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the development of the Green Agri- banking system can serve as a model for

Tech program to facilitate the transi-  ethical and sustainable growth globally.
tion into sustainable agriculture prac-

tices and build resilience in climate Written by: Nasher Fayez
change for smallholder farmers in Senior Officer of Capital and Financial
Malaysia. accounts

Conclusion Department of Monetary Policy

Looking ahead, the principles of Islamic
banking hold immense promise for a world
grappling with inequality and environmental
degradation. As its reach extends beyond
Muslim-majority countries, the Islamic
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g This growth is not just confined to Muslim
majority countries, but is also expanding to
non-Muslim nations. The growth of Islamic
finance is driven by its unique features that
comply with Islamic law and are based on the
principles of risk and profit-sharing. It is eq-
uity-based, asset-backed, ethical, sustainable,
environmentally and socially responsible fi-
nance. It promotes risk sharing, connects the
financial sector with the real economy, and
emphasizes financial inclusion and social wel-
fare. The Gulf Cooperation Council (GCC)
countries, notably Saudi Arabia and Kuwait,
have largely fueled this performance. How-
ever, there has been a surge of interest in Is-
lamic finance from non-Muslim countries
such as the UK, Luxembourg, South Africa,
and Hong Kong. For instance, in 2014, the UK
issued its first sovereign Sukuk, raising £200
million, a clear sign of growing demand for
Islamic finance in non-Muslim regions. Simi-
larly, in 2021, Indonesia issued its first "Green
Sukuk," raising $750 million to fund environ-
mentally sustainable projects, demonstrating
how Islamic finance aligns with global green
finance initiatives and appeals to ethical inves-
tors worldwide.
Sustainable Projects Funded by Islamic
Banking Worldwide
Islamic banking has funded numerous suc-
cessful projects across various sectors and re-
gions. Here are some examples:
. Islamic Development Bank
(IDB) in Africa: The IDB has ad-

vanced financing to African countries

YA

to the tune of $65 billion, including
about $20 billion for trade-financing
activities. Some of the projects fi-
nanced by IDB include the upgrading
of roads in Uganda, the Watershed
Water Resources Mobilization Project
in Senegal, the Hydro Agricultural
Development Project in Cote d’Ivoire,
the provision of maternal and neona-
tal healthcare services in Mauritania,
and the development of technical and
vocational education in Guinea.
IDB’s New Development
Projects: In December 2021, the
IDB approved US$ 1.6 billion to fi-
nance 24 new development projects
in 19 member countries located in
Asia, Africa, and Europe. Some of the
projects include the “Development of
the Trans South-South Java Road
(Phase-II) Project” in Indonesia, the
“Mohmand Dam and Hydropower
Project” in Pakistan, and the
“Irrigation Schemes Development in
Unyama, Namulu and Sipi Regions”
in Uganda.

Infrastructure Projects in
Malaysia: Variations on Islamic fi-
nance structures have been used in
more than 12 major private infra-
structure projects in Malaysia, includ-
ing the Kuala Lumpur Light Rail sys-
tem.

Green AgriTech Program in
Malaysia: Bank Negara Malaysia led




(Qard
Hasan): Islamic banks provide Qard

Interest-Free Loans
Hasan, or benevolent loans, which
are interest free loans intended to
help those in need. Unlike conven-
tional loans, these do not impose a
financial burden on the borrower,
making them a viable option for low-
income individuals and businesses.
Supporting Community
Development Projects: Islamic
banks often invest in community de-
velopment projects, such as infra-
structure development, education,
healthcare, and microfinance initia-
tives. These projects can have a trans-
formative impact on communities,
particularly those in underprivileged
areas, by improving living conditions,
creating job opportunities, and boost-
ing local economies.

Providing Access to Financial
Services: Islamic banking, with its
emphasis on financial inclusion,
strives to provide access to financial
services for marginalized populations.
This includes not only the provision
of interest-free loans but also other
financial products and services that
comply with Islamic law, such as sav-
ings accounts, investment accounts,
and insurance. By doing so, Islamic
banks can help integrate these popu-
lations into the mainstream economy,
economic

promoting inclusive

growth.

Potential Opportunities and Global

Expansion

Economic Growth and Stability:
The asset-backed and risk-sharing
features of Islamic banking have at-
tracted interest globally, even in non-
Muslim countries. For example, the
United Kingdom's issuance of a sov-
ereign Sukuk in 2014 highlighted the
growing demand for  Sharia-
compliant financial products in West-
ern markets. As Islamic banking ex-
pands, it offers a viable alternative to
regions seeking stability, such as Af-
rica, where underbanked populations
can benefit from its principles. Addi-
tionally, Islamic finance promotes
risk-sharing between all parties in a
transaction. This collaborative ap-
proach significantly strengthens eco-
nomic stability. In contrast to con-
ventional finance, where the risk is
borne solely by the borrower, Islamic
banking distributes the risk between
the financier and the entrepreneur.
This risk-sharing principle not only
promotes fairness but also incentiv-
izes prudent investment and business

practices.

Global Surge in Islamic Banking

at an annual rate of 10-12%.

The Islamic finance industry has been growing

It reached

US$2.88 trillion in assets in 2019 and is ex-

pected to increase to US$3.69 trillion by 2024.
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vestments and harmful industries,
Islamic banking ensures that its fi-
nancial activities are not only ethical
but also contribute to long term eco-
nomic stability and resilience.

Risk-Sharing Mechanism: Consider-
ing the importance of economic sus-
tainability, Islamic banking promotes
risk-sharing arrangements such as
Mudarabah
Musharakah (partnership). In these

(profit-sharing)  and

arrangements, the financier and the
entrepreneur share the business risk
and the profits or losses of the ven-
ture. This is in contrast with conven-
tional finance where the financier is
assured of a predetermined interest
rate regardless of the performance of
the business. This risk-sharing ap-
proach encourages investment in pro-
ductive enterprises, leading to in-
creased output and job creation.

Financial Inclusion and Support
for SMEs: Beyond risk-sharing, Is-
lamic banking also champions finan-
cial inclusion, a critical aspect of fos-
growth.
banking can contribute to financial

tering equitable Islamic
inclusion and support small and me-
dium sized enterprises (SMEs). This
is because the principles of Islamic
finance require that transactions be
backed by tangible assets, which can
be beneficial for SMEs that may not

have access to traditional forms of

credit.

Link to Real Economy: Islamic
banking is inherently connected to
the real economy because its transac-
tions are directly tied to tangible as-
sets or real economic activities. In Is-
lamic finance, every financial transac-
tion must correspond to a real-world
transaction in the economy. This
characteristic not only minimizes the
risk of speculative bubbles, which are
more common in conventional bank-
ing, but also ensures that the growth
of the financial sector remains
aligned with the broader growth of

the real economy.

Social Sustainability

Islamic banking institutions indeed play a piv-

otal role in enhancing social sustainability and

social welfare, primarily through initiatives

such as Zakat and interest-free loans.

Zakat (Charitable Giving): Zakat,
one of the Five Pillars of Islam, is a
form of almsgiving to the needy and
is obligatory for all eligible Muslims.
Additionally, Islamic banks often
have dedicated departments to man-
age Zakat funds, ensuring they are
distributed to eligible recipients such
as the poor, the needy, and those
struggling with debt. This systematic
approach to charitable giving not only
helps alleviate poverty but also fos-
ters a sense of community and mu-
tual support.




The Role of Islamic Banking in

Sustainable Development

In today's rapidly evolving financial landscape,
Islamic banking has emerged as a key player.
Adhering to Sharia principles, it presents an
ethical alternative to conventional banking.
With sustainability at the forefront of global
concerns, Islamic banking offers a system
rooted in fairness, risk-sharing, and inclusiv-
ity. This unique framework places Islamic fi-
nance at the heart of efforts to address press-
ing issues such as economic inequality and en-
vironmental degradation.

Economic Sustainability

Considering economic sustainability, Islamic

banking, with its distinct principles and meth-
ods, plays a significant role in fostering eco-
nomic sustainability and growth.
. Ethical
Practices: Islamic banking operates

Business

on a set of ethical guidelines derived
from Islamic law or Sharia. These
guidelines prohibit activities such as
usury (charging interest) and invest-
ing in businesses that are considered
haram or forbidden, such as those re-
lated to alcohol, pork, gambling, or
weapons. By avoiding speculative in-
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