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If a Sukuk Index Already “tracks the 
market,” why would I Need an Active 
Manager?
It’s a fair question. Buying a bond index fund usually 
means getting broad, automatic diversification — a 
large, established market spread across thousands 
of borrowers, with no single name able to move 
the needle much. That assumption holds up well in 
markets like US Treasuries or investment-grade US 
corporate bonds.

The US dollar sukuk market presents a different set of 
considerations. Although the global sukuk market is 
well established, with more than $1.0 trillion outstanding 
at year-end 2025, it remains relatively small compared 
with larger and more mature markets, such as the 
US Treasury market. As a result, applying the same 
analytical framework used for those markets may not 
be appropriate.

In a market characterized by structural nuances, 
cultural considerations, and regional specialization, a 
purely mechanical, formula-based approach may not 
be optimal. Two features of sukuk index construction 
illustrate why an active investment approach can add 
value.

Key Takeaways

1	 A sukuk index may not be 
broadly diversified in practice. 
Market-cap weighting can 
concentrate exposure in the largest 
issuers while giving smaller eligible 
issuers limited influence on portfolio 
composition.

2	 Cap-weighted benchmarks 
can translate debt issuance 
into higher portfolio exposure 
—  regardless of whether that 
incremental debt offers the most 
attractive credit or relative-value 
opportunity.

3	 Active management allows 
selective participation in fast-
growing new supply. Rather 
than absorbing newly issued debt 
mechanically as it enters an index, 
an active manager can determine 
whether, when, and how much 
exposure to add.

4	 Index Concentration: Most 
sukuk benchmarks are highly 
concentrated. It’s not unusual to find 
five or six issuers represent over 
one-third to over half the index by 
weight.
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Concentration is convenient for building an index — not for managing risk
In US dollar sukuk benchmarks 
today, just five issuers — the 
Kingdom of Saudi Arabia, three 
Saudi government-sponsored 
entities, and the Republic 
of Indonesia — account for 
roughly a third to over half of 
three widely used indices.

That kind of concentration 
may be convenient for index 
construction, but from a 
risk-management standpoint 
it means investors are 
effectively making a very 
large allocation to a handful 
of names, while leaving a rich, diversified opportunity 
set under-represented. The scale of that mismatch 
becomes clearer when placed against the size of the 
opportunity set itself. The FTSE Sukuk Index universe 
includes nearly fifty separate issuers — yet the five 
issuers above, barely 10% of that universe, represent 
more than half of the benchmark’s total weight.

A benchmark built this way sorely underrepresents the 
breadth of the market it claims to track. Roughly 90% 
of eligible issuers are left to share less than half the 
total index weight between them.

The way benchmarks are built can reward 
leverage, not strength
Most sukuk indices weight constituents by the market 
value of outstanding sukuk — essentially a market-cap 
weighting. In fixed income, that can lead to owning 
more of the frequent and largest issuers, which are 
often the most indebted. Unlike equities, where a larger 
market cap may reflect success, in bonds a larger 
outstanding size can simply mean more leverage, so a 
cap-weighted approach can unintentionally overweight 
the most leveraged issuers. 

Saudi Arabia provides a relevant example. In recent 
years, the country has been an active issuer of both 
conventional debt and sukuk. More than 80% of the 
outstanding debt issued by Saudi Arabian corporate 
issuers was issued during the past three years. 
Similarly, nearly two-thirds of the outstanding debt of 
Saudi government-sponsored entities (GSEs) at year-
end 2025 had been issued during the preceding five 
years, compared with just over 50% measured over the 
prior three-year period.

Issuer Type
FTSE 

IdealRatings 
Sukuk Index

Bbg Global 
Agg Sukuk 

Unh.

Bbg Custom 
0+ Dual 
Capped

DJ Sukuk 
TR Index 

Kingdom of Saudi 
Arabia Sovereign 19.7% 17.7% 10.0% 18.0%

Saudi Aramco, 
Public Investment 
Fund, Saudi Electric 
Co.

Gov't-
Sponsored 
Entities

19.1% 17.1% 12.8% 15.7%

Republic of 
Indonesia Sovereign 13.8% 13.5% 10.0% 12.7%

Combined weight 
of these 5 issuers — 52.6% 48.2% 32.7% 46.4%

Issuers in the 
FTSE Sukuk 
Index Universe

Issuers Driving 
the Concentration 
Above

Share of 
Benchmark Weight 
from Just Those 5

~50 separate 
issuers

5 issuers  
(~10% of the 
universe)

52.6% of total  
index weight
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Saudi Arabia’s recent issuance activity illustrates how 
quickly this concentration can build. The following 
analysis shows the total outstanding stock of 
conventional debt and sukuk issued over the trailing 
three- and five-year periods ending in 2025.

An active approach lets a manager step back from that 
mechanical exposure, evaluate the credit fundamentals 
and policy trajectory behind it, and decide how much 
risk to take in those segments versus other high-quality 
issuers across the GCC and beyond.

Advantages of Active Management in the Sukuk Market
In short, active management gives an investor 
the ability to diversify away from benchmark 
concentration, avoid simply lending the most to the 
most indebted, and build a more balanced sukuk 
portfolio than a pure index-tracking approach would 
allow. 

Diversification by choice, not formula.  Avoids 
the concentrated, few-issuer exposure built 
automatically into cap-weighted benchmarks.

Credit quality over debt quantity. Evaluates 
issuers on creditworthiness, not simply on how 
much debt they’ve issued.

Discretion over fast-moving new supply. Can 
pace exposure to newly issued debt rather than 
absorbing it automatically as it’s added to an index.

Coverage for rating gaps. Able to apply 
independent research to issuers a benchmark 
simply labels “non-rated.”

Redirection toward quality, not just size. Steps 
back from mechanical index exposure to weigh 
credit fundamentals and policy trajectory, and to 
decide how much risk to take in a given segment 
versus other high-quality issuers across the GCC 
and beyond.
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Important Disclaimers and Disclosures

This material is for general information only and is not a research 
report or commentary on any investment products offered by Saturna 
Capital. This material should not be construed as an offer to sell, 
or the solicitation of an offer to buy, any security in any jurisdiction 
where such an offer or solicitation would be illegal. To the extent that it 
includes references to securities, those references do not constitute a 
recommendation to buy, sell, or hold such security, and the information 
may not be current. Accounts managed by Saturna Capital may or may 
not hold the securities discussed in this material.

We do not provide tax, accounting, or legal advice to our clients, and 
all investors are advised to consult with their tax, accounting, or legal 

advisers regarding any potential investment. Investors should not 
assume that investments in the securities and/or sectors described 
were or will be profitable. This document is prepared based on 
information Saturna Capital deems reliable; however, Saturna Capital 
does not warrant the accuracy or completeness of the information. 
Investors should consult with a financial adviser prior to making an 
investment decision. The views and information discussed in this 
commentary are at a specific point in time, are subject to change, and 
may not reflect the views of the firm as a whole.

All material presented in this publication, unless specifically indicated 
otherwise, is under copyright to Saturna. No part of this publication may 
be altered in any way, copied, or distributed.

Saudi Arabia —  
Issuer Type

Share Issued in 
Trailing 3 Years

Share Issued in 
Trailing 5 Years

Corporate sukuk & debt 82.9% 90.9%
Government-sponsored 
entities (GSEs) 52.5% 62.0%

Sovereign 36.7% 46.3%



