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CAPITAL STRUCTURE OF SHARIA
COMPANIES: THE ROLE OF SUKUK,
BONDS, AND SUKUK VOLUME

ON THE SPEED OF ADJUSTMENT

Abstract

This study aims to examine the strategic role of sukuk and bonds as primary sources of
financing and the differences in their characteristics in influencing corporate adjust-
ment behavior. The subjects were 187 companies included in the Indonesian Islamic
Stock Index (ISSI) for the 2010-2023 period. The methodology used is a partial adjust-
ment model with a dynamic panel approach, which formulates speed of adjustment
(SOA) as a function of debt instruments, accompanied by subsample analysis and ro-
bustness tests using alternative leverage definitions and bootstrapping. Sukuk-issuing
companies have the highest average leverage, both in terms of book (0.530) and market
(0.567). The average SOA of Islamic companies is moderate (book SOA = 0.267; mar-
ket SOA = 0.364). Bonds consistently accelerate adjustment towards optimal capital
structure in both book and market leverage. In contrast, sukuk issuers exhibited a high
book-based SOA (0.948), but this was not statistically supported due to sample limita-
tions. This finding extends the literature by confirming that SOA is not simply a fixed
value, but rather a function of the financing instrument used. Theoretically, this study
develops trade-off theory and pecking order theory by incorporating the dimension
of sharia instruments. Practically, the results suggest that bonds are currently more
effective as a compliance mechanism. Meanwhile, sukuk require strengthening of mar-
ket infrastructure. From a policy perspective, this study emphasizes the urgency of
developing a sukuk market to achieve credibility equivalent to bonds at the global level.

Keywords sukuk, bonds, dynamic capital structure, speed of
adjustment, sharia capital market
JEL Classification G32, G15, G20

INTRODUCTION

Sharia investment is a popular choice among investors since it can ben-
efit both sides (Jihadi et al., 2021). According to the Indonesia Stock
Exchange (IDX), the Indonesian Islamic capital market is among the
world’s largest (Jihadi et al., 2021). The Islamic financial industry has
grown rapidly worldwide (Ledhem, 2022). However, Islamic Financial
Institutions (IFIs) struggle with a volatile, uncertain, complex, and am-
biguous (VUCA) environment (Hudaefi et al., 2023). Firms must be
able to manage capital structure to achieve business success (Abdullah
& Tursoy, 2021). In capital structures, Islamic financial instruments are
still uncommon. Sharia-compliant businesses must still keep their debt
levels low (Pujiastuti et al., 2022). Speed of adjustment (SOA) is an im-
portant indicator for assessing how efficiently a company responds to
deviations from its target capital structure (Flannery & Hankins, 2013).

Sukuk, Bonds, and Sukuk Volume accelerate the speed of adjustment
(Jiang et al., 2021; Mohamed et al., 2015). Meanwhile, sukuk-issuing
companies had a higher adjustment speed than bond users (Mohamed
et al., 2015). On the other hand, evidence from the market in the
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Middle East indicates that sharia compliance actually slows down capital adjustment due to limited in-
struments and market liquidity (Alnori & Algahtani, 2019). Not all studies show that structural capital
influences financial performance. Jessika and Yohana (2024) showed that structural capital does not
have a positive effect on financial performance. Most previous studies have focused on static determi-
nants of capital structure or calculated SOA without examining how specific financing instruments af-

fect the speed of adjustment.

1. LITERATURE REVIEW

AND HYPOTHESES

Sharia firms are more stringent when it comes to
selecting their financing option in terms of capital
structure. However, the regulation does not apply
to conventional businesses (Pujiastuti et al., 2022).
Since it affects the company’s capacity to meet the
demands of its stakeholders, a company’s capital
structure is crucial (Yildirim et al., 2018). The de-
termination of capital structure decisions is signif-
icantly influenced by sharia compliance (Alnori
& Alqgahtani, 2019). Overall, sharia compliance
not only distinguishes Islamic firms from conven-
tional businesses but also plays a pivotal role in
shaping their capital structure decisions and, ul-
timately, their ability to sustain stakeholder trust
and long-term financial stability

The capital structure of a firm refers to the com-
bination of debt and equity used for operations
and expansion. If the company still experiences a
shortage of equity financing, it should consider at-
tracting external sources of financing, in particu-
lar debt (Zubaid et al., 2022). Capital structure is
a good predictor that can help categorize Islamic
banks (Miranti & Oktaviana, 2022). The trade-off
theory and the pecking order theory are the two
primary theories that have historically dominated
the study of capital structure, a major topic in cor-
porate finance (Choi et al., 2024). The trade-off the-
ory by Modigliani and Miller (1958) implies that
businesses should use debt to leverage their capital
structure until the marginal costs and benefits are
equal. Numerous empirical studies into different
firm-specific factors that influence this ideal equi-
librium, such as profitability, liquidity, investment
possibilities, and more, have been prompted by
this notion. The pecking order theory by Myers
(1977) promotes a financial hierarchy where busi-
nesses favor internal funding over external debt
and debt over equity, both of which are impacted
by information asymmetry. Cook and Tang (2010)
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demonstrated that businesses typically modify
their capital structures more quickly in thriving
economic climates than in less thriving ones. In
summary, understanding capital structure via the
perspectives of trade-off and pecking order theo-
ries gives a complete framework for assessing how
organizations, particularly Islamic banks, choose
their financing options in response to internal and
external economic factors.

Capital structure describes the comparison be-
tween foreign and equity capital used to finance op-
erations and assets and maximize company value.
According to Su and Zheng (2025), the time needed
for a business to adjust its deviating capital struc-
ture to its target capital structure is known as the
speed of capital structure adjustment. Capital struc-
ture components include long-term debt, common
capital stock, preferred capital stock, capital surplus,
and accumulated retained earnings (Arif & Mai,
2020). The size of a corporation is one of the capi-
tal structure variables, as it affects profitability and
growth potential. It delivers consistent results in
terms of capital structure. However, this is depen-
dent on the capital theory in question (Yildirim et
al., 2018). The security of the investment was one of
the many benefits that made investing in state retail
Sukuk appealing. The distinction between Sukuk
and bonds emphasizes that Sukuk are certificates
of equal value that indicate an ownership propor-
tion of an issued asset, whereas bonds are regarded
as long-term debt instruments that are issued by
governments and corporations (Solihat et al., 2020).
The state retail Sukuk are appealing due to their in-
vestment security and Shariah compliance, setting
them apart from conventional bonds with their
asset-based ownership structure and adherence to
Islamic financial principles, even though corporate
size influences capital structure decisions based on
the underlying capital theory.

The corporate finance literature has long high-
lighted the debate over optimal capital structure.

http://dx.doi.org/10.21511/imfi.23(3).2026.08
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Within the framework of static trade-off theory,
firms are assumed to balance the tax benefits of
debt against the bankruptcy costs that increase
with higher leverage (Modigliani & Miller, 1963).
However, empirical evidence shows that compa-
nies do not immediately adjust leverage toward
the optimal target. Instead, adjustments are made
gradually due to adjustment costs, limited market
access, and asymmetric information. This gave
rise to the dynamic trade-off theory, where the
adjustment process is measured by the Speed of
Adjustment (SOA). SOA is a quantitative measure
that measures how quickly a company moves to-
ward its optimal capital structure after a deviation
(Flannery & Hankins, 2013). In summary, the
Speed of Adjustment (SOA) measures a company’s
ability to quickly adjust to a deviation and achieve
an optimal capital structure.

Traditionally, the literature assumes that SOA is
homogeneous and can be represented as a fixed
scalar coefficient in a Partial Adjustment Model
(PAM). However, recent scientific research refutes
this view. Jiang et al. (2021) and Canarella and
Miller (2019) emphasize that the speed of adjust-
ment is heterogeneous. It depends on a company’s
internal factors and a country’s institutional con-
ditions. Rawal et al. 2025) show that fundamental
country risks, including political stability, regula-
tory quality, and market efficiency, significantly
influence SOA. Countries with lower risks exhibit
a faster rate of adjustment. These results indicate
that SOA should no longer be treated as a con-
stant but rather as a function of various relevant
determinants.

The adjustment patterns of companies with zero le-
verage are very different from those of companies
with high leverage. Morais et al. (2022) found that
firms with zero leverage have very different adjust-
ment patterns than highly leveraged firms. In the
Indonesian context, Nosita (2018) estimates that
Indonesian non-financial firms take an average of
2.45 years to return to target leverage, but varia-
tion across firms is high. These results emphasize
the need for a new approach that views SOA as a
function influenced by both the specific charac-
teristics of the firm and its financing instruments.
Financing instruments are a potential determi-
nant that has not been widely studied in relation
to SOA. Conventional bonds are considered more

http://dx.doi.org/10.21511/imfi.23(3).2026.08

liquid and have relatively low issuance costs, with
a well-established secondary market. Therefore,
they can function as a mechanism to accelerate
capital structure adjustments (Jiang et al., 2021). In
contrast, sukuk, as a Sharia-compliant instrument,
present greater complexity due to the ownership
of specific Sharia-compliant assets and contracts.
Several studies have shown that sukuk often face
higher issuance costs and limited secondary mar-
ket liquidity (Basyariah et al., 2021). Ahmad et al.
(2021) added that the development of the sukuk
market is greatly influenced by macroeconomic
stability and institutional quality, so that in coun-
tries with less developed financial markets, the ef-
fectiveness of sukuk as a capital rebalancing in-
strument is still limited. The growth of the sukuk
market has a favorable impact on Islamic banks’
financial stability (Ledhem, 2022) and economic
growth (Amijaya et al., 2024). This shows that the
speed of capital structure adjustment (SOA) is in-
fluenced by a company’s specific characteristics
and the financing instruments used.

A comprehensive literature review emphasized
that sukuk research focuses primarily on struc-
ture, legal aspects, and their impact on firm val-
ue. However, their relationship to capital struc-
ture dynamics and SOA remains sparse. Even in
Indonesia, despite being known as one of the larg-
est green sukuk markets in the world, research on
the relationship between sukuk and the speed of
capital structure adjustment is scarce. This indi-
cates a significant gap in the literature. Literature
on sukuk generally still focuses on aspects of issu-
ance and market performance (Uluyol, 2023). In
the context of Islamic markets, capital structure
takes on an additional dimension. Islamic compa-
nies not only pursue profits but must also comply
with Islamic principles (Ahmed & Elsayed, 2019),
including the prohibition of usury, the obligation
to run a halal business, and a maximum debt-
to-asset ratio (DAR) limit of 45% as stipulated
in the OJK Sharia Guidelines and AAOIFI stan-
dards. Bandawaty et al. (2024) found that sharia
compliance and DAR restrictions accelerated SOA
compared to non-sharia firms. This is in contrast
to the findings (Alnori & Algahtani, 2019). In
Malaysia, Islamic companies actually adjusted
more slowly. This contradiction indicates the in-
fluence of Islamic financing instruments on the
speed of adjustment, which is not yet fully under-
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stood. Therefore, sukuk and bonds are Islamic fi-
nancing sources that are thought to accelerate the
adjustment speed of Islamic companies.

Therefore, this study aims to examine the role of
sukuk, bonds, and sukuk volume on the speed of
adjustment.

2. METHOD

This study is based on panel data of sharia-com-
pliant companies listed in the Indonesian Sharia
Stock Index (ISSI) for the period 2010-2023. The
ISSI was chosen because it covers public compa-
nies that comply with sharia principles as stipu-
lated by the Financial Services Authority (OJK),
making it relevant as an empirical laboratory for
examining the dynamics of sharia-compliant cap-
ital structures.

The initial sample consisted of 187 companies,
with an unbalanced panel data set due to the in-
clusion and exclusion of companies from the in-
dex and limited annual reporting. The most strik-
ing fact from the data is the low participation rate
in sukuk issuance. Only eight companies issued
corporate sukuk, with a total of 32 annual obser-
vations. Conversely, the number of bond issuers
is relatively large, although still a minority com-
pared to the overall population. This fact high-
lights an important paradox. Although Indonesia
is recognized as one of the largest sukuk markets
in the world, sukuk have not yet become a domi-
nant financing instrument at the corporate level.

This study uses two measures of leverage as de-
pendent variables, namely book leverage (total
debt to total assets) and market leverage (total
debt to total debt and equity market capitaliza-
tion). (Yildirim et al., 2018). The use of these two
measures is consistent with previous literature
(Jiang et al., 2021) which emphasizes that ac-
counting perspectives and market perspectives
can produce different adjustment dynamics. The
key variables are financing instruments, namely
SUKUK financing (the proportion of sukuk to to-
tal debt), VOLSUKUK (the proportion of sukuk
to equity), BONDS (the proportion of bonds to
total debt), and VOLUNTEER (the proportion of
bonds to equity). Control variables include profit-
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ability (Return on Assets), growth opportunities
(GROWTH), and company size (SIZE), which in
the literature have been consistently shown to in-
fluence leverage targets and the speed of adjust-
ment (Flannery & Hankins, 2013).

The empirical model departs from the convention-
al Partial Adjustment Model (PAM) where actual
leverage adjusts to target leverage in stages:

LEV, =(1-A)LEV,  +ALEV, +¢, ()

with the reformulation that A is a function of the
financing instrument, the estimated empirical
equation for the integrated dynamic capital struc-
ture is:

LEV,, =7y + 1 LEV,

i,t—1

+ 7, LEV,, X SUKUK

+y, LEV,, X VOLUME SUKUK
+y, LEV,, X OBLIGASI

+7, LEV,, , X VOLUME OBLIGASI

+y,PROFIT +y.SIZE + y,GROWTH

@)

Here, it represents the baseline SOA, while captur-
ing the role of financing instruments in modulat-
ing the speed of adjustment y, y, —y;

Methodologically, this study initially used the
Generalized Method of Moments (GMM) as the
primary estimator. GMM was chosen for two rea-
sons: first, the model contains lagged variables as
predictors, so Ordinary Least Squares (OLS) or
Fixed Effects (FE) would produce biased estimates
(Nickell bias). Second, GMM is effective in address-
ing the potential endogeneity inherent in financial
variables (Arellano & Bond, 1991). However, when
applied to research data, the GMM estimation re-
sults revealed validity weaknesses. The Hansen
test indicated over-identification issues, while the
limited number of observations for the sukuk is-
suer group (only 32 firm-years) poses a serious risk
of instrument proliferation. This implies that us-
ing GMM in the Indonesian sukuk sample cannot
produce credible results.

Facing these limitations, the researchers took stra-

tegic steps to address the research problem formu-
lation. First, baseline estimation was conducted

http://dx.doi.org/10.21511/imfi.23(3).2026.08
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on the entire sample of companies, reflecting the
average adjustment speed without considering the
role of financing instruments. Second, the study
then divided the sample into subsamples consist-
ing of sukuk issuers, bond issuers, and non-issuers.
This approach not only overcomes the limitations
of GMM estimation validity but also provides
analytical depth by highlighting heterogeneity
across company groups. Thus, even though GMM
fails to produce valid results on small subsamples,
the subsampling strategy allows for exploration
that remains valid and rich in empirical meaning.

To ensure the robustness of the results, this study
conducts a series of robustness tests: (i) estima-
tion with book leverage and market leverage, (ii)
subsample analysis by instrument group, (iii) al-
ternative definitions of sukuk and bond volumes
(proportion to debt and equity), (iv) use of clus-
tered standard errors at the firm level to address
heteroscedasticity and serial correlation, and (v)
bootstrapping on sukuk groups with limited ob-
servations. This triangulation approach enhances
the credibility of the results and strengthens the
study’s contribution to the literature.

3. RESULTS

Table 1 presents the main characteristics of
Islamic companies in the research sample, based
on financing groups: sukuk issuers, bond issuers,
and companies without either instrument. The
descriptive results show a very clear pattern of dif-
ferences in capital structure across groups. First,
sukuk-issuing companies have the highest average
leverage, both in terms of book (0.530) and market
(0.567). This indicates that sukuk-issuing compa-

Table 1. Comparison of company characteristics

nies tend to use a greater proportion of debt than
other groups. Bandawaty et al. (2024) that islam-
ic companies have higher debt than non-Islamic
companies. Interestingly, despite high leverage,
profitability (ROA) is relatively low (around 1.2%).
This pattern can be interpreted as indicating that
companies choosing sukuk are not the most oper-
ationally efficient, but rather large companies with
high financing needs seeking alternative financ-
ing in accordance with Islamic principles.

Second, bond-issuing companies exhibit distinct
characteristics. They have high book leverage
(0.510) but relatively lower market leverage (0.433).
Their profitability is actually the highest among
the entire group (around 5.5%). This indicates
that companies with better performance tend to
choose bonds as a financing instrument. This is in
line with literature emphasizing that companies
with strong fundamentals have easier access to the
bond market because they can obtain good credit
ratings and attract investors (Jiang et al., 2021).

Third, companies without sukuk or bonds had the
lowest leverage (0.446) and were relatively small
compared to the other two groups. This confirms
that companies that do not access the debt market
tend to rely on internal financing or bank loans,
thus limiting their leverage capacity. This fact is
consistent with the prediction of the pecking or-
der theory that small and less profitable compa-
nies prefer internal financing.

The ANOVA test showed that the difference in le-
verage between groups was significant at the 1%
level, confirming the finding that capital struc-
tures are not homogeneous among Islamic com-
panies. Furthermore, company size also showed

NON All

Variables Sukuk Bond : F statistic p-value
Bookleverage  : 0530 . 0510 . ..0446 . ...0#1 . ....1.638 _ . ...0000 _
Market Leverage : 0567 i 0433 i 0445 0446 i A778 0008
RoA ot 00 0o 00 2830 00
Growth TS 0Awl e ek 00 09k
Size b 29904 30378 28873 28984 73222 0000
Sukukintensity : 008  .i...9®000 .....0o0 .00 i..5074 ...0000 ..
Bond Intensity  : ...0000 . .i...018 . ...008  i...0075  .....A3%144 @ 5...0000 .
SukukVolume ¢ 008 i....0000 i .00 .00  ...805%6 . ....000

Volume Bonds 0.000 0.228 0.039 0.102 60,535 0.000

Note: Data processed with RStudio *** p <0.01, ** p < 0.05, * p <0.10.

http://dx.doi.org/10.21511/imfi.23(3).2026.08
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significant differences. Sukuk and bond issuers
were larger than non-issuers, confirming that only
large companies could access the debt capital mar-
ket. Table 1 provides an initial overview, showing
that companies financing sukuk are character-
ized by high leverage and low profitability. Bond-
financing companies are characterized by high
profitability and moderate leverage, while non-is-
suers are characterized by low leverage and small
company size. This pattern confirms the substan-
tial heterogeneity in capital structure behavior in
the Indonesian sharia market. This provides base-
line information for further analysis regarding the
speed of capital structure adjustment.

Table 2 presents the estimation results of the basic
partial adjustment model for all Islamic compa-
nies in the sample, regardless of financing instru-
ment. These results serve as a benchmark for un-
derstanding the average behavior of capital struc-
tures in the Indonesian Islamic market.

Table 2. Base model results for all firms

Variables Leverage Book : Market Leverage
Lagging Leverage 0733 (0.013)*** 0.636 (0.015)***
ROA —0.283 (0.017)*** —0.335 (0.027)***
Growth ::—:Q.ooo (o.oo:(:j:): —0.000 (0.000)
Size 10.024 (0.004)*** © 0.062 (0.006)***
R? (inside) 0.6166 0.4867
o o
Half-life 2.23 years 1.53 years

Note: Data were processed with RStudio. Standard errors are
in parentheses. *** p <0.001, ** p <0.01, * p < 0.05.

First, estimates show that the speed of adjustment
(SOA) differs between book-based and market-
based leverage. For book leverage, the SOA is re-
corded at 0.267, meaning the average company
takes approximately 2.23 years to correct half the
deviation from target leverage. Meanwhile, for
market leverage, the SOA is higher at 0.364, with a
half-life of approximately 1.53 years. This finding
indicates that companies adjust their capital struc-
ture more quickly from a market perspective than
from an accounting perspective.

This interpretation is in line with global litera-
ture (Flannery & Hankins, 2013), which found
that capital markets provide a stronger signal to
management regarding the need to adjust lever-
age. Consequently, the speed of adjustment, as
measured by market leverage, tends to be higher.
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In other words, stock prices, as a reflection of in-
vestor expectations, accelerate corporate financial
discipline, while accounting data provides a slow-
er reflection.

Second, the control variables provide results con-
sistent with capital structure theory. Profitability
(ROA) has a significant negative effect on lever-
age, supporting the pecking order theory (Myers
& Majluf, 1984). More profitable companies tend
to use internal funds rather than increasing debt.
Firm size (SIZE) has a significant positive effect,
indicating that larger companies have greater ac-
cess to debt markets and maintain higher leverage.
Meanwhile, growth opportunities (GROWTH)
are insignificant, indicating that growth prospects
in the Indonesian sharia market have not consis-
tently translated into external financing strategies,
unlike findings in developed markets.

Table 2 illustrates that Islamic companies in
Indonesia are indeed adjusting their capital struc-
tures toward their targets. However, the pace is
relatively slow, especially from an accounting per-
spective. The difference between book and market
leverage underscores the importance of examining
the dynamics in more detail based on the type of
financing instrument analyzed in Tables 3 and 4.

Table 3 presents partial adjustment model esti-
mates for a subsample of firms based on financ-
ing instruments, with book leverage as a measure
of capital structure. These results confirm that the
speed of capital structure adjustment is highly
heterogeneous across groups and demonstrate the
role of financing instruments in modulating these
dynamics.

The group of sukuk-issuing companies exhibited
a very high SOA of 0.948, with a half-life of only
around 0.33 years. Theoretically, this figure indi-
cates that the companies almost completely cor-
rected their leverage deviation in less than a year,
significantly faster than the baseline (0.267) and
other groups. However, the low statistical signifi-
cance indicates that this estimate is not robust
enough to be generalized. The primary reason is
suspected to be the very limited number of obser-
vations (only 8 companies with 32 firm-years). In
other words, although numerically, sukuk appear
to accelerate adjustments extremely rapidly, em-

http://dx.doi.org/10.21511/imfi.23(3).2026.08
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Table 3. Specific results for book leverage

Variables Only Sukuk Only Bonds There isn’t any
Lagging Leverage ...0052(0154) 0441 (0.057)** | L0733 (0014) >
—0.098 (0.282) —0.412 (0.146)**
0001 (0000) 0002 (0004)
~0.057(0.085) 0.003 (0.019)
—0.865 (0.288)** -
Swdcome T ey o
Bond Intensity - —0.313 (0.063)***
‘BondVolume ) - 0.292 (0.044)***
0.948 0.559
Halflife .03 years 0.89 years
Observations : 32 136

Notes: Data processed with RStudio. SE in parentheses. *** p < 0.001, ** p < 0.01, * p < 0.05.

pirically, this pattern is prone to volatility. This
finding reflects the shallow and liquidity-limited
condition of the Indonesian sukuk market, as also
reported by Uluyol (2023).

Interestingly, Table 3 shows a dual dynamic for key
variables. Sukuk Intensity has a significant nega-
tive effect (-0.865), indicating that sukuk issuance
essentially reduces book leverage. This is consis-
tent with the asset-backed nature of sukuk, which
often limits debt expansion. Conversely, Sukuk
Volume has a significant positive effect (1.307).
This means that the larger the sukuk portion of to-
tal debt, the higher the company’s book leverage.
In other words, the existence of sukuk encourages
financial discipline. However, a larger sukuk vol-
ume provides the capacity for financial expansion.

The bond-issuing company demonstrated an SOA
of 0.559 with a half-life of approximately 0.89
years. This figure is more moderate than that of
the sukuk group but significantly higher than that
of the non-issuer group. This is consistent with
the literature on corporate bonds in emerging
markets, where bonds serve as flexible financing
instruments that support capital structure rebal-
ancing (Jiang et al.,, 2021) and firm performance
(Arhinful & Radmehr, 2023; Allen & Qian, 2024;
Ortega, 2025).

The results for key variables confirm a similar pat-
tern to sukuk. Bond intensity decreases leverage
(-0.313), reflecting companies’ caution in enter-
ing the bond market due to investor ratings and
credibility demands. Conversely, bond volume in-
creases leverage (0.292), indicating that large-scale

http://dx.doi.org/10.21511/imfi.23(3).2026.08

bond issuances provide companies with greater
debt capacity. This difference in intensity and vol-
ume patterns confirms that the presence of instru-
ments drives discipline, but the scale of instru-
ments drives expansion.

Companies without sukuk or bonds showed the
lowest SOA, 0.267, with a half-life of around 2.26
years. This finding confirms that companies that
do not access the debt market are very slow to
adjust their capital structure. They tend to rely
on internal funding or bank loans, thus limiting
their ability to adjust leverage towards the target.
This finding is consistent with the pecking order
theory (Myers & Majluf, 1984) and with empiri-
cal evidence (HC et al., 2019), which found that
Indonesian companies tend to be slow to adjust
their capital structure due to limited access to
capital markets.

The results for the control variables are consis-
tent across nearly all subsamples. ROA has a sig-
nificant negative effect on leverage, supporting
the pecking order theory. SIZE has a significant
positive effect, indicating that larger companies
have greater access to debt financing. Meanwhile,
GROWTH is insignificant, indicating that growth
opportunities have not been consistently translat-
ed into leverage policies in the Indonesian shar-
ia market. Overall, Table 3 confirms three main
points: (1) SOA differs significantly across instru-
ment groups: sukuk (0.948) appears to be the fast-
est but not significantly, bonds (0.559) are relative-
ly stable, and non-issuers (0.267) are the slowest.
(2) Financing instruments have a dual function:
the intensity of the instrument’s presence tends to
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Table 4. Market leverage subgroup

Variables Only Sukuk Only Bonds There isn’t any
Laggingleverage .. ..0.656 (0.199)* ..0:422 (0.095)"** | ...0:625(0.016)** .
-0.267 (0.778) —0.735 (0.404)* —0.330(0.027)***
H 0.00l::(:Q.OOl) H 0.000:(::0.0IO) 0,000
Sz S 0.072(0.212) ..70019(0.053)

Sukuk Intensity 0.019 (0.735) - -
SukukVolume L.TL578(1529) e T -
Bondntensity o = ...70182(0.176) -

Bond Volume - 0.235(0.118)* -
Rfinside) 0.9026 03267
SOA 0344 0578
Halflife 1.64 years 0.83 years

Observations 32 136

Notes: SE in parentheses. *** p < 0.001, ** p <0.01, * p < 0.05.

reduce leverage (discipline), but the volume of is-
suance actually increases leverage (expansion). (3)
Contextual implications: sukuk function more as
an accounting mechanism (book leverage) with
mixed effects, while bonds more consistently ac-
celerate capital structure adjustment.

Table 4 presents the estimation results of a sub-
sample model using market leverage as a measure
of capital structure. These results provide an im-
portant additional perspective because market
leverage reflects investor perceptions and equity
valuations in the capital market, unlike book le-
verage, which is based on accounting reports.

4. DISCUSSION

The topic of capital structure has been discussed
for a long time in the financial industry. Capital
structure is prioritized when making decisions
about financial elements or performance since it
allows a firm to fund itself with a mix of debt and
equity to achieve optimal capital structure and
maximum profit (Boh et al., 2020). The results of
this study provide strong evidence that the speed
of capital structure adjustment in Islamic com-
panies in Indonesia is highly heterogeneous and
substantially influenced by the financing instru-
ments used. Initial estimates using the baseline
model indicate that all companies in the sample
adjusted toward their target leverage, albeit at
a relatively slow pace. With book leverage, SOA
was recorded at 0.267, while market leverage was
higher at 0.364. This difference indicates that the
market exerts stronger pressure than accounting
information, resulting in companies correcting
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leverage deviations more quickly when adjust-
ments are measured from an equity valuation per-
spective. This finding aligns with global literature
emphasizing that capital market discipline ac-
celerates capital structure dynamics (Flannery &
Hankins, 2013; Mensah et al., 2025). Adiba’s study
(2022), considering the importance of the lever-
age coeflicient, has demonstrated that Indonesian
businesses modify their capital structures to
achieve optimal leverage ratios. It is evident that
the speed of adjustment value approaches the ide-
al leverage ratio.

When the results are further analyzed in subsam-
ples based on financing instruments, the heteroge-
neity becomes even more apparent. Bond-issuing
companies exhibit a relatively high and consistent
SOA for both book leverage (0.559) and market
leverage (0.578). This confirms that bonds serve
both as accounting instruments that strengthen
the capital structure and as credible signals rec-
ognized by the market. In contrast, sukuk-issuing
companies exhibit a contrasting pattern. For book
leverage, the SOA reaches an extraordinarily high
0.948, numerically indicating a near-full accelera-
tion in a short period. However, this result is not
statistically significant and changes drastically
when leverage is measured on a market basis. The
SOA drops to just 0.344. This sharp difference sug-
gests that while sukuk may be relevant in account-
ing records, the market has not yet perceived them
as a credible signal. This condition aligns with
Uluyol (2023), who highlights the limited depth
of the sukuk market in Indonesia, in contrast to
the Malaysian or GCC markets, where sukuk have
stronger liquidity and recognition.

http://dx.doi.org/10.21511/imfi.23(3).2026.08
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Furthermore, the research findings confirm that
financing instruments not only play a role in de-
termining the speed of adjustment but also influ-
ence the direction of leverage through two dis-
tinct mechanisms. The speed of adjustment falls
with default risk and agency costs and rises with
company size, growth prospects, and separation
from the desired capital structure (Ghaemi Asl et
al., 2024). The presence of both sukuk and bonds
tends to reduce leverage, reflecting the disciplin-
ary effect created by demands for credibility and
investor oversight. However, the larger the vol-
ume of instrument issuance, the more leverage
it actually increases, indicating an expansion-
ary role. Thus, Islamic capital market instru-
ments have the dual function of limiting leverage
through initial discipline while simultaneously
opening up room for expansion through issuance
scale. This phenomenon is rarely documented in
the dynamic capital structure literature, which
typically focuses on adjustment speed as a scalar
variable (Jiang et al., 2021). This study broadens
understanding by showing that SOA is more ap-
propriately viewed as a function of the financing
instrument. Syarif et al. (2023) stated that cer-
tain Islamic commercial banks employ a variety
of their assets to settle all of their debts, which
affects their capacity to offer the best rates of re-
turn and creates agency conflicts. In addition,
certain Islamic commercial banks can strike a
balance between debt and their capacity to offer
the best rates of return.

Another important implication is the difference in
response between companies that issue sukuk or
bonds and those that do not. Companies that do not
access the debt market consistently have the lowest
SOA (0.267 for book leverage and 0.375 for market
leverage), indicating a slow adjustment process due
to limited access to financing. However, when le-
verage is measured from a market perspective, even
non-issuing companies show a relative acceleration,
confirming that stock prices function as an exter-

nal disciplinary mechanism. In other words, even if
companies do not issue capital market instruments,
investor pressure still forces them to adjust their cap-
ital structure to maintain valuations. In particular,
according to Alnori and Algahtani (2019), sharia-
compliant businesses have much lower leverage and
slower rates of adjustment, as indicated by both book
and market proxies of capital structure, than non-
sharia-compliant businesses.

Theoretically, the research findings extend the litera-
ture on dynamic capital structure by integrating the
financing instrument dimension into SOA analysis.
The results indicate that sukuk and bonds serve not
only as sources of funds but also as factors determin-
ing the speed of adjustment. This enriches the frame-
works of trade-off theory and pecking order theory,
providing evidence that sharia instruments have a
different functional logic than conventional instru-
ments. Practically, this research provides a clear
signal for corporate management. Bond issuance is
more effective in accelerating adjustment towards an
optimal capital structure, while sukuk can be used
as an accounting instrument but still face limited
market recognition. For regulators, these findings
demonstrate the importance of deepening the sukuk
market so that this instrument can function not only
at the accounting level but also be recognized as a
credible signal by the market.

Overall, this study highlights the credibility gap
between sukuk and bonds in the Indonesian
Islamic capital market. While bonds are viewed as
credible instruments by the market, sukuk are still
limited to internal and accounting functions. This
contradiction emphasizes that the development of
Islamic instruments is not merely about regula-
tion and issuance; it also requires liquidity, trans-
parency, and market recognition. Thus, this study
not only contributes to the academic understand-
ing of dynamic capital structures but also offers
relevant policy insights for strengthening Islamic
capital market infrastructure in a global context.

CONCLUSION

This study aims to examine the role of sukuk, bonds, and sukuk volume on the speed of adjustment. The
main findings indicate that the speed of capital structure adjustment (SOA) is not homogeneous but is
substantively influenced by the type and scale of the instrument used. Bonds have been consistently shown
to accelerate adjustment from both accounting and market perspectives. The study’s findings indicate that

http://dx.doi.org/10.21511/imfi.23(3).2026.08
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companies issuing sukuk have a greater level of observed book value-based net assets (SOA) in the sample
investigated, with weak and insignificant market leverage. This difference highlights the credibility gap,
where sukuk functions as an accounting instrument but is not yet fully recognized as a credible signal by
the capital market.

The implications of this research are significant. Theoretically, the results expand trade-off theory and
pecking order theory by incorporating the dimensions of sharia instruments. In practice, these findings
allow company management to be convinced that bonds are currently a more effective tool for acceler-
ating adaptation. Meanwhile, sukuk require infrastructure strengthening to gain market recognition.
From a policy perspective, this research highlights the need for regulations that not only encourage su-
kuk issuance but also strengthen liquidity, transparency, and investor participation so that sukuk can
function on par with bonds in global capital markets.

The main limitation of this study lies in the small sample size of sukuk issuers, which may affect the sta-
tistical significance of the results. However, this condition also reflects the reality of the Indonesian mar-
ket, which is still in its development stage. Future research could expand the analysis by incorporating
international dimensions, such as comparisons with Malaysia and GCC countries, and examining the
role of macroeconomic factors and corporate governance in accelerating capital structure adjustment.
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