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In recent times, the Economic and Monetary Union of West Africa
(WAEMU) has begun issuing Islamic bonds to finance infrastructure
and development projects, realizing the inefficiency of financing
through conventional bonds. Additionally, they seek to attract
Muslim investors who prefer Sukuk investments over traditional
bonds. This study aims to examine the reality of the Islamic Sukuk
market in WAEMU countries and the main challenges facing its
development. The methodology employed is descriptive, supported
by data derived from reports, journals, and scientific research related
to the study. The study finds that despite significant progress in Sukuk
issuance and the urgent need for them in the region, they face the
following challenges: lack of political and security stability,
administrative and financial corruption, taxation, shortage of
qualified and trained human resources, insufficient expertise, and a
lack of awareness among local investors about Islamic Sukuk.
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EXTENDED ABSTRACT

The West African Economic and Monetary Union (WAEMU), established
in 1994, comprises eight West African countries: Benin, Burkina Faso,
Cote d'lvoire, Guinea-Bissau, Mali, Niger, Senegal, and Togo. These
nations share a common currency, the CFA franc, issued by the Central
Bank of West African States (BCEAQ). The region, covering an area of 3.5
million square kilometers and home to over 137 million people, has a
significant Muslim population, with approximately 60% of the population
identifying as Muslim, and over 90% in countries like Senegal, Niger, and
Mali. The WAEMU aims to achieve economic and monetary integration
among its member states, fostering a common market, unified fiscal and
monetary policies, and free trade.

In recent years, WAEMU countries have begun issuing Islamic Sukuk to
finance infrastructure and development projects, recognizing the
inefficiency of traditional bond financing and the potential to attract
Muslim investors who prefer Sharia-compliant financial instruments. This
study examines the current state of the Islamic Sukuk market in WAEMU
countries, the need for Sukuk issuance, and the challenges hindering their
development.

Islamic Sukuk, often referred to as Islamic bonds, are financial
instruments that comply with Sharia principles. Unlike conventional
bonds, which represent debt obligations with fixed interest payments,
Sukuk represents ownership in tangible assets, projects, or investments,
and returns are generated through profit-sharing or rental income. Sukuk
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is structured based on various Islamic finance principles, such as
Mudarabah (profit-sharing), Musharakah (joint venture), ljarah (leasing),
and Murabaha (cost-plus financing).

The global Sukuk market has seen significant growth, with total issuances
reaching $1.79 trillion in 2022. Countries like Malaysia, Saudi Arabia, and
the United Kingdom have successfully used Sukuk to finance large-scale
infrastructure projects, such as highways, ports, and airports. In Africa,
the potential for Sukuk is immense, particularly in countries with large
Muslim populations and significant infrastructure financing needs.
However, the Sukuk market in WAEMU countries is still in its infancy, with
only a few countries, such as Senegal, Coéte d'lvoire, Togo, and Mali,
having issued Sukuk.

The WAEMU region has made some progress in adopting Islamic finance,
with 17 Islamic financial institutions currently operating in the region.
These include two Islamic banks in Niger and Senegal, seven Islamic
windows in Burkina Faso, Benin, Cote d'lvoire, Mali, and Senegal, and
seven microfinance institutions offering Sharia-compliant services. In
2023, Mali opened its first Islamic insurance company, marking a
significant step toward expanding Islamic financial services in the region.
In the capital markets, four WAEMU countries—Senegal, Coéte d'lvoire,
Togo, and Mali—have issued Sukuk, with a total value of $1.996 billion,
representing 0.14% of global Sukuk issuances. Senegal leads the region
with five Sukuk issuances worth $1.006 billion, followed by Céte d'lvoire
with two issuances worth $S460 million. Togo and Mali have each issued
one Sukuk, valued at $245 million and $285 million, respectively. These
Sukuk have been used to finance various development projects, including
infrastructure, agriculture, and social housing.

Despite these developments, the Sukuk market in WAEMU remains
underdeveloped compared to other regions. The total value of Sukuk
issued in WAEMU represents only 7.7% of Sukuk issuances in Africa,
highlighting the need for further growth and development. The need for
Sukuk in WAEMU countries is driven by several factors, including the large
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Muslim population, significant infrastructure financing gaps, and budget
deficits. The region faces a substantial infrastructure financing gap,

estimated at $68-108 billion annually, with urgent needs in sectors such

as water, electricity, housing, transportation, and education. Sukuk offers

a viable alternative to traditional financing methods, allowing

governments to raise funds without incurring interest-based debt, which

is prohibited under Sharia law. However, the development of the Sukuk

market in WAEMU faces several challenges:

Political and Security Instability: Several WAEMU countries, such as
Mali, Niger, and Burkina Faso, face political instability, coups, and
terrorist attacks, which deter foreign investment and hinder the
development of financial markets.

Lack of Transparency and Corruption: High levels of corruption and a
lack of transparency in financial and administrative systems reduce
investor confidence and make it difficult to attract investment in
Sukuk.

Taxation Issues: The tax treatment of Sukuk is often unclear, leading
to high tax burdens for issuers. This is particularly problematic given
the asset-based nature of Sukuk, which may require multiple asset
transfers during the issuance process.

Shortage of Qualified Human Resources: There is a lack of skilled
professionals with expertise in Islamic finance and Sukuk issuance,
which limits the ability of governments and financial institutions to
effectively issue and manage Sukuk.

Insufficient Legal and Regulatory Frameworks: The absence of a
comprehensive legal and regulatory framework for Sukuk in WAEMU
countries creates uncertainty for investors and issuers. There is a
need for Sharia-compliant regulations that govern the issuance,
trading, and management of Sukuk.
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e lLack of Awareness: Many local investors are unfamiliar with Sukuk
and their benefits, which limits demand for these instruments. There
is a need for educational campaigns to raise awareness about Sukuk
and its potential as an investment tool.

To address these challenges, the study proposes the following
recommendations: enhance political and security stability, develop
Sharia-compliant legal frameworks, promote transparency and combat
corruption, invest in human resources, create a favorable tax
environment, raise awareness and educate investors, and learn from
global best practices. By tackling these obstacles and implementing the
suggested measures, WAEMU countries can fully harness the potential of
Sukuk, driving economic growth, advancing infrastructure development,
and promoting financial inclusion across the region.
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ARASTIRMACILARIN KATKI ORANI

Yazarin her birinin mevcut arastirmaya katki orani asagida belirtildigi
gibidir:

Yazar’in arastirmaya katki orani %100’dr.

CATISMA BEYANI

Arastirmada herhangi bir kisi ya da kurum ile finansal ya da kisisel ydonden
herhangi bir baglanti bulunmamaktadir. Arastirmada cikar catismasi
bulunmamaktadir.

ARASTIRMANIN ETIK iZNi

Yapilan bu ¢alismada “Yiiksekdgretim Kurumlari Bilimsel Arastirma ve
Yayin Etigi Yonergesi” kapsaminda uyulmasi gerektigi belirtilen tim
kurallara uyulmustur. Yonergenin ikinci bélimi olan “Bilimsel Arastirma
ve Yayin Etigine Aykiri Eylemler” bashg altinda belirtilen eylemlerden
higbiri gergeklestirilmemistir.
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