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As a market surpassing $4 trillion, 
Islamic Finance has unique needs 
that conventional finance has failed 
to meet. As calls for sustainability 
rise in conventional finance, 
however, Islamic Finance has failed 
to keep pace.

Despite the natural alignment of ESG and Maqasid al Shariah, there have been 

clear divergences between Islamic Finance and ESG Frameworks, as evidenced 

by the Tesla v Tobacco controversy. If there is ever a time for this divergence to be 

bridged, it is now.  

With developed countries failing to follow through on their climate commitments 

and natural disasters on the rise, it has never been more important to engage with 

invested stakeholders at all levels, from client to asset manager to regulator.  

The increased focus on sustainability globally presents an opportunity for growth 

and collaboration for Islamic Finance. To understand what more can be done, we 

first must understand what has been done. In exploring legal maxims, net zero 

policies and climate commitments, and existing sustainable and Shariah-compliant 

products, we can more fully realize the current state of climate efforts and lay the 

foundation for a positive, inclusive, just transition.  With developed countries failing 

to follow through on their climate commitments and natural disasters on the rise, it 

has never been more important to engage with invested stakeholders at all levels, 

from client to asset manager to regulator.  

The increased focus on sustainability globally presents an opportunity for growth 

and collaboration for Islamic Finance. To understand what more can be done, we 

first must understand what has been done. In exploring legal maxims, net zero 

policies and climate commitments, and existing sustainable and Shariah-compliant 

products, we can more fully realize the current state of climate efforts and lay the 

foundation for a positive, inclusive, just transition.  



The Islamic finance industry has demonstrated remarkable growth in recent years, 

boasting a global worth of $4 trillion and maintaining consistent year-on-year expansion. 

However, despite the inherent alignment of Islamic principles with ethical and socially 

conscious values, coupled with the vulnerability of many Muslim-majority countries to 

climate change impacts, analysis indicates the global Islamic finance sector has yet 

to fully embrace the broader sustainable finance world, and vice versa. Nonetheless, 

there is a noticeable and concerted effort within the Islamic finance industry to alter this 

course, and the unique ontological lens of Islamic finance is capable of filling out current 

gaps in the wider sustainable finance industry. 

As we witness the anticipated 84% surge in ESG investing potentially exceeding c30 

trillion by 2026, in tandem with an expected growth in the Islamic finance sector to $5.9 

trillion, we identify a significant opportunity to mobilize Islamic finance capital to achieve 

the UN Sustainable Development Goals (SDGs) and Net Zero ambitions. Notably, while 

currently a small percentage of sukuk issuances align with green or sustainable criteria, 

it is estimated that green and sustainable Sukuk could raise $30-$50 billion of capital 

dedicated to the UN SDGs by 2025 (UKIFC, 2022). 

At the Islamic Finance Council UK (UKIFC) and Global Ethical Finance Initiative (GEFI), 

we believe that Islamic finance has a $1.1 trillion opportunity in the Net Zero and 

sustainability transition. This insight series brings together a collection of articles 

that assess the current state of the sustainable Islamic finance landscape, identify 

opportunities and gaps in the market, and highlight efforts aimed at unlocking 

sustainable Islamic finance capital. 

Since its establishment in 2005, the UKIFC has remained steadfast in its commitment 

to unlocking Islamic finance on a global scale. Over the last 5 years, we have been 

working on the intersectionality between Islamic finance and the wider sustainability 

movement, hosting numerous meetings with public and private stakeholders, producing 

11 dedicated reports, and spearheading initiatives such as The Global Islamic Finance 

SDG Taskforce—a groundbreaking collaboration between the public and private sectors, 

led by the UKIFC in partnership with HM Treasury. The High-Level Working Group on 

Green Sukuk, a three-year initiative launched at COP26, further underscores the UKIFC’s 

dedication to forging unique partnerships with esteemed institutions, including Her 

Majesty’s Treasury, the Ministry of Finance in the Republic of Indonesia, the Islamic 

Development Bank, the London Stock Exchange Group, and the GEFI. Additionally, an 

exciting partnership between the UKIFC and GEFI will culminate in the launch of Project 

Tayyib at COP28, marking yet another significant step toward advancing ethical and 

sustainable finance within the Islamic finance industry. 
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How to 
Encourage 
Greater Islamic 
Investment in 
Sustainable 
Finance
Despite its in-built ethical focus, and the fact that 
many Muslim-majority countries are among the most 
impacted by climate change, Islamic finance has limited 
engagement with the wider sustainable finance world.
Islamic finance is a system of finance which is compatible 
with the laws and teachings of Islam.

Omar Shaikh
August 2023

This article was first published in The Banker (Aug23)



Most notably from a finance perspective, this involves the 
prohibition of interest payments, a ban which was also in the 
early Christian tradition. Islamic finance also includes a ban 
on the financing of “sin sectors” such as alcohol, pornography, 
and restrictions on “toxic” financial instruments that can drive 
negative market behaviours, such as short-selling.  

The current global Islamic finance market is worth $4tn and 
is growing year-on-year, but with limited engagement with 
sustainability, this represents a potential pool of untapped 
capital that could be used to help finance the transition to net 
zero and achieve the UN SDGs.

An examination of Islamic Financial Institutions (IFIs) annual 
reports indicates few have developed net zero goals, or joined 
frameworks such as the PRI or UN PRB. IFIs seem instead to 
have aligned themselves to their domestic national goals.  

The Tayyib Project, jointly launched by the Islamic Finance 
Council UK (UKIFC) and Global Ethical Finance Initiative (GEFI), 
seeks to change this situation. It is inspired by the concept of 
tayyib, an Arabic term which appears across Islamic scripture 
with the term often being used as qualifier of “wholesomeness” 
or “goodness” which extends beyond the permissible (i.e. halal). 
It appears 46 times in the Quran with differing applications, but 
each time the common theme is that of seeking to go beyond 
the base line to achieve a better state. Similar in a way to how 
impact investing goes beyond negative screening (“do no evil”). 

The Tayyib Project seeks to create a stamp that will 
verify that an investment product meets the standards of 
existing Shariah-compliant practices as well as taking into 
considerations factors such as climate, nature and biodiversity, 
modern slavery and human rights as reflected in existing 
leading market practice ESG/sustainability standards.  

Rather than reinvent the wheel and conscious of the 
proliferation of conventional ESG/sustainability frameworks 
and standards, Project Tayyib is more of an impact-oriented 
Rosetta Stone, encouraging socially and environmentally 
positive investments globally across cultures. Interestingly 

principles of Islamic finance also address and add a new 
voice to the challenges mainstream global ESG/sustainability 
markets are facing. To start with, IFIs would not be dealing 
with the Tobacco vs Tesla debacle and the ban on toxic 
financial instruments (e.g. the recent GameStop naked short 
selling mess) seems to be an area most, if not all, responsible 
investment frameworks are silent on.  

The Tayyib stamp aims to encourage the Islamic investment 
community to augment existing practices (where helpful) 
to innovate by proactively incorporating ESG and Socially 
Responsible Investing (SRI) factors into current Islamic 
investment management processes. This allies the 
concurrently growing Islamic finance and conventional finance 
industries in an inclusive manner with the interest of a wider 
positive impact on society. 

This alignment is also intended to open up major market 
opportunities. ESG investing is expected to grow by 84% to over 
$30 trillion by 2026, with Islamic finance expecting to reach 
$5.9 trillion by the same time. A number of global agnostic 
liquidity pools are looking to deploy in the global south which 
is the natural footprint for many Islamic asset managers who 
know the market well. Equally, existing Islamic asset owners 
can benefit from investment managers providing sustainability 
linked products which are both Shariah compliant (halal) and 
also closer aligned to the maqasid (spirit of the Islamic law). 

There is clearly a desire for green and sustainable Islamic 
financial products with the UKIFC estimating $30bn of 
additional capital can be raised through the green and sukuk 
(Islamic bonds) market by 2025. Currently 5% of all sukuk in 
issuance are green or sustainable with Indonesia being the first 
sovereign to have issued such in 2018. 

This alignment is also intended to 
open up major market opportunities. 
ESG investing is expected to grow by 
84% to over $30 trillion by 2026, with 
Islamic finance expecting to reach 
$5.9 trillion by the same time.
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As the COP28 climate summit heads to the UAE this year, eyes 
will be on Islamic finance with the UAE being a key global Islamic 
finance hub. The majority of the world’s green sukuk are listed 
on NASDAQ Dubai and the region will be keen to demonstrate 
Islamic finance is aligning to the global climate priority. 

Through the Path to COP28 campaign (the first and largest 
finance-focused campaign for COP28), GEFI and UKIFC 
are working with global standard setting bodies and both 
conventional and IFI to develop and launch the Tayyib stamp 
at COP28.  

For many years the concept of Tayyib has been much talked 
about, both by those highlight the market opportunity and 
others noting the moral imperative for Islamic finance to help 
drive global finance for positive change. With the momentum 
of COP28, it seems the time has come for the Tayyib concept 
to start becoming a market reality that can bridge cultures, 
drive inclusive growth and most importantly help address the 
climate emergency.



 $30bn
Estimate of additional capital can be raised through the 
green and sukuk (Islamic bonds) market by 2025
Source: UKIFC
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ESG Frameworks 
and the 
Imperative of 
Inclusivity
Environmental, Social, and Governance (ESG) 
frameworks have gained significant traction in recent 
years as companies and investors increasingly recognize 
the importance of sustainable and responsible business 
practices. However, these frameworks often fall short in 
accommodating underrepresented groups, with Islamic 
finance standing out as a prime example.  

Dr. Erika Anderson 
November 2023



When the term ‘ESG’ first appeared in 2006 in the UN Principles 
for Responsible Investment’s Who Cares Wins Report, 
compiled in tandem with financial institutions, it offered a 
unique structure and clarity to an evolving concept of corporate 
social responsibility.  

The beauty – and the curse – of ESG as an approach to 
corporate responsibility is that it quantified a company’s 
investment in environmental and social causes. While this 
provided a great opportunity to gauge impact, it narrowed the 
focus to only the most prominent metrics, such as carbon 
emissions and Scope 1 and 2 emissions.  

A perfect example of this is the heavy focus on environmental 
issues that have dominated ESG. While there is a growing 
awareness of both environmentally interconnected social 
issues as well as those that are less impacted by environment, 
social issues are still widely recognized as being under-
addressed in ESG. The same can be said of governance issues 
to a more significant degree, as they are complex and difficult 
to quantify. 

ESG Frameworks 

ESG frameworks serve as a set of criteria by which companies 
and investors evaluate the sustainability and ethical impact 
of an investment in a business, the roots of which trace back 
to socially responsible investing which emerged as a unique 
approach in the 1960s. Over the decades, the concept evolved 
as environmental and, to less publicised degrees, social and 
governance considerations gained prominence. In recent 
years, a more systematic approach has been adopted, with 
standardized frameworks developed to guide companies and 
investors in their ESG endeavors. 

Prominent ESG frameworks, including GRI, SASB, TCFD, and 
the UN PRI, provide a structured approach to evaluating and 
reporting on ESG factors, offering a common language for 
companies and investors worldwide. 

Following the mantra, what gets measured gets done (Peter 
Drucker), ESG provides a means of measuring impact from 
an environmental, social, and governance standpoint. To do 
this measuring and ensure impact comes the rise of ESG 
rating agencies, frameworks, guidelines, consultants, and 
books with catchy titles. This has been fantastic for improving 
transparency and accountability from companies, while also 
helping to refine the specific metrics stakeholders look for. This 
has further helped to refine how ESG ratings agencies gauge a 
company’s impact.  

While ESG frameworks have undeniably advanced the cause of 
responsible business practices, a significant oversight persists 
in adequately representing underrepresented groups. This 
includes minority groups, women, and, notably, Islamic finance. 
As Islamic Finance adheres to principles of Shari’ah, there are 
particular requirements that are traditionally overlooked in 
conventional finance.  

ESG and Islamic Finance 

One of the primary challenges within ESG frameworks is 
the western-centric approach oriented toward conventional 
finance, often failing to fully appreciate and integrate diverse 
cultural and religious perspectives. Islamic finance, with its 
unique principles rooted in Sharia law, faces several hurdles in 
aligning with conventional ESG criteria. 

Interest-Free Financing: Islamic finance prohibits the payment 
or receipt of interest. Conventional ESG frameworks, which 
may not explicitly account for interest-free financing, can 
inadvertently disadvantage Islamic financial institutions. 

Risk and Profit Sharing: Islamic finance often involves risk and 
profit-sharing arrangements between the lender and borrower, 
contrasting with the conventional debt-based financial system. 
ESG frameworks may struggle to evaluate such non-traditional 
structures adequately. 

One of the primary challenges within 
ESG frameworks is the western-centric 
approach oriented toward conventional 
finance, often failing to fully appreciate 
and integrate diverse cultural and 
religious perspectives.

 9



Ethical Investment Screening: While ESG frameworks 
incorporate ethical screens to exclude certain industries or 
practices, they may not fully accommodate the specific ethical 
considerations of Islamic finance, which prohibits investments 
in sectors such as gambling, alcohol, and pork. Recently, 
controversy erupted after tobacco company Philip Morris 
received a higher ESG rating than electric vehicle producer 
Tesla, despite the long-term negative impacts of cigarette 
smoke on both people and planet. In this instance, the focus 
was on specific environmental markers; Philip Morris can use 
regenerative farming practices and receive a higher score than 
Tesla, who rely on mining and refining for rare materials. In 
failing to take a more long-term, holistic view of ESG scoring, 
the approach to sustainability in conventional finance is limited. 
From an Islamic finance standpoint, investing in tobacco itself 
is unacceptable as it is prohibited.  

The oversight in ESG frameworks regarding Islamic 
finance is emblematic of a broader issue — the failure to 
comprehensively include underrepresented groups in the 
evaluation and reporting processes. To address this, the 
following steps are essential: 

Cultural Sensitivity in Framework Development: ESG 
frameworks must evolve to incorporate cultural and religious 
nuances, ensuring that they are not inherently biased towards 
Western values. Collaborative efforts involving diverse 
stakeholders can contribute to the development of more 
inclusive frameworks. 

Diversity in Leadership and Decision-Making: To address 
the oversight of underrepresented groups, it is imperative to 
enhance diversity within the bodies responsible for creating 
and governing ESG frameworks. This includes diverse 
representation in standard-setting organizations and regulatory 
bodies. Studies have shown the immediate impact of having a 
member of an underrepresented group in a leadership position, as 
they are aware of the nuances of their community’s needs and are 
more adept at addressing these gaps in existing offerings.

Global Collaboration: The development and refinement of ESG 
frameworks should not be confined to a specific region or 
cultural context. Global collaboration and input from diverse 
stakeholders, particularly representatives from Islamic finance 
who serve a global community of nearing two billion people, 
can contribute to more robust and inclusive standards. 

ESG frameworks play a pivotal role in shaping the future of 
responsible and sustainable business practices. However, 
the oversight in accommodating underrepresented groups, 
exemplified by the challenges faced by Islamic finance, 
underscores the need for a more inclusive and culturally 
sensitive approach. Addressing this gap requires collaborative 
efforts, diverse representation, and a commitment to 
recognizing the rich tapestry of ethical and financial practices 
worldwide. By doing so, ESG frameworks can truly fulfill their 
potential as catalysts for positive change on a global scale. 

ESG has been in a state of constant evolution since its 
inception. From adopting more nuanced social metrics to 
reexamining environmental issues by sector, the field of ESG 
measurement and engagement has repeatedly faced its own 
shortcomings and worked to address them, to its credit. The 
next logical step in this path is the acknowledgement that there 
needs to be more diversity at all levels of ESG incorporation, 
from corporate engagement to frameworks to rating agencies. 
This diversity will challenge conventional finance presumptions, 
offer opportunities for ESG as a whole to grow, and will create 
more inclusive finance the world over.  

In failing to take a more long-
term, holistic view of ESG scoring, 
the approach to sustainability in 
conventional finance is limited.



Annual capital raised for ESG funds, reaching $92 billion 
in 2022, is missing a major part of the $4 trillion Islamic 
Finance market
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Challenges of 
Islamic Financial 
Institutions 
Engaging 
with Net Zero 
Frameworks and 
Other Initiatives
Islamic financial institutions (IFIs) have significant strides in climate 
and sustainability over the past few years. Nevertheless, they are 
struggling to engage with global net-zero frameworks. This has 
made it difficult for them to play a key role in contributing towards 
national climate objectives.

Hassan Jivraj
October 2023



Despite several Organisation of Islamic Cooperation (OIC) 
member states including Saudi Arabia, the United Arab 
Emirates and Malaysia pledging net-zero by 2050 or 2060, IFIs 
are struggling to adjust their portfolio and lending activities 
to carbon intensive sectors (like oil and gas). This is making 
it difficult for IFIs and by extension the global Islamic finance 
industry in financing the climate transition.

Indeed, research by the UKIFC highlights the limited 
participation from the Islamic finance sector in global net-zero 
initiatives to promote UN Sustainable Development Goals 
(SDGs) in the commercial sectors.

Adding to this, OIC member such as those in the Gulf 
Cooperation Council (GCC), are facing acute climate threats. 
Therefore, there needs to be an effort to facilitate financing 
projects as well as investments in sectors contributing towards 
national and regional climate commitments.

The table below gives a breakdown of the top IFIs consisting of 
mission statements, climate commitments, green/sustainable 
financing as well as a checklist of net-zero frameworks that 
have been adopted.

Key findings from research

IFIs are developing local and regional standards

A large proportion of IFIs (particularly fully-fledged entities) are 
developing their own sustainability programmes which adhere 
to local or regional sustainability targets and standards rather 
than engaging with global net-zero frameworks.

These internal programmes adhere to local or regional 
sustainability standards, set by the local regulator or central 
bank, and are linked to a country’s national climate strategy.

However, local or regional sustainability programmes are not as 
stringent as global frameworks from an objective perspective 
and timelines of implementation. These frameworks also 
are more focused on environmental metrics rather than 
encompassing the sustainable developments of the SDGs. 

Although some programmes do consider things like social 
and affordable housing. For example, Dubai Islamic Bank’s 
(the world’s first full service Islamic bank) programme includes 
investments in various green and social projects ranging from 
renewable energy and clean transportation to waste-water 
management and affordable housing. 

Unclear climate policies and unspecified timelines

Although IFIs have made broad climate pledges, specific 
climate policies of how to de-carbonise as well as re-organise 
business activities and portfolios are unclear or ambiguous. 

Although some like Al Baraka Banking Group in Bahrain, have 
highlighted how they plan to re-organise their activities, other 
IFIs across like Masraf Al Rayan have not clearly specified how 
they will decarbonise or re-organise their lending activities to 
climate intensive sectors.

In addition to unclear climate policies, IFIs have vague and 
unspecified timelines of implementation. This can make it 
difficult to report and monitor progress.

Reporting standards and availability of data

Tied to the lack of clarity and unspecified timelines, monitoring 
and reporting mechanisms required by global frameworks are 
not stringent or are absent at IFIs. 

Although IFIs do publish regular updates via their ESG/
sustainability departments or through financial reports, the 
availability of quality data remains a challenge. This makes it 
difficult to monitor and compare pledges and policies to track 
how IFIs are progressing in climate.

Proliferation of financing and debt instruments

Over the past few years, IFIs have taken advantage of green 
and sustainable-focused instruments (loans and sukuk) to help 
fund their net-zero/climate financing efforts. For example, ESG 
sukuk issuances increased from $6bn in 2021 to $8.1bn in 
2022, according to Refinitiv data.

The rise in ESG sukuk has been influenced by the large 
climate projects in OIC countries (like Saudi Arabia) as well as 
global market and investor appetite for green or sustainable 
instruments.

To sell green or sustainable debt products on the public market, 
an issuer (usually an IFI) must establish a sustainable/green 
finance programme. These programmes seek to demonstrate 
the issuer’s commitment to climate and sustainability.

These programmes adhere to the standards of international 
bodies like International Capital Markets Association and/
or the Loans Market Association, for the purpose of issuing 
international green or sustainable debt instruments. 

The programmes allow international debt investors to 
understand an issuer’s environmental position and projects as 
well as the use of proceeds.

Oil and gas continue to dominate IFIs activity

The oil, gas and other carbon intensive sectors (mining, 
quarrying, utilities) still form a major part of IFIs’ portfolio, 
lending and business activities. 

This partly due to the nature of Shariah-compliant transactions 
which often require tangible physical assets like real estate or 
commodities to be deemed halal by scholar or board. This can 
sometimes make it difficult for IFIs to compete and implement 
climate policies when compared to their conventional peers. 

Carbon intensive industries (like oil and gas) play major roles in 
OIC economies like Saudi Arabia, the UAE and Indonesia. This 
can make it difficult for IFIs to disengage from industries in 
order to meet climate pledges/commitments.
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Without doubt, IFIs are engaging with new and emerging 
sectors (wind, solar, clean/green tech, innovative agriculture) 
which are halal as well as environmentally-friendly industries. 
However, these industries are tied to economic diversification 
and can take several years to realise. To grow these industries 
often requires the involvement of governments, policymakers 
and other stakeholders.

Larger banks more involved in global                    
net-zero frameworks

Inevitably, Islamic windows of larger conventional institutions 
like HSBC, Maybank and CIMB are more engaged in global 
net-zero frameworks. This partly because of the availability of 
practitioners with expertise, knowledge and know-how. This 
can make it easier for Islamic windows to adapt and adopt 
climate policies.

What can be done?

To help IFIs engage with global net-zero frameworks and other 
climate initiatives more effectively, policymakers including 
central banks, finance ministries and government agencies (like 
capital market authorities) need to play a bigger role.

Simultaneously, shareholders of IFIs need to also be 
incentivised in adopting climate frameworks and implement 
the necessary measures to de-carbonise and meet climate 
commitments.

Regulators and central banks can set more stringent reporting 
standards and specific timelines of policy implementation. 
Other government entities can support these efforts in guiding 
and monitoring IFIs in engaging with international frameworks. 
For example, stock exchanges could make ESG disclosures 
mandatory, rather than voluntary as is present.

The involvement of Islamic finance bodies like the General 
Council of Islamic Banks and Financial Institutions, the 
Accounting and Auditing Organization for Islamic Financial 
Institutions and Islamic Financial Services Board need to play 
a bigger role in helping IFIs in understanding the importance of 
net-zero and climate/sustainability policies.

This can be achieved through drafting guidelines, standards 
and support on the importance of climate and sustainability. 

However, to enact tangible change, this requires the 
involvement of local regulators (central banks, ministries of 
finance,) to prompt more IFIs to adapt and adopt policies to 
meet national climate objectives. At the same time, industry 
bodies as well as supranational organisations like the Islamic 
Development Bank can support in areas of technical assistance 
and education.

The development of new and emerging industries which are 
part of the decarbonisation process must be an economic 
priority for all OIC countries. This will enable IFIs to finance and 
invest in projects and sectors, which will help them re-organise 
their portfolios and business activities.

Conclusion

Although IFIs have made significant strides in climate and 
sustainability over the past few years, they are struggling 
to engage with global net-zero frameworks. This has made 
it difficult for IFIs to play a key role in contributing towards 
national climate objectives. The challenges include unclear 
policies, unspecified timelines and a lack of reporting 
standards.

IFIs have taken advantage of ESG sukuk but they are 
struggling to implement climate policies as well provide 
specific timelines. . Part the challenge is the nature of Shariah-
compliant transactions as well as the of lack of specific climate 
policies and timelines of implementation. Tied to this, moving 
away from carbon intensive sectors and investments are 
tied to wider economic diversification efforts as well as the 
development of new environmentally sectors. 

Organisations like UKIFC and GEFI can help support efforts 
to encourage IFIs to engage more in net zero frameworks and 
other initiatives.

COP28 and surrounding events will provide opportunities 
for IFIs, policymakers and other stakeholders to discuss the 
specific challenges and how IFIs can engage more fully with 
net-zero frameworks to fulfil their climate pledges.



ESG sukuk issuances increased from $6bn in 2021 to 
$8.1bn in 2022, according to Refinitiv data.

Oil, gas and other carbon intensive sectors (mining, 
quarrying, utilities) still form a major part of IFIs’ 
portfolio, lending and business activities.
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Landscape 
Mapping 
of Climate 
Commitments 
in the GCC
Since the 2015 Paris Climate Agreement, Gulf Cooperation 
Council (GCC) states have accelerated their climate commitments. 
Five of the six GCC members have pledged net-zero by 2060 or 
earlier. Although all states recognise the importance of climate, 
commitments, the development, implementation and monitoring of 
policies vary from member to member.

More work needs to be done to encourage GCC banks and financial 
institutions to adopt sustainability frameworks. The run-up to 
COP28 will provide ample opportunities for policymakers and 
practitioners to discuss these issues and develop a way forward.

Hassan Jivraj
October 2023



Five of the six of Gulf states have pledged to reach net-zero 
by 2060 or earlier. All members recognise the importance 
climate-related risks and the impact of greenhouse gas (GHG) 
emissions.

Although members have pledged specific national 
commitments, the development, implementation and 
monitoring of policies vary from member to member. They 
also recognise that developing a post-carbon transition will be 
essential to their long-term economic diversification. 

Member state Committed to Net-zero? Year to achieve net zero

Saudi Arabia Yes 2060

UAE Yes 2050

Bahrain Yes 2060

Oman Yes 2050

Kuwait Yes 2060

Qatar No N/A

Green investment in agriculture and food, construction, power, 
transport, water, and waste management sectors can help 
the GCC reach a cumulative GDP contribution of $2 trillion as 
well as create more than 1 million jobs by 2030, according to a 
strategy report.

Listed GCC-based banks had around $2.6 trillion in total assets 
in 2021. As a result, banks and financial institutions (FI) are 
key stakeholders in the financing of projects/initiatives linked 
to climate commitments and overall economic diversification, 
providing debt instruments as well as financing climate 
projects/initiatives. 

Whilst usage of ESG is growing in popularity among the 
regional financial community , the adoption of frameworks 
including the Principles for Responsible Banking and Principles 
for Responsible Investment remains a working progress.

Of the current 126 signatory members of the Net-Zero Banking 
Alliance (NZBA), which represents around 40% of global 
banking assets, First Abu Dhabi Bank (FAB) is the only GCC-
based entity to be a signatory member. Egypt’s Commercial 
International Bank is the only other MENA-based bank to have 
signed up to NZBA.

Gulf sovereign wealth funds (SWFs) can also play a role 
facilitating climate commitments through investments. Abu 
Dhabi Investment Authority, Kuwait Investment Authority, 
Public Investment Fund (PIF) and Qatar Investment Authority 
are founding members of the One Planet Sovereign Wealth 
Funds, a network of SWFs that seek to identify, align and invest 
in climate-change related opportunities.

Other efforts include the Middle East Green Initiative (MGI) 
led by Saudi Arabia, which pledges to reduce 60% of carbon 
emissions across the region. MGI pledges to plant 50 billion 
trees across the Middle East in the coming decades.

On a supranational level, the Islamic Development Bank (IsDB) 
is aligned to the UN Sustainable Development Goals (SDGs) 
and established its sustainable finance framework in 2019. 
The AAA rated entity printed a debut green sukuk in November 
2019. It used the proceeds to finance climate change and green 
projects in member countries. IsDB has since returned to the 
market and issued green and sustainable sukuk.

Saudi Arabia
Saudi Arabia pledged to achieve net zero by 2060. Under Vision 
2030, the kingdom’s post-oil economic blueprint, authorities 
launched the Saudi Green Initiative (SGI), a national strategy 
to combat climate change. The kingdom plans generate 50% 
of electricity from renewable sources and 50% by 2030. It 
also seeks to reduce 30% of methane by 2030 via the Global 
Methane Pledge.

Saudi Aramco, the majority state-owned oil company, pledged 
to achieve net-zero Scope 1 and Scope 2 GHG emissions 
across its wholly owned-operated assets by 2050.

Similarly, PIF has also pledged net zero by 2050. In February 
2022, PIF published its Green Finance Framework and 
subsequently sold a debut $3bn Green bond in September. 
Other non-state actors like Saudi Electricity Company and 
Riyad Bank have developed their own finance frameworks and 
issued sustainable sukuk.

UAE
he UAE  was the first GCC member to develop a national 
climate strategy in 2017 (2017-2050) as well as the first to 
make a net zero 2050 pledge.

The UAE is committed towards clean energy projects, water 
desalination, carbon capture and storage, transportation, 
agricultural technologies, infrastructure, green hydrogen and 
carbon trading. 

ADNOC recently said it would allocate $15 billion in 
decarbonization projects including carbon capture, 
electrification, new CO2 absorption technology.

Masdar, an Abu Dhabi-based renewables company, which 
aims to develop, commercialise and deploy clean technologies 
across utility-scale plants, off-grid projects and sustainable 
real estate. The company has projects in 40 countries and total 
investments of around $20 billion.

In 2019, DFM and DIFC established the Dubai Sustainable 
Finance Working Group to position Dubai as a sustainable 
financial hub. Similarly, Abu Dhabi Global Markets (ADGM) 
launched The Abu Dhabi Sustainable Finance Declaration, a 
voluntary membership-based initiative to increase the depth 
and quality of green and sustainable finance products.

Entities that sold green debt instruments include FAB, Dubai 
Islamic Bank, and Majid Al Futtaim which recently closed a 
$1.25bn sustainability-linked revolving credit facility.

Despite the climate commitments, the UAE plans to increase oil 
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and fossil gas production by 2030, as it aims to reach gas self-
sufficiency and increase exports.

Bahrain

Bahrain pledged carbon neutrality by 2060. It pledged to 
reduce emissions by 30% by 2035 as well as double renewable 
generation capacity to meet 10% of its total energy demand.

The Supreme Council for Environment launched the National 
Strategy to Protect the Environment (2006) and the Joint 
National Committee on Climate Change (2007). Although they 
publish regular reports, they are light on the specific policies as 
well as dates for implementation.

More recently, in November 2021, the Central Bank of Bahrain 
instructed all licensees to raise awareness within their 
organisation about climate-related risks and assess how they 
would identify and address these risks.

National Bank of Bahrain, Bahrain Islamic Bank, Al Baraka 
Banking Group and Gulf International Bank (GIB) have 
established their own sustainability programs. In particular, 
GIB’s UK arm is also a signatory of the UN PRB and PRI.

State actors including Aluminium Bahrain and the Oil and Gas 
Holding Company (nogaholding) have signed sustainability 
linked syndications.

Qatar

Although, Qatar has not made a net-zero pledge, but its 
National Environment and Climate Change Strategy plans 
to reduce its GHG emissions by 25% by 2030. It has also 
committed to reduce carbon intensity of LNG facilities by 
2030. As well as GHG and air quality, the strategy includes 
biodiversity, water, circular economy and waste management 
and land use.

Qatar National Bank, the country’s largest lender, has already 
tapped the green bond market. Other banks including 
Commercial Bank of Qatar and Doha Bank have expressed an 
intention to issue green bonds. 

The Qatari government has expressed its desire to issue green 
sovereign bonds, subject to market conditions, according to its 
finance minister.

Qatar Financial Centre established a Sustainable Sukuk and 
Bonds Framework which complies with International Capital 
Markets Association’s Green Bond Principles, Social Bond 
Principles, and Sustainable Bond Guidelines.

Qatar’s ambitions for sustainability still have a long way to go. 
The recently launched expansion of the North Field, the world’s 
biggest single non-associated natural gas field, off the north-
east Qatar will reportedly account for 70% of emissions growth.

Oman

Oman pledged to net zero emissions by 2050. The Sultanate 
unveiled its National Strategy for Net-zero. As part of 

the strategy, it launched the Oman Sustainability Center.  
Whilst it has broad ambitions, it does not specify timelines 
of implementation as well as monitoring and reporting 
mechanisms. 

State actors including Petroleum Development Oman the 
country’s biggest oil and gas producer have also pledged 
net-zero by 2050. It has identified projects to halve its GHG 
emissions by 2030, according to officials.

Oman’s central bank (CBO) acknowledged that climate related 
risks present severe concerns to the financial system. The CBO 
is monitoring climate change risks and expand its capability 
to incorporate climate related risks to its fiscal stability 
assessment.  

Oman’s government is reportedly working on ESG financing 
framework to enable it to sell green or sustainable debt 
instruments. Similarly, the Capital Market Authority is in the 
process of drafting an ESG bond and sukuk framework to 
facilitate local sustainable debt issuances. 

Kuwait

Kuwait committed to carbon neutrality in its oil and gas sector 
by 2050 and in other sectors by 2060, according to its foreign 
minister. So far there has been little details on specific policies, 
implementation or timelines.

Through its Environment Public Authority, Kuwait launched the 
National Adaptation Plan (NAP) in 2019, which seeks to reduce 
GHG emissions by 2030. Although NAP identifies climate 
risks, it is light in terms of specific policies and implementation 
timelines.

Achieving net zero could prove challenging, as oil accounts for 
nearly half of GDP, as well as 95% of exports and approximately 
90% of government export revenue. In addition, Kuwait’s 
political scene has resulted in bottleneck of key reforms, which 
could delay the implementation of climate policies.

Of all GCC members, Kuwait faces acute climate risks. A 
recent Harvard University study found that by mid-century, the 
average temperature in Kuwait is predicted to increase by 1.80 
°C to 2.57 °C.

Conclusion

Although all GCC members have developed national climate 
strategies and launched initiatives, they are light on specific 
details or timelines of implementation as well as monitoring 
and reporting mechanisms. Similarly, more work needs to be 
done to encourage GCC banks and FIs to adopt sustainability 
frameworks.

The global finance sector has an important role in facilitating 
the transition to a low-carbon and climate-resilient economy. 
The run-up to COP28 will provide ample opportunities for 
policymakers and practitioners to discuss these issues and 
develop a way forward.
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Green investment in agriculture and food, construction, 
power, transport, water, and waste management sectors 
can help the GCC reach a cumulative GDP contribution 
of $2 trillion as well as create more than 1 million jobs 
by 2030, according to a strategy report.
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Deep Dive into 
UAE Climate 
Commitments
The United Arab Emirates (UAE) is an important and 
strategic player in global energy and financial markets. 
Despite being one of the world’s largest oil producers 
and exporters, the UAE was the first MENA nation to 
ratify the Paris Climate Agreement as well as the first to 
pledge net-zero by 2050 in October 2021. 

The Gulf nation heads the Presidency of 28th 
Conference of Parties (COP28) and will host the event in 
Dubai at the end of November. 

Hassan Jivraj
October 2023

https://uaeun.org/uae-announces-net-zero-by-2050-strategic-initiative/


Sultan Ahmed Al Jaber’s appointment as President-designate 
of COP28 has received mixed reaction from different stake-
holders. Al Jaber is a strategic figure in the UAE’s climate histo-
ry and diplomacy. He helped establish state-owned renewable 
firm Masdar in 2006. Whilst his appointment has been wel-
comed by policymakers like John Kerry, some have criticised 
Al Jaber’s position as CEO of Abu Dhabi National Oil Company 
(ADNOC), can lead a genuine energy transition. More broadly, 
climate activists and academics have also criticised the UAE’s 
hosting and the involvement of oil and gas companies could 
impede progress on climate policies .

Days after his appointment, Al Jaber outlined the UAE’s priority 
areas for COP28, as well as calling for collective action among 
the international community. The key areas of focus are cen-
tred around migration, adaptation, finance and minimising loss 
and damage. Al Jaber added that the global community needs 
to mobilise and reduce global warming temperatures.

To achieve national climate pledges, policies of state-owned 
enterprises (SoEs), as well as private companies will play an 
important role. Indeed, SoEs play a pivotal role in the UAE’s do-
mestic economy. Alongside SoEs, sovereign wealth funds and 
investment vehicles are investing in climate projects as well 
as tech solutions. Furthermore, UAE-based lenders will play an 
important role in funding these initiatives.  

Overview of UAE climate commitments

In 2017, the UAE launched its National Climate Change Plan 
2017-2050, an ambitious framework for managing GHG emis-
sions. Alongside the plan, the Ministry of Climate Change and 
Environment (MOCCAE) launched initiatives including the UAE’s 
Green Agenda 2030 and UAE Energy Strategy 2050.

In September 2022, the UAE submitted an updated NDC 
pledging GHG reduction target of 31% relative to BAU in 2030. 
However, it has yet to provide specific details on a longer-term 
climate strategy.

The UAE’s Energy Strategy 2050 aims to increase the contri-
bution of clean energy in the UAE’s total energy mix from 25% 
to 50% by 2050 as well as reduce carbon footprint of power 
generation by 70%. The plan also seeks increase consumption 
efficiency of individuals and corporates by 40% by 2050.

To achieve this, the UAE seeks to combine renewable, nuclear 
and clean energy sources to meet economic requirements and 
environmental goals:
	» 44% clean energy

	» 38% gas

	» 12% clean coal

	» 6% nuclear

Authorities plan to invest $164 billion by 2050 to meet the 
growing energy demand as well ensure a sustainable economic 
growth.

Renewables, hydrogen and nuclear power are key compo-
nents of the UAE’s climate strategy. For example, in 2021, the 
UAE launched its Hydrogen Leadership Roadmap, a frame-
work which aims to make the country a leader in low carbon 
hydrogen. To support these ambitions, state-owned entities 
like Masdar’s green hydrogen business aims to produce up to 1 
million tonnes of green hydrogen per annum by 2030. 

The UAE is also collaborating with international partners to 
develop commercial and other opportunities in the area of 
climate energy. In November 2022, it signed a $100 billion 
strategic partnership with the USA to develop 100 gigawatts of 
clean energy by 2035. The agreement covers the development, 
financing and deployment of clean energy innovation and sup-
ply chains, manging carbon and methane emissions, nuclear 
energy and industrial and transport decarbonisation.

At the beginning of this year, the UAE and France agreed to 
develop opportunities to accelerate clean energy development, 
particularly in the decarbonisation of hard-to-abate industries, 
including clean hydrogen solutions for mobility.

Nevertheless, the UAE remains reliant on the hydrocarbon 
sector. The Gulf nation plans to increase its oil and fossil gas 
production and exports in the near term. For example ADNOC 
approved plans to increase oil production capacity by 5 million 
barrels per day by 2027, despite having a 2030 sustainability 
program. Furthermore, ADNOC’s Drilling unit recorded a 33% 
increase its 2022 net profit compared to 2021.

The UAE’s climate policies lack specific timelines of imple-
mentation and transparency of monitoring and reporting. For 
example, whilst the UAE signed the methane pledge at COP26, 
Climate Action Tracker notes that the government has not set 
out any additional policies or measures beyond signing the 
pledge.

Climate finance initiatives

Since 2016, the UAE has launched several initiatives to re-
search, identify and facilitate green and sustainable finance and 
investments.

The establishment of the Dubai Sustainable Finance Working 
Group in 2019 seeks to incorporate ESG considerations in 
Dubai’s financial sector by mainstreaming ESG risk analysis 
and identifying business opportunities. Similarly, Abu Dhabi 
Global Market (ADGM) The Abu Dhabi Sustainable Finance 
Declaration, a voluntary membership-based initiative to in-
crease the depth and quality of green and sustainable finance 
products. ADGM hosts Abu Dhabi Sustainability Week including 
the Abu Dhabi Sustainable Finance Forum which aims to bring 
stakeholders and policymakers together.
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On a national level authorities established the UAE Sustainable 
Finance Working Group (SFWG) in 2019. Members include the 
Ministry of Finance, MOCCAE, as well as regulators including 
the Central Bank, Securities and Commodities Authority and 
UAE exchanges (Abu Dhabi Securities Exchange, Dubai Finan-
cial Market, and Nasdaq Dubai). 

In November 2021, the SFWG outlined key workstreams to de-
velop. This broadly includes developing ESG corporate sustain-
ability disclosures, strengthen corporate governance as well as 
develop a taxonomy. In their follow-up statement in November 
2022, the SFWG re-affirmed its commitment to these work-
streams and will publish specific outputs in 2023. 
In 2021,  the MOCCAE launched the UAE Sustainable Finance 
Framework (2021-2031), a ten-year plan to prompt supply and 
demand for sustainable finance as well as facilitate climate- 
and green investments through stakeholder engagement. 
On the capital markets side, banks, energy firms and public-
ly listed companies have established their own sustainable 
finance frameworks and sold green and sustainable debt 
instruments including green or sustainable bonds and sukuk as 
well as sustainability-linked financing. 

For example, First Abu Dhabi Bank, the UAE’s largest bank, 
sold its first Green Bond in 2021 and has regularly tapped the 
market since. Other entities including Etihad, Abu Dhabi Com-
mercial Bank and Dubai Islamic Bank have sold their own green 
or sustainable instruments. On the corporate side, Majid Al 
Futtaim (MAF), the Dubai-based mall operator sold the world’s 
first benchmark corporate green sukuk in 2019. Similarly, MAF 
and Emirates NBD, Dubai’s largest bank, have signed sustain-
ability-linked financing agreements.

In February 2023, Sharjah became the first emirate to sell a 
sovereign sustainable bond. It will use the proceeds to finance 
and/or refinance eligible projects and/or expenditures aligns 
with its overall sustainable development strategy and supports 
the United Nations’ Sustainable Development Goals (SDGs).

Engagement of state entities and private sector

SoEs like ADNOC, Masdar, TAQA, Etihad and Emirates Airlines 
will play a an integral in assisting the UAE achieving its climate 
commitments. SoEs follow the directives of the government 
pledges, thereby decision-making and implementation of cli-
mate projects is easier to enact. Accordingly, UAE SOEs includ-
ing ADNOC and TAQA have developed their own ESG strategies 
or pledged to reduce carbon emissions.

For example, Emirates Airlines announced it would commit 
$200m over the next three years to fund research and devel-

opment projects which reduce the impact of fossil fuels in 
commercial aviation. 

Sovereign wealth funds and investment vehicles also play an 
important role in reaching climate commitments through stra-
tegic investments. For example, in November 2022, Mubadala 
acquired a stake in ACX, supporting ACX’s establishment of 
the first fully regulated carbon trading exchange and carbon 
clearing house in Abu Dhabi. 

The private sector also plays an important role. In August 2022, 
the MOCCAE launched the UAE Climate-Responsible Compa-
nies Pledge to increase the engagement of the private sector 
in the country’s decarbonization drive in line its 2050 net zero 
target. Current signatories include BEEAH, MAF, Emirates Steel 
and Aldar Properties.

Several private firms closely aligned to federal or individual 
emirate climate pledges, have established their own net-ze-
ro pledges. For example, Abu Dhabi-based Aldar Properties 
pledged to decarbonise by 2050. To support its pledge, the firm 
issued its first ever green sukuk in May 2023

Conclusion

The UAE has made ambitious climate pledges. Whilst the it has 
taken significant steps to develop and facilitate climate finance 
to fund projects, there are some pitfalls in the UAE’s climate 
strategy. To achieve a greener economy, the UAE will have to 
reduce the role of hydrocarbons and support new and emerg-
ing climate sector. This will require the involvement of state 
actors, the private sector and the wider financial community.

Events prior to COP28 will discuss topics will discuss topics in-
cluding delivering net-zero and unlocking Islamic finance will be 
important in setting the scene for the main event in November.
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2021, the MOCCAE launched the UAE 
Sustainable Finance Framework (2021-2031), a 
ten-year plan to prompt supply and demand for 
sustainable finance as well as facilitate climate- 
and green investments through stakeholder 
engagement.
2021, First Abu Dhabi Bank, the UAE’s largest 
bank, sold its first Green Bond and has regularly 
tapped the market since
2023, Sharjah became the first emirate to sell a 
sovereign sustainable bond
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Green Sukuk 
for Nature and 
Biodiversity 
Conservation:
the Next Frontier  
Nature is facing a crisis that hampers humanity’s ability to combat 
climate change.  

With the combined GDP of the Organisation of Islamic Cooperation 
Member States totaling $27.949 trillion and an annual funding gap 
ranging from $598 billion to $824 billion to tackle the biodiversity 
crisis by 2030, unlocking Islamic finance funding options for nature 
and biodiversity becomes a critical imperative.  

Huda Al Shorman
November 2023



Projections indicate that between $30 billion and $50 billion 
dedicated to the UN Sustainable Development Goals (SDGs) 
can be raised by 2025 through the issuance of green and 
sustainable Sukuk, as estimated by the UK Islamic Finance 
Council in 2022. 

Unsustainable economic activities have led to the destruction 
of nearly 70% of Earth’s biodiversity since 1970 (NPR, 2022), 
diminishing the capacity of these ecosystems to provide 
climate change mitigation and adaptation benefits. Neglecting 
nature and biodiversity conservation amidst worsening climate 
change could result in a detrimental cycle of escalating effects, 
considering the interconnectedness of biodiversity loss and 
climate change (IFC, 2022). However, conservation efforts 
cannot be accomplished without adequate funding from all 
sources. 

In support of global discussions aimed at addressing the 
funding gap of $598-824 billion per year (https://www.nature.
org/en-us/what-we-do/our-insights/reports/financing-
nature-biodiversity-report/) and recognising the sustainable 
development opportunities in Islamic finance products, this 
article will explore the use and flexibility of Green Sukuk as a 
finance tool to expand and diversify funding sources for nature 
and biodiversity. 

Green Sukuk is an Islamic Shari’ah-compliant finance instrument 
for eco-friendly projects, offering investor non-interest based 
financial returns. Islamic (Shari’ah) finance law completely 
prohibits the presence of Riba (interest/unjustified gain), Gharar 
(risk and uncertainty), Maysir (gambling and speculation) and 
involvement with Haram (forbidden) activities or industries in 
financial transactions (Uddin,2015).  By contrast, traditional 
bonds are issued with a fixed interest rate, or coupon rate, which 
determines the amount of interest payments the bondholder will 
receive at maturity date (Uddin,2015).   

Finance and Nature and Biodiversity Loss 

Financial institutions currently view nature and biodiversity 
loss as a calculable material risk in terms of physical flows, 
corporate reputation, or other broader impacts (Richard and 
Nowella, 2022). However, with financiers treating nature as 
‘natural capital’, the value of biodiversity remains embedded in 
its accounting prices (Dagpusta, 2021). 

The need to enhance the financial attractiveness of ecosystem 
conservation practices is an important issue to be addressed. 
Global discussions emphasise attaching commercial value to 
nature and biodiversity preservation to attract private sector 
investment, as public sector funding alone cannot bridge the 
funding gap (NC and others, 2020). Placing a monetary value 
on nature and biodiversity is essential for long-term sustainable 
development, as it not only attracts investors and innovative 
sustainable financial products, but it also encourages systemic 
change across value chains where businesses would be 
compelled to account for nature and biodiversity in their 
products and processes to attract funding. This is particularly 
crucial for economies that have been built on unsustainable 
practices due to various geographical and political factors, such 

as the fossil-fuel dependent GCC countries. It is also important 
when considering a shift away from interest-dominant green 
financial products (Edana, 2019) to expand the green finance 
pool and include Islamic finance products.  

 In a comprehensive catalogue of finance solutions to address 
nature and biodiversity loss, BIOFIN has identified Green Sukuk 
as one of the financing solutions for sustainable development 
(BIOFIN, 2022). It is estimated that $30-$50 billion of capital 
dedicated to the UN Social Development Goals (SDGs) could be 
raised through green and sustainable Sukuk by 2025 (UKIFC, 
2022). Green Sukuk presents a unique opportunity to attract 
investors mandated to comply with Shari’ah principles and 
offers an alternative fixed-income investment channel for 
ESG-focused investors, while also contributing to bridging the 
funding gap. Notably, reported subscription data indicates that 
green and sustainable Sukuk were oversubscribed 4.4 times 
compared to 3.3 times for traditional Sukuk  (Refinitiv, 2022). 
This demand is driven by both non-Shari’ah-related ESG-centric 
investment mandates (42%) and Shari’ah compliance-focused 
investors (38%), signifying growing interest in Green Sukuk 
beyond its religious significance. 

Another distinct feature lies in the Shari’ah law that govern 
Green Sukuk, which have the ability to address some of the 
limitations of the current green bond framework by promoting 
enhanced governance and accountability. One of the core 
Shari’ah principles require funds raised through Sukuk to be 
specifically allocated to an identifiable asset, typically through 
a special purpose vehicle established and owned by the 
issuer seeking to finance the asset (Pegah, 2017). This differs 
from green bonds, which are generally issued directly from a 
company’s balance sheet. Consequently, a sukuk structured 
to fund a designated green project is less likely to be diverted 
for non-green purposes, thereby enhancing legal accountability 
(Hussain et al., 2017). 

Furthermore, there is potential for stronger governance 
regarding the environmental aspect under Islamic principles. 
The Shari’ah board, a committee of Islamic scholars within an 
Islamic bank responsible for determining the compliance (halal) 
and theological purity (tayyib) of transactions, has authority 
to establish the specific Islamic principles that a Green Sukuk 
must adhere to. This means that the environmental and 
sustainability principles would be integrated into the underlying 
asset itself, rather than merely being reflected in the structure 
of the Sukuk. Such characteristics demonstrate an effective 
mitigation tool against greenwashing risks commonly present 
in traditional green bonds. 

Where Does the Nature and Biodiversity           
Green Sukuk Market Stand? 

Previous Green Sukuk issuances and the accompanying 
frameworks in the GCC, Indonesia, and Malaysia, which 
currently hold a significant share of the Green Sukuk 
market, have primarily concentrated on renewable energy, 
energy efficiency, sustainable transportation, sustainable 
water and wastewater management, and achieving carbon 
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neutrality (UKIFC, 2022). Nevertheless, it’s noteworthy that 
the Malaysian federal government has revealed plans to 
introduce a RM1 billion (US$209.87 million) biodiversity Sukuk 
facility. This announcement came during the presentation of 
the 2024 national budget in October 2023 (Marlena, 2023). 

Although the market is at a nascent stage, a lack of innovative 
development in biodiversity-related Islamic finance products 
risks an interest-dominated market of biodiversity investment 
instruments (World Bank, 2020) inaccessible to Shariah-
compliant investors. The development of innovative and 
Shari’ah-compliant investment instruments focused on nature 
and biodiversity would reflect and internalise the Islamic 
concepts of Maṣlaha (public good), Qawa’īd (ethics) and the 
Maqāsīd al-Sharī’ah (the broader goals of Islamic law) into 
contemporary Islamic finance practices. This would not only 
address the existing gap but also underline the fundamental 
compatibility between Islamic finance and sustainable 
investment in nature and biodiversity.    

To draw the attention of innovative Islamic finance products 
to direct investment in nature and biodiversity, the following 
section will highlight how existing and potential (Green) Sukuk 
contracts can be used for the purpose of directing private 
finance to ecosystem conservation efforts. 

Green Sukuk Contractual Models                               
for Nature and Biodiversity  

The structuring of a Green Sukuk is similar to a traditional 
Sukuk with the only difference being greener assets used 
to support the Sukuk or an environmentally friendly project 
(Norhayati and Masri, 2020).  

Existing contractual arrangements for Green Sukuk have been 
structured around the following Shari’ah arrangements (Edana, 
2021):  

Commodity Murabaha (sales agreement): most common 
and was used for the UAE’s MAF Green Sukuk- which was 
an international issuance, and the Malaysian Sarawak Green 
Hydro Sukuk 

Ijarah (leasing), Istisna (manufacturing sale): used for SRI 
Green Sukuk Tadau (Solar photovoltaic construction) 

Wakalah (agency- share of expertise and management for a 
fee): used for the BEWG (M) Sdn. Bhd. (Solar photovoltaic) 
Green Sukuk 

Reflecting on IFC’s biodiversity finance reference guide (IFC, 
2022), these contractual arrangements can prove effective and 
straight forward in one of the biodiversity finance streams: the 
investment into business operations and production practices 
that seek to address the key drivers of nature/biodiversity 
loss. However, it can prove challenging for the other IFC-
identified streams: the investments in nature-based solutions 
to conserve, enhance, and restore ecosystems and biodiversity; 
and the direct financing of conservation and restoration of 
terrestrial and marine ecosystems. 

The returns provided to investors under the listed contracts 
depend on profit from sale or lease, fees for managerial and 

know-how sharing benefits, or a combination. Such returns 
under the 1st stream of biodiversity finance can be enabled 
through investment projects themed around productive 
agriculture and land use; replacement of biodiversity-adverse 
infrastructure, processes, and equipment; ecotourism services; 
freshwater/marine sustainable production; waste and plastic 
management for pollution control; transport and logistics 
innovation to avoid the transport of invasive species, etc. 

At face-value, it may seem that the non-revenue-based 
characteristics of conservation projects and nature-based 
solutions risk their exclusion from the biodiversity Islamic 
finance agenda, especially since these non-revenue projects 
have traditionally relied on interest-based funding. However, 
with the emergence of carbon markets and carbon credits, 
Islamic finance has the opportunity to play a pivotal role 
in advancing and establishing the regulatory and market 
infrastructure for carbon markets to address this challenge, 
particularly as conservation practices generate tradable carbon 
credits. Expanding financial offerings through innovative 
product development can optimise investment in ecosystems 
and create more opportunities for risk-sharing among Shari’ah-
compliant investors. 

Applying Innovative Green Sukuk                        
Models for Nature and Biodiversity  

The 2 series SRI Malaysian Sukuk Ihsan by Khazanah Nasional 
Bhd, which involved Wakalah, commodity Murabaha and 
Istithmar (Islamic investment agency) arrangements, were 
innovative in addressing gaps in community investments as it 
linked returns to specific performance targets (Edana, 2019). 
Since their issuance, Securities Commission of Malaysia 
has introduced the Sustainable and Responsible Investment 
linked (SRI-linked) Sukuk Framework, tax incentives, and grant 
schemes to promote funding into the Sustainable Development 
Goals (CM, 2023).  A replication of SRI Sukuk Ihsan contractual 
structuring would be effective in a nature and biodiversity 
context as it complies with Shari’ah mandates and also fosters 
a performance-centric approach.   

An additional innovative Islamic finance model worth 
considering is the Cash Waqf-linked Sukuk (CWLS). In this 
model, assets from Waqf, which are Islamic charitable 
donations or endowments, serve as the underlying support for 
issuing Sukuk (Rozaq, 2021). The CWLS model, initiated by the 
Ministry of Finance of the Republic of Indonesia, is a pioneering 
effort that utilises non-profit instruments overseen by the 
government to finance social projects on a large scale (Eko, 
2022). This approach, available to public and private sectors, 
promotes the integration of Islamic social and commercial 
finance and enriches the diversity of the Islamic capital markets. 
The success of this model is evident in the recent issuance of 
the 2023 “Sukuk Al-Salam” by the Central Bank of Bahrain, which 
was oversubscribed by 197% and its recent award of the Islamic 
Development Bank Prize for Impactful Achievement in Islamic 
Economics (1444H, 2023) (Zawya, 2023) 

To further strengthen and broaden the impact of CWLS, UNDP, 
in collaboration with Badan Wakaf Indonesia (BWI), Waqf 
Centre for Indonesian Development and Studies (WaCIDS), 
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and the Green Waqf Movement Team published the “Green 
Waqf Framework” (UNDP and BWI, 2022). By integrating green 
development initiatives, Cash Waqf-linked Sukuk has the 
potential to create a more robust, extensive, and sustainable 
influence on the environment and society. 

 Conclusion

As discussions on climate change and the role of nature 
continue, Green Sukuk emerges as a promising finance tool for 
nature and biodiversity, particularly considering the crossover 
between Shari’ah mandates and ESG. However, while it was 
noted that existing Green Sukuk contracts offer flexibility, they 
may fall short in addressing nature-based and conservation 
solutions. It is crucial for issuers to develop innovative products 
that effectively tackle the challenges of nature and biodiversity 
preservation. 

The Malaysian Sukuk Ihsan issuance serves as a notable 
example of innovation in this field, highlighting the potential for 
linking returns to specific performance targets. Additionally, 
exploring the use of Cash Waqf-linked Sukuk, which utilises 
Islamic charitable donations or endowments, can further 
enhance the integration of social and commercial finance for 
impactful projects on a larger scale. Continuously expanding 
the range of inventive Islamic financial products is vital to 
maximise investment opportunities, promote risk-sharing, 
and ultimately create substantial positive environmental and 
societal impacts. 

Funding gap of $598 
billion to $824 billion to 
tackle the biodiversity 
crisis by 2030

$30-$50 billion of capital 
dedicated to the UN 
Social Development 
Goals (SDGs) could be 
raised through green and 
sustainable Sukuk by 
2025 (UKIFC, 2022).
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