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In recent years, sustainable finance has gathered significant attention embracing

the ultimate goal of achieving sustainable development. The term has emerged as

a thoughtful approach to impact investing, addressing environmental, social, and
governance considerations (ESG). As the world seeks to address global challenges
more comprehensively, it is critical to explore sustainable finance and its offerings and
distinguish similar practices such as green and climate finance. Green finance primarily
concentrates on funding projects and initiatives that yield environmental outcomes',
while climate finance is a subset of it that focuses on actions that directly address
climate change. Both terms fall under the umbrella of sustainable finance, only covering
the “E” of the ESG considerations.

While the world has grown starkly aware of these practices, similarly in the Gulf

Cooperation Council (GCC) region, there is a growing recognition of the importance of
incorporating sustainable finance principles into financial systems, with a shared vision
of promoting sustainable development. Such adjustments align with the global agenda

for climate change mitigation and adaptation, where fostering sustainable finance
practices is pivotal in steering the world toward a low-carbon and resilient future.

In this report we provide an overview of the sustainable finance ecosystem, focusing on
the GCC'’s progress against global policy discussions.
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Status of the sustainable finance ecosystem

The financial sector is a significant contributor to the GDP of the GCC countries™.
This presents an opportunity to accelerate the adoption of sustainable finance
practices in the region. According to the World Bank, the GCC countries have made
significant progress in developing sustainable finance frameworks, with a focus on
promoting sustainable investments, supporting green projects, and encouraging
sustainable financial institutions. Such projects include developing sustainable cities
powered by renewable energy, such as NEOM in Saudi Arabia, facilitating carbon-
neutral urban development projects such as Masdar City in UAE, and diversifying
energy sources to reduce the carbon footprint across all GCC nations. The GCC
countries have adopted various policies and regulations to support sustainable
finance, including guidelines for green bonds, environmental risk assessments for
financing, and sustainability reporting requirements for companies’".

Specifically, green finance is experiencing a surge in popularity in the GCC, as
evidenced by the record high total value of over $8.5 billion in green and sustainable
bonds and Sukuk'® issuance in 2022, compared to just $605 million in 2021. This
increase in numbers is particularly noteworthy since global issuance of green bonds
declined by 14% during the same year, as reported by Bloomberg’s capital market
league tables'. Major issuers include Saudi Arabia’s Public Investment Fund and
Abu Dhabi National Energy Company.

Saudi Arabia, as a G20 member, and UAE as a recent G20 recurring invitee,

have also been involved in significant engagements on the development of the
sustainable finance ecosystem, particularly in the Sustainable Finance Working
Group (SFWG), where they have both made notable contributions which have been
represented in a case study in the G20 Sustainable Finance 2022 report, namely
the efforts regarding the G20 Sustainable Finance Roadmap', which provides a
comprehensive framework for sustainable finance practices.

0 Gulf Cooperation Council: Economic Prospects and Policy Challenges for the GCC Countries, IMF,
2022.

" Gulf Economic Update: Green Growth Opportunities in the GCC, World Bank, 2022.

2Sukuk are financial instruments used in Islamic finance that are similar to bonds. They indicate
ownership in a tangible asset, project, or commercial enterprise, with holders entitled to a share of
earnings.

8The National: GCC green bond and Sukuk issuances hit a record in 2022.

“The G20 Sustainable Finance Roadmap
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In terms of efforts on sustainable finance in each GCC country, there are varying
levels of progress. While UAE and Saudi Arabia are leading the sustainable finance
efforts in the region, other GCC countries are making efforts to adapt quickly. The
below table measures the progress of the GCC countries across 9 areas. These
areas represent the status of sustainable finance strategies, sustainable finance
sector definitions, standards and programmes which are some of the key policy
tools required to build a thriving sustainable finance ecosystem.

Country cases

Bahrain has been making commitments in promoting
sustainable finance initiatives in the GCC region. Bahrain’s
Vision 2030 includes sustainability as one of three guiding
elements in the country’s overall economic agenda. Bahrain has
developed a comprehensive National Renewable Energy Action
Plan and a National Energy Efficiency Action Plan to assist this,
and it keeps a detailed inventory of progress toward its SDGs.
In 2018 the Bahrain Association of Banks (BAB) established

a permanent sustainable development committee to enhance
the role of the banking sector and its contribution in line with
the UN 2030 Sustainable Development Agenda. Bahrain
encourages but does not mandate ESG reporting, although
government stakeholders monitor certain aspects of ESG
compliance. In recognition of the importance of sustainability,
the Bahrain Stock Exchange, Bahrain Bourse (BHB), joined the
United Nations Sustainable Stock Exchange (SSE) Initiative in
2019'. Likewise, TAMKEEN is an existing national program that
promotes sustainable growth particularly in renewable energy
and sustainable development. To promote banks’ extension

of green loans and increase the financing of environmentally
friendly projects, TAMKEEN signed a partnership agreement
with several leading banks'®. Nogaholding, Bahrain’s national
oil corporation, refinanced a $2.2 billion sustainability-linked
corporate credit facility last year.

Bahrain

® Promoting Sustainable Finance and Climate Finance in the Arab Region - United Nations Environment
Programme
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Kuwait

Oman

Qatar

The sustainable finance journey, which was initiated later in

comparison to other countries in the region, continues by

gaining momentum in Kuwait. The National Bank of Kuwait Saudi
(NBK) launched the Sustainable Finance Framework in March Arabia
2022 as it continues to establish a market-leading position

in sustainable development by enabling and promoting
responsible business practices to support the Kuwait National
Adaptation Plan (NAP) to address climate change'.

In November 2022, the Central Bank of Kuwait issued a
sustainable finance circular to guide banks in adopting ESG
finance®. Kuwait Investment Authority (KIA), the world’s third
largest sovereign wealth fund, announced it will ensure its entire
portfolio adheres to ESG standards. The country provides state-
level support for sustainable finance and encourages listed
companies to participate in voluntary ESG reporting.

In line with the Oman Vision 2040, which aligns with the

UN SDGs in building the country’s future, the Sultanate has
published a circular requiring all banks and financial institutions
to take ESG aspects into account when assessing credit risks
and making lending decisions. In 2022, the Central Bank of
Oman and Oman Environmental Services Holding Company
sighed a Memorandum of Understanding that called for
collaboration in green finance, investments in ESGs, and .
support for FinTech focused SMEs. United Arab

Emirates

In line with the climate objectives of Qatar National Vision

2030, The National Climate Change Action Plan 2030 has been
developed in coordination with more than 50 entities to enhance
sustainability efforts'. Qatar aims to reduce its greenhouse

gas emissions by 25 percent by 2030 and has launched a plan
to embed principles of the circular economy, including the use
of 35 percent recycled materials in construction projects. The
state has developed ESG frameworks to promote sustainability
and facilitate greenfield investment, particularly in sustainable
financing. Successful examples of these efforts include the
Qatar Stock Exchange joining the United Nations Sustainable
Stock Exchanges Initiative (SSEI), and the launch of the ESG :ZESE
Guidance, the first sustainability platform, and the first ESG

tradable index. Sustainable finance initiatives are expected to
open a large window of opportunity of at least USD 75 billion by
2030 for sustainable investments®.

20 |nvest Qatar

22 Atlantic Council

21Saudi Green Initiative

As part of the Vision 2030, Saudi Arabia introduced the Saudi
Green Initiative aimed to increase Saudi Arabia’s reliance

on clean energy, offsetting emissions, and protecting the
environment. It aims to combat climate change, facilitating
whole-of-society, and public and private sector collaboration to
rapidly scale-up climate action®'. Saudi Arabia launched various
ambitious projects such as NEOM, a futuristic city fueled by 100
percent renewable energy, and the Saudi Green Initiative aimed
at reducing carbon emission by more than 4 percent of global
contributions®. Saudi National Bank, the country’s largest
commercial bank, issued $750 million in sustainable sukuk
bonds in its initial offering. Saudi Arabia’s sovereign wealth
fund, the Public Investment Fund (PIF), issued three tranches
of green bonds totaling $3 billion in October 2022. Also, In
2021, Riyad Bank has built a sustainable finance framework to
support sustainable development and help achieve the Saudi
Vision 2030. KSA has not yet established ESG requirements

for the private sector, while Saudi Exchange recommends
international initiatives such as the Global Reporting

Initiative (GRI).

The UAE has been a pioneer in sustainable finance in the

GCC region, marked by the Dubai and Abu Dhabi Sustainable
Finance Declarations in 2019, as well as the publication of its
first guiding principles on sustainable finance in January 2020.
The UAE Sustainable Finance Framework 2021-2031 has set a
common national agenda for sustainable finance, while ADGM
and DIFC have collaborated with global organisations to provide
training programs for finance professionals. UAE was the first
government within the region to commit to a net-zero emission
objective with substantial initiatives, including mandating

ESG reporting from publicly traded corporations. Recently,
Abu Dhabi’s sovereign wealth fund, Mubadala, established an
independent ESG business and Dubai’s Emirates NBD raised
$1.75 billion in the Gulf region’s first sustainability-linked loan.
Additionally, Masdar Green is issuing green bonds to facilitate
sustainable asset development for Masdar City’s future growth.

®The National Climate Change Action Plan 2030



The table shows that all GCC countries have launched initiatives that focus on Notably, most of the GCC countries have also adopted voluntary corporate

sustainability. Saudi Arabia launched the Saudi Green Initiative as part of Vision sustainability reporting standards, such as the Saudi National Sustainability

2030 aimed to increase Saudi Arabia’s reliance on clean energy and reducing Standards, Dubai Financial Market’s ESG Reporting Guide, Qatar Stock Exchange’s
carbon emissions by more than 4 percent of global contributions, while Qatar Guidance on ESG Reporting, Boursa Kuwait’s ESG Reporting Guide, and Bahrain
launched the National Climate Change Action Plan 2030 to enhance sustainability Bourse’s ESG Reporting Guide. Many GCC governments have also announced
efforts and reduce its greenhouse gas emissions by 25 percent. sovereign sustainable bond programs, especially for green bonds and sukuk.

Progress is underway in other areas of disclosure, taxonomy and governance.

Progress of sustainable finance in the GCC

Qatar Kuwait Bahrain Oman

Public sustainability pledges
Sustainable finance strategy
Corporate sustainability reporting standards

Financial disclosure of climate risks standards

Sustainable finance taxonomy
Standards for sustainable investment products
Sovereign sustainable bond program

Sustainability indices

Sustainable finance training program

. Progressed ‘ In progress ‘ No publicly reported progress

Sources: PwC research adapted from the Atlantic Council, 2022. Official public resources, 2023
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Building the case for
the GCC to accelerate
sustainable finance

Several factors need to be considered to ensure that the financial sector supports
the sustainability goals in the GCC. In the region’s case, there is a concerning
vulnerability to climate change with pressing issues such as water availability, food
security and social welfare. Given the widespread exposure to these concerns,
promoting sustainable finance, and fully integrating ESG factors into core financial
strategies hold the utmost importance for the GCC to adapt and mitigate the effects
of climate change.

Given that the region is on the way to achieving economic diversification,

GCC financial sectors may face a higher hill to climb in meeting commitments,
considering the transition’s complexity and costs as major obstacles. Governments
and business leaders need to accelerate their efforts to fully transition towards
sustainable finance to achieve their long-term economic success goals.

Accordingly, GCC countries can achieve immense strategic benefits
from accelerating the development of globally competitive sustainable
finance regimes.

These opportunities include:

Expanding the GCC’s sustainable impact and influence

01 ' Sustainable finance further allows the GCC to align policymaking

(T with international development priorities. By establishing globally
competitive sustainable finance ecosystems, the GCC countries can
demonstrate their technological capabilities and economic feasibility
to promote environmentally and socially conscious outcomes. Such
leadership will position the GCC as a key player in the international
scene, capable of influencing global policy decisions through
meaningful representation in global policy forums, such as UNFCCC,
COP, and G20,
among others.
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Spearheading the net zero agenda

By embracing sustainable finance principles, the GCC can potentially
spearhead the global net zero agenda. Adopting sustainable finance
practices, including establishing a target cap for financed emissions
and scaling up investments in sustainable energy, would reduce the
dependency on conventional energy sources while promoting energy
efficiency and curbing carbon emissions. Such actions will contribute
to a cleaner, more sustainable future and strategically align with GCC'’s
sustainability objectives, such as diversifying their economies and
creating new opportunities in sustainable sectors such as green tech
and renewable energy. With the potential to stimulate job creation and
technological innovation, the GCC’s leadership in sustainable finance
could prove to be a game-changer for the achieving Net Zero agenda.

Broadening instruments in achieving SDGs

Sustainable finance has the potential to be a vital tool in achieving
SDGs. By helping address the financing gap in SDGs, sustainable
finance will unlock funding for projects and initiatives supporting
sustainable development, such as renewable energy and sustainable
infrastructure. Additionally, it will encourage accountability and
transparency, enabling private investors and stakeholders to assess the
impact of investments and pinpoint areas for improvement.

Bolstering social inclusion and development

Sustainable finance may assist GCC nations in improving social
inclusion and development by providing access to financing for socially
responsible initiatives. These principles are essential in empowering
women, youth, and SMEs. Furthermore, by addressing issues such as
water scarcity and financing sustainable infrastructure projects such as
clean water initiatives, sustainable finance can contribute to a healthier
environment and an improved quality of life for all citizens.

|
05
Q"

Promoting islamic sustainable finance

Sustainable finance is a vehicle that presents an exceptional

potential for promoting Islamic finance if the integration is done

right. By embedding Islamic finance principles into their sustainable
finance regimes, the GCC countries can enhance the credibility and
attractiveness of their Islamic finance offerings. Being inherently rooted
in ethical principles and values, Islamic finance provides an adequate,
sustainable financing framework as ESG considerations are embedded
into its core foundations. By including Islamic sustainable finance
principles in their sustainable finance regimes, GCC countries can tap
into an expanding market of socially responsible investors looking for
ethical investment opportunities,

providing an opportunity for the GCC to lead on a sustainable
development agenda globally.

Attracting international investments

The GCC can communicate a clear commitment to sustainable finance
by adopting high transparency and accountability in reporting financial
decisions. This also means providing businesses with the resources
they need to invest in innovation and technology that will assist them in
achieving their sustainability goals. Taking these steps in presenting a
dedication to ESG factors will boost investor confidence and represent
the region as an even more attractive investment destination for
socially responsible investors.

Building sustainable business models

Sustainable finance may play a significant role in helping private
businesses build sustainability models. Private companies can improve
their social impact and increase their long-term viability by being
incentivised to implement sustainable methods that reduce their
environmental footprint. Furthermore, supplying access to capital,
mainly allocated for ESG projects, can help GCC businesses improve
their brand reputation and value.
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