledge of the
public regarding sharia investment instruments, the main economic
drivers that are not yet the primary focus of state sukuk, inapplicability and
inflexibility od SBSN, lack of SBSN issuance volume results in high
issuance costs. Thus, based on some experts concluded in this research, itis
concluded that there are several policy variables suggested, including
increasing human resources, enhancing investor awareness, expanding
financing to strategic sectors, developing SBSN innovations, and
increasing SBSN issuance volume. Moreover, due to the numerous adverse
impacts of foreign debt in accordance with Islamic best practices, this
research proposes a transition from foreign loans to sukuk as the primary
means of fiscal financing.

Conclusion : Fiscal policies that cooperate with Islamic financial
institutions are also necessary to help the government fund the national
budget deficitand prevent usury. In result, The Ministry of Finance or Bank
Indonesia should have an integrated system to address macroeconomic
issues, not only based on conventional fiscal tools but also it need to adopt
Islamic fiscal tools.
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INTRODUCTION

The government must enhance every sector to improve citizens' lives. This is done to
meet annual growth goals. If the Indonesian economy grows as expected, new jobs will be
needed to accommodate the workforce. A nation's economy can't rely solely on its residents'
production. Sukirno (2019) claims that natural, human, and productive capital resources are
needed for economic progress. Each nation's economy needs superior resources. However,
not all nations have enough money to grow economically. Due to resource scarcity and little
private sector involvement in economic development at home, the government must drive
economic development.

The government must examine multiple funding choices when executing projects to
satisfy economic growth ambitions. Domestic financing is mainly used by the government for
development. Domestic revenue from taxes, oil and gas, and other sources is sometimes
insufficient to support development according to the growth target. Indonesia needs increase
tax revenue since oil and gas revenue is no longer reliable. Tax revenue is unaffected by the
economy. Most tax income is insufficient to fund growth-oriented development. As of
currently, 97.2 percent of state revenue comes from taxes, as shown in the 2024 State Budget.
This tax collection can only fund 57.7% of the 2024 State Budget's spending. The
administration chose alternative favorable funding sources to meet the national
developmentbudget. International debtis a typical finance source.

The effect of foreign debt on a country's economic growth is a topic of much discussion.
The ability of debt to support a country's economic growth has long been a topic of
discussion, according to Swamy (2015). The reason for this is that different countries have
different results. Foreign debt growth can have a positive and significant effect on economic
growth in certain countries, but in other countries, even though the foreign debt variable
increases significantly, the debt growth does not correspond with economic growth.
Kurniasih (2021) noted that despite the sharp rise in government debt, the Greek economy is
still stagnating (Kurniasih, 2021).

The burden of foreign debt, which includes principal repayments and interest, has
grown annually in tandem with the government's holdings of foreign debt. The State
Revenue and Expenditure Budget (APBN) is consequently burdened more. According to
Cahyaningrum et al. (2022), who conducted a study on the factors influencing foreign debt in
Indonesia between 2015 and 2019, the primary cause of the rise in government foreign debt
was the absence of funding to settle the principal and interest of foreign debt that had
matured. The national budget has seen a rise in foreign debt in the new colonial era
(Cahyaningrum et al, 2022). The nations that provide aid to Indonesia do so with certain
objectives in mind. During the "specific purpose" phase, donor nations demand to take
charge of significant industrial sectors. Due to the quotas that donor nations demand, local
businesses are unable to oversee the highly lucrative extractive industries (Cahyaningrum et
al, 2022).
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Fauziand Suhaidi (2022) identifies five primary concerns related to foreign debt that are
readily discernible. Initially, depending on foreign debt to fund state-owned initiatives
presents considerable risks, particularly to the very survival of the state. Secondly, prior to
approving loans, donor nations engage their economists to evaluate the borrowing country's
competence and capabilities. Donor nations masquerade their endeavours as technical or
economic advice while collecting intelligence on the strengths and weaknesses of the
recipient country's economy. Third, the loan disbursement procedure seeks to maintain the
impoverishment, dependency, and perpetual indebtedness of borrowing nations. Fourth,
Western capitalist nations utilize foreign debt as a political instrument, particularly aimed at
Muslim countries, to enforce political and economic agendas upon them. Ultimately, foreign
debt undermines and jeopardizes the financial sector of the borrowing nation, particularly its
monetary stability.

Foreign debt poses hazards and weaknesses, as noted in several instances. Thus,
traditional fiscal concepts incorporating foreign debt cause unsustainability. In conventional
economics, foreign loan interest is the cost of borrowing and a drag on economic growth.
According to and ic economics, foreign debt interest is the main obstacle to economic growth.
Islam forbids Muslims from borrowing money, including nationally. Islamic beliefs prioritise
justice over interest-based transactions (Tsabita, 2018).

Tan and Shafi (2021) state that Islamic finance emphasizes the link between funds and
productivity. A government can decrease the hazards of excessive leverage and speculative
economic activities by following Islamic economic principles that forbid usury, speculation,
and gambling. The shortcomings of the traditional fiscal system should be addressed by
Islam. State sukuk ought to be considered in this study as one of the most advanced Islamic
financial products in recent years that is anticipated to address the problems brought by
foreign debt thatis loaded with interest (Haq et al, 2020).

In a study of sukuk-issuing countries from 1995 to 2015, Smaoui and Nechi (2017)
demonstrated compelling evidence that the sukuk market significantly contributes to long-
term economic development, after accounting for several other factors. Mitsaliyandito and
Arundina (2018) evaluated the influence of sovereign bonds and sovereign sukuk on
economic growth in Indonesia from 2009 to 2016. The findings indicated that only sovereign
sukuk positively influences economic growth, suggesting it is relatively more effective than
traditional sovereign bonds. Nevertheless, previous research has not offered any
recommendations or frameworks for substituting sovereign sukuk for conventional debt to
enhance long-term economic development. This study aims to position SBSN, Indonesia's
sovereign sukuk, as the primary fiscal financing to alternate the current foreign conventional
borrowings.

In Figure 1 bellow, it can be seen that SBSN has developed quite well, evidenced by its
growth which is always on an upward trend. Although the development of state sukuk is

quite good, compared to foreign debt, the financing from sukuk is relatively small. Data
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Figure 1. SBSN Issuances in Indonesia

obtained from the Indonesian economic statistics released by Bank Indonesia in May 2025
shows that SBSN in May 2025 amounted to only Rp1,300 trillion, while the government's
foreign debt in the same month and year was three times larger at Rp3,548.9 trillion (SULNI,
2025). The disparity in the size of SBSN and foreign debt indicates that the Indonesian
government has not yet made sukuk a primary financing instrument, even though there is
positive trend on sukuk issuances.

This study intends to give an advice to the government on how to make SBSN a primary
source of state budget funding, given the many advantages that SBSN offers. This research
views SBSN as an Islamic fiscal instrument variable that plays an important role in driving
Indonesia's economy. This is because sukuk has a high connectivity to the real sector, as SBSN
is used for financing infrastructure and other government projects that directly interact with
the community's economy. The difficulties SBSN faces in expanding to the point where it can
take ULN's place in state budget financing are also highlighted by this study. Moreover, this
study suggests via efforts to enhance the management resources of SBSN, elevate investor
awareness, broaden financing to critical industries, foster SBSN innovations, and augment
the amount of SBSN issuances, SBSN has the potential to become a significant source of state
funding.

METHODOLOGY, DATA, AND ANALYSIS

This work was written using a qualitative methodology. This journal uses in-depth
interviews and literature reviews as qualitative tools. One significant and pertinent research
method is the literature review. A solid basis for knowledge advancement and theory
development will be established by a well-executed literature review as a research method
(Snyder, 2019). Snyder (2019) mentioned that this procedure is carried out methodically in
order to collect and examine the findings of earlier studies. In contrast to individual studies,
this review is able to address research questions with a wider scope by integrating the
findings from multiple studies. Furthermore, the literature review offers a thorough grasp of
a variety of academic disciplines, including interdisciplinary ones (Snyder, 2019). The
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researcher also uses in-depth interviews, another qualitative technique, in addition to the
literature review method (Boyce and Neale, 2006). Researchers use in-depth interviews as a
method of gathering data by holding direct question-and-answer sessions with a group of
people who can offer pertinent information about the research question. One benefit of in-
depth interviews is that they offer more detailed information than other data collection
methods like surveys (Ibid). By giving the informants a set of pre-planned questions and
important concepts or frameworks, this method seeks to get information straight from the
subject. Owing to geographical constraints, this interview will take place virtually (through
the Zoom app). The researcher will record the information the informant shares during the
interview process using the prepared questions. The informants in this in-depth interview
have diverse backgrounds, such as academics, representatives from the government
including the Ministry of Finance and Bank Indonesia, and DSN MUI. These differing
backgrounds provide extensive and in-depth perspectives on the performance of ULN and
SBSN, as well as the challenges in the development of SBSN in Indonesia. The authors have
included the informants' details in Table 1, which includes the classification of informants,

their names, and their positions within their respective institutions.

Table 1. Informants' list

Representative Name Position
Academics 1) Prof. Dr. Ir. Hermanto Siregar A Professor on IPB University
M.Ec.
2) Prof. Dr. Jaih Mubarok, S.E., A Professor on UIN Sunan Gunung
M.H, M. Ag. Djati & Vise Chairman of BPH DSN-
MUI
Gov. 3) Wahyu Utomo, S. Sos., M.Si.  Chairman of Center for State Revenue
Representatives on Budget Policy (PKAPBN), Fiscal Policy
Foreign Debts Agency (BKF), Ministry of Finance of

The Republic of Indonesia
4) Chairul Adi, Ph.D candidate Daily executor of the Head of the

Medium-Term Debt Financing
Strategy Section, Directorate General
of Financing and Risk Management
(DJPPR), Ministry of Finance of The

Republic of Indonesia

Gov. o Sukuk Experts, Bank Indonesia
. 5) Rifki Ismal, Ph.D. o

Representatives on member, and academicians

Sukuk 6) Andi Ali Mustafa, Ph.D. Head of the SBSN Price Section,

Directorate General of Financing and
Risk Management (DJPPR), Ministry
of Finance of The Republic of

Indonesia
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RESULT AND DISCUSSION
Concept of Sukuk

Etymologically, sukuk comes from the Arabic word 'sakk' (¢—— o), whichreferstoa
document or certificate. In the context of the Arabic language, sukuk (£3%5) is the plural form
and represents a book containing records of previous transactions. As documented in the
mu'jam al-mustholahaat al iqtishodiyah wal Islamiyah, 'sakk' is further understood as a
security (Ghani, 2018). Terminologically, sukuk refers to long-term securities that comply
with Sharia principles. These securities are issued by an entity to bondholders, who are
obligated to receive income from the sukuk. In addition, the issuer is responsible for repaying
the bond funds at maturity (Wardanah et al., 2023).

Umar bin al-Khattab, the first caliph, played an important role in the creation of sukuk
by stamping the sukuk papers (Al Parisi & Rusydiana, 2016). This stamp serves as a mark of
validation and authentication for the sukuk issuance process. This sukuk is specifically used
for the purpose of paying state employees' salaries (Al Parisi & Rusydiana, 2016). At the
beginning of the Hijri year, Muslims, in the context of international trade, used sukuk as a
financial transaction tool. Sukuk were used by traders as documents that indicate financial
obligations arising from commercial companies and other business activities (Fasa, 2016).
During the Middle Ages, Muslim traders typically used sukuk as a means to signify financial
obligations arising from trade and other commercial ventures (Fasa, 2016). The perspective

of the Qur'an on Sukuk is reflected in Surah Al-Baqarah verse 282 which states as bellow:

Gl 5 0l S8 8555 I3 83886 Lk JaT J1 oy RIS 181 158l 531 6
e 5D 2 e WS IS BT o6

Meaning: “O you who have believed! When you contract a debt for a specified term,
writeitdown. And let a scribe write between you injustice. And let no scribe refuse to write as
Allah has taught him. So let him write and let the one who has the obligation”

The meaning of the above verse has been explained by a Jeddah figh expert who then
issued Decision Number 5 of 1988, which stipulates that the formation of sukuk involves the
representation of several groups of assets through official deeds or bonds. These bonds can be
traded in the market at the prevailing price, and the security of the bonds is backed by a
combination of physical and financial assets owned by the issuer or seller (Sundari, 2022).
Surah al-Maidah verse 1:

een23R30L 15931 130l G301 (g0

Meaning : "O you who have believed, fulfill [all] contracts...”

In Surah Al-Maidah verse 1, the term "aqd" indicates that it refers to a binding
agreement that transfers the ownership of the purchased goods to someone and gives them
greater authority in utilizing those goods (Sundari, 2022). The verse of the Quran emphasizes
the importance of fulfilling contracts and promises fully. When a contract is fulfilled, it will
create a sense of security and happiness, as there will no longer be any dependency between
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the parties involved in the contract. Similarly, in sukuk transactions, the existence of a
contractis very important, following the principles outlined in the Quran (Sundari, 2022).

Analysis of Sukuk Using Maqasid Sharia

State sukuk or SBSN contains the concept of maqasid sharia within it. The permissibility
and superiority of sukuk, as outlined in Fatwa DSN-MUI Number 137/ DSNMUI/IX/2020,
when viewed from the perspective of Maqgallid asy-Syari'ah can be summarized as follows
(Haerisma, 2017):
1. The benefits obtained from the issuance of sukuk in relation to the protection of religion
(hifdz al-din) are that the issuance of sukuk allows for the promotion of Islamic values
by establishing benchmarks for Sharia-compliant financial instruments.
2. The benefits of sukuk in relation to the preservation of life (hifdz al-nafs) are that the
presence of sukuk contributes to the increase in job opportunities through
infrastructure development, thereby playing an important role in driving the growth of
the Islamic financial market in a multiplier effect.
3. The advantage of sukuk related to the protection of intellect (hifdz al-aql) is that sukuk
can be used to build pesantren, public schools, madrasahs, Quranic education parks,
and other educational institutions.
4. The benefits of sukuk in relation to the preservation of lineage (hifdz al-nasl) are that the
presence of sukuk creates many job opportunities, providing income or salaries that can
support the livelihoods of the workers' children. In addition, sukuk can be used for the
construction of healthcare facilities to ensure the health of infants and children, thereby
meeting their nutritional and health needs.
5. The advantage of sukuk in relation to the preservation of wealth (hifdz al-mal) is that the
presence of sukuk provides a broader alternative financing option for the state budget.
This allows the government to explore various ways to finance and manage its financial
resources effectively. Notes: this section should be at the beginning of discussion.
Conventional financial methods are closely linked to interest laden with usury. This
method certainly has negative consequences for the economy, which is increasingly
burdened by loan interest (Benbekhti et al., 2019). Therefore, it is important to seek new
alternatives for financing government expenditures that can address this shortcoming in
accordance with Islamic principles. Islamic finance has played a role in alleviating the burden
of government expenditures through various means such as zakat, waqf, and takaful. In
addition to these Shariah products, sukuk, as an innovative product of Islamic financing, has
gained significant recognition in the global financial market due to international interest in
Islamic finance (Benbekhti etal., 2019).

Sharia bonds, particularly sukuk, outperform conventional financial instruments
(Mitsaliyandito & Arundina, 2018). Sharia bonds demonstrate better stability compared to
traditional bonds, especially concerning global and regional uncertainty factors, as
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highlighted by Naifar et al. (2017). Although traditional instruments offer short-term
solutions to address budget deficits in general, these instruments negatively contribute to
economic growth in the future (Mitsaliyandito & Arundina, 2018). The negative contribution
is reflected in the government's dependence on national debt. This will lead to an increase in
government spending in the future because the government has to pay back the principal and
interest on the loans. Indirectly, the high government spending will result in higher national
inflation. Therefore, Sharia instruments, particularly sukuk, are considered more suitable for
financing budget deficits, as emphasized by Amaliah & Aspiranti (2017), and Al Parisi &
Rusydiana (2017).

The advancement of the sukuk market also plays an important role in promoting
financial inclusion, as stated by Smaoui & Nechi (2017). Sukuk, as a significant tool for
promoting Islamic financial inclusion, has the potential to enhance the impact of financial
inclusivity on economic growth by improving infrastructure quality (Ibrahim & Sanusi,
2019). A recent study highlighted the possibility of introducing retail sovereign sukuk as a
component of government bonds to finance the budget deficit in Indonesia (Hafiz, 2019).
These bonds will serve as a substitute for foreign debt and reduce the government's budget
deficit.

In modern times, the emergence of sukuk was driven by the goal of avoiding the
practice of riba inherent in conventional bonds and seeking alternative financing instruments
that comply with sharia for entrepreneurs or the state (Fasa, 2016). This motivation is
supported by the issuance of fatwas from scholars prohibiting the use of conventional bonds,
such as the National Sharia Council of the Indonesian Ulema Council Fatwa No. 32/ DSN-
MUI/IX /2002 on Sharia Bonds.

Exploring the experiences of various countries that use sukuk issuance to finance
budget deficits is important to see how effectively those countries utilize their sovereign
sukuk. Curiel & Mardam-Bay (2013) reported that several African countries such as South
Africa, Senegal, and Mauritania issued sukuk to finance infrastructure deficits and bridge
fiscal gaps. In addition, Egypt and Tunisia also plan to finance their fiscal deficits through the
issuance of sukuk (Curiel & Mardam-Bay, 2013). Boumediene (2015) observes that several
Muslim countries have made efforts to develop Sharia-compliant methods to finance budget
deficits and manage liquidity. Examples of these initiatives include government ijarah
certificates in Sudan, Malaysia, Bahrain, and Brunei, government sharia bonds in
Bangladesh, and sukuk al-salam in Bahrain.

Furthermore, Standard and Poor's Rating Services (2015) stated that the issuance of
sovereign sukuk could serve as a means to finance substantial deficits in Africa. Al-abedallat
(2016) examined the role of sukuk in supporting the budget deficit in Jordan through
qualitative research. The findings indicate that the issuance of sukuk by the Central Bank of
Jordan supports budget deficit financing and serves as an alternative to conventional interest-
bearing bonds.
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Echchabi et al. (2016) examined the potential effects of Islamic finance in the specific
form of sukuk issuance on economic growth, represented by three proxies: gross domestic
product (GDP), gross capital formation (GCF), and trade activity. This research examines
several countries, including those that are part of the GCC (Gulf Cooperation Council) from
2005 to 2012. This study uses the Granger non-causality test from the Toda and Yamamoto
(1995) method. The results of the study indicate that the utilization of Islamic financing,
particularly through the issuance of sukuk, may not effectively drive development and
economic growth in Saudi Arabia. This can be attributed to the relatively smaller size of
sukuk issuance in the country, which lacks international competitiveness. Additionally, the
economic dependence on conventional financial markets for development may also
contribute to this outcome.

Fahrian & Seftarita (2016) examined the impact of sukuk on gross domestic product
(GDP) studied in the short and long term. This study uses quarterly data on sukuk and GDP
from 2009 to 2015. The analysis was conducted using the Autoregressive Distributed Lag
(ARDL) estimation method. The findings of this study indicate that sukuk play a significant
role in influencing GDP in both the short term and the long term. In the short term, a change of
Rpl1 trillion will decrease GDP in the following quarter by Rp84.568 million. Meanwhile, in
thelong term, an increase in sukuk of Rp1 trillion will increase GDP by Rp103.081 million.

The research conducted by Ledhem (2020) aims to empirically test whether sukuk
financing contributes to the increase in economic growth in Southeast Asia, using the
endogenous growth model framework. This journal applies the dynamic panel one-step
system generalized method of moments as an optimal estimation approach to investigate the
impact of sukuk financing on economic growth in Southeast Asia covering the period
2013:Q4-2019:Q3. The research results show that sukuk financing plays an important role in
driving economic growth in Southeast Asia. This study reaffirms the promising prospects for
the Islamic financial market of sukuk as an alternative financial market that can contribute to
sustainable economic growth. These findings align with the conclusions drawn by Cevik &
Bugan (2018) and Yildirim et al. (2020), further supporting the idea of sukuk's potential in
driving economic development.

Furthermore, Malikov (2017) found that in the long term, there are significant positive
changes in various indicators after the issuance of sukuk, including improvements in
infrastructure provision, per capita GDP growth, and overall economic development in
Malaysia. Furthermore, although sukuk are more sensitive to changes in economic
conditions, they remain more sustainable and stable during financial crises due to their
strong ties to both real and monetary economic fundamentals (Ahmad & Radzi, 2011).

Development of SBSN
According to the Fatwa of the National Sharia Council (DSN-MUI No. 69/DSN-
MUI/VI/2008) of the Indonesian Ulema Council, State Sukuk or known as SBSN (State
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Sharia Securities) are state securities issued based on sharia principles that serve as proof of
participation in the SBSN assets, whether in local currency (rupiah) or foreign currency. It is
in accordance with the law regulating State Sharia Securities (SBSN) Law Number 19 of 2008.
According to the law, SBSN assets are objects of SBSN financing and/ or State-Owned Goods
that have economic value, in the form of land and/or buildings or other than land and/or
buildings, which in the context of SBSN issuance are used as the basis for SBSN issuance
(SBSN, 2008). Thus, consequently, the Indonesian government issued first sukuk in 2009 as an
alternative source of financing to address the budget deficit (IIFM, 2012). The main objectives
of issuing sukuk are to diversify the financing of the state budget, accelerate infrastructure
development, enhance the Islamic financial market, improve public services, empower local
industries and government investments, and increase the transparency of government
services (IIFM, 2012).
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Figure 2. Comparison between Foreign Debt and State Sukuk (SBSN)

Figure 2 illustrates that foreign debt consistently exceeds SBSN issuance. Despite the
demonstrated favourable trend in state sukuk development, funding from sukuk remains
relatively modest when compared to international debt. Data from the Indonesian economic
data published by Bank Indonesia in May 2025 indicates that SBSN reached Rp1,300 trillion,
although the government's foreign debt in the same month was threefold bigger at Rp3,548.9
trillion (SULNI, 2025). The discrepancy between the magnitude of SBSN and foreign debt
suggests that the Indonesian government has not yet prioritized sukuk as a principal
financing mechanism in comparison to foreign debt.

Bank Indonesia (2025) noted that Indonesia's external debt ratio to Gross Domestic
Product (GDP) remained stable at 31.0%. Based on that ratio, foreign debt is still one of great
amount financial fundings, even though statistics show that it no longer dominates
government debt like it did in the Old Order or New Order. Foreign debt is still riskier than



116

domestic. Foreign debt poses two risks. Global and domestic risks come first (Satya, 2015).
Satya (2015) identifies two global risks: increasing the capacity to repay due to the economic
slowdown in emerging markets and low export commodity prices, and refinancing and the
increased burden of foreign debt payments due to tight global liquidity. Satya (2015) also lists
two domestic risks: macro-level: increased external vulnerability (DSR, gross external
financing, debt/GDP, and risk premium); micro-level: currency mismatch risk, over-
leverage, and FX liquidity risk. Indonesia is one of the fragile five, which are vulnerable to
FED monetary policy changes (Hendar, 2014). The fragile five have small foreign exchange
reserves, limited fiscal budgets, small or deficit current accounts, and high inflation (Hendar,
2014). Thus, it is important to propose the use of SBSN to reduce the dominance of ULN in
national fiscal financing.

State sukuk is widely used for financing infrastructure and government projects whose
multiplier effects are not directly felt by the economy. This is because the projects funded by
SBSN are usually large long-term projects such as toll road infrastructure, dams, and bridges.
Based on Article 10 of Government Regulation Number 16 of 2023, projects funded through
the issuance of SBSN include infrastructure development; provision of public services;
empowerment of domestic industries; and/or other developments in accordance with the
Government's strategic policies. Rifki Ismal (2023) during the interview session stated that
one of the weaknesses SBSN is, sukuk must be project-based or have an underlying asset as
the basis for sukuk issuance, so sukuk cannot be used for consumptive financing, which
distinguishes it from ULN that can easily be allocated to consumptive financing. Therefore,
state sukuk face the challenge of evolving into a type of state fiscal financing to support
Indonesia's economic development.

Sukuk are issued to cover the budget deficit and are considered more pro-growth
because sukuk issuance must be by project. Although the current figures are still very small,
resulting in a negative impact on growth, in the long term, if sukuk continues to be increased
and directed towards key sectors that create a multiplier effect, it is not impossible that sukuk
could become a productive source of financing that in turn can drive higher economic growth
as stated by Prof. Jaih Mubarok (2023).

Challenges and Strategies of SBSN
From the results of in-depth interviews gathered in this research, this study concludes
several challenges faced by state sukuk/SBSN, as follows:

1. To enhance the progress of the Islamic economy, it is crucial to strengthen human
resources' understanding of the Islamic economic system. This will enable them to
develop innovative Sharia-compliant products while adhering to Islamic
jurisprudential principles. Additionally, for Sharia economic instruments such as SBSN
to function effectively, the human resources involved in their operations must have a
deep understanding of the jurisprudential philosophy underlying Sharia products.
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Similarly, jurists are encouraged to gain a comprehensive understanding of the
practical and operational aspects of Sharia financial products, rather than solely
focusing on their jurisprudential aspects. This holistic approach ensures the successful
and Sharia-compliant development of the Islamic economy. To enhance the progress of
the Islamic economy, it is crucial to strengthen human resources' understanding of the
Islamic economic system. This will enable them to develop innovative Sharia-compliant
products while adhering to Islamic jurisprudential principles. Additionally, for Sharia
economic instruments like SBSN to function effectively, the human resources involved
in their operations must have a deep understanding of the jurisprudential philosophy
underlying Sharia products. Similarly, jurists are encouraged to gain a comprehensive
understanding of the practical and operational aspects of Sharia financial products,
rather than solely focusing on their jurisprudential aspects. This holistic approach
ensures the successful and Sharia-compliant development of the Islamic economy. This
challenge was articulated by Prof. Dr. Jaih Mubarok, S.E.,, M.H, M.Ag - Deputy
Chairman of the BPH DSN-MUI (2023).

2. The general public's lack of understanding of sharia investment instruments such as
SBSN. The limited knowledge of the public regarding sharia investment instruments
like SBSN necessitates further education on the benefits and advantages of saving
through SBSN. Extended socialization efforts are needed to familiarize the public with
SBSN, so they become potential investors. Because SBSN is relatively new, less than 15
years old, extensive socialization is very important to highlight its benefits as a
community investment instrument. This challenge was raised by several speakers such
as Prof. Dr. Ir. Hermanto Siregar M.Ec (2023), Wahyu Utomo, S. Sos., M.Si (2023), Prof.
Dr.Jaih Mubarok, S.E., M.H, M.Ag (2023), and Andi Ali Mustafa, Ph.D. (2023).

3.SBSN must expand its financing in national strategic sectors. State sukuk should be used
to finance projects or infrastructure that significantly contribute to the economic
advancement of a country. Currently, state sukuk are primarily focused on certain
sectors that are not the main drivers of the economy, so sukuk has not yet become a
commonly used method of state financing. This challenge was conveyed by Prof. Dr.
Jaih Mubarok, S.E.,, M.H, M.Ag (2023) and Rifki Ismal, Ph.D (2023).

4. SBSN products must be more innovative, applicable, and flexible so that SBSN products
can compete with conventional bond products. The emphasis on SBSN policy is on the
implementation of innovative, practical, and accessible sharia financial products for all
segments of society. Sukuk negara, in particular, must be made more flexible to align
with the dynamic movements of the domestic and global economy, ensuring balance
with flexible fiscal policies. This challenge was expressed by several interviewee,
namely Prof. Dr. Jaith Mubarok, S.E., M.H, M.Ag (2023), and Wahyu Utomo, S. Sos., M.Si
(2023).

5. The lack of SBSN issuance volume results in high issuance costs. The low volume of
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SBSN issuance implies a lack of liquidity in SBSN. The lack of SBSN issuance volume

results in high issuance costs for SBSN. The shortage of SBSN issuance volume implies a

lack of liquidity for SBSN. The difference in liquidity between SBN (conventional

bonds) and SBSN (sharia bonds) is quite significant. This issue is very important to
address because higher liquidity in the market will result in better prices based on
supply and demand. Better price discovery will create conditions for SBSN to compete
more effectively with SBN. Improving the liquidity of SBSN is crucial for the future
development of SBSN. A more liquid market will result in better borrowing costs for the
government in issuing SBSN, which in turn will enhance liquidity. Additionally, SBSN
can serve as a benchmark for the issuance of corporate sukuk, which is currently still

limited. This challenge was expressed by Andi Ali Mustafa, Ph.D (2023).

Based on the challenges of developing SBSN in Indonesia gathered by researchers from
in-depth interviews with sources as explained above, this study provides useful policy
recommendations for the development of SBSN, such as:

1. As Compared to ULN, SBSN instruments are less vivid due to a lack of awareness
among SBSN management human resources. This can be as a result of Indonesia's
relatively recent development in the field of Islamic finance economics. Human
resources in charge of SBSN management, especially those working in the Ministry of
Finance of the Republic of Indonesia's Sharia Financing Directorate of the DJPPR, must
be well-versed in SBSN instruments, including the Islamic jurisprudential theory that
guides their issuance. Since these human resources are at the forefront of SBSN
development in Indonesia, it is imperative that the key stakeholders enhance both the
quantity and quality of SBSN management human resources. The slowness of SBSN
instruments in comparison to foreign loans (ULN) is a result of human resources
management's ignorance. In-depth and current knowledge of SBSN instruments,
including the Islamic jurisprudence philosophy that supports the issuance of SBSN
instruments, is required for management bodies, especially those in the Sharia
Financing Directorate of the DJPPR, Ministry of Finance of the Republic of Indonesia.
Since these human resources are at the forefront of SBSN growth in Indonesia, it is
essential for the pertinent stakeholders that both the quantity and quality of SBSN
management human resources be improved.

2. The following initiatives can be used to raise community literacy among prospective
SBSN investors:

a. Socialising students in high schools and colleges that are comparable

b. Employing influencers on YouTube, Instagram, TikTok, and other social media

platforms to spread the word about SBSN's benefits to Generation Z investors.

c. Using advertising channels, including billboards, social media, national television,

and public transit, to socialise the lower middle class.

d.Making investment offerings and socialising with both ASN and non-ASN
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pensioners and potential retirees

3. In order to support Indonesia's economic growth, SBSN finance must also focus on

national priority sectors that have been identified by the government.
Manufacturing, mining, agriculture, trading, and construction are some of these key
industries. Additionally, through the Presidential Regulation of the Republic of
Indonesia No. 3 of 2016 about the Acceleration of the Implementation of National
Strategic Projects, the government created the National Strategic Projects (PSN),
which got underway on January 8, 2016. Road infrastructure, the Trans-Sumatra and
Trans-Java toll roads, dams, special economic zones, railway facilities and
infrastructure, energy, oil refineries, ports, drinking water processing, airports,
irrigation networks, and smelters are among the ten sectors that are covered by the
national strategic projects. The community's economy is directly impacted by the ten
national strategic projects that the government has started, and this will greatly boost
the growth of the national economy. Thus, it is anticipated that the government,
through DJPPR, will take advantage of SBSN's excellent chance to contribute
significantly to the funding of these important initiatives.

4. To maintain increased rivalry with traditional SBN and ULN, SBSN requires a

number of product developments. This study's product innovations include:

a. The issuance of state sukuk to fund Indonesia's halal tourist and industry
initiatives.

b. Supporting regional administrations that have the authority to independently
issue sukuk.

c. Extending the use of green sukuk to oversee initiatives that significantly affect
environmental preservation, including trash management initiatives in several
Indonesian major cities.

5. The following is an increase in the volume of SBSN enhancement:

a. Expanding the domestic sharia financial market through achievement metrics like
the availability of more sukuk instruments, an increase in the number of sukuk
actors and investors, the establishment of regulations that can address every facet
of the growth of state sukuk in Indonesia, and the provision of sufficient non-
physical and physical infrastructure.

b. Creating profiles of domestic investors in order to avoid focussing solely on
international investors who have the ability to generate liquidity.

c. Increasing market share in overseas markets.

It is anticipated that the suggestions made by this study will raise Indonesia's SBSN
issuance percentage in the upcoming years. SBSN is anticipated to expand by at least more
than 10%. For at least the next ten years, this expansion must continue unabated. It is hoped
that SBSN's notable expansion will increase its future impact on Indonesia's economic

expansion.
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Recommendation of Switching Mechanism

The goal of developing SBSN is to switch from foreign loans (ULN) to SBSN in the
future. It is hoped that SBSN will no longer be an alternative financing but rather one of the
main sources of financing, replacing the role of foreign debt, so that in the future, this Islamic
financial product can provide real benefits to Indonesia's economic growth. In addition, by
maximizing SBSN as a variable of Islamic economics, Indonesia, which has a majority
Muslim population, is expected to adopt the Islamic economic system as the spirit of the
Indonesian economic system, replacing the currently dominant conventional economic
system. Figure 3 illustrates the switching mechanism recommendation that is proposed by
this research. For further clarification of the diagram, the authors have also listed the

explanation or the symbolsin Table 2.

Mo, Yobecodses X1, ¥1
which nnnll-p betames Xn,

L

Ko (ourrent foreign debit) » Strengthen SBSN = G *C,
Switching Forelgn boan to Sukuk B Strengthen Bainas
Strategy
a
Ya [cwrrent sukuk) ‘Widen Fiscal Financing Channel Strengthen Hi*hnw

. Wagf 7
By using Islamic Tools Y1+

Strengthen private
w Zakat, Infaq, 5adagah,
Dan ‘Wagf bodies
Circwar Frocess shows
integration, intevaction, and
evplution process

Figure 3. Recommendation of Switching Mechanism

Table 2. Diagram Explaination

Simbol  Explaination

Xo Current Foreign Loan

Yo Current Sukuk

Ay Strengthen Sukuk Policy 1
By Strengthen Sukuk Policy 2

Co Strengthen Sukuk Policy 3
Dy Strengthen Sukuk Policy 4

Ay Positive changes on the following year after implementing sukuk policy 1
B, Postive changes on the following year after implementing sukuk policy 2
G Positive changes on the following year after implementing sukuk policy 3

D, Positive changes on the following year after implementing sukuk policy 4
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X1 Foreign loan on a year

Y, Sukuk on a year

Xn Foreign loan on the following years
Yn Sukuk on the following years

The process of shifting fiscal policy from one focused on growing foreign debt (ULN) to
one focused on growing the share of SBSN as an Islamic fiscal tool is illustrated in the above
diagram. Enhancing the quantity and quality of SBSN management human resources, raising
investor awareness of SBSN, expanding sukuk financing to strategic sectors that support
Indonesia's economic growth, creating state sukuk innovations in accordance with national
development policies, and increasing the volume of SBSN issuance are the policy variables
that this study recommends for strengthening SBSN. To meet the goals, efforts to improve
SBSN must be reviewed and assessed annually. These factors combine and influence one
another to progressively develop policies that can increase SBSN's capacity. In order to help
the government finance the national budget deficit and avoid constantly taking on debt that
includes usury, fiscal policies that work with Islamic financial institutions are also required.
In the end, financing through external debt can be decreased and financing through SBSN
increased by fortifying SBSN and collaborating with Islamic financial institutions.

The traditional method uses a usurious instrument, namely foreign debt, to pay off the
national budget deficit and boost the economy with a constrained budget. Economic issues,
sometimes known as a vicious cycle, are always a result of the traditional macroeconomic
system. This cycle is brought on by either the expansion of the money supply, which leads to
inflation or economic bubbles, or the imbalance between the monetary and real sectors.
Contractionary policies, which lower the money supply in order to address this, cause the
economy to slow down. As aresult, expansive measures like fiscal deficit policies are put into
place to expand the money supply. According to this policy, expenses are higher than
revenues, and debt—including foreign debt—largely makes up the difference. In the end,
using foreign debt raises the debt's amount and interest rate, which feeds the debt's growth,
particularly when considering the dollar exchange rate (Nuraini, 2020).

The Ministry of Finance or Bank Indonesia should no longer bear the sole responsibility
for resolving macroeconomic issues in a partial-oriented manner. A system that is focused on
integration and capable of fully addressing macroeconomic concerns, especially those
pertaining to state funding, is required. This idea is provided by the Tawhidi String Relation
(TSR) methodology, which unifies all of the nation's economic components into a cohesive
whole that is interrelated. According to this theory, the element of divinity (Tawhidi) cannot
be divorced from a nation's political and economic processes. The incomplete idea that
distinguishes between divine and worldly things is not acknowledged by Islam. The
understanding that God created humans to be His vicegerents must be the foundation of all

human behaviour.
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The government should use that fundamental idea as a guide when handling the
nation's finances. Therefore, one way to address macroeconomic issues is through the
interaction and integration of financial institutions, including Islamic financial institutions.
The state should take Islamic economics into account when managing national finances since
it forbids the use of usurious instruments to address macroeconomic issues. As a result, the
state's role in controlling the national deficit cannot be isolated. With the help of the
community's active involvement in fiscal instruments like SBSN and other Islamic
institutions like BWI and BAZNAS, this study aims to present the idea of integration and
interaction among government financial institutions. Society's cultural strength must be
balanced with the government's structural strength. Through their involvement in
investments that directly support Indonesia's economic growth, like SBSN, the
community —which also serves as an economic agent—must actively support government
finances.

In order to solve macroeconomic issues, the integration and interaction of these
institutions can maximise the capabilities of SBSN, zakat, infaq, sadaqah, and waqf as Islamic
economic instruments. As a result, the entire community can work together to support the
nation's finances. The government can now rely on SBSN, zakat, infaq, sadaqah, and wagqf

from the vast majority of Indonesian Muslims in addition to tax and other usurious revenue.

CONCLUSION

Given the numerous benefits offered by SBSN as a financing option for the state budget,
this research aims to provide recommendations to the government that SBSN can serve as a
primary source of state budget funding as an alternative to foreign debt. The diagram
presented in this study illustrates the process of fiscal policy change from focussing on
increasing external debt (ULN) to focussing on increasing the proportion of SBSN as an
Islamic fiscal instrument. This research proposes several policy variables to strengthen SBSN,
including increasing the quantity and quality of human resources in SBSN management,
raising investor awareness of SBSN, expanding sukuk financing to strategic sectors that
support Indonesia's economic growth, developing state sukuk innovations in line with
national development policies, and increasing the volume of SBSN issuance. Annual reviews
and evaluations of SBSN improvement initiatives are crucial to achieving these goals. All
these elements interact and contribute to gradually creating policies that can enhance the
capacity of SBSN.

Collaboration between fiscal policy and Islamic financial institutions is also needed to
help the government finance the state budget deficit and prevent dependence on interest-
bearing debt. Ultimately, strengthening SBSN and collaborating with Islamic financial
institutions can reduce dependence on external debt financing and increase financing
through SBSN. The Ministry of Finance or Bank Indonesia should no longer bear the full

responsibility for finding partial solutions to macroeconomic problems. It is important to
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have an integrated system that can comprehensively address macroeconomic issues,
especially those related to state funding. This concept is offered by the Tawhidi String
Relation (TSR) methodology, which integrates all elements of a country's economy into a
single, interconnected unit. According to this theory, the political and economic processes of
a country cannot be separated from the divine element (Tawhidi). Islam rejects the partial
view that separates the divine world from the material world. All human behaviour must be
based on the understanding that God created humans to be His representatives. Islamic
economics, which prohibits the use of usury instruments in addressing macroeconomic
problems, should be considered by the state in managing national finances. Therefore, it is
impossible to separate the role of the state in reducing the national deficit. This research aims
to introduce the concept of integration and interaction between government financial
institutions and active community participation in fiscal instruments such as SBSN and other
Islamic institutions like BWI and BAZNAS. The structural strength of the government must
be balanced with the cultural strength of society. Society, which also functions as an economic
agent, must actively support government finances by participating in investments that

directly supportIndonesia's economic growth, such as SBSN.
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