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T'he central idea of sustainability in the modern world is intricate and ever-changing.
Closely related to the realm of finance and socioeconomic discussion, the phrase
“sustainable impact finance™ has become increasingly popular among bankers,
practitioners, financial analysts, investors and the relevant experts seeking
an impactful connection between the best financing mechanisms or tools and
sustainable development related investments or projects.

This book opens up the discussion by offering a Shari’ah-compliance perspective.
It is a primer on how Islam addresses and offers solutions to the challenges facing us
within the spirit of maqasid al-Shari’ah, among others, in tackling poverty, food
supply, health and well-being, quality education, reducing inequalities, responsible
consumption and production and climate action. It discusses the connection between
Islamic sustainable finance and the Sustainable Development Goals (SDGs) and
explains the strategic action-plan of Islamic banks towards achieving Islamic sustainable
finance.

The book considers the relevant policies and regulations, evaluating the role of
regulators, discussing jurisprudential solutions and focusing on the role of Islamic
banking standards in relation to Islamic sustainable finance. Further, it explores the
issue of risk mitigation and the effective role of Takaful. It presents a practical case
study from the banking industry in Malaysia, which evaluates the carbon footprint
of bank loans and climate change risk mitigation. Finally, it highlights sustainable
finance innovations in an Islamic concept.

The book will appeal to advanced students, researchers and scholars of Islamic
banking and finance, as well as those concerned with environmental social governance
and Sustainable Development Goals research. Regulators, policy makers and
Shari’ah-compliant practitioners will also find it to be a useful guide.
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Preface

The central idea of sustainability in the modern world is intricate and ever-chang-
ing. Closely related to the realm of finance and socioeconomic discussion, the
phrase “sustainable impact finance” becomes popular with the increasing interests
among bankers, practitioners, market players, financial analysts, investors and their
relevant experts in finding the impactful connectivity between the best financing
mechanisms or tools with sustainable development related investments or projects.
In 2021, the World Bank follows the wise footsteps of the European Commission
in connecting sustainable impact finance with investment decisions that prioritize
three important components, which are environmental, social and governance, or
ESG. While such priority is placed, the aim to have investments or businesses for
sustainable economic activities may hopefully be achieved in the long run. On the
flip side of the same coin, Shari’ah introduces to the world with a unique perspec-
tive on matters relating to sustainable development. Through tremendous growth
of Islamic banking and finance globally, and with significant importance of Islamic
social finance’s tools in the modern society, sustainable impact finance should also
be viewed from Shari’ah-compliance nature which agreeably able to contribute
more to the progress of ESG and ethical investments. By having such view, the
sharing as provided in this book attempts to contribute Shari’ah-compliance per-
spective on sustainable impact finance which continues to progress across borders.
This book titled Islamic Sustainable Finance: Policy, Risk and Regulation is or-
ganized into four crucial parts with 18 important chapters while having a specific
introduction and index at the end.

Part I focuses on the overview of Islamic sustainable finance. Under this part,
the chapters are divided into seven important chapters. Chapter 1 provides the dis-
cussion relating to Islamic sustainable finance paradigm. Chapter 2 discusses about
Islamic sustainable finance and its connection towards Sustainable Development
Goals (SDGs). Chapter 3 evaluates the essentiality of ESG in Islamic sustaina-
ble finance. Chapter 4 explains the strategic action-plan of Islamic banks towards
achieving Islamic sustainable finance. Chapter 5 analyses the existence of SDGs
and value-based intermediation (VBI) from the perspective of Islamic finance.
Chapter 6 explores on how VBI facilitates Islamic sustainable finance. Meanwhile,
Chapter 7 looks closely at the components of ESG, derivatives and Islamic finan-
cial sustainability.
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xx Preface

Part 11 concerns with Islamic sustainable finance from the aspects of policies
and regulations which stands out with three chapters. Chapter 8 evaluates the role
of regulators in relation to Islamic sustainable finance. Chapter 9 discusses the
jurisprudential solutions in relation to Islamic sustainable finance. Subsequently,
Chapter 10 focuses on the role of Islamic banking standards in relation to Islamic
sustainable finance.

Part 111 discusses about Islamic sustainable finance and risk mitigation. This
part has two chapters. Chapter 11 presents the risk mitigation of sustainable finance
and the effective role of Takaful. Chapter 12 evaluates carbon footprint of bank
loans and climate change risk mitigation from the experience of banking industry
in Malaysia.

Part 1V highlights on Islamic sustainable finance and innovations. This part is
divided into six chapters. Chapter 13 discusses about maqasid al-Shari’ah of zakat
towards sustainable economy. Chapter 14 concerns how zakat management matters
in relation to Islamic sustainable finance. Chapter 15 provides literature review on
Islamic crowdfunding as a new innovation that can be used in Islamic sustainable
finance. Chapter 16 highlights the feasibility of cash waqf from a regulatory analy-
sis in enhancing climate change mitigation and adaptation in Malaysia. Chapter 17
highlights about sustainability in empowering mumpreneurs through Islamic so-
cial finance. Chapter 18 concerns with SRI sukuk which leads towards sustainable
microfinance.

Leading to set the compass straight, it is crucial to have Islamic Sustainable
Impact Finance: Issues and Achievable Strategies Vol. 1 in the raising of litera-
ture relating to the discourse of sustainable impact finance. This is specially to
capture the perspective of Shari’ah-compliance nature within the growing inter-
ests, appreciations and continuous innovations within the relevant socioeconomic
and investment markets. Is/lamic Sustainable Impact Finance needs to be seriously
considered, especially relating to ESG components, ethical investments and their
decision-making process. This is significantly true in relation to the growth of Is-
lamic banking and finance, Islamic social finance and the creation of innovations
in financial services. Simultaneously, while meeting the sustainable development
agendas as promoted by many governments, the players of Islamic banking and
finance are triggered to find the most suitable practices or operations that meet the
needs for sustainable socioeconomic development or business-oriented projects,
which can be found here. At the same time, Shari’ah-compliance requirements as
promoted by their regulations seriously needed to be fulfilled. On this nature, the
principles of Shari’ah must be followed accordingly without any deviation. This
brings us to the importance of having the discussion on Islamic Sustainable Im-
pact Finance and its related issues while targeting towards analysing its achievable
strategies. It is not only timely to have this research book but it is also important
to discover about the Islamic sustainable finance and its relevant discussions. Nev-
ertheless, as a product from limited human intellects, it is possible for this book
to have any shortcomings. We really appreciate to all readers to notify us for any

further improvement.
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Introduction

I'he contemporary world is somehow confused with numerous uncertainties, We
continue to be complicated by various demanding and urgent issues. One of the
most important issues is how resources need to be utilized for it to be sustained,
hence sustainable for the use of future generations. History repeatedly shows the
inability to deal with sustainability in available resources. Humankind is faced with
various problems including poverty, health, education, inequality and economic
growth. The utilization of resources also needs to be balanced to avoid harming
the people and planet. This means we need to preserve oceans and forests while
utilizing the available resources and, at the same time, tackle climate change due to
imbalance in economic and environmental activities.

Recognizing the importance of this agenda, the United Nations have adopted
the 17 Sustainable Development Goals (SDGs) in 2015, also known as the Global
Goals, as a universal call to action to end poverty, protect the planet and ensure that
by 2030, all people enjoy peace and prosperity. The 17 SDGs are integrated. Ac-
tion in one area will affect outcomes in others and that development must balance
social, economic and environmental sustainability.

The core idea of sustainability is that current decisions should not impair the
prospects for maintaining or improving future living standards, including the man-
agement of the economic systems. Creativity, innovation, know-how, technology
and financial resources from all of society, therefore, are necessary to achieve the
SDGs in every context.

Based on this problem, the question arises on “how” Islam deals with the prob-
lem of sustainability and “what” solutions are offered to address the problem. Is-
lam stresses the importance of sustainability, as Islam requires its followers the
observance of sustainable conduct in all facets of human endeavor. That includes
amanah (responsibility that humans bear in observing Allah’s guidance), khalifah
(humans are custodians of the earth), adl and gist (upholding of justice, protecting
the rights of others and fulfilling one’s own obligations) and mizan (the fine-tuning
of the universal order by Allah, both in perfecting creation and in perfecting the
self-sustaining cycles that preserve creation). Indeed, the Islamic scholarly prop-
osition that best aligns with modern notions of sustainability is the maqasid al-

Shari’ah proposition which was extensively developed by past Islamic scholars,
including al-Ghazali, Ibn Taymiyyah, al-Shatibi and many others.

DOI; 10.4324/9781003395447-1
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2 Introduction

It is thus timely to initiate exclusive research focusing on “what” and “how”
Islam addresses and oflers solutions to the challenges facing us within the spirit of
magqasid al-Shari'ah, among others, in tackling poverty, food supply, good health
and well-being. quality education, reducing inequalities, responsible consumption
and production and climate action. Thus, the title /slamic Sustainable Impact Fi-
nance: Issues and Achievable Strategies is an effort to meet the expectations.
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