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This product is one of the outputs of the ‘SDG-Climate Facility: Climate Action for Human Security’ proj-
ect. With financial support from the Swedish International Development Agency (Sida), the project is a
multi-partner platform focusing on the impacts of climate change on human security in the Arab region,
especially in the context of countries in crisis. It brings together the League of Arab States (LAS), Arab
Water Council (AWC), United Nations Development Programme (UNDP), United Nations Environment
Programme Finance Initiative (UNEP FI), World Food Programme (WFP), United Nations Office for Disas-
ter Reduction (UNDRR), and United Nations Human Settlements Programme (UN-Habitat), to deliver
climate-oriented solutions that address climate challenges and bring co-benefits across the SDGs. In
doing so, it aims to scale up access to and delivery of climate finance, including through innovative part-
nerships with the private sector.
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financial services industry globally, defending and promoting its role, consolidating co-operation among its
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more than 30 jurisdictions, representing market players, international intergovernmental organisations,
professional firms, and industry associations, CIBAFI is recognised as a key piece in the international
architecture of Islamic finance. Its mission is to support the Islamic financial services industry growth by
providing specific activities and initiatives that leverage current opportunities while preserving the value
proposition of Islamic finance. CIBAFI is guided by its Strategic Objectives, which are, 1) Advocacy of
Islamic Finance Values and Related Policies & Regulations; 2) Sustainability and Innovation Integration; 3)
Industry Research and Analysis; and 4) Professional Development.
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Islamic Development Bank

The Islamic Development Bank (IsDB) is a multilateral development bank (MDB) working to improve the
social and economic development of its member countries and Muslim communities around the world
to deliver impact at scale. IsDB supports its member countries to meet their climate and sustainable
development goals and targets through economic and social infrastructure investments, institutional
strengthening, capacity building, partnership, and leveraging its resource-mobilization capabilities with
other private, national, bilateral and multilateral development partners. IsDB is the world's largest public
Islamic finance institution and the largest south-south MDB.
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International Capital Market Association
Islamic Financial Institution

International Financial Reporting Standards
Islamic Financial Services Board
International Monetary Fund

The Intergovernmental Panel on Climate Change
Islamic Development Bank
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Qatar Islamic Bank
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Sustainable Development Goals

Socially Responsible Investment



TCFD Task Force on Climate-related Financial Disclosures

UNEP FI The United Nations Environment Programme Finance Initiative

UNFCCC The United Nations Framework Convention on Climate Change
UsbD United States Dollars

VBI Value-Based Intermediation
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Foreword

The Middle East and North Africa (MENA) region is highly vulnerable to the physical
impacts of climate change. At just +2°C of global temperature rise, heat extremes will
occur regularly across summer months, reaching new norms of more than 50°C in
certain regions. Precipitation will reduce across the fertile Mediterranean coast, impact-
ing agriculture and water supply, and increasing desertification and soil erosion. In the
longer-term, sea level rise will expose major coastal cities to regular coastal flooding.

Islamic finance is a rapidly growing sector of the MENA finance industry and has its
foundation in an ethical and responsible framework for investing. Whilst the potential
for expanding Islamic finance institutions’ frameworks to include climate and environ-
mental issues is considerable, most institutions are only in the early stages of assess-
ing how climate change may impact their businesses and how they might manage
those impacts. Therefore, it is crucial for Islamic financial institutions to maintain a clear
perspective, enabling them to effectively navigate the increasing risks while harnessing
the myriad opportunities that climate-related finance offers.

This is why our three institutions—the UN Environment Program Finance Initiative
(UNEP FI), the Islamic Development Bank (IsDB) and the General Council for Islamic
Banks and Financial Institutions (CIBAFI)—have teamed up to provide this comprehen-
sive guide on climate change for Islamic banks in MENA. This guide provides an over-
view of the current state of climate action in Islamic finance, a summary of the Islamic
basis for action on climate change, and a clear pathway for Islamic banks to transition
their business in response to a rapidly changing climate. This report is a specific comple-
ment to the work already being developed by each of the three institutions to support
the finance sector in responding to climate change—from climate risk assessment to
the measurement of Greenhouse Gas emissions and target-setting—with specific guid-
ance for Islamic banks. Our three institutions aim to continue this collaboration over the
coming years and to develop an Islamic finance sector that is both resilient and proac-
tive in the face of a changing climate.

Eric Usher Dr Abdelilah Belatik Dr Mansur Muhtar
Head Secretary General Vice President, Operations
UNEP FI CIBAFI IsDB
Mobilising Islamic Banking for Climate Action viii
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Executive summary

Islamic banking has come to the forefront as a potential driver of climate finance in
the Middle East and North Africa (MENA) region. This sector has demonstrated consid-
erable resilience against global economic shocks, the rise of the COVID-19 pandemic,
and impending global economic inflation.

Islamic finance has a strong position in the region, especially, though by no means
exclusively, in the Gulf Cooperation Council (GCC) countries. In Islamic finance gener-
ally, there has been increasing interest in Environmental, Social and Governance (ESG),
green and sustainable products, with particular interest in sustainability-related and
green sukuk. The MENA region has also been prominent in this trend.

Such momentum creates opportunities for Islamic banks in the MENA region. On one
hand, the transition to a low-carbon economy will create important investment oppor-
tunities across multiple sectors in the region. On the other hand, they, and the countries
in which they operate, are exposed to risks from climate change which they need to
evaluate and manage.

A growing number of countries in the region are taking climate action in the form
of tailored policies and regulatory measures to support a market transition to less
carbon-intensive and more resilient economies. Such transitions will involve, and have
implications for, the financial sector. At the same time, international regulators and
standard-setting bodies, including those focused specifically on Islamic finance, are
increasingly embedding climate change considerations. For example, disclosure stan-
dards from the International Sustainability Standards Board (ISSB), may imminently be
adopted by some countries in the region.

In addition to the commercial risks and opportunities arising from climate change,
and the current and potential regulatory pressures, there are strong moral reasons for
Islamic banks to bring climate issues into the mainstream of their business. Islamic
finance is based on religious principles. The link between those principles and concern
for sustainable development can be articulated in several ways. There are growing
calls among sharia scholars, academics and international organizations in Islamic
finance to capitalize on the common values that link sharia-based principles of Islamic
finance, sustainable development, and climate action to provide an ethical concep-
tual framework that will further encourage Islamic banks to develop proactive climate
action agendas.

An increasing number of Islamic banks in the MENA region are starting to integrate
sustainability and ESG into their operational framework with varying degrees of scope
and depth of integration. Climate change awareness and engagement differs from

Mobilising Islamic Banking for Climate Action ix
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one bank to another. Some Islamic banks are adopting global reporting and disclo-
sure practices. They are also adopting internationally relevant frameworks and evalua-
tive approaches, sometimes with modifications for Islamic finance. But some Islamic
banks still seem to see climate concerns as relatively peripheral to their business or
struggle to integrate it into their day-to-day business frameworks.

Incorporating climate considerations into bank operations increases Islamic banks'’
capacity to face climate-related financial risks and uncertainty. Concurrently, it can
facilitate the transition to carbon-neutral and climate-resilient markets and economies,
and realize new opportunities inherent in that process.

This report sets out an approach intended to provide preliminary guidance, and support
to interested Islamic banks to help bring efforts related to climate change into the
mainstream of their businesses. It does so across five main pillars:

Climate leadership

Strategic climate management

Climate-related operational integration
Performance measurement and accountability and
Collaboration and exchange on climate resilience.

o R Wi

Each of these five pillars incorporate key actions to improve the institutions’ response
to climate change as set out below:

ﬁsz:giprrl\?t&e SEE g @i PG Measure & track decI:raanl))Igrrmri]se:ttion
Vversignt & related limits advocacy
decision making approaches
Embed climate Identify iz ez

Share learning & aligned financial

into governance climate risk & Disclose & report
e knowledge products &
structures opportunities .
services
Measure &
integrate
Set climate

targets & strategy

The report also sets out guidance for regulatory and other public authorities, including
trade associations, to support these efforts.
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About this report

This report presents the current integration of climate-related practices in Islamic bank-
ing in the MENA region based on interviews, surveys, and an in-depth desk review, and
goes on to indicate how Islamic banks can bring climate action into the mainstream of
their businesses. The report is one of the main outcomes of a programme to “Promote
Climate Finance within the Islamic Banking Sector in the MENA Region’, a collabora-
tion between the United Nations Environment Programme Finance Initiative (UNEP FI),
Islamic Development Bank (IsDB), Islamic Development Bank Institute (IsDBI) and the
General Council for Islamic Banks and Financial Institutions (CIBAFI).

Audience

The report is aimed particularly at Islamic banks in the MENA region. Specifically, it
targets the following:

» Islamic banks.
= Islamic windows of conventional banks.
» Shareholders, partners, and clients of Islamic banks and financial institutions.

Other audiences that can also benefit include:

= Islamic banks and Islamic windows in other regions.

» Other types of Islamic financial institution, for example takaful operators and Islamic
fund managers

= Regulators and central banks that oversee Islamic finance markets.

« Other conventional banks that prioritize value-based sustainability practice.

= Anyone interested to explore further an emerging nexus between Islamic finance and
climate resilience.

Because this report is intended primarily for those already active in Islamic finance, it
assumes a knowledge of the basic principles underlying that activity. A brief introduction
to the subject is, however, presented in Annex 1.

Methodology and research considerations

This report has been developed through both a desk review and an assessment.

The desk review provides a review and investigation of an already existing body of
knowledge that includes a plethora of reports, manuals, studies, secondary data and
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conceptual frameworks to form a comprehensive understanding of the new emerging
nexus of Islamic banking and climate action. The review builds on reports and research
conducted by UNEP Fl, IsDB, IsDBI, and CIBAFI, among others, to harmonize efforts and
build on work already done.

The assessment aims to capture first-hand experience and data collected from inter-
views and focus groups, and participatory dialogue with sharia scholars, practitioners,
bankers, and regulators from the region. The assessment has also been supported and
guided by data extracted from the CIBAFI Global Islamic Bankers’ Survey, which supple-
mented data gathered from interviews and workshops.

The Middle East and North Africa is a diverse, heterogeneous region. Each country has
unigue and specific socio-economic circumstances and different institutional and regu-
latory ecosystems. The rapid growth of Islamic banking and its economic prominence in
the Gulf Cooperation Council (GCC) sub-region—including Bahrain, Kuwait, Oman, Qatar,
Saudi Arabia, and the United Arab Emirates—especially in terms of Environmental, Social
and Governance (ESG) and climate-related practices, compares favourably with the posi-
tion of Islamic banks operating in some non-GCC countries such as Egypt, Tunisia, and
Morocco. This report aims to:

= Capture some of the unique socio-economic settings that can lead to a different set
of barriers and even a different set of opportunities when it comes to climate action.

= Delve deeper into understanding the capacity of banks in these countries to under-
stand climate risk and evaluate their ability to mainstream climate considerations into
their operations.

= Identify success stories from GCC countries and countries outside the region such
as Malaysia.

Mobilising Islamic Banking for Climate Action 2
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1. Status of Islamic Finance and
Banking in MENA

Islamic finance globally has a long pattern of expansion, growing faster than its conven-
tional counterpart over recent years, and showing resilience in the face of global
economic disruptions such as inflationary shocks, COVID-19, etc. In 2021, it grew by
11.3% to reach a total estimated value of USD 3.06 trillion (IFSB, 2022). Islamic banking
is the dominant sector by assets (68.7% in 2021), but its growth (6.5% in 2021) has in
recent years been slower than that of the Islamic capital market.

Within Islamic banking, the largest jurisdiction globally in terms of assets is Saudi Arabia,
followed by Iran (Islamic Republic of), Malaysia, the United Arab Emirates, Qatar, Kuwait
and Bahrain. In terms of share of the domestic market, Iran (Islamic Republic of) and
Sudan claim entirely Islamic banking systems. They are followed by Saudi Arabia, Brunei
Darussalam, Kuwait, Malaysia and Qatar, with a further eight jurisdictions having Islamic
market shares of over 15%.

Iran (Islamic Republic of) I 100%
Sudan I 100%
Saudi Arabia I 77.2%
Brunei Darussalam I 53.0%
Kuwait I 51.9%
Malaysia I 31.5%
Qatar GG 2S.1%
Bangladesh G 26.3%
Djibouti I 25.1%
United Arab Emirates I 2 3.9%
Jordan G 21.3%
Bahrain I 21.3%
Pakistan EEEG—E 18.6%
Gaza & West Bank I 18.0%
Oman I 15.3%
Afghanistan [ 13.2%
lraqg e 6.1%
Indonesia M 6.1%
Libya e 6.1%
Turkiye [ 6.0%
Maldives ml 5.7%
Tunisia M 5.1%
Senegal M 5.0%
Egypt W 4.0%
Bosnia & Herzegovina M 3.2%
Algeria 1 2.4%
Kyrgyzstan M 1.5%
Kenya 01.0%
Nigeria 10.8%
United Republic of Tanzania 10.8%
SriLanka 10.8%
Lebanon 10.4%
Thailand 10.4%
Kazakhstan |0.2%
South Africa 10.1%
United Kingdom | 0.1%

Figure 1: Islamic banking share of total banking assets by jurisdiction (2021): from IFSB (2022)
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Turning specifically to the MENA region, the countries of the GCC in total accounted
for 57.6% of Islamic banking assets. Besides Iran (Islamic Republic of), a number of
non-GCC countries in the region have a significant Islamic banking presence, notably
Jordan, Egypt and Iraq.

Sukuk issuance was less concentrated in the region, partly because of large sovereign
issuances by Indonesia. Excluding issuances by multilateral organizations, the largest
domiciles for sukuk originators were Saudi Arabia, Malaysia, Indonesia, Kuwait, Turkiye
and the United Arab Emirates.

Egypt
(0.1%)

Maldives
(0.3%)
Nigeria
(0.4%)

Bangladesh
(0.5%)

Bahrain
(1.8%)

United Arab Emirates
(2.7%)

Indonesia
(15.8%)

Kuwait — Turkiye

Saudi Arabia (33.5%) (8.3%) (6.9%)

Malaysia (25.7%)

Qatar
(1.8%)

Oman
(1.2%)

United Kingdom
(0.5%)

Brunei Darussalam
(0.3%)

Jordan
(0.22%)

Gambia
(0.02%)

Figure 2: Total sukuk issuances by domicile of originator, excluding multilaterals (2021):
from IFSB (2022)

Corporate issuances were led by Malaysia, followed by Saudi Arabia, Turkiye, the United
Arab Emirates, Kuwait and Bahrain. However, any single year figures can be skewed by a
few large issuances. GCC banks in particular have made very large issuances, often for
regulatory capital purposes. Nevertheless, the GCC has a very large continuous presence
in the sukuk market, with lower activity from other MENA jurisdictions, including Iran
(Islamic Republic of) and Egypt.

Mobilising Islamic Banking for Climate Action 4
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2. A snapshot of ESG and
climate-related Islamic finance

In recent years, the growing role of Islamic banking in the global economy has been
accompanied by a growing interest in ESG investing. This has been most conspicuous
in the Islamic capital market, where there have been a number of sukuk issuances to
flnance green, ESG or sustainable projects.

This trend is driven in part by increasing awareness of the need to address climate
change, and a growing awareness of ethical synergies between the values of Islam,
responsible banking, and responsible investing. But it is also driven by the fact that ESG
investing can offer attractive returns and business opportunities in different countries.
As Islamic finance continues to grow in volume and influence, sukuk are likely to be
increasingly used to finance green projects around the world.

At a global level, IsDB has launched an ambitious policy agenda to promote this type of
financial instrument. In 2020, IsDB issued their first USD 1.5 billion sustainable sukuk,
followed by another USD 2.5 billion issuance in 2021 (IsDB, 2021). IsDB was also the
first multilateral development bank to issue a green euro-denominated sukuk in 2019. In
2021, Malaysia issued a sovereign sukuk of USD 1.3 billion, including a USD 800 million
sustainability tranche, with proceeds used to finance social and green projects aligned
to the UN Sustainable Development Goals (SDGs) (IFSB, 2022).

Indonesia issued a USD 750 million green sukuk tranche as part of a USD 3 billion issu-
ance in the first half of 2021 and Dubai Islamic Bank (DIB) was among the sukuk buyers
(IFSB, 2022). In 2022 Saudi National Bank and Riyad Bank issued sustainability-linked
sukuk worth USD 750 million each (IFSB, 2022). DIB has announced its second sustain-
ability sukuk offering. The USD 1 billion Senior Issue has a 5.5-year tenor and was issued
in February 2023. This offering follows DIB'’s inaugural sustainability sukuk, a landmark
USD 750 million five-year Senior Issue that was issued only three months earlier, in
November 2022 (DIB, 2023).

There have also been green or sustainable issuances by non-financial corporate enti-
ties. As an example from the MENA region, the United Arab Emirates-based retail group
Majid Al-Futtaim has now issued three green sukuk—the most recent, in 2023, being for
USD 500 million. Sustainability-related sukuk issuances in 2021 totalled USD 5.3 billion.
Figure 2 below highlights the evolution of ESG sukuk issuances between 2017 and 2021.

Mobilising Islamic Banking for Climate Action 5
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Figure 3: ESG Sukuk Issuance Trajectory 2017-2021 (Refinitiv, 2022)

The increase in ESG and green sukuk issuances has been accelerated by the announce-
ment of net-zero commitments and economic transition plans largely in GCC countries.
Saudi Arabia’s net-zero commitment, to be achieved by 2060, has been a catalyst for the
creation of two Saudi-led investment initiatives, the Saudi Green Initiative and the Middle
East Green Initiative, with a significant investment appetite for green and climate-aligned
projects in Saudi Arabia and in the wider Middle East region.

In addition to these Saudi investment initiatives, Arab Coordination Group (ACG)
members pledged USD 24 billion at COP27 in Egypt to support climate resilience by 2030.
ACG is a strategic alliance of regional development funds that coordinates development
money. The initiative’'s main objective is to help developing and small island nations
tackle climate change and global warming. The IsDB contributed USD 13 billion to this
pledge to target green project financing in its member countries (OPEC Fund, 2022).

The International Monetary Fund (IMF) issued a recent report on climate-related
economic impacts on the Middle East and Central Asia (Duenwald et al, 2022).
The report highlights the significant material risks to banks, including Islamic
Banks. The main findings pertaining to the Middle East include:

= High level of climate-related impacts. These translate into economic, physi-
cal, human, and social costs, along with increased vulnerability of investments,
projects, assets, and infrastructure in the region.

Mobilising Islamic Banking for Climate Action 6
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Direct negative impacts on economic growth, food security, agriculture, manu-
facturing, transportation, services, rural and urban livelihoods, job security, and
poverty.

Heightened water scarcity and stress, especially in the GCC countries and
Egypt. A significant number of countries in MENA are among the top water-
stressed countries in the world, suffering from desertification, high levels of
soil salinization, and agricultural land degradation.

Temperatures have increased by about 1.5°C on average over the past three
decades. Extreme warm spells have been witnessed in Iraq, Kuwait, and Iran
(Islamic Republic of).

Greater variations in annual rainfall (Jordan, Kuwait, and Oman) or declining
annual rainfall (Lebanon).

High frequency and severity of climate-related disasters such as flooding in
Egypt, Iraq, Morocco, and Tunisia. Rising sea levels impacting economically
significant coastal areas such as in Egypt and the United Arab Emirates.

The IsDB’s Sustainable Finance Framework was first developed in 2019 in accor-
dance with the Green Bond Principles (2018), Social Bond Principles (2018), and
Sustainability Bond Guidelines (2018). The framework, which is used to issue
green or sustainability sukuk, is based on these pillars: 1) Use of proceeds; 2)

Process for project evaluation and selection; 3) Management of proceeds; and
4) Reporting.

Accordingly, IsDB issued two types of sukuk, namely green sukuk (where pro-
ceeds are allocated to green projects) and sustainability sukuk (where proceeds
are allocated to green and social project categories). The framework can be used
to finance climate-related projects. It also proposes a spectrum of priority proj-
ects that can be financed by green sukuk including:

Renewable energy and energy efficiency

Clean transportation

Pollution prevention and control

Environmentally sustainable management of natural living resources and
land use

Sustainable water and wastewater management

The Framework also provides a project exclusion list that complies with sharia in
addition to prohibiting projects that are harmful to the environment or increase
emissions.

Mobilising Islamic Banking for Climate Action
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Meanwhile, IsDB has issued a climate change policy, alongside its sustainable
finance framework, to emphasise the need to address climate change beyond
its integration as a component of ESG or sustainable finance (IsDB, 2019). Rath-
er, climate change should be prioritised with special attention paid to financing
climate mitigation and adaptation. The Bank'’s Climate Action Plan was issued in

2019, building on a previous policy developed in 2017, which has consequently
developed an action plan. It also sets out modalities for achieving IsDB’s climate
finance target of 35% by 2025 (IsDB, 2020) and Paris alignment of sovereign op-
erations by the end of 2023.

The examples given above—and these are only a few of many—illustrate that there
is active commitment both globally and in the MENA region to address the issues of
climate change. Their number is likely to increase when COP28 is held in the region, in
Dubai in November 2023. At the same time there is active investor interest in sustainable
investments. Together, these factors create commercial opportunities for Islamic banks.

Mobilising Islamic Banking for Climate Action
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3. Risks and regulation

Climate-related financial risks

Climate change poses direct risks to banks. These include physical risks, both to the
bank’s own operations and to its business, for example if homes which it has financed
through mortgages are at increased risk of destruction as a result of adverse weather
events. They also include transition risks, for example if changing patterns of economic
behaviour associated with the transition to net zero lead to declining demand for certain
products, reducing a firm’s ability to repay the financing. These are risks which banks
need to manage.

There has been substantial work from international standard-setters in this area, nota-
bly the Basel Committee on Banking Supervision (BCBS), which has published Princi-
ples for the effective management and supervision of climate-related risks (BCBS, 2022),
which are likely to influence regulatory authorities” approach to climate-related risks. The
Islamic Financial Services Board (IFSB) is developing a Guidance Note relating specifi-
cally to Islamic banking, based largely on the BCBS Principles. It has already incorporated
this into its Islamic banking disclosure standard (IFSB-22) based on those recommended
by the Task Force on Climate-related Financial Disclosures (TCFD) (see below).

Regulatory policies, and frameworks

Broader regulatory activity at the international level has addressed not only the risks
to banks but the impact of banks—and particularly banks’ financings—on climate
change. In general, initiatives in this area have been focused on disclosure. The TCFD,
a private-sector body set up under the auspices of the Financial Stability Board, recom-
mended a set of disclosures, broadly speaking about governance and process, which
have been widely adopted (TCFD, 2022). Other private-sector initiatives, for example
the Greenhouse Gas (GHG) Protocol, provide important frameworks for assessing and
disclosing impacts, in the case of the GHG Protocol, around emissions.

After a period in which a range of initiatives—public, private and mixed—were leading
to some confusion in the market, international support coalesced around the forma-
tion of the International Sustainability Standards Board (ISSB) under the auspices of
the International Financial Reporting Standards (IFRS) Foundation. The ISSB has now
issued two reporting standards, the second of which (S2) focuses specifically on climate.
ISSB S2 requires both process disclosures based largely on the recommendations of
the TCFD and impact disclosures, including those from financings, based largely on the
GHG Protocol. This new standard will of course be available for voluntary reporting, but
it (or indeed other disclosure standards) may be imposed on banks by their regulators.
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Individual jurisdictions, including some in the MENA region, have also launched their own
initiatives. While some of these have imposed mandatory requirements on banks, others
have aimed at encouraging voluntary compliance with national policies or commitments.

In Jordan, the government has made sustainability a key pillar of its 2022 Economic
Modernisation Vision. It is preparing a sustainable finance strategy for the financial
sector in the country and in 2021, a green bond and sukuk issuance guide was devel-
oped and published (MOENYV, 2021).

In Morocco, the government adopted the 2030 National Sustainable Development
Strategy in 2017, and in 2019 launched the 2030 National Climate Plan which aims to
strengthen resilience to climate risks, to accelerate the transition to a low-carbon econ-
omy and to promote redirection of finance towards these goals (World Bank, 2022). In
2016, the central bank coordinated the preparation of a Roadmap for aligning the finan-
cial sector with sustainable development.

Egypt has made progress in several areas:

= In 2018, the Egyptian Financial Regulatory Authority (FRA) amended the Capital
Market Law to introduce provisions on green bonds and sukuk. The FRA amended
the law again in 2022 to introduce sustainability, ESG, social, and gender bonds. In
2019, a green bond guide was developed.

= The FRA issued its first regulation on ESG and TCFD-aligned disclosures in 2021,
targeting large non-banking financial companies—both conventional and Islamic—for
insurance, capital markets, leasing, mortgages, and microfinance.

= Concurrently, the Central Bank of Egypt (CBE) issued guiding principles on sustainable
finance at the end of 2021, targeting both conventional and Islamic banks. The follow-
ing year, the CBE (2022) sent a circular asking banks to start measuring and tracking
their carbon footprint, asking specifically for Scope 1 and Scope 2 emissions.
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The Central Bank of Egypt has developed Guiding Principles to catalyse the
mainstreaming of sustainability practices (CBE, 2021). These principles target
all banks: both Islamic and conventional. In addition to covering the need for
capacity building, efficient resource management and partnerships, the Guiding
Principles cover:

1. “Enhancing sustainable finance” to integrate ESG considerations in financing

activities, as well as developing abilities to manage and integrate environmen-
tal and social risk in risk management frameworks. Banks should also develop
green and climate friendly products such as green loans, green investments,
green bonds and sukuk.

2.“Managing climate change risks” by identifying and classifying climate-related
risks and working toward mitigating them, in addition to promoting the finance
of projects reducing climate change impacts.

3.“Reporting” on activities related to internal sustainability practices and others
related to sustainable finance by creating and developing integrated informa-
tion systems and reporting procedures.

The government of the United Arab Emirates has established a Sustainable Finance
Working Group, including representatives of all the relevant authorities, including those
of the two Financial Free Zones. The Government and Working Group have produced a
series of publications including the United Arab Emirates sustainable finance framework
2021-2031, issued by the Ministry of Climate Change and Environment, which draws
particular attention to green sukuk.

The core elements of the Framework include:;

Mainstreaming sustainability in financial decision making and risk manage-
ment through the development of environmental stress testing tools to aid
the financial sector at large and the establishment of regulatory guidelines for

the management and assessment of environmental and climate risk among
other actions.

Creating and enabling a national green taxonomy and exploring incentives to
promote green finance such as tax deductions, guarantees, etc.

Encouraging the issuance of sovereign green bonds and sukuk, supported by
the development of climate-related and green project pipelines.

Encouraging the alignment of governance, reporting, and disclosures to inter-
national frameworks and standards such as the TCFD.
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Broadly similar examples could be cited from other countries in the region.

There are also initiatives from non-governmental bodies either in the region or with a
specific mandate in Islamic finance.

In 2018, the Sustainable Development Committee of the Bahrain Association of Banks
published a set of recommendations on sustainable finance, including a group of recom-
mendations on how banks could internalise sustainability in their operations (BAB, 2018).

The Islamic Corporation for the Development of the Private Sector, part of the IsDB group,
headquartered in Saudi Arabia, is developing ESG standards for private and public sector
sukuk issuances (ADB, 2022).

CIBAFI has initiated a project aimed at developing a carbon footprint measurement
methodology specific to Islamic financial institutions. With regard to raising awareness
about climate change, CIBAFI has also released briefings covering topics related to
climate change, climate-related risks, and climate change stress testing and how these
topics are impacting the Islamic finance industry.

CIBAFI, with the support of IsDB, is leading an initiative aiming at establishing
a comprehensive methodology to develop a global GHG measurement and re-
porting tool that considers the characteristics of Islamic financial institutions’
(IFls) portfolios and the environments in which these institutions operate. The
initiative is currently a work in progress, and it is aligned with CIBAFI's strategic
objectives to address and support international sustainability goals, such as the
Paris Agreement, and to reinforce IFIs’ role in addressing global challenges, such
as reducing the risk and impact of climate change. The GHG measurement and
reporting tool will help IFls to:

Identify to what extent their investment financing portfolios are responsible for
GHG emissions as per the Scope 3 methodology

Establish a clear and structured action plan to address and manage climate risks
and opportunities in line with the Paris Agreement and international standards
Reinforce their role in supporting climate action.
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4. Islamic principles, Maqasid
Al-Sharia and Climate Action

The previous sections have explored the commercial risks and opportunities which
Islamic banks face as a result of climate change, and the regulatory requirements and
pressures which may bear on them. But there is a third set of imperatives for Islamic
banks in particular. These are the moral imperatives stemming from the foundational
values of Islamic finance.

The development of Islamic finance has been guided largely by Islamic contract law,
which tends to class actions or transactions as permissible or impermissible. In recent
years, however, there has been an increased focus on Maqasid al-Sharia, the purposes
of sharia, which refers to the underlying goals and objectives of Islamic law. These have
been articulated in different ways by different scholars, as has their relationship to the
formal legal reasoning of the schools of Islamic law. The Magasid al-Sharia have never-
theless come into greater prominence in recent years as a source of positive ethical
guidance for Islamic finance. One articulation of the Maqasid al-Sharia is set out below.

Magqasid Sharia

Magasid Sharia (also known as the "purpose of Sharia") refers to the underlying goals and objectives
of Islamic law (Sharia). These goals are believed to be universal and are intended to promote the
well-being and prosperity of individuals and society.

They are often used as a framework for interpreting and applying Islamic law and are as important
source of guidance in Islamic finance.

Major pillars
Protection of Protection of life Protection of Protection of Protection of
Religion (din) (nafs) intellect (agi) progeny (nasl) wealth (mal)
Refers to the Refers to the Refers to the Refers to the Refers to the
protection of the protection of promotion of promotion of the promotion of
i principles, and human life and the Intellectual and family unit and the economic justice
values of Islam. promotion of phys- cognitive growth protection of the and the protection
ical and mental and development, rights of children of individual and
well-being. as well as the and future genera- communal wealth.
protection of indi- tions.
vidual freedom and
autonomy.

Figure 4: Maqgasid al-Sharia
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Understanding the Ethical Bridge

Interviewed scholars have pointed to the conceptual direct link between Magasid al-Sha-
ria and climate action. Islamic financial institutions are increasingly linking nature and
ecology to the fulfilment of Magasid al-Sharia. Consensus has not yet been reached
between scholars on how to provide a model of Maqgasid al-Sharia that has direct
mention of environmental stewardship, nor on the strength of the linkages that can be
established. However, there appears to be a growing consensus that Magasid al-Sharia
does offer a fruitful way of thinking about environmental responsibility.

For example, a number of Islamic scholars have published a book setting out how Maga-
sid al-Sharia concepts can be linked to the SDGs (Hassan, M. Kabir et al, 2021). They
argue that climate change results in physical climate impacts in the form of floods,
droughts, extreme weather changes, and rising sea levels. These impacts can have
economic repercussions that are harmful to the public good, public wellbeing, and the
economy. This is a core consideration for the intentions and objectives of sharia which
revolves around the fulfilment of justice to the greater good for all (Hassan, M. Kabir et al,
2027). Thus, a link can be established between global sustainability goals that deal with
climate and the environment and a number of the Magasid al-Sharia elements:
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Table 1: Relationship between global Sustainable Development Goals and principles of Magasid al-Sharia

SDGs that Address
Climate Challenges

Magqasid

Climate Change impact on the Observance
of Magasid Sharia Pillars.

Expected Negative Impact on Islamic Finance

Sharia and the Economy

Pillars

Protection of

Direct impact on human life through extreme weather

income for individuals and businesses.

Climate change can also lead to economic instability
and volatility, which can impact financial markets and
investments, leading to financial losses for individuals
and businesses.

Furthermore, changes in weather patterns and the
availability of natural resources can also impact
economic activity, particularly in industries such as
agriculture, forestry, and fishing.

Negative impact on investments in sectors such

development, as well as on the ability of future gener-
ations to meet their basic needs and maintain a high
standard of 