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Fitch rates more than 80% of the hard-currency Environmental , 
Social and Governance (ESG)-linked sukuk market. This equalled 
USD13.58 billion, or 10.4%, of all Fitch-rated sukuk at end-2Q22.  

ESG Sukuk Segment to Expand 
Fitch expects ESG sukuk to remain a key issuance theme in core  

Islamic finance jurisdictions on back of increasing government 
initiatives focusing on sustainability and economic diversification, 
along with rising awareness and sustained investor demand.  

ESG sukuk makes up 2.6% of global outstanding sukuk, and we  
expect this share to increase to around 5% over the coming five 

years. The share of ESG sukuk is also forecasted to reach 15% of all 
Fitch-rated outstanding sukuk over the medium term.  

Key Challenges Across Markets 
Key challenges in core Islamic finance markets include a shortage of 

domestic ESG-focused investors and issuers, regulatory  
constraints, underdeveloped local guidelines and taxonomy, more  

complex issuance process, a shortage of qualified human capital and 
a nascent market infrastructure, and uncertainty over any pricing  
advantage. 

This is unlike regions such as the US, Europe, and China, where the 
segment is more developed. Barriers also remain in the 

conventional ESG debt markets, including a lack of commonly  
accepted green and sustainability standards and definitions, issues 

in ESG data comparability across issuers, and scepticism over 
“greenwashing” – that is, an entity giving a misleading impression 
about its green performance. 

Sukuk on its own also has an additional layer of the need to comply  
with sharia (Islamic rulings), with sukuk not having a standard 
structure.  

The ignition of ESG sukuk growth requires government initiatives, 
supportive regulations, increased awareness and adequate market 
infrastructure. 

Market Profile Is Growing 
The ESG sukuk segment – including green, sustainable, 

sustainability-linked and transition sukuk – is emerging as a sizeable 
segment of the global sukuk market. In 2Q22, outstanding ESG 

sukuk expanded by 11.2% qoq to reach USD19.3 billion. About 
USD4.3 billion of ESG sukuk were issued in 1H22. 

This was despite volatilities caused by the Russia–Ukraine war, and 

by the increasing interest rates, rising oil prices, and inflation. ESG 
sukuk growth was faster than that of the total sukuk market, which 

topped 11.6% qoq. The largest Fitch-rated outstanding ESG sukuk 
were by entities in Saudi Arabia (47.4%) – including the Islamic 

Development Bank, and followed by those in Indonesia (36.8% ), 
UAE (13.2%) and Turkiye (2.6%).   

About 97.4% of Fitch-rated ESG sukuk were investment-grade.  

“Commonalities exists between Islamic finance 
and ESG principles due to built-in sharia filters, 
but they still have differences. Islamic finance 
does not relate only to the use of proceeds but 
Islamic products also have to be structured in a 
way that complies with sharia. 

Global ESG sukuk market has grown rapidly in 
recent years, and we expect growth to 
continue in the medium term.” 

Bashar Al Natoor, Global Head of Islamic Finance, Fitch Ratings 
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Impetus from Supras, Sovereigns and GREs  

 

Supranationals, sovereigns and government-related entities (GREs) 
in Muslim-majority countries are increasingly funding sustainability 

initiatives by issuing ESG sukuk. Sovereign and supranational  
contributed 74.6% of Fitch-rated ESG sukuk, followed by 
corporates (22.8%) and financial institutions (2.6%). 

Issuers are also opportunistic in leveraging the rising global investor 
demand for green, sustainable and social bonds, of which more than 
USD1 trillion were issued in 2021, 92.8% higher yoy.  

There are commonalities between Islamic finance and ESG 
principles, with both focusing on responsible finance. Islamic 

finance has embedded in itself core principles that focus on avoiding 
practices that are harmful, rather than focusing solely on bottom-

line profits, similar to ESG principles. Islamic finance prohibits  
income from non-sharia-compliant activities such as alcohol 

production, tobacco, gambling, pornography, and illegal arms 
trading. However, they are not identical.  

Moreover, Islamic finance does not only relate to the use of 

proceeds, but Islamic products also have to be structured in a way 
that complies with sharia.  

The long-term growth potential of the segment remains high, as 
ESG sukuk make up only 2.6% of the total sukuk market. 

Recent Deals & Market Evolution 

A range of ESG sukuk have been issued so far in 2022. In February , 
Riyad Bank issued the world’s first sustainability-linked Additional  

Tier 1 (AT1) sukuk, raising USD750 million. In March, Infracorp 
issued Bahrain’s first green sukuk, raising USD900 million.  

Total ESG Sukuk-Outstanding – 2Q22 

 

No. of 
Issuers 

Value  
(USDbn) 

% of total ESG 
sukuk 

Green sukuk 149 10.8 55.7 

Sustainability sukuk 41 7.9 41 

Sustainability-linked sukuk 1 0.6 3.1 

Social sukuk 1 0.04 0.2 

Total 192 19.3 100 

Source: Fitch Ratings 

 

The Saudi National Bank also issued USD750 million sustainable 

sukuk. Indonesia returned to the market in 2022, raising USD3.25 
billion in its largest global sukuk sale, including a green tranche. The  
sovereign has been a repeat green sukuk issuer since 2018. 

  

Key deals in 2021 included ESG sukuk by the governments of 
Malaysia (first US dollar Sovereign Sustainability Sukuk), Indonesia  

(a 30-year green tranche – the longest-ever green offering in sukuk 
format), Islamic Development Bank, and Kuveyt Turk Katilim 

Bankasi (the first sustainable Tier 2 sukuk). Corporates in 
Bangladesh and Nigeria also issued these countries’ first green 
sukuk.  

Saudi Arabia’s Public Investment Fund and National Debt 
Management Center also announced plans to issue green sukuk. In 

Bangladesh, the government issued a 2021 circular allowing banks 
to invest in private-sector green sukuk. 

The first transition sukuk was issued by Etihad Airways PJSC in 

2020. Turkiye’s Zorlu Yenilenebilir Enerji Anonim Sirketi issued the 
country’s first sustainability sukuk in 2020. In 2019, Maj id Al  

Futtaim Holding LLC issued the GCC’s first green sukuk. In 2018, 
HSBC Amanah issued the first UN Sustainable Development Goal 
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Sukuk Format Preferred Over Bonds in Many Core 
Islamic Markets 

Sukuk, rather than conventional bonds, are the preferre d 
format for ESG-linked debt in many core Islamic finance 

markets. In the GCC region, the sukuk format equalled 75.7% of 
outstanding hard-currency ESG-debt at end-2Q22, with the 

balance held in bond format. In Indonesia and Malaysia, the 
share of sukuk in the hard-currency ESG-debt mix was 58.5%  
and 40.4%, respectively. 

Share of Hard-Currency ESG Sukuk Outstanding 
at End-2Q22 a 
(% of hard-currency ESG bonds and sukuk)  

Country (%) 

Bahrain 100 

Saudi Arabia 90.7 

Indonesia 58.5 

UAE 41.4 

Malaysia 40.4 

Turkiye 6.5 

GCC Countries 75.7 

aIncluding multilateral banks 
Source: Fitch Ratings based on Bloomberg-adjusted data 

 

The key driver behind sukuk being the preferred ESG format is 
to attract the larger Islamic investor base in these countries that 

have a robust appetite for sukuk and can only invest in 
sharia-compliant issuances, along with tapping the 
international investor appetite for ESG products. 

There remains a shortage of ESG-focused investors and issuers 
in the GCC and other core markets.  
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(SDG) sukuk. The first-ever green sukuk was issued in Malaysia by 
Tadau Energy in 2017. 

In 2020, the Abu Dhabi Department of Energy, Abu Dhabi Global 
Market (ADGM), and Abu Dhabi Securities Exchange announced a 

green bond accelerator initiative to establish Abu Dhabi as a 
regional hub for the issuance of green sukuk and bonds for 
sustainable projects. 

 

In 2018, Dubai Financial Market (DFM), Dubai’s stock exchange, 

updated its sharia standards to cover green instruments issuance 
such as green sukuk, shares and green investment funds. 

Potential Benefits of Issuing ESG Sukuk 

Widening the Investor Pool  

There is a rise in international investor demand for ESG products , 

which can help issuers widen the investor pool. Investors may invest 
in green and sustainable sukuk to meet client requests and satisfy 

their ESG mandates. Investors are also recognising that paying 
attention to ESG issues can help improve returns and reduce risk.  

There are few international ESG sukuk to derive conclusions on 

investor widening, with even fewer issuances that are directly  
comparable. Given the recent inception of the market, the data also 
need to be monitored over a longer period. 

For example, European and US investors collectively funded 52% of 
Indonesia’s 30-year green sukuk tranche issued in 2021. However, 

European and US investors collectively funded only 17% for the 
five-year sukuk and 30% of the 10-year sukuk (both non-green 
tranches). 

Whilst the 30-year green tranche was more than four times 
oversubscribed, the ten-year tranche was oversubscribed by over 

4.8 times, and the five-year tranche was only just over two times 
oversubscribed. The 2022 green sukuk issued by Indonesia  
attracted sizeable interest from European and US investors. 

Sukuk Demand Generally Outweighs Supply 

Many hard-currency sukuk are oversubscribed generally, including  
ESG issues. This is driven by the limited sukuk supply in the market. 

Investors mainly consider risk-and-return dynamics, credit 

fundamentals and, in the case of Islamic investors, negative screens 
to filter out non-Islamic issues. 

It is still uncertain if the green or sustainable labelling gives sukuk a 
significant demand boost. In some cases, green-labelled sukuk 

achieve a lower yield at issuance than similar non-ESG instruments . 
However, the difference has been quite small in most cases. 

Branding Effect 

Green and sustainable sukuk issuance can highlight to investors, 

regulators, customers and other stakeholders an issuer’s focus on 
environment-related issues, which could be positive from a 

reputational perspective. 

OIC Government Initiatives Setting Market 

Tone 

ESG-Related Issues Are Key Challenges 

In a number of Organisation of Islamic Cooperation (OIC) countries , 

ESG-related issues such as water scarcity, climate change, and 
governance reform are key issues. For example, five out of six 

countries in the GCC rank in the top 10 globally when it comes to 
extreme temperature and drought.  

Most GCC countries have the least annual average rainfall globally, 

and are in the hottest countries (based on the hottest month). As the 
impact of climate change builds and extreme weather events strike, 

this could have a net negative effect on economic activity and public 
finances, and may trigger political shocks. 

In OIC countries, sustainability initiatives can help reduce  

emissions, generate employment and cut costs. Entities in core  
markets are also exposed to growing pressures from regulators, 

customers and employees to focus on sustainability and climate 
change. 

Visions & Strategies Towards Sustainability 

Sustainability and diversification are increasingly embedded in the 

visions and strategies of many Muslim-majority countries. This  
includes Saudi Vision 2030, UAE Green Agenda 2030, 12th 

Malaysia Plan (2021–2025), Indonesia’s Vision 2045, Qatar’s 
National Vision 2030 and Oman’s Vision 2040.  

Various OIC countries are signatories to the 2015 Paris Agreement 

on climate change, have adopted the UN’s SDGs, and have set 
emissions-reduction and net-zero targets. A number of oil-

exporting sovereigns, including the GCC, also want to reduce their 
dependency on oil, the GCC’s most important source of income, 
which makes its economies vulnerable to falling oil prices.  

As a result, there are active projects in these markets that target 
sustainability, diversification and carbon reduction. For example, 

the UAE is aiming for clean energy (renewables and nuclear) to have 
a 50% share of the installed power capacity mix by 2050, with over 

USD40 billion having been invested to date in clean energy powe r 
development. Saudi Arabia is also aiming for renewable energy to 
contribute around 50% of its energy mix by 2030.  

 

 

 

 

 

 

AAA
37.8%

A
14.0%

BBB
45.6%

B
2.6%

Source: Fitch Ratings

Volume of Fitch-Rated ESG-Linked Sukuk 
by Ratings
At end-2Q22

Exclusively for the use of Leslie Tan at Fitch Group, Inc.. Downloaded: 04-Aug-2022



 

Special Report │  3 August 2022 fitchratings.com 5 

 

  

 
Islamic Finance 

Sukuk 

Global 

 

Role of Islamic Finance in the ESG Transition 

Implementing government visions, policies and targets will require  

significant funding. In 2019, Islamic Development Bank reporte d 
that their 57 member countries (all OIC countries) together needed 

between USD700 billion and USD1 trillion a year to finance SDG 
sectors, with the funding gap expected to widen further by 2030 on 
the back of a growing population. 

With the prominence of sukuk and Islamic financing in the core  
markets of GCC, Malaysia, Indonesia, Turkiye and Pakistan, ESG  
sukuk issuance is likely to continue growing.  

Progress Uneven Across Core Markets 

Progress remains uneven among core Islamic finance markets. 

Most ESG sukuk issuers are entities from Saudi Arabia, Indonesia, 
Malaysia, and the UAE. However, ESG development lags behind in 

other core markets – such as Kuwait, Qatar, Oman, Bahrain and 
Pakistan.  
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Climate Change Physical Risk Exposure Heatmap Rankings OICa Countries 

OIC countries 
Global ranking: Extreme 

temperature & drought 

OIC rankings:  
Extreme temperature & 

drought OIC countries 

Global ranking: 
Floods, storms and 
sea-level exposure 

OIC rankings: 
Floods, storms and 
sea-level exposure 

UAE 1 1 Mozambique 1 1 

Saudi Arabia 2 2 Bangladesh 3 2 

Qatar 3 3 Indonesia 13 3 

Iraq 4 4 Pakistan 20 4 

Kuwait 6 5 Oman 21 5 

Oman 7 6 Uganda 27 6 

Egypt 8 7 Cote d'Ivoire 35 7 

Pakistan 9 8 Nigeria 41 8 

Morocco 13 9 Malaysia 44 9 

Tunisia 16 10 Benin 46 10 

Bahrain 17 11 Iraq 47 11 

Bangladesh 20 12 Maldives 48 12 

Lebanon 21 13 Cameroon 54 13 

Mozambique 24 14 Egypt 63 14 

Kazakhstan 26 15 Kazakhstan 72 15 

Benin 36 16 Morocco 73 16 

Azerbaijan 38 17 Turkiye 74 17 

Nigeria 48 18 Bahrain 75 18 

Turkiye 49 19 Azerbaijan 77 19 

Uganda 71 20 Gabon 82 20 

Cote d'Ivoire 81 21 Saudi Arabia 90 21 

Cameroon 82 22 UAE 93 22 

Malaysia 101 23 Qatar 100 23 

Indonesia 102 24 Tunisia 104 24 

Gabon 106 25 Kuwait 107 25 

Maldives 111 26 Lebanon 113 26 

1 = most exposed. Adaptation capacity can reduce vulnerability  
ª Only 26 OIC countries have been taken into consideration, based on available data. 
Source: Fitch Ratings 
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We have not also not seen any sovereign green or sustainable sukuk 
in OIC countries, except from Indonesia and Malaysia. ESG 
reporting also remains at an early stage in most core markets.  

Only Malaysia and Indonesia have official green taxonomy in place, 
with markets of the GCC and others not having one. Green 

taxonomies enable investors to confidently source projects, assets, 

or expenditures that comply with regulations, and make better-

informed investment decisions while minimising the risk of 
greenwashing. Taxonomies facilitate green investment by 
improving market clarity and confidence. 

 

COP26 Influence on Sukuk Markets  

As part of 2021 United Nations Climate Change Conference  
(COP26), a number of sovereigns in core Islamic markets, such as 

Saudi Arabia, Malaysia, UAE, Bahrain and Turkiye, have set 
emissions reductions and net-zero targets. Notably, the UAE will 
also be hosting the COP28 in 2023.  

If sovereigns followed this through with policy measures, this would 
require sizeable funding – part of which could be met through 

ESG-linked sukuk. Quantifying the effects on the sukuk market is 
difficult, but we expect near-term credit effects to be neutral due to 
the likely long time before policy implementation. 

In 2021, a High-Level Working Group on Green Sukuk was 
established by Indonesia’s Ministry of Finance, the UK Treasury , 

Islamic Development Bank, London Stock Exchange Group, the 
Islamic Finance Council UK, and the Global Ethical Finance  

Initiative. The group aims to highlight green and sustainable sukuk 
at annual COP summits up to 2023. 

Malaysia Focus: Leader in Islamic ESG  

Malaysia’s Islamic ESG ecosystem is amongst the most developed 
amongst Muslim-majority countries. The first-ever green sukuk 

was issued in Malaysia by Tadau Energy in 2017. The country was 
the first among core markets to issue an ESG framework in 2014. 

The Securities Commission Malaysia had issued guidelines on SRI 
funds in 2017. In 2021, Malaysia issued the world’s first US dollar-

denominated sovereign Sustainability Sukuk, raising 
USD800 million. 

Malaysia houses the largest number of active ESG sukuk globally 

with 175 out of 192 active ESG sukuk instruments globally at end-
2Q22 (91.1% of all ESG sukuk issuances). Most of these ESG sukuk 
in Malaysia are in local currency, unlike in other core markets.  

Growth is supported by the SRI Sukuk and Bond Grant Scheme. 
Established in 2018, the grant scheme will offset up to 90% of the 

external review costs per issuance up to MYR300,000, and also 
provide income tax exemptions for the five years to 2025. In 2021, 

the government issued a MYR666 million (USD 151.2 million) 
Sukuk Prihatin to contribute towards the Covid-19 economic 
recovery plan. 

Saudi Arabia
47.4%

United Arab 
Emirates

13.2%

Indonesia
36.8%

Turkiye
2.6%

Source: Fitch Ratings

Volume of Fitch-Rated ESG-Sukuk 
By region as at end-2Q22

Highlight of ESG Frameworks in OIC Countries 

Regulators in many OIC countries have been establishing ESG 

sukuk and bonds frameworks within their capital market 
regulations to create common standards for issuing ESG debt, 

similar to a number of developed markets. Markets such as 
Saudi Arabia, Kuwait and Bahrain are yet to issue a national ESG 
framework. Uzbekistan’s framework is under development. 

ESG frameworks generally covers four core areas: the use of 
proceeds, procedures for project evaluation and selection, the 

management of proceeds, and reporting. The best practice is for 
these frameworks to use international green and sustainability 
standards with external-party certification. 

2014 

• Malaysia issued the Sustainable and Responsible  
Investment (SRI) Sukuk Framework. 

2018 

• Indonesia issued its Green Bond & Green Sukuk  
Framework. 

2020 

• Egypt issued its Sovereign Green Financing Framework , 
which covers green sukuk. 

2021 

• UAE established its Sustainable Finance Framework  
2021–2031.  

• Oman launched regulations on issuance of bonds and 
sukuk, including those linked to financing sustainable 
projects.  

• Pakistan issued guidelines on issuing green sukuk and 
bonds. 

• Jordan issued green bond guidelines, which also covers  
green sukuk.  

• Indonesia’s Green Bond and Green Sukuk Framework  

was expanded into SDGs Government Securities  
Framework in 2021, now covering eligible blue projects .  

2022 

• Qatar Financial Centre launched the Sustainable Sukuk  
and Bonds Framework. 

• Turkiye issued guidelines on green and sustainable lease 
certificates and debt instruments. 

• Malaysia issued the Sustainable and Responsible  
Investment linked (SRI-linked) Sukuk Framework. 
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The central bank, Bank Negara Malaysia, also recently launched the 

Financial Sector Blueprint 2022–2026, which targets wider 
adoption of sustainable financing, also referred to as value-based 
intermediation (VBI) financing in Malaysia.  

Islamic banks have led this space, with VBI-aligned financing 
accounting for 26% of Islamic financing approved during 2017 -

2020. During the period, over RM94.2 billion (USD24.2 billion) has 
been disbursed by Islamic banks towards VBI-aligned financing. We 

expect the proportion to increase in line with growing public 
attention on VBI. 

In June 2022, the first ESG Islamic Repurchasing Agreement was 

also launched in Malaysia. In June 2022, Securities Commission 
Malaysia also launched the Sustainable and Responsible  
Investment linked (SRI-linked) Sukuk Framework. 

Key Challenges Remain for ESG Sukuk 

Nascent Ecosystem and Regulations 

The ecosystem, regulations and market infrastructure for ESG 
products are still nascent in core Islamic finance markets, unlike 
regions such as the US, Europe, and China.  

There is also a general lack of available and appropriately sized 
green assets in many core countries that can support ESG issuances. 

Environment and social performance disclosures by companies also 
remains inadequate in a number of OIC countries. 

Most Islamic banks, Islamic asset-management firms, takaful 

providers and sharia-compliant corporates have also not 
introduced ESG-linked financial products. However, a growing  

number of issuers in core markets have incorporated ESG factors  
into their strategies and frameworks.  

Shortage of ESG-Focused Investors and Issuers in Core 
Markets 

There continues to be limited domestic or regional ESG-dedicated 

investors and issuers in core Islamic finance countries, including in 
the GCC, Malaysia, Indonesia, Turkiye and Pakistan. Sharia-

sensitive investors in these regions largely outnumber ESG-
sensitive investors.  

Around 31% of Middle East, North Africa and Turkiye (MENAT) 

investors said they have no intention of having a firm-wide policy on 
responsible investing or ESG issues, according to HSBC’s 2021 

Sustainable Financing and Investing Survey, which is the highest 
percentage of any region. However, adoption is noticeably 

increasing in these markets, with around 19% of MENAT investors  
saying they have a firm-wide policy on responsible investing or ESG 
issues. 

This is unlike regions such as Europe and the US, where more ESG-
focused investors are present.  

Lack of Standardisation Is a Common Challenge for Sukuk 
and ESG Debt Capital Markets 

Lack of standardisation for sukuk products is a long-standing 
challenge. Standardisation will help boost sukuk issuance volumes 

through faster processes and can potentially bring down the 
additional issuance cost associated with sukuk issuance. The main 

areas where standardisation would be advantageous include  

product and documentation, sharia interpretation, supervisors and 

regulatory framework, law and dispute resolution, and financial and 
accounting reporting.  

The Islamic finance industry is not even close to achieving 

international or regional standardisation. However, the industry  
has developed notably in certain areas. To illustrate, 20 years ago it 

would have taken months to issue a sukuk offering, whereas now it 
takes only weeks.  

This is on the back of improving Islamic finance regulatory  

frameworks in a number of countries, wider understanding and 
prevalence of sukuk as a funding and investment product, and more  

clearer issuances processes compared to two decades ago. 
However, standardisation gaps remain. 

Financial and 
Accounting Reporting 

Product and 
Documentation 

Law and Dispute 
Resolution

Supervisors & 
Regulatory Framework

Sharia

Islamic Finance Standardisation Framework
Standardisation and Harmonisation Needed for a Common Framework

Note: This framework applies locally, regionally, and internationally
Source: Fitch Ratings

 

Lack of standardisation is also an issue for ESG-linked debt 

products. There remains lack of universally accepted and 
comprehensive standards for green and sustainable products and 

the currently developed standards are still evolving, reflecting the 
market’s nascent status. 

Furthermore, there are several taxonomies operating globally – 

each one has a slightly different definition of which economic 
activities qualify as ‘green’ or aid ‘transition’. The operation of 

differing taxonomies and product labels based on these taxonomies 
could create confusion around the labelling of ‘green’ products , 

making it more difficult for investors to compare investments 
across geographies. 

For issuers, taxonomies provide a clear set of principles or 

requirements for their activities to be considered environmentally  
sustainable. Taxonomies facilitate green investment by improving  
market clarity and confidence. 

Furthermore, only few Islamic banks, Islamic asset managers, and 
takaful firms globally have adopted the sustainability frameworks  

such as the UN’s ‘Principles for Responsible Banking’ or ‘Principles  
for Responsible Investment’ till date.  

Human Capital Limitations 

Regional and local investors face a shortage of expertise and 
qualified staff in relation to ESG in many core markets, which limits 
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their ability to pursue ESG investing, according to HSBC’s 2021 

survey. There are still gaps in awareness and understanding across  
many issuers in OIC countries, but this is improving. 

Higher Reputation and Legal Risks from Greenwashing 

Credibility concerns are also a key point of contention in the ESG 

sukuk and bond space, with many citing worries over greenwashing  
– i.e. an entity giving a misleading impression about its green 
performance.  

Major oil-exporting countries, such as the GCC and Malaysia, that 
may seek to issue ESG sukuk or bond could face greater scrutiny  

from investors and may potentially face higher reputation and legal 
risks. 

More Complex Issuance and Longer Time-to-Market 

Launching sukuk is more complex in general, and could entail higher 
issuance costs and longer time-to-market than a standard bond due 

to the additional sharia governance requirements – such as 
obtaining fatwa from a sharia supervisory board.  

The presence of an ESG filter over a sukuk or bond then also 

involves extra requirements, such as the need to obtain a third-
party opinion, certification, reporting requirements, and the need 
to establish an ESG framework.  

In certain jurisdictions, such as Malaysia, the regulators cover part 
of the external review cost related to ESG products and provide tax 

incentives. However, no such systems are in place in most of the 
core Islamic finance markets in the GCC, Turkiye, Indonesia and 
Pakistan. 

Pricing Advantage Is Uncertain 

There is no evident pricing advantage of issuing green and 
sustainable sukuk yet, with pricing swinging in both directions.  

There are cases of issuers obtaining a coupon discount, known as a 
greenium, on the launch of ESG sukuk compared to a similar non-

ESG instrument by the same issuer. However, there are also cases 
of ESG sukuk issuers paying a higher coupon than a comparable  
non-ESG sukuk.  

Additionally, there are cases of ESG sukuk trading at a higher 
premium than a comparable non-ESG instrument. Fitch has also 

seen cases of non-ESG sukuk trading at a higher premium than its 
ESG equivalent. In most cases, the pricing difference between ESG 
and non-ESG sukuk is quite small. 

There are few international ESG sukuk to derive pricing conclusions  
from, with even fewer issuances that are directly comparable. Given 

the recent inception of the market, the data also need to be 
monitored over a longer period. 

While there could potentially be a greenium on issuing ESG sukuk 

and bonds, this improvement could be offset by higher issuance 
costs related to ESG-related governance and sharia-compliance.  

Green Projects Could Back Sukuk Tangibility 

Requirements  
Many recently issued international sukuk (including ESG sukuk) 

require a tangibility ratio of at least 50% in order to comply with 
Accounting and Auditing Organization for Islamic Financial 

Institutions (AAOIFI) sharia standards, with the tangibility ratio 
falling below 33% likely to trigger a put option by investors.  

These changes came about to satisfy the requirements of the UAE 

Central Bank’s Higher Shariah Authority  (HSA). A sizeable share of 
international sukuk investors, arrangers and issuers come under 

HSA’s remit and are subject to AAOIFI sharia standards. Non-
compliance could affect sukuk demand. 

As sukuk issuance is normally based on an underlying pool of assets, 

green and other eligible projects that underlie ESG sukuk can 
potentially be considered tangible assets and support the tangibility 

ratio requirements. However, the amount that can be raised 
through the issuance of ESG sukuk could be capped by the amount 
of tangible assets the obligor holds. 

In contrast, however, ESG bonds face no such structura l  
complexities and requirements, and could be easier to issue 
compared to sukuk. 

Use of Proceeds Not a Credit Rating Driver 

Fitch rates ESG sukuk – including green, sustainable, social and 
transition sukuk – using Fitch’s sukuk rating criteria. The credit 

rating of ESG sukuk is driven solely by the originator’s rating  and not 
the use of proceeds, similar to other sukuk or bonds. 

Fitch does not assess the environmental integrity, the “greenness” 

of the sukuk or its stated use of proceeds, nor does it monitor such 
aspects unless this is fundamental to the underlying  

creditworthiness. The credit ratings assigned are indifferent to any 
classification of a sukuk such as “green” or “sustainable” by either an 

issuer or a third party, such as a certification agency, or an index 
provider.  

Fitch’s ratings also do not reflect whether an issuer or sukuk is 

sharia-compliant. Fitch assesses non-compliance with sharia 
principles only if it has credit implications. 

Issuers’ rising focus on ESG factors could improve corporate  

governance and data transparency, which could support credit 
profiles. 

Recently, Fitch has begun extending its Climate Vulnerability  

Scores across all corporate sectors globally, after first introducing  
the scores in 2021 for the utilities, oil and gas, and chemicals 

sectors. This provides market participants with a consistent global 
risk framework that can be used to assess portfolio-level climate 
vulnerability and inform portfolio transition.  

The framework also lays the groundwork for Fitch to provide scores  
at an entity level. Furthermore, each issuer has their own ESG 

relevance score. We differentiate Islamic banks from their 
conventional peers in the scores. 
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