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Abstract

Sustainability and Shariah compliance share a natural affinity, and the Gulf Cooperation Council
(GCC) has become a centre for the issuance of green and sustainability-linked Sukuk that combine
the two. For an issuer, structuring sustainability into the capital stack through these instruments can
widen the investor base, lower the cost of capital through a sustainability premium, and align the
financing with strategic and regulatory priorities. This paper examines ESG-linked Sukuk and green
instruments as a financing tool for GCC issuers. Using an indicative dataset calibrated to 2026
conditions, it sets out the families of sustainable instruments, the structure that combines the Sukuk
and the sustainability features, the benefits the instruments offer, and the requirements they impose. It
develops a framework for when an issuer should use a sustainable instrument, examines the
perspective of the sustainability-focused investor, and addresses the risk of greenwashing that the
instruments must avoid. The analysis finds that sustainable Sukuk can widen the investor base and
deliver a modest pricing benefit, the greenium, while aligning the financing with strategic priorities,
but that the benefits require genuine sustainability substance and rigorous reporting to be realised
and to avoid the reputational risk of greenwashing. Three indicative case studies, a sensitivity
analysis, an international comparison and an implementation roadmap support the analysis, which is
intended for GCC issuers considering sustainable financing.

Keywords: ESG, green bonds, greenium, GCC, sustainability, sustainability-linked, Sukuk, transition
finance

1. Introduction

Sustainability and Shariah compliance share a natural affinity, both concerned with the ethical
and responsible deployment of capital, and the GCC has become a centre for the issuance of
green and sustainability-linked Sukuk that combine the two. For a GCC issuer, these instruments
offer a way to structure sustainability into the capital stack, financing eligible projects or linking
the financing to sustainability targets, and in doing so to access a growing pool of sustainability-
focused capital, to benefit from a sustainability pricing premium, and to align the financing with
strategic and regulatory priorities. This paper examines these instruments as a financing tool for
GCC issuers.

The growth of sustainable finance globally, and the region strategic embrace of sustainability
through its national strategies and its hosting of major climate events, has made sustainable
Sukuk a significant and growing segment of the regional capital market. An issuer in the region
increasingly has the option to issue a green or sustainability-linked instrument alongside, or
instead of, a conventional one, and understanding when and how to do so, and what benefits and
requirements it entails, is increasingly important for issuers and their advisers.
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The central argument is that sustainable Sukuk can widen the investor base and deliver a modest
pricing benefit while aligning the financing with strategic priorities, but that these benefits require
genuine sustainability substance and rigorous reporting to be realised and to avoid the
reputational risk of greenwashing. An issuer with genuine eligible projects or credible
sustainability targets, willing to commit to the reporting and verification the instruments require,
can capture the benefits; an issuer that lacks the substance or the commitment risks the
reputational damage of greenwashing, which can outweigh the benefits. The paper develops the
framework for using these instruments well.

The figures used throughout are indicative, calibrated to observable GCC conditions in early
2026 but not drawn from any specific transaction. The paper proceeds from the families of
sustainable instruments (Section 2), through their structure (Section 3), their benefits (Section 4),
the greenium (Section 5), the requirements and the greenwashing risk (Section 6), the issuer
framework (Section 7), the investor perspective (Section 8), GCC-specific considerations
(Section 9), three case studies (Section 10), sensitivity analysis (Section 11), an international
comparison (Section 12), common errors (Section 13), an implementation roadmap (Section 14),
a strategic perspective (Section 15), a conclusion (Section 16) and limitations (Section 17).

2. The Families of Sustainable Instruments

Sustainable instruments come in several families, illustrated in Figure 1, distinguished by how
they connect the financing to sustainability. Green Sukuk finance specific eligible green projects,
with the proceeds ring-fenced for projects such as renewable energy or green buildings.
Sustainability Sukuk finance a broader set of environmental and social projects. Sustainability-
linked instruments, by contrast, do not ring-fence the proceeds but link the financing terms,
typically the profit rate, to the issuer achievement of sustainability targets, with a step-up if the
targets are missed.

Figure 1. Families of Sustainable Instruments
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Indicative families of sustainable Sukuk and instruments. Not transaction-specific.
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Transition Sukuk finance the transition of carbon-intensive activities toward lower-carbon
operations, serving issuers in sectors that are not yet green but are credibly transitioning. Social
Sukuk finance social projects such as affordable housing, healthcare or education. Each family
connects the financing to sustainability in a different way, and the choice among them depends on
the issuer activities and objectives: an issuer with eligible green projects uses a green Sukuk, one
with sustainability targets across its business uses a sustainability-linked instrument, and one
transitioning a carbon-intensive activity uses a transition Sukuk.

The distinction between use-of-proceeds instruments, which ring-fence the proceeds for eligible
projects, and sustainability-linked instruments, which link the terms to targets without ring-
fencing, is fundamental. The use-of-proceeds instruments suit an issuer with specific eligible
projects to finance, while the sustainability-linked instruments suit an issuer that wishes to
commit to sustainability targets across its business without ring-fencing the proceeds to specific
projects. An issuer chooses the family that fits its activities and objectives, and the choice shapes
the structure, the requirements and the benefits of the instrument.

3. The Structure of ESG-Linked Sukuk

An ESG-linked Sukuk combines the Sukuk structure with the sustainability features, illustrated in
Figure 2. The Sukuk structure, based on an Ijara, Wakala or similar arrangement, provides the
Shariah-compliant foundation, with its asset base, its profit rate, and its Shariah board approval.
The sustainability features are layered on top: for a use-of-proceeds instrument, the allocation of
the proceeds to eligible projects, the reporting on that allocation, and a second-party opinion
confirming the green credentials; for a sustainability-linked instrument, the key performance
indicators and targets, the coupon step-up or step-down linked to them, and the verification of the

performance.
Figure 2. ESG-Linked Sukuk Structure
ESG-Linked Sukuk Structure (lllustrative)
Use-of-proceedsGreen / eligible projects Reporting & allocation Second-party opinion
Sukuk structureljara / Wakala asset base Profit rate Shariah board approval
Sustainability link KPIs & targets Coupon step-up / down Verification
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Indicative structure combining the Sukuk and the sustainability features. Not transaction-specific.

The combination of the Sukuk and the sustainability features is the distinctive structure of the
ESG-linked Sukuk, and it requires both the Shariah structuring and the sustainability structuring.
The Shariah structuring ensures the instrument is compliant, with the asset base and the structure
satisfying the Shariah requirements; the sustainability structuring ensures the instrument is
credibly sustainable, with the eligible projects, the targets, the reporting and the verification
satisfying the sustainability requirements. The two structurings together create the ESG-linked
Sukuk, and both must be done well for the instrument to satisfy both the compliant and the
sustainability-focused investors.

The structuring imposes requirements that a conventional Sukuk does not, principally the
sustainability framework, the second-party opinion or verification, and the ongoing reporting.
These add cost and effort to the issuance, but they are what make the instrument credibly
sustainable and what allow it to access the sustainability-focused capital and the greenium. An
issuer must be willing to commit to these requirements, the framework, the verification, the
reporting, to issue a credible sustainable instrument, and the commitment is part of the
structuring. The structure, combining the compliant and the sustainable, with the requirements it
imposes, is more involved than a conventional Sukuk, which is the price of the benefits it offers.

4. The Benefits

Sustainable Sukuk offer several benefits to an issuer, illustrated in Figure 3. The foremost is a
wider investor base: the instruments access the large and growing pool of sustainability-focused
investors, including dedicated ESG funds and investors with sustainability mandates, that a
conventional instrument cannot reach. This wider investor base can support a larger or more
easily-placed issuance, and it is a principal benefit, particularly as the pool of sustainability-
focused capital grows. The instruments reach both the sustainability-focused and the conventional
investors, giving them the widest reach.

Figure 3. Benefits of Sustainable Sukuk (Indicative Weights)
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The second benefit is a pricing benefit, the greenium, the modest reduction in the cost of capital
that sustainable instruments can achieve relative to conventional ones, examined in the next
section. The third is strategic signalling: issuing a sustainable instrument signals the issuer
commitment to sustainability, which can enhance its reputation, its relationships, and its standing
with stakeholders increasingly focused on sustainability. The fourth is regulatory alignment, as
the instruments align the financing with the increasing regulatory and policy focus on
sustainability. The fifth is the reporting benefit, as the instruments require the issuer to measure
and report its sustainability, which can drive genuine improvement.

The benefits combine to make sustainable instruments attractive for an issuer with genuine
sustainability substance. The wider investor base and the greenium improve the financing; the
strategic signalling and the regulatory alignment enhance the issuer standing; and the reporting
drives genuine improvement. For an issuer with eligible projects or credible targets, willing to
commit to the requirements, these benefits can outweigh the additional cost and effort of the
sustainable structure, making the sustainable instrument the better choice. The benefits are real,
but, as the next sections explore, they require genuine substance and rigorous reporting to be
realised and to avoid the greenwashing risk.

5. The Greenium

The greenium, the pricing benefit of sustainable instruments, is the reduction in the cost of capital
that an issuer can achieve by issuing a sustainable rather than a conventional instrument,
illustrated in Figure 4. The greenium arises because the strong demand from sustainability-
focused investors, seeking the limited supply of sustainable instruments, bids up their price and
reduces their yield relative to conventional instruments. The greenium is typically modest, a
handful of basis points, but it is a genuine pricing benefit that reduces the issuer cost of capital.

Figure 4. Indicative Greenium: Conventional versus ESG-Linked Spreads
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ESG-linked instruments price modestly inside conventional ones. Not a forecast.

The size of the greenium varies with the strength of the sustainability demand, the credibility of
the instrument, and the supply of comparable instruments. A credible instrument from a strong
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issuer, in a period of strong sustainability demand and limited supply, achieves the largest
greenium; a less credible instrument, in a period of weaker demand or greater supply, achieves
less. The greenium is therefore not fixed but varies with the market, and an issuer should not
over-estimate it, but it is a genuine, if modest, benefit that adds to the case for a sustainable
instrument.

The greenium, while modest, combines with the wider investor base to improve the financing
meaningfully. The wider investor base supports the placement and may itself contribute to the
greenium through the strong demand, and the greenium reduces the cost. Together, the wider
base and the greenium can make the sustainable instrument both easier to place and cheaper than
a conventional one, which, combined with the strategic and regulatory benefits, makes a
compelling case for an issuer with genuine substance. The greenium alone may not justify the
additional cost of the sustainable structure, but combined with the other benefits it contributes to
a compelling overall case.

6. Requirements and the Greenwashing Risk

The benefits of sustainable instruments come with requirements that the issuer must meet, and a
central risk, greenwashing, that it must avoid. The requirements include a credible sustainability
framework, defining the eligible projects or the targets; a second-party opinion or verification,
confirming the green credentials or the target ambition; and ongoing reporting, on the allocation
of the proceeds or the achievement of the targets. These requirements impose cost and effort, and
they require genuine substance, eligible projects or credible targets, to be met credibly.

The central risk is greenwashing, the risk that an instrument is presented as sustainable without
genuine substance, which can cause serious reputational damage if exposed. An issuer that labels
an instrument green without genuine eligible projects, or sets sustainability targets that are
unambitious or already met, risks being accused of greenwashing, which can damage its
reputation, its relationships with sustainability-focused investors, and its standing more broadly.
The greenwashing risk is significant, and it can outweigh the benefits of the instrument if the
issuer lacks genuine substance, which is why the substance and the rigorous reporting are
essential.

Avoiding greenwashing requires genuine substance and rigorous, transparent reporting. The
issuer must have genuine eligible projects or credible, ambitious targets, must obtain credible
verification, and must report transparently on its performance, so that the instrument
sustainability claims are substantiated and verifiable. An issuer that does this credibly captures
the benefits and avoids the greenwashing risk; an issuer that cuts corners on the substance or the
reporting risks the reputational damage of greenwashing, which can be severe. The requirements
and the greenwashing risk mean that sustainable instruments are for issuers with genuine
substance and a commitment to rigorous reporting, not for those seeking a sustainability label
without the substance.

7. The Issuer Framework

The framework for an issuer considering a sustainable instrument is to assess whether it has the
genuine substance, eligible projects or credible targets, and the commitment to the requirements,
and to choose the family of instrument that fits its activities. An issuer with specific eligible green
projects to finance uses a green or sustainability Sukuk; an issuer that wishes to commit to
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sustainability targets across its business uses a sustainability-linked instrument; an issuer
transitioning a carbon-intensive activity uses a transition Sukuk. The framework matches the
instrument to the issuer substance and objectives.

The framework requires the issuer to assess its genuine substance honestly, because the substance
is what makes the instrument credible and avoids the greenwashing risk. An issuer with genuine
eligible projects or credible, ambitious targets has the substance to issue a credible instrument; an
issuer without it does not, and should not issue a sustainable instrument that it cannot credibly
support. The honest assessment of the substance is the foundation of the framework, and an issuer
that lacks the substance should either develop it before issuing a sustainable instrument or issue a
conventional one, rather than risk greenwashing.

The framework also weighs the benefits against the costs and the requirements. The benefits, the
wider investor base, the greenium, the strategic and regulatory alignment, must be weighed
against the additional cost and effort of the sustainable structure, the framework, the verification,
the reporting, and the commitment they require. For an issuer with genuine substance and a
strategic interest in sustainability, the benefits typically outweigh the costs, making the
sustainable instrument the better choice; for an issuer without the substance or the strategic
interest, the costs may outweigh the benefits. The framework guides the issuer to the right choice
based on its substance, its objectives, and the balance of benefits and costs.

8. The Investor Perspective

Sustainable instruments are bought by both sustainability-focused and conventional investors,
and understanding the sustainability-focused investor perspective is essential. The sustainability-
focused investor seeks instruments that genuinely contribute to sustainability and that satisfy its
sustainability mandate, and it assesses the credibility of the instrument sustainability claims, the
eligible projects or the targets, the verification, and the reporting. It values genuine substance and
rigorous reporting, and it is wary of greenwashing, which would breach its mandate and damage
its credibility.

The sustainability-focused investor demand is what creates the wider investor base and the
greenium, and its requirements are what impose the substance and reporting requirements on the
issuer. The investor seeks to satisfy its mandate by investing in genuinely sustainable
instruments, and it scrutinises the credibility of the instruments to ensure they qualify, rewarding
credible instruments with its demand and the greenium and avoiding those it suspects of
greenwashing. The issuer that satisfies the investor requirements, with genuine substance and
rigorous reporting, captures the demand and the greenium; the issuer that does not is avoided.

Understanding the investor perspective tells the issuer how to issue a credible, attractive
instrument. It should provide genuine substance, credible verification, and rigorous, transparent
reporting, to satisfy the sustainability-focused investor and capture its demand and the greenium.
An issuer that does this credibly accesses the growing pool of sustainability-focused capital on
attractive terms; an issuer that fails to satisfy the investor requirements, through weak substance
or poor reporting, fails to access the capital or risks the greenwashing accusation. The investor
perspective disciplines the issuer toward genuine substance and rigorous reporting, which is what
makes the instrument credible and attractive.

Chennakeshav Adya | ESG-Linked Sukuk and Green Instruments | 2026



9. Considerations Specific to the GCC

The GCC is well-positioned in sustainable Sukuk, combining its leadership in Sukuk with the
growing regional and global focus on sustainability. The region has the deep Sukuk market and
the compliant capital base, and it has embraced sustainability through its national strategies, its
renewable energy investments, and its hosting of major climate events, creating both the demand
for and the supply of sustainable Sukuk. The combination of the region Sukuk leadership and its
sustainability focus makes it a natural centre for sustainable Sukuk, and a regional issuer can
access a developing market for these instruments.

The natural affinity between Shariah compliance and sustainability strengthens the regional
position. Both are concerned with the ethical and responsible deployment of capital, avoiding
harm and promoting benefit, and a sustainable Sukuk combines the two, appealing to both the
compliant and the sustainability-focused investors. This affinity means that the sustainable Sukuk
is a particularly natural instrument in the region, combining two ethical frameworks that align,
and it broadens the appeal of the instrument to investors who value either or both. The affinity
between compliance and sustainability is a distinctive strength of the regional sustainable Sukuk
market.

The region renewable energy and sustainability investments provide the eligible projects that
green and sustainability Sukuk finance. The region substantial investments in solar and other
renewable energy, in green buildings, and in sustainability initiatives create the eligible projects
that use-of-proceeds instruments can finance, giving regional issuers genuine substance for their
sustainable Sukuk. A regional issuer financing a renewable energy project or a green building has
genuine eligible projects, and it can issue a credible green Sukuk to finance them, accessing the
sustainability-focused capital and the greenium. The region sustainability investments provide the
substance that underpins its sustainable Sukuk.

10. Indicative Case Studies

Three indicative cases show sustainable Sukuk in action. The figures are synthetic and
constructed for analytical clarity, not drawn from any specific transaction.

10.1 Case A: green real estate Sukuk

Case A is a developer financing a portfolio of green-certified buildings, which issues a green
Sukuk with the proceeds ring-fenced for the green buildings, a second-party opinion confirming
the green credentials, and reporting on the allocation. The instrument accesses the sustainability-
focused investors and achieves a modest greenium, financing the green buildings at a slightly
lower cost than a conventional Sukuk while signalling the developer sustainability commitment.
The case illustrates a use-of-proceeds green Sukuk financing genuine eligible projects.

10.2 Case B: sustainability-linked corporate Sukuk

Case B is a corporate that commits to sustainability targets across its business, which issues a
sustainability-linked Sukuk with the profit rate linked to its achievement of the targets, stepping
up if they are missed. The instrument does not ring-fence the proceeds but commits the corporate
to the targets, accessing the sustainability-focused investors and aligning the financing with the
corporate sustainability strategy. The case illustrates a sustainability-linked instrument
committing the issuer to targets across its business.
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10.3 Case C: transition Sukuk

Case C is an issuer in a carbon-intensive sector that is credibly transitioning toward lower-carbon
operations, which issues a transition Sukuk to finance its transition, with the credibility of the
transition plan central to the instrument. The instrument finances the issuer transition, accessing
investors that support credible transition, while the rigorous transition plan and reporting avoid
the greenwashing risk that a less credible transition claim would carry. The case illustrates a
transition Sukuk financing a credible transition in a carbon-intensive sector.

Figure 5. Greenium and Investor Uplift by Case
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Figure 5 compares the three cases on the greenium and the investor uplift. Each achieves a
modest greenium and a meaningful uplift in the investor base, with the green real estate Sukuk
achieving the most, reflecting its clear, certified green credentials, and the transition Sukuk the
least, reflecting the greater scrutiny of transition claims. The comparison illustrates that the
benefits are real but modest and vary with the credibility and clarity of the sustainability
substance, with the clearest, most credible instruments achieving the most.

11. Sensitivity and Scenario Analysis

A tornado analysis identifies the variables that most influence the net benefit of a sustainable
instrument over a conventional one. Figure 6 presents the result.
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Figure 6. Sensitivity of Net Benefit to Key Variables
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The analysis shows that the greenium and the issuer rating dominate the net benefit, with the KPI
ambition, the reporting cost and the investor demand also significant. The prominence of the
greenium reflects that the pricing benefit is a principal, if modest, component of the net benefit,
and it varies with the market demand and the instrument credibility. The issuer rating matters
because it affects the spread and the greenium. The reporting cost matters because it is the
principal additional cost of the sustainable structure. The sensitivity confirms that the net benefit,
while positive for a credible issuer, is modest and varies with the market and the instrument.

Table 2. Scenario Matrix for Net Benefit

Scenario Greenium Investor demand Net benefit ‘
Strong High Strong Clearly positive
Base Moderate Solid Positive
Weak Low Weak Marginal
Costly Low Weak, high reporting Neutral

cost

Indicative scenarios. Not a forecast.

The scenario matrix shows that the net benefit, while positive in strong and base scenarios, is
modest and can be neutral if the greenium and demand are weak and the reporting cost high. This
underlines that the financial case for a sustainable instrument, the greenium net of the reporting
cost, is modest, and that the broader benefits, the strategic signalling, the regulatory alignment,
and the genuine sustainability improvement, are often as important as the financial case. An
issuer should value a sustainable instrument for the combination of its modest financial benefit
and its broader strategic and sustainability benefits, rather than for the financial benefit alone.
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12. International Comparison

Sustainable finance is a large, mature and rapidly growing global market, with green bonds,
sustainability-linked bonds and other sustainable instruments issued in vast quantities and well-
established standards, principles and verification frameworks. The sustainable Sukuk market is a
growing part of this global market, combining the global sustainable-finance frameworks with the
Sukuk structure, and the GCC is a leading centre for it. The global market provides the standards
and the investor base that the regional sustainable Sukuk market draws on.

The international experience offers lessons for the regional market. It shows that the greenium is
real but modest, that the broader strategic and reputational benefits are significant, and that the
greenwashing risk is serious and growing, as investors, regulators and the public scrutinise
sustainability claims more rigorously. It also shows that the standards and the scrutiny are
tightening, raising the bar for genuine substance and rigorous reporting, which means that an
issuer must increasingly demonstrate genuine sustainability to capture the benefits and avoid the
greenwashing risk. The regional market, drawing on the global standards and investor base, must
meet this rising bar, which favours issuers with genuine substance and rigorous reporting.

13. Common Errors and How to Avoid Them

A recognisable set of errors recurs in sustainable Sukuk.

e Greenwashing. Issuing a sustainable instrument without genuine substance risks
greenwashing and reputational damage. The remedy is to ensure genuine eligible projects or
credible targets.

e Over-estimating the greenium. Over-estimating the greenium and issuing for the financial
benefit alone leads to disappointment, as the greenium is modest. The remedy is to value the
broader benefits, not the greenium alone.

e Weak reporting. Under-investing in the reporting and verification undermines the instrument
credibility. The remedy is to commit to rigorous, transparent reporting.

e Unambitious targets. Setting unambitious targets that are easily met or already achieved
invites the greenwashing accusation. The remedy is to set genuinely ambitious targets.

Each of these errors is avoidable through the disciplined approach the framework encourages:
ensure genuine substance, value the broader benefits, commit to rigorous reporting, and set
ambitious targets. The issuer that does so captures the benefits and avoids the greenwashing risk,
while the one that does not risks the reputational damage of greenwashing or the disappointment
of over-estimated benefits.

14. Implementation Roadmap

1. Assess the issuer genuine sustainability substance, its eligible projects or credible targets,
honestly, as the foundation of a credible instrument.

2. Choose the family of instrument, green, sustainability, sustainability-linked, transition or
social, that fits the issuer activities and objectives.

3. Develop a credible sustainability framework, obtain a second-party opinion or verification,
and commit to rigorous, transparent reporting.

4. Set genuinely ambitious targets for a sustainability-linked instrument, or ring-fence the
proceeds for genuine eligible projects for a use-of-proceeds instrument.
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5. Structure the Sukuk and the sustainability features together, ensuring both the Shariah
compliance and the sustainability credibility.

6. Value the instrument for the combination of its modest greenium and its broader strategic,
regulatory and sustainability benefits.

7. Report transparently and rigorously throughout the instrument life, to maintain its credibility
and avoid the greenwashing risk.

15. Strategic Perspective: Aligning Capital with Strategy

Sustainable Sukuk allow an issuer to align its capital with its sustainability strategy and the
region strategic priorities, financing its sustainability commitments through instruments that
reinforce them. For an issuer with a genuine sustainability strategy, the sustainable Sukuk is not
merely a financing instrument but a tool that aligns its financing with its strategy, signals its
commitment, and drives genuine improvement through the reporting it requires. This alignment
of capital with strategy is the deeper strategic value of the instruments, beyond their modest
financial benefit.

For the region, the growth of sustainable Sukuk aligns its capital markets with its strategic
sustainability priorities, channelling capital toward the renewable energy, green building and
sustainability investments that the region strategies prioritise. The combination of the region
Sukuk leadership and its sustainability focus positions it to lead the sustainable Sukuk market,
channelling both regional and global capital toward its sustainability priorities. The development
of the sustainable Sukuk market is therefore aligned with the region strategic interest, and
supporting it serves both the issuers and the region.

The broader strategic point is that the alignment of capital with sustainability is becoming a
strategic imperative as sustainability becomes central to the priorities of investors, regulators and
societies, and the sustainable Sukuk is a key instrument for it in the region. An issuer that aligns
its capital with sustainability through these instruments positions itself well for a future in which
sustainability is increasingly central, while an issuer that ignores sustainability risks being left
behind. The sustainable Sukuk, by aligning the issuer capital with the strategic sustainability
priorities, is a tool for positioning well in this future, and the issuer that uses it well, with genuine
substance, captures both its benefits and its strategic value.

16. Conclusion

Sustainable Sukuk combine Shariah compliance and sustainability, two frameworks with a
natural affinity, and they offer GCC issuers a way to structure sustainability into the capital stack.
This paper has argued that the instruments can widen the investor base and deliver a modest
pricing benefit, the greenium, while aligning the financing with strategic and regulatory priorities,
but that these benefits require genuine sustainability substance and rigorous reporting to be
realised and to avoid the reputational risk of greenwashing. An issuer with genuine eligible
projects or credible targets, committed to the requirements, can capture the benefits; one without
the substance risks greenwashing.

The deeper value of the instruments is in aligning the issuer capital with its sustainability strategy
and the region strategic priorities, channelling capital toward sustainability and signalling and
reinforcing the issuer commitment. The region, combining its Sukuk leadership with its
sustainability focus, is well-positioned to lead the sustainable Sukuk market, and the affinity
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between compliance and sustainability strengthens its position. For an issuer with genuine
substance, the sustainable Sukuk offers a modest financial benefit and a significant strategic one,
and the frameworks in this paper are intended to help issuers use the instruments well, capturing
the benefits while avoiding the greenwashing risk.

17. Limitations and Directions for Further Research

This paper is framework-oriented and relies on indicative data, and its conclusions are directional
rather than precise. The greenium and benefit figures are calibrated to observable conditions but
are not empirical estimates, and the greenium in particular is modest and variable. The
sustainability standards and the scrutiny are evolving rapidly.

Several extensions would strengthen the analysis. An empirical study of the greenium in GCC
sustainable Sukuk would replace the indicative figures with data. An analysis of the evolving
sustainability standards and their application to Sukuk would sharpen the requirements
discussion. And a study of greenwashing incidents and their consequences would illuminate the
central risk. Each is a natural subject for a later paper in this series.

Appendix A. Base Case Assumptions

Table 3. Base Case Assumptions

Parameter Value Parameter Value

Greenium ~5-10 bps Investor uplift ~12-20%
Instrument families Green, SL, Verification Second-party
transition, social opinion
Reporting Ongoing, Greenwashing risk Significant
transparent
Affinity Compliance + Currency AED/
sustainability regional
Region position Leading Substance Essential
Standards Tightening Targets Must be
ambitious

Indicative parameters used to generate the figures and case studies. Not transaction-specific.

Appendix B. Glossary of Terms

Table 4. Glossary of Key Terms

Term Definition ‘
Green Sukuk A Sukuk financing eligible green projects.
Sustainability-linked An instrument with terms linked to sustainability targets.
Transition Sukuk A Sukuk financing a transition to lower-carbon operations.
Greenium The pricing benefit of a sustainable instrument.
Use-of-proceeds An instrument ring-fencing proceeds for eligible projects.
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Second-party opinion An external confirmation of green credentials.

KPI A key performance indicator for a sustainability target.
Greenwashing Presenting an instrument as sustainable without substance.
Eligible projects Projects qualifying for green or sustainability financing.
Verification Independent confirmation of sustainability performance.

Definitions provided for reference.
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