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Chapter 1 
Introduction

1.1	 Global South: Growing 
Significance and Dynamics 

 
Since the 1990s, economies in the Global South have 
consistently surpassed the GDP growth of the Global 
North, sometimes even tripling it. Noteworthy is 
the remarkable rise of the Global South economies’ 
contribution to the global GDP, expanding from 19% in 
1990 to 42% in 2022.1 The Global South is increasingly 
pivotal in the global economy, prompting the question of 
how these countries collaborate to generate joint value 
and contribute to global sustainability issues.

With the Paris Agreement outlining our global 
decarbonisation targets, the contemporary goal of 
South-South collaboration has transitioned from mere 
poverty reduction to people-oriented sustainable 
development achieved through blended financing.2 

The forefront of this new South-South partnership 
is occupied by emerging economies, particularly by 
influential emerging powers. Platforms like the BRICS 
mechanism facilitate collaboration, empowering other 
emerging nations to play a significant role in intra-South 
trade, investments, and aid efforts.3 

1.2	 China and the GCC in Energy 
Transition

Among the Global South countries, the GCC countries, 
together, are the ninth-largest economy in the world, 
while China is considered the second,4 making 
cooperation between the two regions pivotal to driving 
global sustainability investment.

The GCC countries have expressed interest and invested 
massively in renewable energy development; all GCC 
nations declare specific renewable energy targets, 
and alongside Qatar, all have made net-zero emission 
commitments with the the United Nations Framework 
Convention on Climate Change (UNFCCC).5 However, they 
are still in an early transitional stage: as of 2022, none 

of the GCC nations had a renewable energy adoption rate 
exceeding 10%. In contrast, China has made impressive 
strides in expanding its renewable energy capacity. By 
2023, non-fossil energy sources accounted for over 50.9% 
of China’s total power generation capacity6. Moreover, 
China currently dominates nearly two-thirds of the world’s 
solar and wind power construction capacity, thus showing 
immense potential for renewable energy export.7 

While the GCC could draw valuable lessons from China’s 
energy transition journey, China, facing challenges such 
as tariffs and trade restrictions in exporting electric 
vehicles and solar panels to the US and EU, increasingly 
views the GCC as a crucial strategic importer. Data from 
UN Comtrade indicates a 26% growth in China’s lithium 
battery exports to the GCC between 2021 and 2022, with a 
remarkable 99% surge in the first three quarters of 2023.8 

In addition, the GCC and China have been deepening their 
collaboration, and progress can be seen, For instance:

•	 In the 2022 China-Arab States Summit, China pledged 
to work with the Arabic states as counterparties to 
advance eight major cooperation initiatives in areas 
including green innovation, energy security, and others 
in a timeframe of three to five years. Two sides also 
proposed joint research in tackling environmental 
challenges.9 

•	 In 2023, the UAE announced the completion of its 
Al Dhafra Solar Project, which was constructed by 
Chinese companies. The project will provide green 
electricity to 200,000 households, reduce 2.4 million 
tonnes of carbon emissions yearly, and raise the share 
of renewables in the UAE’s total energy mix to 13%.10 

Looking ahead, advancing the green transition in the 
Global South will require not only technology exchange but 
also substantial financing mechanisms. Given the capital 
intensity of clean energy projects, mobilizing blended 
finance and cross-border green bonds will be essential to 
sustain momentum. 
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Importantly, the existing track record of successful 
collaboration demonstrates that the two regions already 
have institutional, commercial, and political frameworks 
to deepen sustainable cooperation. This foundation 
positions the relation of China and the GCC as a powerful 
platform for green investment with the potential to 
accelerate low-carbon development regionally and 
globally.

1.3	 Hong Kong and Dubai, nuclei of 
Green Finance Corridor

As an international financial centre positioned in the 
heart of APAC, Hong Kong presents opportunities 
for GCC companies and entrepreneurs seeking to 
broaden their business horizons and enhance their 
market footprint, especially in Mainland China and 
the ASEAN. Meanwhile, Dubai is one of the important 
financial centres and gateways of MENA. Their common 
positionalities as financial gateways to two of the largest 
growing economic bodies in the world provides plenty 
of opportunities for Hong Kong and Dubai to collaborate 
and accelerate green growth in China and the GCC.

Hong Kong brings its experience in sustainable finance to 
strengthen this strategic partnership. The Dubai financial 
regulator once expressed that they see Hong Kong as a 
“mature benchmark in sustainable finance development” 
from which to learn.11 In Q3 of 2024, the Hong Kong 
Monetary Authority (HKMA) and the Dubai Financial 
Services Authority (DFSA) signed a Memorandum of 
Understanding (MoU) to enhance their partnership, 
pledging to enhance cross-border dialogue, deepen 
information exchange and explore ways to contribute 
more to the green bond market.12 

This naturally leads us to the following inquiry: How can 
Hong Kong enhance and sustain the financial exchanges 
between the GCC and the ASEAN? The solution lies in 
the Islamic financial market. Islamic finance serves as a 
crucial bridge, providing a common ground for the GCC 
and ASEAN regions to engage in mutually beneficial 
financial transactions. This Shariah value-based financial 
system prioritises risk-sharing over debt and interest 
accruement. Moreover, some Islamic scholars would 
argue that environmental responsibility is inherent to 
Islamic values.13 As such, there are natural synergies in 
deploying Islamic and green finance to accelerate green 
economic collaboration. 

1.4	 Objectives of the Report

Recognising these contexts, this report endeavours to 
enhance the comprehension of Hong Kong’s potential 
in advancing global South-South collaboration in 
sustainable finance through its pivotal position in the 
green finance corridor. Specifically, we would like to 
explore and discuss the following areas:

•	 Trends and initiatives related to Global South green 
development

•	 Opportunities that the combination of climate finance 
and Islamic Finance can unlock

•	 Opportunities and barriers for Hong Kong to advocate 
for and streamline the standardization of climate-
focused sukuk instruments.

1. Introduction

1.	 https://www.rolandberger.com/en/Insights/Publications/Global-South-
Beyond-BRICS.html

2.	 https://link.springer.com/article/10.1007/s42533-024-00160-x
3.	 https://link.springer.com/article/10.1007/s42533-024-00160-x
4.	 https://www.ispionline.it/en/publication/gulf-investments-in-china-a-

new-era-of-strategic-partnerships-177971
5.	 https://www.sciencedirect.com/science/article/pii/

S2211467X24002219
6.	 https://english.www.gov.cn/news/202306/13/content_

WS6487c3cec6d0868f4e8dccc6.html 
7.	 https://infra.global/china-building-twice-as-much-wind-and-solar-as-

rest-of-the-world-combined/

8.	 https://www.ispionline.it/en/publication/gulf-investments-in-china-a-
new-era-of-strategic-partnerships-177971

9.	 https://english.news.
cn/20231209/40073704b9df434c8d1fe08ad3556e6b/c.html

10.	 https://english.news.
cn/20231209/40073704b9df434c8d1fe08ad3556e6b/c.html

11.	 https://www.scmp.com/business/article/3279331/dubai-sees-hong-
kong-benchmark-push-green-finance-asia-middle-east-corridor?utm_
source=copy-link&utm_campaign=3279331&utm_medium=share_
widget

12.	 https://www.scmp.com/business/article/3278771/hong-kong-dubai-
seek-strengthen-ties-sustainable-finance-climate-risks-mount

13.	 https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3303687
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Chapter 2 
Opportunities of a Greener Global South

In this chapter, we explore the emerging opportunities 
presented by the global shift toward sustainable 
development, with a focus on energy transition, green 
trade, and green technology transfer in the Global South. 

2.1	 Energy Transition: Trillion-
Dollar Opportunity in the Global 
South

	 “Achieving a net zero future requires an 
estimated annual investment of US$1.7 
trillion in clean energy in the Global South 
(excluding China). However, only 15% of 
clean energy investments currently flow to 
these regions.”
World Economic Forum14 

	 “An estimated US$ 4.4 trillion will be 
required for developing countries to 
implement their NDCs.” 
Dr. Yousef Alhorr 
Founding Chairman of the Global Carbon Council15 

The global energy transition, defined by the shift from 
fossil fuel dependence toward renewable, low-carbon, 
and sustainable energy systems, is not merely a 
response to the climate crisis; it also represents one 
of the most urgent economic opportunities of the 21st 
century. For the Global South, which includes large parts 
of Africa, Latin America, Southeast Asia, and the Middle 
East, this transition holds particular promise. These 
regions are richly endowed with diverse and untapped 
renewable energy resources, including high solar 
irradiance, consistent wind corridors, vast hydropower 
potential, and significant geothermal reserves.

Harnessing these resources can catalyse inclusive 
economic growth, boost energy security, reduce 
greenhouse gas emissions, and drive innovation and job 
creation. In many countries, renewable energy also offers 
a path to universal energy access, especially in rural and 
underserved areas. However, realizing this potential is 
not without its challenges. The Global South continues 

to face critical barriers such as underdeveloped 
infrastructure, limited access to affordable financing, 
regulatory uncertainties, and insufficient technical 
capacity.

In the following sub section, we will discuss the growth of 
PPPs model in financing energy transition. Then, we will 
take the ASEAN region as an example, to showcase the 
urgency to realise the energy transition potential.

Growing Maturity in Energy Infrastructure PPP 
Models and Regulations
PPPs are crucial for accelerating energy transition, 
bridging government policies with private sector 
innovation. For instance, Vietnam’s solar projects 
where state utilities partner with Chinese firms like 
LONGi Solar.16 These models provide risk-sharing, with 
governments offering incentives like tax breaks and 
private entities delivering tech expertise.

In the GCC, Saudi Arabia’s Sakaka Solar Plant operates 
a $320 million venture between ACWA Power and 
AIGihaz. The project was converted into an Independent 
Power Producer (IPP) model with the participation of 
Chinese component suppliers (Chint), and Silk Road 
Fund became a shareholder with a 49% stake in ACWA 
Power in 2019.17 PPPs enable knowledge transfer through 
training programs and local manufacturing, fostering 
job creation and technology localization. The Sakaka 
project registered over 30% of contractual local content, 
achieved 100% local employment in the initial phase of 
operation.18 

Apart from the proliferation of energy transition PPP 
with large deal amounts, the regulations and guidelines 
of energy transition PPP financing are also maturing. 
The Benchmarking Infrastructure Development report 
assessed PPP regulatory frameworks across 140 
economies, evaluating them against internationally 
recognized best practices. The analysis aimed to 
identify strengths and highlight areas in need of reform 
to enhance the effectiveness and transparency of PPP 
implementation.19 
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Between 2019 and 2022, around one-third of economies 
made notable improvements to their PPP regulatory 
environments, with significant progress observed 
particularly in the Middle East and North Africa (MENA) 
region. Among these, eight countries, Armenia, the 
Dominican Republic, Ghana, Montenegro, Panama, Qatar, 
Saudi Arabia, and Sudan, took a major step forward 
by enacting their first-ever PPP laws, laying a legal 
foundation for structured and sustainable infrastructure 
partnerships. They also pointed out that several 

2. Opportunities of a Greener Global South

countries choose to start with small renewable energy 
projects and built on the experience to evolve into larger, 
more complex projects.20 

In addition, the World Bank has introduced a specialized 
assessment toolkit designed to support the development 
of renewable energy infrastructure through PPPs. This 
initiative marks a significant milestone, signalling that 
energy transition-related PPPs have reached a level of 
maturity where standardised tools and frameworks can 
now be effectively applied.21 

Urgency of Energy Transition in Global South: A Close Look at ASEAN Natural Gas Plants Data
Source: Data are from Global Energy Monitor.22 The report author generates the chart.

By 2035, there will be an expected 129 new natural 
gas plants commence operations in ASEAN, bringing 
approximately 100,651 MW of power-generating capacity.
While we know that natural gas is a relatively less 
emitting alternative when compared to coal, it is still a 
fossil fuel source. A credible energy transition plan at 
the national level must address not only the deployment 
of renewable energy but also the eventual phase-out 
of transitional fuels like natural gas. Introducing such a 
significant number of new natural gas plants between 
now and 2035 will dramatically increase the risk of 
creating stranded assets in ASEAN.

To mitigate this risk, countries should prioritise accelerating 
the coal phase-out, which would, in turn, reduce the 
duration of reliance on natural gas. Simultaneously, 
governments must set a clear and binding sunset date 
for the operation of natural gas plants to provide policy 
certainty and guide long-term investment decisions. 
Furthermore, to future-proof existing infrastructure, it is 
suggested to explore or even invest in advanced CCGT 
retrofitting technologies that enable blending or eventual 
full conversion to green hydrogen.23 Such measures not 
only support emissions reduction goals but also provide a 
flexible and lower-carbon backup for intermittent renewable 
energy sources, ensuring that the transition remains both 
secure and sustainable.

Number of new gas power plants in ASEAN that will start operate by year
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2. Opportunities of a Greener Global South

What are Hong Kong’s opportunities in 
accelerating the energy transition in the Global 
South?
•	 To serve as a regional hub for energy knowledge 

sharing by promoting the exchange of low-carbon 
technologies with the Global South. This includes 
advanced solutions like CCGT retrofitting for green 
hydrogen blending, energy storage systems, and 
smart grid technologies. Furthermore, Hong Kong can 
leverage its strong academic institutions, business 
ecosystem, and international connectivity.

•	 To mobilise public and private capital to support the 
phase-out of coal and natural gas infrastructure in the 
Global South. This includes facilitating green bonds, 
transition finance, and blended finance structures that 
de-risk investments in clean energy projects. 

-	 However, to play this role effectively, Hong Kong is 
strongly advised to establish a credible, science-
based, and interoperable transition taxonomy 
aligned with global standards, which can guide 
investors and ensure accountability.

2.2	 Green Trade: A Carrot 
Approach that Unlocks Regional 
Opportunities

Green Trade: Linking Sustainability with Global 
Commerce 
Green trade refers to an emerging form of international 
economic exchange that integrates environmental 
sustainability and climate objectives into the trade of 
goods, services, and technologies. It emphasises the 
simultaneous achievement of trade liberalisation and 
ecological protection by prioritising products, practices, 
and industries that contribute to reducing carbon 
emissions, conserving natural resources, and enabling 
low-carbon development. In 2022, the green trade 
import-export-volume that aligned with the WTO list of 
environmental products reached US$8.84 trillion, and the 
market size has recorded a steady growth throughout the 
last two decades.24 

	 “There is a straightforward path to ending 
our dependence on fossil fuels: nurture 
green industries, which would not only 
mitigate climate change, but also boost 
economic growth and job creation, and 
ensure that their output can be traded as 
widely as possible.” 
Dr. Ma Jun 
Chairman of HKGFA25 

Green trade goes beyond the narrow notion of exporting 
environmental goods. Instead, it encompasses broader 
systemic objectives, such as decarbonizing production, 
fostering sustainable supply chains, and aligning trade 
policies with SDGs.26  

Green trade also plays a critical role in accelerating the 
global transition toward renewable energy and facilitating 
the phase-out of fossil fuels, distinguished by the 
function of financial operation. By lowering tariffs and 
non-tariff barriers on clean technologies, green trade 
reduces costs and increases accessibility, enabling 
countries to scale up renewable energy deployment 
more rapidly.27 At the same time, reforming fossil fuel 
subsidies and boosting trade in environmental goods and 
services can complement climate finance by redirecting 
financial flows toward industries that replace fossil fuel 
dependency with low-carbon alternatives.28 

When finance provides the capital necessities to invest 
in green infrastructure, trade allows technologies, as 
well as their components and expertise required for such 
projects, to flow efficiently across borders, making the 
shift away from fossil fuels both economically viable and 
environmentally sustainable.

Comparison Between Green Trade and Carbon 
Border Adjustment Mechanism (CBAM) 
In terms of policy incentives, CBAMs act like a ‘stick’, 
pressuring developing countries to curb emissions even 
if it compromises their growth. In contrast, green free 
trade agreements function as a “carrot”: they align climate 
action with development priorities, offering rewards to 
nations that advance in low-carbon transformation. This 
cooperative model fosters mutual benefits and is better 
aligned with the principles of a just and equitable green 
transition.29 
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2. Opportunities of a Greener Global South

Green trade is based on the concept of sustainable 
economic and social development, typically measured by 
either the volume of environmentally beneficial products 
traded or by estimating trade efficiency after accounting 
for environmental costs. Green trade is increasingly seen 
as a key pillar of China’s foreign trade transformation and 
a strategic pathway to reconcile economic growth with 
environmental commitments within regional frameworks 
such as the Regional Comprehensive Economic 
Partnership (RCEP) and China-ASEAN Free Trade 
Agreement (CAFTA).30  

In addition, green trade is positioned as a counterpoint 
to rising protectionism, arguing for green free-trade 
arrangements that reward cooperation rather than 
penalise divergence in environmental policies. In this 
view, green trade serves not only to address climate 
change but also to enable a just and inclusive green 
transition that benefits both developed and developing 
economies.31 

Operationalise Green Trade in the Global South 
The core components of green trade involve a 
combination of environmentally preferable products, 
supportive trade policies, and enabling institutional 
environments.  

These include renewable energy equipment, electric 
vehicles and their components, waste recycling and 
treatment technologies, sustainable agricultural 
products, and precision instruments for environmental 
monitoring. International classification systems such 
as the APEC Environmental Goods List can be used to 
identify and track green products based on HS codes, 
providing a technical framework for calculating trade 
value in green sectors.32  

In practice, green trade relies heavily on the diffusion of 
clean technologies and green foreign direct investment 
(FDI) through different modes and financial instruments. 
Regional cooperation can support intra-regional 
technology transfer, ensuring these green trade-related 
arrangements can benefit green industries and create 
green employment within low-income countries. For 
instance, facilitating the licensing of EV or solar panel 
technologies from firms in China, Japan, or South Korea 
to manufacturers in ASEAN countries, and investing in 
green supply chains in the region. This approach not only 
lowers entry barriers for developing countries but also 

strengthens regional green value chains and promotes 
industrial upgrading.33 

Regional Policy Foundation for the Global South 
Green Trade
The agreements that allow and encourage free trade 
are a fundamental foundation of developing green 
trade. Fortunately, leaders in Global South countries are 
increasingly recognizing the free-trade potential unlocked 
by stronger regional collaboration. As a result, joint 
frameworks and free trade agreements are being signed 
with a growing frequency. Below is a list of existing 
agreements that have shaped and continue to drive free 
trade across the Global South.

•	 The Regional Comprehensive Economic Partnership 
(RCEP): The RCEP is the world’s largest free trade 
agreement, bringing together 15 Asia-Pacific 
countries, including ASEAN member states, China, 
Japan, South Korea, Australia, and New Zealand, into 
a single economic bloc. Officially signed in 2020, 
RCEP aims to promote trade liberalization, economic 
integration, and sustainable development across 
the region by reducing tariffs, streamlining customs 
procedures, and enhancing cooperation in areas 
such as investment, services, and digital trade. As a 
major platform for regional collaboration, RCEP holds 
significant potential to shape the future of global 
trade, particularly for the Global South.34 

•	 China-ASEAN Free Trade Agreement (CAFTA): This 
agreement facilitates green technology transfer 
through tariff reductions and the removal of non-tariff 
barriers on environmental goods and services. By 
promoting trade and investment, CAFTA encourages 
the flow of green technologies from China to 
ASEAN countries, enhancing regional cooperation 
in sustainable development. The upgraded CAFTA 
3.0 includes commitments to deepen cooperation in 
the digital and green economies, and supply chain 
connectivity.35 This includes the integration of digital 
infrastructure and electronic payment systems, as 
well as trade and investment cooperation in green 
energy.

•	 ASEAN-GCC Framework of Cooperation (2024-
2028): Focuses on a set of collaboration topics, 
including sustainable infrastructure, renewable 
energy, and digital transformation. This framework 
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provides a structured approach for ASEAN and GCC 
countries to collaborate on green technology transfer, 
including sharing best practices, developing joint 
projects, and promoting investment in sustainable 
infrastructure and renewable energy. The framework 
places particular emphasis on collaboration in 
areas such as sustainable infrastructure, renewable 
energy, petrochemicals, agriculture, manufacturing, 
healthcare, tourism, logistics, smart cities, 
connectivity, and digital transformation.36 

  
The RCEP, CAFTA, and ASEAN-GCC Framework of 
Cooperation illustrate how multilateral trade and 
cooperation agreements are evolving to support 
sustainable development and green technology transfer. 
These policies not only reduce trade barriers for 
environmental goods and services but also promote 
deeper collaboration in digital infrastructure, renewable 
energy, and sustainable industrial development. By 
embedding green and digital priorities into regional 
economic integration, these agreements create a 
supportive ecosystem for accelerating green innovation 
and investment, particularly across the Global South.

Recent Joint Declaration Emphasises the Green 
Trade Development
With the free trade agreement above as a strong 
foundation, the Global South is enabled to explore and 
even operationalise the opportunity of green trade. 
On May 27, 2025, the inaugural ASEAN–China–Gulf 
Cooperation Council Summit opened in Kuala Lumpur, 
Malaysia, under the overarching theme of “Co-creating 
Opportunities, Sharing Prosperity.” The summit marked 
a strategic convergence of East Asia and West Asia’s 
emerging economies, also hailed as a landmark in 
the evolution of South-South cooperation. The Joint 
Declaration of the ASEAN–China–Gulf Summit was 
formally released on the same day, outlining an 
ambitious and comprehensive roadmap for enhanced 
collaboration.37

 
The Joint Declaration issued during the summit outlines 
a robust agenda across economic integration, energy 
cooperation, digital transformation, food security, and 
cultural exchange.38 Above all, economic integration 
remains a central theme of the declaration. Leaders 
underscored their commitment to building a resilient and 
sustainable regional economy through deeper trade and 
investment ties. 

The declaration expresses strong support for a rules-
based multilateral trading system under the WTO, and 
highlights a mutual ambition to reinforce supply chain 
resilience, particularly in emerging sectors such as 
green technology and the digital economy. Proposed 
initiatives include establishing a Regional Business 
Council, enhancing financial technology cooperation, and 
promoting local currency settlement and cross-border 
payment frameworks.

International Principles and Banks’ Frameworks 
Enable Governments’ Ambition
The International Chamber of Commerce (ICC) has 
unveiled the Principles for Sustainable Trade Finance (the 
ICC Principles), setting a set of robust frameworks to 
assess the sustainability of trade finance. The Principles 
introduces 4 sub-principles of trade finance products: 
green trade finance, sustainability-linked trade finance, 
social trade finance, and sustainability-linked supply 
chain finance. The Principles for Green Trade Finance, 
in particular, emphasises a “Use of Proceeds” approach 
that is closely aligned with the Green Bond Principles 
(GBPs).39 Major banks, such as Commerzbank, ING, 
Santander, and Standard Chartered, have announced 
endorsement or even adoption of the ICC Principles, 
signalling strong support for sustainable trade finance 
practices worldwide.40 

The ICC Principles presented a significant opportunity 
for the Global South to accelerate sustainable trade 
development. Take Vietnam as an example, the domestic 
private export sector accounts for 50% of its GDP and 
82% share of its employment in 2024.41 Recognising the 
importance of aligning its dominant export sector with 
sustainable practices, Vietnam’s government, led by 
Prime Minister Pham Minh Chinh, has prioritised policies 
to promote a circular economy, sustainable production 
and consumption, and sustainable trade.42 However, 
challenges remain, as PwC has highlighted Vietnam’s 
lack of clear guidance on green project classification. 
This is where the ICC Principles, along with their adoption 
by major banks, can play a pivotal role. By leveraging 
these frameworks, Vietnam and other ASEAN nations 
can address existing gaps and enhance sustainable trade 
practices.
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What are Hong Kong’s opportunities in scaling 
Green Trade in the Global South?
•	 To serve as a promoter and consulting centre of 

sustainable trade finance frameworks, such as the 
ICC Principles, to enhance the transparency and 
credibility of green trade. By providing training, 
resources, and expert guidance to businesses and 
financial institutions, Hong Kong can help ensure 
that green trade finance products adhere to globally 
recognised existing standards. This role will not only 
boost the credibility of green trade practices but also 
attract international stakeholders seeking reliable and 
sustainable trade finance solutions.

•	 To facilitate regional green trade agreement by 
leveraging Hong Kong’s existing status under 9 FTAs 
with 21 economies.43 Hong Kong can encourage trade 
partners to incorporate sustainability clauses, such 
as commitments to green trade finance and DNSH 
practices. By doing so, Hong Kong can drive regional 
cooperation on sustainable trade while solidifying 
its reputation as a key player in promoting green 
economic growth.

2.3	 Green Technology Transfer: Flow 
of Green Capital and Knowledge

Green technology transfer is crucial for the Global South 
because it bridges the gap between climate ambition 
and implementation capacity. Many developing countries 
possess abundant renewable energy resources, but 
lack the technological know-how or infrastructure to 
harness them efficiently. By enabling access to advanced 
technologies, such as solar photovoltaics, green 
hydrogen, and carbon capture systems, tech transfer 
empowers these nations to leapfrog traditional fossil-
fuel-based development pathways. However, challenges 
like limited R&D capacity, high costs, and intellectual 
property rights often restrict access. This is where 
South-South cooperation, particularly among China, GCC 
countries, and ASEAN, becomes vital.

China leads the world in renewable energy 
manufacturing; for instance, over 80% of global solar 
panel manufacturing capacity is held by China.44 Its 
partnerships with ASEAN and GCC nations allow 
for scalable and affordable deployment of solar and 

hydrogen infrastructure. ASEAN countries, with their 
growing energy demand and proactive green policies, 
benefit directly from this expertise, while China gains 
new markets and diplomatic capital.

The GCC, especially UAE and Saudi Arabia, are 
investing heavily in green hydrogen and carbon capture 
technologies, aiming to diversify beyond oil. For instance, 
the UAE’s US 163 billion clean energy investment plan 
is opening doors for regional collaboration through 
tech sharing and joint R&D with ASEAN and Chinese 
partners.45 These collaborations offer mutual benefits, 
1) ASEAN gets access to cutting-edge tech and funding, 
2) China and the GCC gain influence and economic 
diversification, and 3) the entire Global South could 
accelerate its transition to a low-carbon future. 

Frameworks and Policy Ground of Green 
Technology Transfer
Several policies and frameworks underpin green 
technology transfer in these regions. At the global level, 
the UNFCCC Technology Mechanism facilitates transfers 
through its Climate Technology Centre and Network 
(CTCN), emphasizing capacity building in the Global 
South.46  

•	 In China, the China’s Green Development Guidelines 
for Overseas Investment and Cooperation (2021), 
issued by the Ministry of Commerce and the Ministry 
of Ecology and Environment, prioritise low-carbon 
projects and environmental standards in BRI 
investments.47 

•	 In ASEAN, the ASEAN Plan of Action for Energy 
Cooperation (APAEC) 2016-2025 promotes renewable 
energy integration, with bilateral agreements like the 
China-ASEAN Free Trade Agreement enabling tech 
flows.48 

 
•	 In the GCC, frameworks such as Saudi Arabia’s 

National Renewable Energy Program (under Vision 
2030) and the UAE’s Energy Strategy 2050 encourage 
foreign partnerships, including with China.49 Cross-
regional pacts, like the China-GCC Strategic Dialogue 
(established in 2010), integrate green tech into 
economic cooperation.50 These policies emphasise 
intellectual property protection, joint R&D, and funding 
mechanisms to ensure equitable transfers.

2. Opportunities of a Greener Global South
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Cross-Regional Investment for Green Technology 
Transfer
China has emerged as the major investor in green 
technologies across the Global South, leveraging its 
expertise in solar, wind, and EV sectors. For instance, 
China has launched the CNY 20 billion South–South 
Climate Cooperation Fund (SSCCF) to support climate 
change mitigation and adaptation in developing 
countries. In addition, China allocates around US 72 
million annually to South–South climate cooperation, 
funding initiatives that range from equipment donations 
to comprehensive low-carbon development projects.

In ASEAN, from 2020 onwards, foreign investment 
in renewable energy projects across the region has 
increased by an average of 15% each year.51 Research 
reveals that between 2013 and 2023, China’s green 
energy investments in ASEAN exceeded $2.7 billion. 
Additionally, China dominated clean energy trade with 
the region, reaching $4.3 billion in trade volume, driven 
by robust exports of EVs, batteries, solar panels, and 
wind turbine parts.52 A notable project includes the 
Laos-China 500 kV power transmission line, spanning 
183.5 kilometres, which enables China to import surplus 
electricity from Laos.53 

For the GCC, Chinese firms have committed about $10 
billion in green tech deals since 2015, such as the UAE’s 
Mohammed bin Rashid Al Maktoum Solar Park, where 
China’s JinkoSolar provided panels and expertise.54 

In addition, trilateral investments are emerging, like 
UAE firms partnering with Chinese companies for solar 
exports to ASEAN markets. As the China-ASEAN-
GCC summit was held for the first time in May 2025, 
it represented the formal establishment of deepening 
cooperation between the three regions, which had 
become progressively more institutionalised. These 
investments often involve technology licensing, joint 
ventures, and supply chain integration, enhancing 
regional connectivity. Possible scenarios may include 
China providing technology for a large-scale solar project 
in Indonesia, with funding from Saudi Arabia’s sovereign 
wealth fund.55 Qatar and Indonesia recently concluded a 
housing agreement for up to six million units, with Qatari 
financing and Chinese construction firms participating in 
the project.56  

Case Study of Green Technology Transfer
According to the UNEP Technology Needs Assessments 
(TNAs), the top 5 needed mitigation technologies 
categories are Energy, Transport, Waste Management, 
Forestry, and Agriculture. Among all 5 categories, 
modern and traditional technologies account for 68% 
to 95%.57 This highlights that many green technologies 
in developed countries are already market-ready and 
have demonstrated a certain level of efficiency. The next 
question is how to channel the mature technologies to 
developing countries.

Below are the case studies of green technology transfer 
that happened through the Global South collaboration:

Case 1: 
Mohammed bin Rashid Al Maktoum Solar Park- Joint 
Venture and Debt Investment
One of the most notable green technology transfers 
in the energy sector is the partnership between Dubai 
Electricity and Water Authority (DEWA) and China’s 
Shanghai Electric Group for the development of the 
Mohammed bin Rashid Al Maktoum Solar Park (Phase 
IV).58  

This project integrates Concentrated Solar Power (CSP) 
with Photovoltaic (PV) panels, utilizing parabolic trough 
technology and a central solar tower capable of storing 
thermal energy for up to 15 hours. The project follows an 
Engineering, Procurement, and Construction (EPC) model 
and is structured as a joint venture between DEWA and 
the Chinese consortium. The total investment amounts 
to USD 4.3 billion, financed through a mix of equity 
investment, commercial loans, and green bonds.59,60   

The project is expected to generate 950 MW of clean 
energy, contributing significantly to the UAE’s clean 
energy targets.61 

Case 2: 
Vientiane Saysettha Low-Carbon Demonstration Zone- 
Joint Investment and Staff Training
The governments of China and Laos have built the 
Vientiane Saysettha Low-Carbon Demonstration Zone 
following the China-Laos Community of Shared Future 
Action Plan.
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The demonstration zone covers an area of 11.5 square 
kilometres, where it adheres to the development model 
of “industry-city integration” and plans both functions 
of the industrial park and Vientiane New City, attracting 
enterprises in the fields of energy, chemical, and 
biomedicine industries.62,63   

The Laos-China Joint Investment Co., Ltd. is responsible 
for the investment, construction and operation of the 
Saysettha Comprehensive Development Zone. The 
demonstration zone is jointly invested and developed 
by Yunnan Construction Investment Group and the 
Vientiane Municipal Government of Laos, of which the 
Laos Vientiane Municipal Government holds a 25% stake. 
The planned total investment is approximately USD 5 
billion.64,65

   
China donated 40 sets of photovoltaic smart streetlights 
and plans to install a total of 3,000 sets of solar 
streetlights overall. A total of 38 new energy vehicles 
(including buses, trucks and law enforcement vehicles) 
were delivered, and the first new energy bus line in 
Vientiane was opened. 23 staff members participated in 
the Chinese new energy vehicle training, with delivered 
technologies such as daily use, maintenance, and 
troubleshooting of new energy vehicles.66 

Takeaways on the Green Technology Transfer 
Case Studies
A few takeaways could be learned from the case studies 
above. First of all, the format of Joint Ventures could 
connect local and international entities. The Mohammed 
bin Rashid Al Maktoum Solar Park exemplifies how joint 
ventures between local and international entities, like 
DEWA and Shanghai Electric, can successfully mobilise 
capital and technology for large-scale renewable energy 
projects. By integrating advanced technologies such as 
CSP and PV, and leveraging mixed financing, the project 
demonstrates the power of international collaboration in 
achieving clean energy goals.

In addition, we can observe that the green technology 
transfer extends beyond infrastructure to capacity 
building. The Vientiane Saysettha Low-Carbon 
Demonstration Zone highlights how green technology 
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transfer also includes human capital development. 
Alongside investments in solar infrastructure and electric 
vehicles, the initiative focuses on training local staff in the 
operation and maintenance of new energy technologies. 
This holistic approach ensures long-term sustainability 
and knowledge retention within the host country.

Moreover, the diverse investment models could enhance 
project viability and scalability. These case studies 
showcase the effectiveness of varied investment 
approaches, ranging from joint ventures and EPC 
contracts to mixed financing with green bonds and 
government-backed initiatives. This diversity allows 
for greater flexibility in project design and risk-sharing, 
making green technology projects more adaptable to 
different national contexts and financing environments.

What are Hong Kong’s potential opportunities in 
accelerating the Green Technology Transfer in the 
Global South?
•	 To serve as a platform for structuring joint ventures 

and mobilizing blended finance (e.g., green bonds, 
equity, and commercial loans) for green tech projects. 
Drawing from the Dubai-China solar park model, Hong 
Kong can connect investors from the Global North and 
South, enabling large-scale renewable energy projects 
through transparent and efficient investment channels.

•	 Inspired by the capacity-building efforts in Laos, Hong 
Kong can position itself as a knowledge and training 
centre for green technologies. By partnering with 
Mainland China and ASEAN countries, Hong Kong 
institutions can offer certified training programs, 
technical workshops, and exchange platforms 
focused on clean energy operation, maintenance, and 
innovation, thereby reinforcing long-term sustainability 
in the Global South.

•	 Leveraging its status as an innovation hub in the 
GBA, Hong Kong can pilot low-carbon urban solutions 
similar to the Vientiane project and then facilitate their 
replication across the Global South. It can serve as a 
demonstration zone for smart grid systems, electric 
mobility, and green buildings, showcasing adaptable 
models for other developing regions.
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Chapter 3 
Sustainable Finance and Islamic Finance

Despite the vast opportunities discussed in Chapter 
2, financing gaps remain large due to limited access 
to affordable long‑term capital. As such, in chapter 3, 
we will explore the role of sukuk financing and Islamic 
banking in mobilising South-South cooperation in 
sustainable development. 

In this chapter, we will first introduce Islamic finance 
and its role in addressing challenges and realising 
opportunities in the Global South:

•	 We will first introduce the foundational principles 
of Islamic finance and types of sukuk in section 
3.1, providing a clear understanding of their ethical 
underpinnings and structural distinctions from 
conventional finance. 

•	 In section 3.2, we describe how Islamic Finance could 
help to address financing challenges in the Global 
South through real economy-oriented solutions. 

•	 Then, in section 3.3, we will explore the potential of 
green sukuk in realising the opportunities identified in 
Chapter 2. 

Afterwards, we will shift to the private market 
perspective to explore the feasibility and opportunities 
of combining Islamic finance and green finance:

•	 In section 3.4, we will explore the synergies 
between Islamic finance and sustainable finance, 
demonstrating how Islamic finance can accelerate 
green finance initiatives and support ESG goals 
through instruments like green sukuk.

•	 Next, in section 3.5, we will describe the demand 
and supply dynamics for ESG sukuk in the Global 
South, highlighting opportunities in infrastructure and 
renewable energy despite challenges like regulatory 
gaps and market awareness.

•	 In section 3.6, we will evaluate how Islamic finance 
can accelerate green finance through mechanisms 
like green sukuk, microfinance, and charitable 
tools, supported by case studies from Malaysia and 
Indonesia. 

•	 Then, in section 3.7, we will identify barriers to 
combining Islamic and green finance, such as issues 
and capacity constraints, and propose solutions to 
address them. 

Finally, in section 3.8, we will delve into Hong Kong’s 
potential to further incorporate Islamic banking and 
sukuk financing, alongside suggesting some next actions 
for a complementary foundation.  

3.1	 Islamic Finance and Types of 
Sukuks

To understand how Islamic finance can unlock green 
opportunities in the Global South, it is important to grasp 
how sukuk and Islamic banking operate in practice. 
Instead of alternative forms of finance, they comply 
with the nature of Shariah principles (Islamic laws) in 
ethical aspects that prioritise real economic activity, 
asset‑backed investments, and risk‑sharing.67 The 
following discussion explores how these features make 
Islamic finance especially well‑suited for supporting 
sustainable development goals in emerging markets.

The key difference between conventional finance and 
Islamic or Shariah-compliant finance revolves around 
key principles that govern contemporary Islamic financial 
practices:68 

•	 Prohibition of Interest (Riba): Islamic finance strictly 
prohibits the payment or charging of interest, as 
interest transactions are considered unlawful under 
Shariah law.

•	 Ethical Investment: Islamic finance avoids investing in 
businesses engaged in prohibited (haram) activities, 
such as alcohol, gambling, pork-related products, 
drugs, and pornography.
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•	 Prohibition of Speculation and Gambling (Maisir): 
Islamic financial institutions are barred from engaging 
in contracts where ownership hinges on uncertain 
future events, promoting stability and discouraging 
speculative practices.

•	 Aversion to Excessive Risk (Gharar): Islamic finance 
discourages transactions involving excessive 
uncertainty or ambiguity to uphold transparency and 
fairness in dealings.

•	 Materiality of Contracts: Each transaction in Islamic 
finance must be grounded in a real underlying 
economic activity, emphasizing the tangible and 
substantive nature of financial agreements.

•	 Profit and Loss Sharing: Parties in Islamic finance 
contracts partake in profit and loss sharing, ensuring 
that risks and rewards are distributed equitably among 
involved parties. This principle emphasises fairness 
and shared responsibility, prohibiting one party from 
unduly benefiting over another.

Sukuk, also known as Islamic financial certificates, 
represent ownership in a collection of eligible existing 
or future assets, adhering to Shariah principles. Unlike 
conventional bonds, Sukuk do not involve interest 
payments to bondholders, as interest (Riba) is prohibited 
under Islamic law. 

Distinguishing itself from traditional bonds, sukuk 
signifies ownership of an underlying asset rather than a 
debt obligation. Their value is tied to fluctuations in the 
assets’ worth. Sukuk functions as a hybrid instrument, 
blending equity (ownership of shares in assets or 
projects) with debt characteristics (fixed periodic 
payments, like coupon payments). There exist two 
primary types of Sukuk: asset-based Sukuk and asset-
backed Sukuk.

Asset-based Sukuk are issued by companies, showcasing 
debt-like properties through the securitization of 
receivables. In this structure, investors place more 
reliance on the creditworthiness of the obligor than on 
the underlying assets themselves.69 

On the other hand, asset-backed Sukuk issued by Special 
Purpose Vehicles and exhibit equity-like traits, involving 
the securitization of tangible assets. This Sukuk variant 
relies on the assets for profit and capital return, requiring 
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investors to evaluate the asset values and underlying 
transactions. Asset-backed Sukuk are perceived as 
safer due to their foundation on tangible assets and the 
associated rights granted to Sukuk holders.70 

In essence, the table below succinctly outlines the 
characteristics of these two Sukuk variants:

Sukuk Type Issuer Structure

Asset-backed 
Sukuk

Special Purpose 
Vehicle

Equity-like; tangible 
assets

Asset-based  
Sukuk

Company Debt-like; securitised 
receivables

3.2	 Sukuk Finance Develops with a 
Global South Perspective

Building on the foundational understanding of Islamic 
finance and sukuk in the above chapters, this section 
explores the global expansion of sukuk markets across 
regions like ASEAN and the GCC, highlighting their 
contributions to economic resilience and sustainable 
growth in the Global South. It then analyses how Islamic 
finance aligns with South-South cooperation and SDGs, 
while addressing challenges in accessing productive 
financing and highlighting the inclusive, real-economy-
oriented attributes of sukuk. Finally, it explores its 
emerging role in green trade development through 
innovative mechanisms like green Sukuk financing of 
regional infrastructures. 

Islamic finance, encompassing banking, sukuk, and 
funds, has undergone significant global growth. By the 
end of 2022, Islamic banking assets had reached $3.24 
trillion, up from $1.3 trillion in 2012.71 This expansion 
spans over 60 countries, led by the GCC and ASEAN 
nations. The overall Islamic industry, valued at $4.5 
trillion in 2022, is projected to reach $6.7 trillion by 
2027.72 

Malaysia and Indonesia are two of the phenomenal 
examples that show the rapid growth of Islamic Finance:

•	 Indonesia demonstrates robust expansion, driven by 
a retail-oriented sector featuring Sharia-compliant 
governance, retail sukuk, and innovative online trading 
platforms. By August 2024, the industry’s assets had 
grown to IDR 2,742 trillion (around USD 152.4 billion), 
reflecting a 13% increase from the previous year.73  
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•	 Malaysia boasts a mature and well-regulated Islamic 
finance sector, with Islamic banking assets exceeding 
USD 260 billion by the end of 2024, accounting for 
43% of total domestic loans by the same period.74 

Beyond Southeast Asia, Iran and Pakistan sustain 
substantial domestic Islamic banking systems, while 
emerging markets in East Africa, Central Asia, and 
Southeast Asia are rapidly developing Shariah-compliant 
offerings. Multilateral institutions, such as the Islamic 
Development Bank (IsDB) and the Accounting and 
Auditing Organization for Islamic Financial Institutions 
(AAOIFI), play a critical role in standardising practices 
and promoting regulatory convergence across these 
regions.75 

The global rise of Islamic finance has also strengthened 
South-South cooperation, particularly through the IsDB. 
Based on its unique principles, Islamic finance offers 
ethical and viable alternatives to the interest-based 
conventional finance system. By emphasising ethical 
investments and prohibiting interest (Riba), Islamic 
finance provides a viable alternative to conventional 
systems, aligning with the collaborative objectives of 
South-South frameworks to accelerate progress toward 
Sustainable Development Goals. Below, we list the 
existing challenges faced by the Global South and how 
Islamic Finance could be a suitable solution.

Challenge 1: Lack of Access to Productive 
Financing in the Global South
Many Global South countries face structural barriers 
to economic development, as existing financial 
mechanisms often fail to effectively support real 
economic growth, including limited access to long-term 
productive financing, over-reliance on external debt, and 
exposure to speculative capital inflows. 

•	 A projected 23% reduction in development 
commitments from Western governments, such as 
the US and leading EU countries, by 2027, further 
constraining affordable capital for lower-income 
nations grappling with debt sustainability.76  

•	 Middle-income developing countries and small island 
states face unique debt composition issues, as 
their income levels exclude them from concessional 
financing, pushing them toward riskier private capital 
markets via sovereign bonds.77 

Traditional financial systems, with their focus on short-
term returns, leverage-based lending, and interest-based 
debt, often lead to debt cycles, fiscal vulnerabilities 
between financial investment and the productive 
economy. These challenges hinder sustainable 
growth and exacerbate inequality within and between 
countries in the Global South in need of real economic 
development and support.

Islamic Finance as a Real-Economy-Oriented 
Alternative
Islamic finance offers a structural alternative tailored to 
address these issues by promoting financial practices 
rooted in equity, risk-sharing, and ethical alignment 
with real economic activity. It mandates financial 
transactions be linked to tangible assets, such as 
housing, infrastructure or agricultural production, while 
prohibiting interest (Riba) and speculative practices 
(Gharar). This shifts the focus toward value-creating 
and substantial activities like trade, infrastructure, and 
industrial production among key sectors for systemic 
transformation in developing economies. 

By anchoring finance to real assets, Islamic finance 
reduces exposure to financial crises and speculative 
bubbles, fostering employment generation, economic 
diversification, and inclusive growth—critical needs 
for the Global South. An empirical study demonstrates 
that Islamic banking contributes significantly to both 
economic growth and financial stability for financial 
system stabilization, driven by increased capital 
accumulation, technological progress, and improved 
resource allocation.78 

Risk-sharing mechanisms such as Mudarabah (profit-
sharing partnerships) and Musharakah (joint ventures) 
jointly distribute profits and losses between financiers 
and entrepreneurs, fostering investor-project alignment 
and mitigating exploitative financing and reducing debt 
dependency. This also encourages investors to actively 
engage in project performance and sustainability, 
aligning financial incentives with long-term development 
outcomes.

Challenge 2: Limitations of Conventional Finance 
in Addressing Social Development
Conventional finance often falls short in addressing 
social development needs in the Global South, with 
persistent funding gaps in poverty reduction, healthcare, 
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education, and infrastructure. High interest rates and 
collateral demands increase fiscal stress, excluding 
small-scale entrepreneurs, rural communities, and 
microenterprises from formal systems, thus reinforcing 
regional disparities.

Faith-Based Tools for Inclusive Growth
Islamic finance addresses these challenges by 
embedding inclusive finance into the system. Its inclusive 
financial architecture leverages instruments of Zakat 
(obligatory almsgiving) and Waqf (endowment funds) to 
channel resources toward socio-economic development, 
vital in contexts where facing debt challenges and having 
limited access to non-concessional funds. Zakat and 
Waqf funds are substantial sources of revenue, with 
Zakat alone estimated to generate between US$200 
billion and US$1 trillion annually on a global scale.79 Zakat 
and Waqf funds can be integrated into blended finance 
structures to fund the social inclusion elements of green 
projects, such as vocational training, energy access for 
low-income communities. This approach ensures that 
infrastructure benefits are equitably distributed. These 
funds, rooted in Islamic principles, are used for various 
charitable purposes, including poverty alleviation and 
humanitarian relief. 

Islamic Finance in Action: Social Programs 
Backed by IsDB
Ethical and charity-natured investments are deeply 
embedded in the Islamic finance concept, resonating 
with many Global South societies’ emphasis on 
social welfare, community solidarity, and long-term 
sustainability. 

Case study: The IsDB–Islamic Solidarity Fund for 
Development has committed to re-enrolling 2.6 million 
out-of-school children in Niger and reconciling 28 
million out-of-school youth across 37 Organization of 
Islamic Conference (OIC) countries by 2030.80 Through 
South-South Cooperation, the Second Generation of 
the Alliance to Fight Avoidable Blindness (AFAB) was 
launched, spearheading 1.5 million surgical cataract 
operations in 13 countries in Africa from 2018 to 2022.81 

Challenge 3: Volatility Vulnerabilities of the Global 
South Economies
Due to dependence on commodity exports and limited 
access to affordable, stable, and long-term capital, 
many Global South countries suffer from chronic 
macroeconomic vulnerability. During periods of global 
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financial chaos, particularly in the 2008 crisis or the 
COVID-19 pandemic, developing economies often 
experience currency depreciation and rising borrowing 
costs. Their reliance on foreign debt also subjects 
them to the volatility of international interest rates and 
speculative markets. For example, over 60% of Sub-
Saharan African countries were classified as in or at high 
risk of debt distress by the IMF as of 2024.82  

Islamic Asset-Backed Financing Mechanism
Islamic finance possesses resilience to financial volatility 
stemming from prohibitions on excessive leverage and 
derivatives, coupled with asset-backed securities like 
Sukuk (Islamic bonds), which also offer governments and 
companies a way to raise funds backed by real assets 
(e.g., schools, roads, energy plants) while reducing 
financial volatility. 

Specifically, Sukuk can diversify risks by following these 
mechanisms: 
•	 It exhibits lower correlation with conventional fixed-

income instruments. Since Sukuk are structured 
around asset ownership rather than interest 
payments, their return profiles and sensitivities to 
market conditions can differ from traditional bonds. 
When Sukuk is included in a broader portfolio, this 
will provide diversification benefits, helping to reduce 
overall portfolio volatility. 

•	 By investing in Sukuk, investors gain exposure to real-
economy sectors, such as energy, transportation, and 
social infrastructure, thus reducing over-concentration 
in purely financial instruments and linking returns to 
tangible assets. 

•	 In addition, the Sukuk market has become increasingly 
geographically diverse, with issuers from the GCC 
countries, Malaysia, Egypt, Pakistan, and even 
non-Muslim-majority countries like the UK. Issuers 
also span sovereign, quasi-sovereign, and corporate 
sectors, with a variety that provides investors with 
a wide range of risk profiles and regional exposures, 
helping to spread credit and political risks.83 

Countries like Malaysia and Indonesia leveraged 
sovereign Sukuk to access global Islamic capital, 
projected to reach over $3 trillion by 2029, accounting 
for 20% to 22% of global Islamic assets.84 When 
structured for a regional market, these instruments can 
be cross‑listed on other emerging‑market exchanges, 
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circulating liquidity within the Global South. This shields 
commodity-dependent Southern economies from 
external shocks, reinforcing macroeconomic stability. 
This makes Islamic finance a robust framework for 
macroeconomic resilience and cooperation in volatile 
global environments.

3.3	 Green Sukuk and PPP 
Development in the Global South

Green sukuk has served as a versatile financing tool 
to support sustainable public infrastructure projects 
across the GCC, ASEAN and China, leveraging China’s 
manufacturing and technology expertise, GCC’s capital 
resources, and ASEAN’s market potential. 

The following case studies illustrate how Sukuk supports 
sustainable infrastructure through diverse financing 
mechanisms, including PPPs and other public-backed 
initiatives, advancing green trade, technology transfer 
and transition finance.

Case studies on Sukuk Finance PPP, and Sukuk 
Infrastructure Finance:

•	 Case 1:  
Pioneering Solar Power Trade with Sukuk Financing 

	 Sukuk-financed PPPs could significantly enhance 
green trade by offering long-term, stable financing 
for renewable energy initiatives. This approach is 
particularly valuable in regions with rising demand for 
sustainable solutions. 

	 In July 2017, Edra Power Holdings’ subsidiary Tadau 
Energy launched Malaysia’s first green sukuk, a 
RM250 million Green SRI Sukuk, to finance a 50MW 
solar project in Kudat, Sabah, setting a benchmark 
for Sharia-compliant renewable energy financing.85 
The trade was finalised through two long-term power 
purchase agreements (PPAs) spanning 21 years, 
which were established with Sabah Electricity Sdn Bhd 
(SESB) in December 2016.86  

	 SESB, representing the public sector, entered into 
long-term power purchase agreements (PPAs) to buy 
the electricity generated by the project on a priority 
basis. Tadau secured project financing through 
the capital market by issuing green sukuk. This 
arrangement allowed private capital to be mobilized 

while the public sector provided revenue certainty 
through a guaranteed off-take agreement, effectively 
creating a PPP structure. In this setup, SESB 
assumed part of the demand and policy-related risks 
by committing to purchase the electricity, ensuring 
a stable return. On the other hand, Tadau took on 
responsibilities related to construction, operation, 
performance output, and exposure to solar resource 
variability. This allocation and sharing of risks 
between the public and private sectors are a defining 
feature of the PPP model.

•	 Case 2:  
Green Technology Transition in Emerging Markets

	 Sukuk-financed PPPs can be instrumental in driving 
green technology transfer, especially in emerging 
markets where access to cutting-edge renewable 
energy solutions is scarce. This accelerates the 
adoption of sustainable practices while equipping 
local industries with the expertise and tools needed 
for long-term growth, bridging the technological gap in 
developing regions. 

	 In September 2023, Cypark Resources Berhad’s 
subsidiary Cypark Renewable Energy Sdn Bhd (CRE) 
successfully issued its Perpetual Sukuk Musharakah, 
amounting to RM100 million, as part of its RM500 
million program established in June 2020. This 
approach could attract Islamic investors who cannot 
or prefer not to participate in conventional bond 
offerings, widening Cypark’s funding base to include 
Middle Eastern and ASEAN Islamic funds.

	 The issuance, with an additional RM165 million to be 
issued later, was fully subscribed by major shareholder 
Jakel Capital Sdn Bhd, reinforcing confidence in the 
company’s renewable energy projects. The proceeds 
will be used for working capital, capex, refinancing, 
and sukuk-related expenses, supporting Cypark’s 
alignment with Malaysia’s National Energy Transition 
Roadmap, which targets 70% renewable energy by 
2050.87  

	 CRE, wholly owned by Cypark Resources Berhad, 
is responsible for siting, engineering, construction 
and operation of each renewable‑energy installation, 
together with performance guarantees (e.g., output 
levels, environmental standards) that expose it to 
resource variability and technical risks. Government-
linked utilities act as off-takers, ensuring predictable 
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revenue through guaranteed power purchase 
agreements (PPAs), while public policy and regulatory 
support reduce investment risk and enhance project 
bankability, constituting a blended PPP structure, 
where both sectors share risks and contribute 
complementary strengths toward national climate 
and energy goals.

•	 Case 3: 
	 Driving Transition Finance for a Low-Carbon Life
	 Sukuk-financed PPPs could serve as a cornerstone 

for transition finance, particularly in regions aiming 
to shift from fossil fuel reliance to renewable energy 
systems, supporting national sustainability targets 
while drawing in global investors eager to contribute 
to the energy transition, paving the way for a greener 
economic framework. 

	 Saudi Electricity Company and its sukuk vehicle 
under an Ijarah‑based Green Sukuk Framework were 
established as part of Saudi Arabia’s sustainable 
finance agenda. In 2021, the Saudi Electricity 
Company (SEC) made history by issuing Saudi 
Arabia’s first international green sukuk, a $1.3 billion 
dual-tranche Islamic bond to finance low-carbon 
infrastructure. The landmark issuance comprised 
$650 million 5-year and $650 million 10-year sukuk 
under an innovative Ijarah structure, with proceeds 
funding smart meter deployment and renewable 
energy grid integration projects across the country. 

	 The offering achieved remarkable investor demand, 
being oversubscribed nearly 4 times and attracting 
267 institutional investors from 22 countries across 
Asia, Europe and the Middle East. The sukuk was 
listed on Euronext Dublin and backed by Saudi Arabia’s 
robust Green Sukuk Framework, with third-party 
verification ensuring compliance with environmental 
standards.88 

	 As a public utility, SEC acts as both the issuer and 
off-taker, utilizing proceeds to finance low-carbon 
infrastructure projects that align with Saudi Arabia’s 
Vision 2030 and sustainability goals. The issuance 
benefits from strong public-sector support, which 
reduces policy and demand-side risks. Meanwhile, the 
sukuk was issued through a special purpose vehicle 
and subscribed by international institutional investors, 
mobilizing private funds under an Ijarah structure. 

In this setup, SEC ensures stable lease payments 
to sukuk holders, while private contractors bear the 
risks associated with project construction, technology 
performance, and delivery timelines.

•	 Case 4: Diversifying Green Investments
	 Sukuk-financed PPPs could offer a flexible financing 

model to bolster resilience in rapidly urbanizing 
areas, addressing the pressing need for sustainable 
infrastructure. On 16 May 2024, Abu Dhabi’s largest 
real estate developer Aldar Properties (ALDAR.AD), 
has hired banks for its 10-year green sukuk bond 
offering.89 Being USD-denominated, the bond is a 10-
year green unsecured sukuk with an issuance size of 
$500 million. It was priced at a 4.875% coupon rate.90 

	 Proceeds from the sale of green Islamic debt will 
be allocated by Aldar Investment Properties (AIP) 
to finance, refinance and invest in certain green 
projects such as green buildings, property upgrades 
to enhance energy efficiency, sustainable water 
management, pollution control measures, and 
renewable energy sources91. By supporting projects 
like energy-efficient buildings, sukuk helps cities 
reduce their environmental impact while enhancing 
liveability.

Takeaways on the PPP Case Studies
The takeaways of the case studies above are that the 
sukuk instruments have emerged as a powerful tool to 
advance sustainable finance by uniquely bridging Islamic 
capital markets with climate objectives. By structuring 
deals around long-term revenue streams (e.g., Tadau 
Energy’s 21-year solar power purchase agreements), 
sukuk mitigates risks for renewable energy projects, 
appealing to conservative investors.

Additionally, perpetual sukuk structures (e.g., Cypark 
Resources’ RM100 million issuance) provide flexible, 
long-term capital to support national energy transitions. 
Crucially, sukuk enhances market credibility through 
standardised frameworks, third-party verification, 
and international listings, unlocking cross-border ESG 
investment. Their asset-backed nature aligns Islamic 
finance’s ethical principles with climate action, offering 
a compelling solution for emerging economies to fund 
decarbonization while meeting both financial and 
sustainability goals.
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3.4	 Synergies Between Islamic 
Finance and Existing Principles

There exists a natural alignment between sukuk and 
green finance, as both prioritise ethical, responsible, 
and transparent financing mechanisms that advance 
societal and environmental well-being. Sukuk, as Shariah-
compliant financial instruments, mandate that investments 
be anchored in tangible assets and real economic 
activities, thereby prohibiting speculative or detrimental 
ventures. This core principle closely corresponds to the 
objectives of green and sustainable finance. 

Beyond this synergy, the sustainable sukuk contributes 
distinct value to the broader green and sustainable 
finance ecosystem:

•	 to the ability to attract new sources of funding 
that remain untapped by conventional green and 
sustainable finance

•	 to provide resilience during financial crises due to a 
core principle of avoidance of speculative instruments 
and a strong linkage to the real economy

In a collaborative initiative, the International Capital 
Market Association (ICMA), the Islamic Development Bank 
(IsDB) and the LSEG (London Stock Exchange Group) have 
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jointly introduced the Guidance on Green, Social and 
Sustainability Sukuk. This framework defines sustainable 
sukuk as sustainable bonds structured in accordance 
with Shariah principles, with proceeds aligned to ICMA’s 
authoritative Principles.

•	 Specifically, the Green Bond Principles (GBP), Social 
Bond Principles (SBP), Sustainability Bond Guidelines 
(SBG) and the Sustainability‑Linked Bond Principles 
(SLBP) together form the ICMA “Principles” that 
underpin market best practice for sustainable bonds.

 
•	 Green, social, and sustainability sukuk are defined as 

the “use of proceeds” instruments, requiring issuers 
to allocate proceeds exclusively to environmentally 
or socially beneficial projects, following four core 
components: clearly defined use of proceeds, 
transparent project selection and evaluation 
processes, sound management of proceeds, and 
regular reporting on allocation and impact. 

•	 These principles ensure integrity, transparency, and 
comparability in the sustainable finance market and 
have been increasingly integrated into sukuk issuance 
with an added layer of Shariah compliance.

We summarise the similarity and difference in the table 
below:

The Similarity and Difference between Shariah Principles and ICMA Principles

Similarity Difference
Ethical Foundation Both frameworks 

forbid financing 
activities deemed 
harmful or unethical.

Granularity of Negatively Screened Topics: Investments in businesses engaged in 
alcohol, gambling, or weapons are prohibited, and transactions involving excessive 
uncertainty (gharar) or pure speculation (maisir) are banned. In contrast, the 
exclusion requirement under the ICMA principles is not as specific.

Exclusive UoP: The ICMA principles require that proceeds be used exclusively for 
environmentally or socially beneficial projects, while the Shariah principles do not.

Linkage to real 
economy/ assets

Both link finance 
to real economic 
projects.

/

Transparency and 
Governance

Transparency is core 
to both regimes.

Shariah governance demands a Shariah Supervisory Board to review product 
structures and ongoing compliance, and requires clear disclosures of risk-sharing 
and profit-and-loss mechanisms.

The ICMA Principles prescribe four “core components”: defined use of proceeds, 
rigorous project evaluation, sound management of proceeds, and regular allocation 
or impact reporting, to ensure integrity and comparability across issuances.
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Similarity Difference
Treatment of 
Interest

/ Shariah principle prohibits interest (riba); uses profit/loss sharing instead.

The ICMA Principles do not take a position on interest-bearing instruments, as long 
as sustainability criteria are met.

Legal Force & 
Nature

/ Shariah principles derive from Islamic jurisprudence and carry binding religious 
and legal weight in Islamic jurisdictions.

The ICMA Green Debt Principles are voluntary market best practices developed 
by the International Capital Market Association to steer mainstream bond markets 
toward sustainability goals.

3. Sustainable Finance and Islamic Finance

The integration of ICMA’s thematic frameworks, such as 
for transition, blue, or gender-focused finance, further 
allows sukuk issuers to address specific sustainability 
challenges while aligning with both global standards 
and Islamic ethics. A robust issuance process is also 
encouraged, including pre-issuance steps like the 
publication of a sustainable finance framework, obtaining 
an SPO, and securing Shariah board approval, as well as 
post-issuance commitments such as verified allocation 
and impact reporting.

In essence, the Guidance offers a harmonised approach 
that enhances investor confidence and expands access 
to both sustainable and Islamic capital markets.

3.5	 Global South Demand and Supply 
for ESG Sukuk

Building on the synergies between Islamic finance and 
sustainable finance, this section delves into the demand 
and supply dynamics for ESG sukuk in the Global South. 
By examining the unique opportunities and challenges 
in regions like the Middle East and Asia, we aim to 
understand how ESG sukuk can bridge the financing 
gap for sustainable development projects, particularly in 
infrastructure and renewable energy.

Strong Demand Demonstrated from Investors
According to a survey by the LSEG, the average 
oversubscription rate of sampled green and sustainable 
sukuk was 4.6 times, compared with 3.6 times for 
comparably sampled traditional sukuk.92

  
The sovereign sukuk has stood out in particular. The 
Indonesia Ministry of Finance’s global green sukuk 
tranche Malaysia Sovereign Sustainable sukuk were 
oversubscribed by 7.7 and 6.4 times respectively.93,94  

Strong Supply of Assets and Need for Capital
Notably, sustainability investment has been an important 
growth engine in the Islamic finance market. In early 
2024, despite the Islamic finance market, in general, 
experiencing a downturn, the ESG sukuk market volume 
continued rocketing. Volumes for ESG sukuk, surged by 
48% yoy in the first six months of 2024, reaching USD 6.2 
billion in eight issuances.95 

Middle East countries are known to have an abundant 
source of energy, especially fossil fuels. Around 27% 
of the world’s current oil production is sourced from 
this region.96,97 However, the region’s investors have 
recognised the need for the global decarbonization 
energy supply chains.  The UAE launched the ‘Energy 
Strategy 2050’, in 2017, with the goal of achieving a 
50% contribution of clean energy to their energy mix by 
2050. Additionally, the Kingdom of Saudi Arabia aims to 
derive 30% of its energy from low carbon and renewable 
sources under their ‘Vision 2030’ development program.98 
With the rising demand for an energy transition, the focus 
shifts towards financing these renewable projects and 
utilising existing Islamic finance instruments to do so.

For ASEAN, Indonesia and Malaysia have been the 
leaders of ESG sukuk issuance, accounting for nearly 
half of the global cumulative issuance from 2017-2022.99  
Despite the leading amount of green sukuk issuance, 
the financing gap for the energy transition in the region 
remains huge. ASEAN aims to achieve 23% renewable 
energy in primary energy supply and 35% in installed 
capacity by 2025, requiring an annual investment of USD 
180 billion. The 8th ASEAN Energy Outlook estimates 
that power investment alone needs USD 56 billion 
annually from 2023-2030. However, actual international 
renewable energy investments fell short, reaching only 
USD 43 billion in 2022.100
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3.6	 Islamic Finance Could Open the 
Door for Green Finance in the 
Global South

Despite challenges like regulatory gaps and market 
awareness, significant opportunities in infrastructure and 
renewable energy were still identified after exploring the 
demand and supply dynamics for ESG sukuk in the Global 

South. By leveraging instruments such as green sukuk, 
Islamic finance offers unique pathways to mobilise 
capital for sustainable projects, thereby addressing the 
financing gaps highlighted earlier and supporting the 
broader ESG goals. 

In GCC, Islamic banking dominates Saudi Arabia’s 
financial sector with a 75.3% share of its total banking 

assets, far exceeding other GCC nations. Kuwait follows 
at 60.6%, while Bahrain (31.6%), the UAE (22.9%), and 
Oman (17.3%) show moderate but growing Islamic 
banking penetration. 

Notably, the UAE is the only nation among the GCC 
advancing sustainable finance integration through its 

Green Taxonomy development, spearheaded by the 
Sustainable Finance Working Group, which aims to 
create a principles-based classification system for 
eco-friendly economic activities—signalling the ongoing 
development of a strategic alignment of Islamic finance 
with environmental goals in the region.

Islamic Banking Share and Green Finance Standrads by Country (GCC)
Source: Data are from Green Finance Institute101 and Islamic Financial Service Board.102 The report author generates the chart.

Green Taxonomy:  
In Development
UAE Sustainable Finance 
Working Group plans to 
develop a principle-based 
taxonomy of sustainable 
activities, exploring the 
application of an activity 
clasiification system in the 
future.
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Islamic Banking Share and Green Finance Standards by Country (ASEAN)
Source: Data are from Green Finance Institute,103 International Financial Reporting Standards,104 and Islamic Financial Service Board.105   

The report author generates the chart.
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In ASEAN, the Islamic Banking Penetration shows 
striking regional disparities, with Brunei dominating at 
62.8% of total banking assets while Malaysia taking 
up 33.2%, reflecting their mature Islamic finance 
ecosystem. Other ASEAN members trail significantly: 
Indonesia and Thailand record just 7.3% and 0.4% 
respectively, while Vietnam, Cambodia, and Laos lack 
reported data. Singapore’s absence of Islamic banking 

metrics highlights its conventional finance focus, despite 
progressive sustainability policies.

Even though ASEAN has established a collective taxonomy for 
sustainable finance,106 ASEAN countries have made varying 
degrees of progress in developing their own taxonomy and 
adopting the ISSB standard. ASEAN Sustainability Framework 
Development reveals a patchy regulatory landscape:

7.3%
Indonesia

0.4%
Thailand

Philippines

62.8%
Brunei33.2%

Malaysia

Singapore

Myanmar

0.0 75.3

Data N/A

ISSB: Emerging
All provisions in ISSB 
Standards will come 
into effect following the 
expiration of providing 
transition reliefs.

Green Taxonomy: Published
Critised-based taxonomy 
focuses solely on the energy 
and transportation sectors, 
with plans to include other 
sectors in the second phase 
of development.

ISSB: Emerging
The Philippine Financial 
Reporting Standards are 
intended to align with ISSB 
Standards.

Green Taxonomy: 
Published
Principles- based green 
taxonomy including a 
traffic-light system and 
coal phase-out for plants 
committing to early 
retirement.

ISSB: Emerging
Sustainability Disclusure 
Standards (SPK), comprised of 
draft PSPK1 and PSPK2 based 
on the global baseline of ISSB 
Standards.

Green Taxonomy: Published
Indonesia’s Green Taxonomy 
1.0 serves mainly as guidance 
categorising sectors into green, 
yellow, and red based on their 
environmental impact using 
Technical Screening Criteria.

ISSB: N/A

Green Taxonomy: Published
Vietnam’s Green Taxonomy (Desicison 
21) defines ‘green’ projects across 7 
key sectors: renewable energy, clean 
transport, green buildings, etc. Effective 
from August 2025, it establishes a 
verification system by state agencies 
or independent auditors to ensure 
transparency and unlock green finance 
for sustainable development

Vietnam

Cambodia

ISSB: N/A

Green Taxonomy: In 
Development
The IFC and the Bank of Lao 
PDR signed a memorandum 
of understanding (MoU) 
to in September 2022 to 
start developing a green 
taxonomyISSB: Emerging

SGX Listing Rules are 
intended to incorporate 
the climate-related 
requirements in ISSB 
Standards.

Green Taxonomy: 
Published
Combined princles-based 
criteria and quantifiable 
thresholds for activities, 
using a traffic light 
system.

ISSB: Finalised
National Sustainability 
Reporting Framework 
currently adopting ISSB 
Standards with limited 
transition with target 
of fully adopting ISSB 
Standards

Green Taxonomy: 
Published
Climate change and 
Principle-based 
Taxonomy for transition to 
a low-carbon economy

Laos
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•	 Malaysia leads comprehensively with finalised 
ISSB adoption and a published climate change and 
principle-based Green Taxonomy for transition to a 
low-carbon economy.

•	 Philippines and Singapore have published Green 
Taxonomies, both using traffic-light systems: 
Indonesia also adopts the coal phase-out system for 
plants committing to early retirement, while Singapore 
also employs quantifiable thresholds for activities.

•	 Indonesia published its Green Taxonomy serves 
mainly as guidance, categorising sectors based 
on environmental impacts, while Thailand focuses 
mainly on the energy and transportation sectors, 
and Vietnam focuses across 7 sectors to ensure 
transparency and unlock green finance for sustainable 
development.

•	 Emerging frameworks dominate elsewhere: Singapore, 
Indonesia, the Philippines, Myanmar, and Thailand 
are aligning national standards with ISSB, but haven’t 
finalised adoption. 

•	 Laos has Green Taxonomies “in development”, with 
signing a 2022 MOU to begin this process.

This patchwork of progress underscores ASEAN’s 
uneven sustainable finance readiness. While Malaysia 
leverages its Islamic finance strength to pioneer 
integrated ESG regulation, most neighbours remain in 
early-stage development, particularly in harmonizing 
Sharia-compliant finance with global sustainability 
standards like ISSB. The region’s taxonomy divergence 
(traffic-light vs. principle-based vs. sector-specific) may 
promote cross-border green investment diversity.

The ASEAN Total Share of Sukuk Issurance by Domicile
Source: Data are from Islamic Financial Service Board.108  The report author generates the chart.
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Based on the GCC Sukuk Issuance distribution map, 
Saudi Arabia dominates the regional market with a 
commanding 24.06% share of total sukuk issuance, 
reflecting its aggressive Vision 2030-driven capital 
market expansion. The UAE follows as a secondary 
hub (7.36%), while Kuwait (6.45%) and Qatar (1.64%) 
show moderate activity. Notably, Bahrain records 0% 
issuance, signaling potential market fragmentation or 
data gaps. Oman’s minimal 0.73% share aligns with its 
smaller financial ecosystem. Based on the ASEAN Sukuk 
Issuance map, Malaysia dominates ASEAN’s sukuk 
market with a 33.11% share of total issuance, reflecting 
its established sovereign and corporate Islamic debt 
ecosystem, while Indonesia ranks second (7.75%). The 
Brunei (1.32%) and Philippines (0.57%) show nascent 

3. Sustainable Finance and Islamic Finance

but active participation, while Thailand, Cambodia, 
Laos, Myanmar, and Vietnam report 0% sukuk issuance, 
highlighting underdeveloped Islamic capital markets in 
these economies. Singapore’s absence from the chart is 
notable given its financial hub status.

Taken together, the GCC excels at integrating Islamic 
banking into the financial system, while ASEAN is 
ahead in sustainable finance regulation, particularly in 
taxonomy development and alignment with the ISSB. Yet 
it is precisely this convergence, where Shariah mandates 
ethical and asset-backed financing meets rigorous 
sustainability frameworks, that makes Islamic finance a 
turbocharger for green finance.

The GCC Total Share of Sukuk Issurance by Domicile
Source: Data are from Islamic Financial Service Board.109 The report author generates the chart.

By requiring asset-backed, ethically screened 
investments, prohibiting funding for environmentally 
harmful activities, and emphasizing profit-and-loss 
sharing over speculative lending, Islamic financial 
instruments like Sukuk naturally align with green 
objectives. This synergy channels large pools of 

Islamic finance capital directly into renewable energy, 
water conservation, and other climate-friendly projects, 
accelerating the transition to a low-carbon, inclusive 
economy. In reality, those who lag behind in sukuk finance 
have huge exposure in Islamic finance. Islamic finance 
could accelerate green finance development.
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3.7	 Barriers to Combining Islamic 
Finance and Green Finance

Given the inherent synergy between Shariah principles 
and the broader goals of sustainability, the trend is 
gaining traction across both traditional and Islamic 
financial markets alike.110 However, there are still existing 
barriers hindering the promotion and combination of 
sukuk and green finance as below:

Internal Governance and Strategic Misalignment
A fundamental institutional impediment to the integration 
of sustainable finance and Islamic finance lies in the 
fragmented governance structures within Islamic 
financial institutions. Sustainability considerations are 
frequently excluded from the strategic core of these 

organisations, instead being managed in isolation from 
essential business operations. 

For instance, while many Islamic banks establish 
sustainability teams or ESG units, these entities are 
typically subsumed under public communications 
or compliance departments, rather than embedded 
within senior management and operational divisions 
such as product development, capital allocation, and 
credit evaluation. Moreover, these units often function 
independently of the Shariah boards and enterprise risk 
management framework, both of which are pivotal to 
Islamic finance decision-making.111  

Below, we summarise the detailed alignment and 
divergence between Sukuk and sustainable finance in 
organizational implementation:

The Alignment and Divergence between Sukuk and Sustainable Finance in Organizational 
Implementation

Alignment Both prioritize ethical, socially responsible, and real-economy-based finance.

Both aim to channel funds into projects with long-term value and positive societal impact.

Both recognise the importance of oversight (Shariah boards, and ESG disclosure).

Both frameworks emphasise intentionality and transparency in investment.

Potential synergy exists if ESG criteria are integrated into Shariah screening and credit evaluation.

Divergence Sustainable finance emphasises multi-stakeholder engagement, transparent metrics, and standardised 
disclosures; Shariah governance tends to be internal, with limited integration of ESG expertise or investor input.

Sustainable finance is outcome-driven, focusing on impact maximization and driven by data-based 
standards; Islamic finance often prioritises compliance with Shariah law, rooted in religious compliance, with 
environmental and social goals as secondary or implicit.

ESG-related risks are increasingly quantified and integrated into sustainable finance risk models; ESG risks 
are rarely incorporated into enterprise risk frameworks in Islamic banks, and Shariah review processes often 
overlook environmental performance criteria.

Consequently, sustainability objectives are rarely 
incorporated into key performance indicators, incentive 
structures, or risk management protocols, failing 
to permeate the institution’s operational logic. This 
relegates ESG goals to a peripheral status, often reduced 
to a compliance formality rather than a strategic 
priority. For example, an Islamic bank may issue a sukuk 
purportedly aligned with climate or social objectives, yet 
without ESG departments being involved in structuring, 
asset selection, or impact evaluation, the issuance 
risks are superficial in their sustainability claims. This 

misalignment curtails the institution’s capacity to achieve 
substantive integration between sustainable finance and 
Islamic finance. 

•	 Case Study: Maybank exemplifies effective ESG 
integration within its operational core. By the end 
of 2023, the bank had facilitated RM15.2 billion in 
sustainable finance, targeting key sectors such as 
affordable housing, renewable energy, and SME 
empowerment. 
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This success is underpinned by an institutionalised ESG 
governance framework, featuring a dedicated Group 
Sustainability Council that reports directly to the Board. 
This council integrates ESG risks into enterprise-wide 
risk management, with its disclosures emphasizing 
stakeholder engagement. It utilises materiality 
assessments and sustainability-linked KPIs to inform its 
strategy.112 

Importantly, this challenge is not unique to Islamic 
banks: mainstream financial institutions face similar 
disconnects. However, Islamic banks possess inherent 
potential to deliver synergistic outcomes when aligning 
sustainability with Shariah principles. The foundational 
values of Islamic finance, including risk-sharing, ethical 
investment, and socioeconomic justice, naturally 
resonate with sustainable finance objectives, offering a 
platform for amplified impact when effectively aligned. 
Overcoming this fragmentation is imperative for Islamic 
finance to transcend symbolic ESG adoption and emerge 
as a leader in ethical and sustainable development.

In-house Capacity Constraints and Disconnection 
with Shariah Boards
Islamic financial institutions frequently grapple with 
significant capacity constraints, notably a dearth of 
personnel with formal training in ESG metrics, SDG 
mapping, or impact measurement. Absent staff 
capable of translating SDG targets into operational 
KPIs, disclosures remain inconsistent, and internal 
ownership of sustainability initiatives weakens. Although 

3. Sustainable Finance and Islamic Finance

regulators may issue integration guidelines, banks falters 
to implement due to limited expertise and inadequate 
investment in R&D.113 
 
For instance, regulators such as Bank Negara Malaysia 
(BNM) and Otoritas Jasa Keuangan (OJK) have 
promulgated sustainability guidelines, yet adoption varies 
widely, particularly among second-tier banks and regional 
subsidiaries.114 Moreover, the integration of ESG principles 
into Islamic finance in Malaysia and Indonesia reveals 
two contrasting regulatory trajectories: top-down versus 
bottom-up. 

-	 Malaysia: A top-down, highly institutionalised model 
prevails, with BNM and the Securities Commission 
issuing unified guidance through frameworks like the 
Shariah Governance Framework and the Value-Based 
Intermediation (VBI) initiative.  This ensures systematic 
alignment with SDGs, but may stifle grassroots 
innovation due to an emphasis on compliance over 
transformation.

-	 Indonesia: A decentralised, bottom-up approach 
emerges, shaped by regional diversity and varying 
institutional capacities. The OJK plays a key role in 
promoting Islamic finance, yet struggles to enforce 
uniform Shariah and ESG compliance across provinces.  
This fragmented governance poses challenges but also 
presents opportunities: the flexible environment allows 
for localised innovation through fintech, microfinance, 
and community-driven ESG initiatives. 

Regulatory Approaches in Malaysia and Indonesia

Malaysia Indonesia

Approach Top-down Bottom-up

Share of Global Sukuk 
Issuance by Domicile

33.11% 7.75%

Description of 
Approach

The central bank (BNM) and Securities 
Commission set unified Shariah Governance and 
Value Based Intermediation (VBI) frameworks, 
systematically embedding ESG into all Shariah 
compliant operations.

The OJK promotes Islamic finance in a 
decentralised way, with regional bodies and 
fintech players driving localised ESG and green 
sukuk initiatives across provinces.

Issue Arose May unintentionally constrain grassroots 
innovation, as institutions often focus on 
compliance rather than broader ethical 
transformation.

Fragmented governance makes uniform 
Shariah-ESG enforcement difficult, though 
it allows flexible and localised product 
innovations.
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Shariah boards, tasked with certifying product 
permissibility, are central to Islamic finance, mandated 
as a critical institution ensuring that the products and 
operations conform to Islamic law. Most scholars 
on these Shariah boards possess expertise in Fiqh 
(i.e., Islamic jurisprudence) but lack proficiency in 
sustainability science or financial impact analytics. 
This expertise gap results in a narrow focus on legal 
compliance, ensuring contracts avoid Riba or Gharar, 
while overlooking broader SDG-aligned criteria such as 
carbon accounting, gender equity, or community well-
being.117  

Consequently, innovative sustainable and Islamic 
integration products may face rejection due to 
conservative interpretations or approved formality 
without substantive impact evaluation. The lack of a 
communication and cooperation mechanism within 
Islamic banks, boards, and ESG professionals will hinder 
the development of transformative financial instruments 
due to the boards’ lack of related technical knowledge 
and financial practices.

Risk of Greenwashing
The convergence of Islamic finance and sustainable 
finance also exposes to the risk of greenwashing, or 
“shariah-washing”. In the absence of robust regulatory 
oversight or market-driven accountability, some Islamic 
banks may adopt ESG terminology, issuing green 
sukuk or publishing sustainability reports, primarily 
for reputational enhancement rather than structural 
reform. Without mandatory supervision mechanisms, 
third-party verification, or standardized ESG disclosure 
requirements, such institutions can claim SDG alignment 
superficially without tracking tangible environmental or 
social outcomes.118  

Recent research examined the non-financial reports 
from 18 Islamic private banks, revealing that many 
failed to truly adhere to Islamic economic ethics in their 
non-financial (CSR and ESG) disclosures, exhibiting 
tendencies toward “Islamic financial whitewashing” and 
there was a tendency to “greenwash”, clearly classified as 
“Islamic financial whitewashing”.119 Despite these banks 
frequently using terms like “ethical” and “compliance”, 
these reports lacked substantive disclosures and failed 
to objectively evaluate their financial activities. 

Hong Kong’s Role in Facilitating Alignment 
between Sukuk and Sustainable Finance

Sharing Green Finance Expertise with the Global South 
Market:
The Hong Kong government has a relatively advanced 
progress in standardising the green finance market, 
such as taxonomy development and ISSB adoption. 
By sharing this expertise, Hong Kong can assist Global 
South markets in further establishing their own green 
finance ecosystems, enabling them to attract sustainable 
investments. This knowledge exchange can also help 
ensure global consistency in sustainability standards, 
improving transparency and accountability in markets 
that are critical for tackling global environmental 
challenges.

Sharing ESG Integration Strategies with the Global 
South Market: Hong Kong companies and financial 
institutions can share their experience with the Global 
South on how to embed ESG practices into their entire 
organisational strategies. By sharing their experience 
in integrating ESG into decision-making, operations, 
and governance, they can help these markets shift from 
viewing ESG as a standalone initiative to a fundamental 
element of business growth. This knowledge transfer 
can foster sustainable business models in emerging 
economies, where the adoption of such practices often 
lags behind due to resource and expertise constraints.

Promoting Green Fintech Solutions for Green Sukuk in 
the Global South Market: Hong Kong’s innovative green 
fintech solutions, such as blockchain for tracking use 
of proceeds and AI to assess ESG compliance, can be 
leveraged to support green sukuk in the Global South. 
These technologies can enhance transparency, ensure 
funds are used for legitimate green projects, and reduce 
the risk of greenwashing. By promoting the adoption of 
these tools, Hong Kong can help Islamic finance markets 
in the Global South build trust and credibility while 
advancing sustainable development efforts.

3.8	 Sukuk Issuing Environment in 
Hong Kong

In the previous section, we explored the main barriers 
to the convergence of Islamic and green finance. These 
barriers directly impact the market dynamics and 
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growth potential of the sukuk issuance environment. 
Gathering industrial experts’ insight and IMF guidance, 
this section will turn to analyse the current state of the 
sukuk issuance environment in Hong Kong, including 
regulatory frameworks, investor needs, and opportunities 
for innovation, to uncover how these barriers can be 
addressed to create more favourable conditions for 
sukuk issuance, and better integrate Islamic banking into 
the conventional banking system.

Interview results provide high-level directions
We have interviewed two experts in the realm of sukuk 
financing, Dr. Ghiath Shabsigh and Mr. Nasir Amirali120, to 
gain their insight into Hong Kong’s potential in facilitating 
the combination of sukuk financing and green financing.  

Both interviewees shared perspectives regarding 
the integration of green finance and Islamic finance, 
particularly through the issuance of Sukuk. Both experts 
emphasise that the alignment between Islamic finance 
principles and ESG frameworks presents an opportunity 
to deepen capital mobilisation for sustainable 
development. 

In their view, Hong Kong is well-positioned to promote 
the growth of Islamic green finance in the region due to 
its financial infrastructure, legal certainty, and existing 
experience in Sukuk and green bond markets. Their 
responses converge across several key themes, including 
ethical and structural synergies, investor appetite 
for green Sukuk, the enabling role of Hong Kong’s 
institutional framework, and the broader significance 
of standard-setting, regulatory reform to cater to 
specificities of sukuk and cross-border collaboration.

Ethical Alignment and Market Integration
Both interviewees identified a strong philosophical and 
structural compatibility between Islamic finance and 
green finance. Islamic finance is grounded in ethical 
imperatives such as the prohibition of harmful activities, 
the requirement for asset-backing and risk sharing, and 
the emphasis on transparency and moral responsibility. 
These characteristics align closely with the core values 
of ESG finance, including environmental sustainability, 
social responsibility, and environmental stewardship.

From a product design perspective, this alignment 
creates a natural basis for green Sukuk, as many of the 
structural requirements, such as asset linkage, avoidance 

of interest, and disclosure obligations, are already 
embedded in Islamic financial instruments. The Islamic 
financial products already incorporate principles aligned 
with ESG, which provides a natural platform for impact-
driven green investment, particularly through instruments 
like green Sukuk. 

Growth of Investment in Green Sukuk
Considering the rising global demand for ESG-compliant 
financial instruments, Islamic finance, when aligned 
with green objectives, can attract a wider investor base, 
including those motivated by ESG rather than religious 
considerations. 

The interviews further underscored the strong 
momentum of green Sukuk in the sustainable finance 
market. 
•	 Both noted that green Sukuk instruments have proven 

particularly attractive to both Islamic investors and 
those motivated by ESG considerations, creating a 
dual-channel demand dynamic.

•	 One of our interviewees emphasised that the growing 
green Sukuk accounted for approximately 31% of all 
sustainability -related sukuk issuances, while broader 
sustainability-related issuances rose by 27.9%, thereby 
enhancing liquidity and broadening market reach.121 

There was consensus on the role of Islamic finance 
in unlocking new capital sources for sustainable 
development, especially in regions like the APAC that face 
high climate risks and funding gaps. Meanwhile, both 
experts highlighted the transparency and governance 
advantages of Islamic finance, which can reduce 
greenwashing and attract credible impact investors. 

Hong Kong’s Competitive Advantages
On Hong Kong’s positioning, both interviewees recognised 
the city’s strengths as a financial gateway with an 
advanced regulatory environment, legal predictability, 
and international connectivity. They highlighted Hong 
Kong’s success in issuing sovereign sukuk and green 
bonds, which demonstrates institutional capability and 
market readiness in both Islamic and sustainable finance. 
These issuances serve as credible benchmarks for future 
offerings, lowering the entry barrier for private sector 
participation.
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In addition to its market infrastructure, Hong Kong’s 
geographic and strategic role enable it to serve as a 
super connector for capital flows between the Middle 
East, ASEAN, and Mainland China. This strategic 
positioning gives Hong Kong an advantage in promoting 
cross-border Islamic green finance.

As such, we can outline that Hong Kong is uniquely 
positioned to lead in this space due to its financial 
maturity, regulatory strength, and global connectivity. 
To realise this potential, coordinated efforts from the 
government and private sector are essential, including 
regulatory reforms to cater to the specificities of sukuk; 
market development measures to address the current 
structural limitations in sukuk markets122, and close 
cooperation at the regional level and with the Islamic 
finance standard-setting organisations.

3.9	 Strengthening Hong Kong’s Legal 
and Regulatory Framework for 
Islamic Finance

After gaining a high-level understanding from expert 
interviews, we now turn to a more detailed analysis of 
the specific steps Hong Kong can take to strengthen its 
legal and regulatory framework for promoting Islamic 
banking and sukuk finance. Hong Kong has made 
considerable progress in Islamic finance infrastructure, 
as Sukuk ETFs are now officially listed products123, and 
three USD-denominated sukuk have also been launched 
by the HKSAR Government under the Government Bond 
Programme124. 

However, there is potential for further development, as 
there are currently no licensed full-fledged Islamic banks 
operating in the city, nor has a dedicated Islamic deposit 
insurance scheme been introduced. Similarly, an Islamic 
interbank market or liquidity management framework 
which are essential for Shariah-compliant banking, 
remains absent.

Using the IMF Working Paper WP/07/175: Introducing 
Islamic Banks into Conventional Banking Systems, as a 
foundational reference, we extract various steps Hong 
Kong can take to further promote Islamic Banking and 
sukuk finance in the Hong Kong economy.

3. Sustainable Finance and Islamic Finance

A Phased Implementation Strategy
a.	 Hong Kong can begin by allowing conventional 

banks to open “Islamic windows”, dedicated units 
within existing banks that offer a limited range of 
Shariah-compliant products such as Islamic deposits, 
Murabaha trade finance, and Ijarah leasing on the 
asset side of the bank. 

b.	 Full-fledged Islamic Banks can be established once 
sufficient expertise and market infrastructure are 
in place, or existing institutions can spin off Islamic 
banking subsidiaries. 

c.	 The ecosystem can then expand to include various 
non-bank financial institutions, such as deposit 
Takaful (Islamic deposit insurance), Islamic asset 
management companies, and Shariah-compliant 
fintech. An adequate legal framework will be needed 
to provide rules for the establishment, management, 
and accounting of special purpose vehicles.

Supporting Market Infrastructure
a.	 Hong Kong may consider establishing a separate 

Islamic deposit protection fund (based on Takaful 
principles) to cover eligible Islamic deposits. 
Alternatively, the existing Deposit Protection Scheme 
(DPS) could be extended to Islamic deposits, provided 
Shariah-compliant investment of the guaranteed pool 
is ensured.

b.	 Islamic banks are incompatible with conventional 
interest-based interbank markets; hence, liquidity 
management tools are essential to be developed for 
Islamic banks. Hong Kong could develop a Shariah-
compliant interbank market using structures such 
as commodity Murabaha and Islamic repurchase 
agreements (Ijarah-based repos), potentially in 
collaboration with regional partners.

c.	 The HKMA could consider issuing Shariah-compliant 
central bank instruments, such as sovereign Sukuk 
or short-term Ijarah-based bills, which Islamic banks 
could use for reserve requirements and interbank 
settlements.
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Chapter 4 
Recommendation for Hong Kong to 
Participate in the Green Collaboration in 
Global South

Recommendations for Promoting 
Transition Finance, Green Trade and 
Green Tech Transfer 

Develop a Credible Transition Taxonomy for Global 
Energy Efficiency: 
Hong Kong could establish a credible and interoperable 
transition taxonomy that serves as a standardised 
framework for classifying sustainable energy transition 
projects. By creating a transition taxonomy aligned with 
international standards, Hong Kong can provide clear 
guidelines for evaluating and financing energy transition 
initiatives, particularly in the Global South where such 
frameworks are often lacking. 

Prioritise Environmentally Preferable Products: 
Encourage trade in goods and services with 
environmental benefits, such as renewable energy 
equipment and sustainable agricultural products, using 
international classification systems like the APEC 
Environmental Goods List to track and promote these 
items. 

Support Clean Technology Diffusion and Green 
FDI: 
Facilitate clean technology transfer and green foreign 
direct investment (FDI) within regions like ASEAN to 
enhance green industries, create jobs, and strengthen 
regional green value chains, such as licensing solar panel 
technologies from China to ASEAN manufacturers. 

Pursue Cooperative Green Trade Agreements: 
Facilitate multilateral green trade agreements, such as 
triangular cooperation between China, GCC, and ASEAN, 
over unilateral measures like the EU’s CBAM, fostering 
cooperation and mutual benefits that align climate goals 
with economic development. 

Utilise Green Sukuk for Sustainable Projects: 
Leverage green sukuk to finance renewable energy 
and low-carbon infrastructure projects, appealing to 
both Islamic and conventional investors and boosting 
cross-border green trade initiatives. By blending Shariah 
compliance with ESG criteria, green sukuk appeals 

to both Islamic and conventional investors, thereby 
unlocking a much larger pool of capital for sustainable 
projects within the Global South countries. 

Leverage Hong Kong’s Role as Legal and Financial 
Centre: 
Position Hong Kong’s experience in Islamic finance 
as a financial hub to channel GCC capital into ASEAN 
green projects; Use its world-class legal framework as 
a dispute resolution platform for cross-border green 
investments. Exploit its logistics infrastructure as a re-
export gateway for green supply chains. 

Use Hong Kong as a green finance hub to bridge 
financing gaps for Global South green transition projects; 
Position it as a technology and innovation hub to support 
green tech R&D and startups; Establish it as a platform 
for collaboration and knowledge transfer among China, 
GCC, and ASEAN; Under the carbon neutrality goal, 
Hong Kong can be more incentivised to integrating 
into the national carbon market development strategy 
and creating a friendly business environment for green 
technology learning, development and transfer. 

Recommendations for Promoting 
Sukuk Financing and Islamic 
Banking in Hong Kong 

Establishment or Invitation of Shariah Advisory 
Council
Hong Kong’s regulators, like the HKMA and SFC, should 
establish or invite a centralised Shariah advisory council 
to standardise rulings and align with international 
standards set by bodies like AAOIFI and IFSB. 

Ensure Operational Segregation and Transparency 
Islamic financial activities are different from conventional 
banking operations, requiring independent accounting 
records, separate capital reserves, and clear financial 
reporting for Islamic windows or subsidiaries. Customer 
disclosures should also transparently outline the risks 
and nature of profit-and-loss sharing instruments like 
Mudarabah deposits. 



31

Adopt International Accounting Standards 
Institutions offering Islamic financial services in Hong 
Kong should implement AAOIFI’s accounting and auditing 
standards or adapt the Hong Kong Financial Reporting 
Standards (HKFRS) to include Shariah-compliant 
disclosures, enhancing transparency and global 
comparability. 

Promote Public and Professional Awareness 
Regulators should mandate institutions to conduct 
awareness campaigns, including educational seminars, 
training workshops, online modules, and certificates for 
professionals, targeting both Muslim and non-Muslim 
investors, regulators, and financial professionals to boost 
understanding and demand for Islamic finance. 

Implement a Phased Approach for Bank Islamic 
Services 
•	 Phase 1: Full-Fledged Islamic Banks: Once expertise 

and infrastructure mature, license standalone Islamic 
banks or allow subsidiaries to operate under dedicated 
Shariah governance and risk frameworks. 

•	 Phase 2: Non-Bank Islamic Finance Institutions: 
Expand to include Takaful (Islamic insurance) 
operators, develop and license for Islamic insurance 
and dedicated Islamic asset management companies, 
and Sharia-compliant fintech. 

Develop a Shariah-Compliant Interbank Market 
Establish an interbank market using Shariah-compliant 
structures like commodity Murabaha and Islamic 
repurchase agreements to support Islamic banks’ 
financial operations. 

4. Recommendation for Hong Kong to Participate in the Green Collaboration in Global South

Recommendations for Integrating 
Sustainable Finance and Islamic 
Finance 

Incorporate ESG Metrics into Pre-listing 
Requirements: 
Hong Kong can encourage future Islamic financial 
products seeking listing approval to disclose ESG-related 
KPIs (e.g., CO₂ reductions, social impact metrics) or 
reporting to ensure sustainability is integrated into the 
product lifecycle, leveraging frameworks like the Green 
and Sustainable Finance Grant Scheme. 

Establish Joint ESG-Shariah Committees: 
Hong Kong could create a centralised Shariah Committee 
to standardise Islamic finance audit practices. Islamic 
banks could be incentivised to form joint committees 
where Shariah scholars and sustainability officers 
collaborate to ensure products meet both Shariah and 
ESG criteria. These committees would host meetings 
regularly to review product pipelines, ensuring that 
Islamic financial products like sukuk and ljarah structures 
are both Shariah-compliant and deliver measurable 
environmental and social outcomes. 

Enhance Cultural and Grassroots Engagement: 
Hong Kong should improve Arabic-language services, 
organise cultural activities to create a more Islamic-
friendly financial and social environment. Improve 
Arabic-language services in financial institutions, such 
as Arabic-language banking apps, ESG reports, and 
client service channels, alongside English and Chinese to 
improve access and signal cultural respect, and cater to 
Muslim stakeholders. 

Train staff of financial institutions on Islamic business 
ethics and regional market behaviours, such as GCC and 
ASEAN, to build trust and align products with cultural 
expectations. 

Implement Mandatory Third-Party Verification: 
Enhance local government-led Halal certification 
by collaborating with international authorities (e.g., 
Malaysia’s JAKIM) to ensure credibility in Islamic 
financial products.
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