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This research aimed to provide insights into the green sukuk in 
Saudi Arabia regarding its challenges and potential of 
sustainability in the light of Saudi Vision 2030 for financing green 
projects. Moreover, it examines the current framework adopted by 
the Saudi Electricity Company (SEC) for facilitating transition to 
a low–carbon economy and circular economy, empowering 
communities, and enabling responsible business practices. Due to 
the nature of the topic, the research followed the descriptive 
research design. The results indicated that the issuance of green 
sukuk faces some challenges including lack of a clear definition, 
lack of awareness of its benefits, absence of a standard for 
measuring it, lack of institutional capacity, and the long time 
required to structure and legalize it. Consequently, a clear 
definition and measurement standard should be presented. 
Furthermore, the results of this research have implications for 
researchers, governments, policymakers, industries, businesses, 
investors and regulators regarding the development and raising of 
green sukuk. 
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1. INTRODUCTION 
 
Recently, there has been a global focus on the green 
economy to promote sustainable development 
through innovative green financial instruments like 
green sukuk. Green sukuk promotes sustainable 
economies with environmentally responsible 
investing. The worldwide society has promoted 
a green economy as a solution to financial, food, and 
climatic challenges. Green economies and 
sustainable development aim to integrate economic, 
social, and environmental gains (Brahim, 2018). 
Environmental sustainability is part of Sharia law 
and is culturally suitable for Islamic finance  
(Aliyu et al., 2017). Sustainable finance considers 
extra-financial reporting, such as social, 
environmental, societal, and governance data on 

firm operations, according to Otek Ntsama et al. 
(2021). Thus, national development should include 
green projects. Financial institution instruments are 
integral to the financial system. Green sukuk‘s quick 
expansion in Islamic nations is beneficial. 

Saudi Vision 2030 emphasizes economic and 
environmental sustainability (The Council of 
Economic Affairs and Development, 2016). Vision 
2030 has always promoted sustainability. Saudi 
Arabia is starting a new era by aiming for net zero 
by 2060. Vision 2030 aims to accelerate the energy 
transition, satisfy environmental targets, and attract 
new investment. A vision that inspires and sustains 
the Saudis, the region, and the globe (Brahim, 2018). 

Green bond is a popular sustainable finance 
idea. Its issuance was one of the most significant 
sustainable finance successes of the recent decade. 
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Even though it‘s structured like investment-grade 
bonds, its ―use of proceeds‖ clause means the cash 
will be used for green investments (Maltais & 
Nykvist, 2020). Businesses are turning to green 
bonds for long-term financial success. 2013‘s 
$11.042 billion green bond market climbed to  
2014‘s $36.596 billion. This increase changes 
the company‘s finances. Global green bond issuance 
reached $47.593 billion in the first quarter of 2019 
(Zhou & Cui, 2019). 

Green sukuk is a reliable lending product. It 
funds renewable energy, climate change, and green 
projects. Thus, it has become popular in nations‘ 
and enterprises‘ socially responsible or impact 
investment strategies (Brahim, 2018). Green sukuk 
earnings can support building or government-
funded green subsidies. Securitizing future cash 
flows from ring-fenced projects or assets that meet 
particular conditions might create green sukuk 
(Alam et al., 2016). 

The current research aims to identify and 
analysed green sukuk issuance, and its potential and 
challenges on sustainability, in light of the Saudi 
Vision 2030.  

The core contribution of the research is to add 
knowledge to the literature of finance on green 
sukuk, representing the need for more research to 
be conducted by offering a guide for more studies. 
Issuing this type of sukuk will promise 
sustainability, direct economics to new 
opportunities, strengthen internal relationships, 
improve risk management, and help decision-makers 
identify the causes that cause green sukuk 
challenges. 

The research investigated the current status of 
the green sukuk initiative, the features of financial 
sustainability in Saudi Arabia, the challenges and 
potentials of implementing (issuing) green sukuk, 
and the current framework adopted by the Saudi 
Electricity Company. This is considered as 
an inspiration for the study and highlights the need 
for more studies in this area. This led to 
the following questions:  

RQ1: What is the current status of green sukuk 
initiative? 

RQ2: What are the current challenges of issuing 
green sukuk? 

RQ3: What are the features of financial 
sustainability in Saudi Arabia in the light of Saudi 
Vision 2030? 

RQ4: What are the potentials of implementing 
green sukuk? 

RQ5: What is the current framework adopted by 
Saudi Electricity Company as a model? 

The novelty of the research is raised as it is one 
of the few studies examining green sukuk in 
Saudi Arabia. The research provides a roadmap for 
further research regarding this point of the research 
area. It expects to overcome the gap by discussing 
green sukuk issuance, and its potential and 
challenges on sustainability, in the light of Saudi 
Vision 2030. 

The remainder of this paper is structured as 
follows. Section 2 reviews the literature review and 
theoretical framework. Section 3 describes 
the methodology. Section 4 provides and discusses 
the research findings. Section 5 concludes the paper. 
 

2. LITERATURE REVIEW AND THEORETICAL 
FRAMEWORK 
 
Ahlam and Abdel Majeed (2016) stressed the 
importance of green sukuk in funding sustainable 
infrastructure projects in Algeria, focusing on 
renewable energy and related technologies, to 
establish a green economy. Experts say green sukuk 
certification can assist Algeria move to a low-carbon 
economy by advancing the green economy. Chugan 
et al. (2017) examined green bonds and green 
project financing barriers and legislation. According 
to the research, green bonds have issues with issuer 
capability, bankable green projects, and investor 
awareness. A priority list of green projects, financial 
feasibility and pipeline openness for investors, and 
a collaborative platform for the government, banks, 
and investors can assist overcome these challenges, 
according to the report. Laskowska (2017) 
investigated green bond market development 
variables. Demand, supply, market reality, and 
projections determine ecological interactions, 
the data showed. The study suggests global debt 
markets might include green bonds. Hafay and 
Raheima (2018) used the Malaysian experience as 
a case study to emphasise the importance of green 
Islamic finance in achieving long-term development. 
The findings showed Malaysia‘s Islamic sukuk 
dependence. The green atmosphere helped it 
pioneer inventive Islamic financing.  

According to Zuhal and El-Shereif (2018), green 
funding, including green sukuk is a key way to help 
renewable energy and carbon-reduction countries. 
Their analysis indicated that Islamic countries may 
achieve sustainable growth through innovation and 
green sukuk investments. Green sukuk requires 
approval of the bond‘s environmental credit 
document and Islamic debt security. Abdullah and 
Keshminder (2022) conducted a study to determine 
the factors that influence green sukuk issuance as 
well as the processes that underpin these 
characteristics. The study‘s participants were 
Malaysian green sukuk issuers. Competitiveness, 
legitimacy, and environmental responsibility all had 
an influence on the issuing of green sukuk, 
according to the findings. The report advocated 
strengthening favourable legislative measures as 
well as relevant marketing and education techniques 
of the green agenda for a stronger green sukuk 
market. 

Bin Zaidan et al. (2020) conducted a study to 
identify the global trend toward the green economy 
in recent years to achieve sustainable development 
by developing new financing tools, such as green 
instruments, which help countries transition from 
traditional economies to sustainable ones. 
The report recommends many changes to the green 
sukuk market: The green sukuk market has built 
a consistent reporting system that specifically 
identifies all parts of green sukuk to raise awareness 
of green sukuk and its key concepts, with 
an emphasis on green activities that should be 
included into national development. 

Green sukuk market growth requires ethical 
governance, expertise, and awareness. Lebelle et al. 
(2020) conducted a study about how green bonds 
affect issuers‘ financial performance. 145 firms 
issued 475 green bonds. The data show that green 
bond issuances depress the market. According to 
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the study, these investors react similarly to green 
and convertible bonds. Gedikli et al. (2020) 
examined the benefits of sukuk for the Gulf 
Cooperation Council (GCC) economy and how it may 
boost economic growth in member states. The sukuk 
market might boost GCC macroeconomic 
performance. Sukuk markets‘ GCC debut will boost 
financial inclusion and economic growth. 
Keshminder et al. (2022) conducted a study to 
investigate green Sukuk issuer challenges, as well as 
the construction of a reconciled green sukuk 
issuance framework to support market growth with 
the right interventions. Four green sukuk issuers 
and four experts discussed. The green sukuk market 
has: 1) inferior green taxonomy, 2) difficulties 
recognizing green assets, 3) high costs, 4) no 
convincing advantages, and 5) exposure to 
higher-risk profiles. 

Alwakid et al. (2021) conducted a study in 
Saudi Arabia to determine the influence of 
government assistance policies on green 
entrepreneurship. The major findings imply that 
government-backed environmental, innovation, and 
entrepreneurship initiatives benefit green 
entrepreneurship significantly. Lin and Hong (2021) 
used China as a case study to investigate how 
a transitional economy may develop a thriving green 
bond market in a short period of time. It finds that 
the Chinese government is crucial but changing. 
Government processes under various government 
structures can assist the green bond market growth. 
The paper proposes a market-oriented paradigm in 
which the government has a limited role in finance 
and governance and allows market forces to drive 
market efficiency. China has difficulties including 
low-quality information disclosure and private-
sector underuse of green bond financing, according 
to the research. Basyariah et al. (2021) conducted 
a study to analyse the effects of macroeconomic and 
institutional stability on the expansion of the global 
sukuk market by controlling the effects of 
population. 

This research uses panel data from the World 
Development Index as proxies for macroeconomic 
stability, such as gross domestic product (GDP) per 

capita, exchange rate (ER), and inflation, as well as 
six aspects of the Worldwide Governance Indicators 
(WGI) as institutional proxies (voice and 
accountability, political stability and lack of violence, 
government effectiveness, regulatory quality, rule of 
law, and control of corruption), all of which were 
collected from the WGI-World Bank. To make 
the relationship between macroeconomics and 
institutions on the global sukuk market more 
robust, the population (POP) variable was 
incorporated as a control variable. 
 

2.1. Green sukuk initiative 
 
Malaysia, the United Arab Emirates (UAE), 
Saudi Arabia, Sudan, Pakistan, Bahrain, Iran, and 
Qatar issued sukuk after the 2008 financial crisis 
(Khodijah, 2018). Aljazira Capital (2010) found that 
Saudis prefer sukuk over bonds. Sukuk, unlike 
traditional bonds, is backed by physical collateral 
and gives investors proportional ownership of 
the underlying asset for a set period of time. Sukuk 
finance is rising in popularity due to stricter lending 
laws and equities market volatility. 

Islamic finance gives governments 
a mechanism to support sustainable development 
goals (SDGs) initiatives that have been underutilized. 
Muslim and non-muslim countries use Islamic bonds 
(sukuk) to finance (Islamic Finance Council, 2021). 
Sukuk is the most common Islamic project finance 
vehicle. It‘s an investment certificate that gives 
investors a return based on the project‘s 
performance in exchange for prompt payback 
(Boutti & El Mosaid, 2015). Sukuk, based on Islamic 
shariah, must be devoid of Riba, doubt, speculation, 
and destructive and immoral behaviour. It needs 
actual assets to support the economy. Sukuk is 
growing globally. Non-muslim nations have joined 
the sukuk market (Noman et al., 2021). In September 
2020, 11 entities from four countries (Indonesia, 
Saudi Arabia, UAE, and Malaysia) and a multilateral 
development bank issued $10 billion in green sukuk. 
See the following figure. 

 
Figure 1. Green sukuk issuance by country (US$ billion) 

 
Source: Azhgaliyeva (2021). 
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Sukuk, sometimes called ―Islamic bonds‖, do 
not pay interest and are not debt-based (Al Ajlouni & 
Habeeb, 2020). Bonds are debt with interest 
that must be paid, whereas Sukuks are not 
(Abalkhil, 2018). 

Green bonds have become popular in green 
financing. Green bonds have grown quickly 
worldwide since 2013 (Zhou & Cui, 2019). Sukuk and 
bonds share ratings, issuance, redemption, and 
default provisions (Cakir & Raei, 2007). 

The government may now raise funds for 
sustainable development via green sukuk. In 
March 2018, an Asian government issued the first 
green sukuk. This green sukuk will fund green 
infrastructure. Green sukuk is a new government 
funding method for sustainable development. Green 
sukuks support green infrastructure projects 
(Ramadhan & Wirdyanigsih, 2020). 

The key benefit of a green sukuk over 
a non-green sukuk or a green bond is that it attracts 
more investors. A green sukuk attracts both green 
and Sharia-compliant investors, while a non-green 
sukuk and a green bond only attract non-green and 
conventional finance investors. Like a green bond, 
a green sukuk combines a normal sukuk with green 
components (The World Bank, 2020). The green 
sukuk market must change. Ethical issues demand 
strong governance, expertise, and understanding as 
the green sukuk market grows. Green sukuk should 
appeal to traditional investors if their profits 
outweigh their hazards (Bin Zaidan et al., 2020). 

The characteristics of Islamic green sukuk are 
summarised as follows: it symbolizes the ownership 
of the holder or owner of common shares in 
income-generating assets, whether they be items, 
benefits, services, a combination of them, or moral 
rights, and not a debt due by their source. 
The prospectus states its legal nominal value. Sales 
and Salam sukuk are non-negotiable, however 
Mudaraba, Musharaka, and Ijarah are negotiable. 
The deed cannot be divided against the company, 
and if it is transferred to two or more people, one 
person must represent them all. The right to profit 
and the ability to suffer loss mean that 
the instrument‘s owner shares in the profit 
according to the prospectus‘ criteria, and the debtor 
is held liable in proportion to his sukuk 
(Lasoud, 2020). 
 

2.2. The features of financial sustainability in 
Saudi Arabia in the light of Vision 2030 
 
Globally, implementing the 2030 Agenda and 
the Sustainable Development Goals (SDGs) to achieve 
long-term sustainability through integrated green 
finance policies is a major problem. The 2030 
Agenda promoted economic development, full and 
productive employment, and decent work for all. 
Sustainable economic growth requires society to 
provide quality employment that boost the economy 
and protect the environment (United Nations 
[UN], 2018). 

The notion of sustainability has gotten a lot of 
attention in the modern world because of 
the growing desire to conserve the environment and 
establish a strong business image (Alseiari & 
Nobanee, 2020). Due to the interrelated expansion of 
the economy, society, and environment in the 21st 
century, the green economy and green finance have 

driven economic progress. Since the United Nations 
Climate Change Conference of the Parties, global 
environmental governance has prioritized 
low-carbon green development to transition to 
a green economy. Green finance prioritizes 
human-environment interaction above traditional 
finance (Zhou & Cui, 2019). 

Islamic funding is integral to ―green‖ 
economics and ethical green project criteria. Thus, 
environmental preservation and sustainability 
support Islamic finance‘s purpose of societal 
well-being. Sharia law and the UN SDGs aim to 
safeguard the environment and adapt to climate 
change (Obaidullah, 2018). 

Financial institutions may expedite 
sustainability and carbon neutrality. Finance can 
boost sustainability. Investor concerns about 
stranded assets, climate policy and climate impact 
risks, who is financing unsustainable economic 
activity, and how environmental, social, and 
governance (ESG) dimensions affect asset financial 
performance (Maltais & Nykvist, 2020). Green bonds 
are fixed-income products that fund environmental 
projects. Green bonds vary from ordinary bonds in 
that the issuer guarantees to utilize the proceeds 
entirely to fund or re-finance green initiatives 
(Doronzo et al., 2021). 

Saudi Vision 2030 emphasized modernizing 
laws to compete with industrialized nations. 
The Vision is to boost Saudi Arabia‘s sukuk market 
and investment capability by investing in global 
giants and cutting-edge technologies. This ensures 
market makers in specific sectors and a competitive 
asset, finance, and investment management leader. 
All of this requires the formation of a sophisticated 
global financial and capital market to provide 
funding options and boost economic growth. As 
a result, investment and trading in the stock 
markets would be more accessible (The Council of 
Economic Affairs and Development, 2016). 

Vision 2030 calls for creative and ethical 
energy and climate solutions worldwide. 
Saudi Arabia‘s Group of 20 (G20) presidency 
supported the circular carbon economy (CCE). CCE 
reduces, reuses, recycles, and eliminates carbon 
while encouraging long-term economic development 
and variety. The world can fulfill energy and climate 
demands while pursuing sustainable growth by 
cutting emissions and increasing carbon capture, 
usage, and storage. Signature projects use 
Saudi Arabia‘s substantial solar and wind power 
potential and energy efficiency investments to 
diversify energy resources and improve 
the Kingdom‘s energy mix. Saudi Arabia‘s vast solar 
and wind power potential and significant 
investments in sustainable technology have been 
used to diversify energy supplies and optimize 
the Kingdom‘s energy mix. The 50% of electricity will 
be renewable by 2030. Renewable energy projects 
reduce emissions and electricity generation using 
high-value fuels, making them crucial to 
sustainability (Brahim, 2018). 

Green bonds and sustainable financing should 
be the emphasis of sustainability policy. Green 
bonds finance climate change and environmental 
programs, boost energy efficiency, and decarbonize 
the economy (Haq et al., 2021). Climate change,  
seas and land-based ecosystems, sustainable 
consumption and production, and economic 
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sustainability include inclusive growth, jobs, 
infrastructure, and industrialization (Ismail, 2016). 

The green finance market is a credit gateway 
for environmental protection funds, with the hope 
that social investment will channel funds into more 
socially acceptable economic development drivers. 
Sustainable investment has skyrocketed because to 
worries about global environmental sustainability 
and the necessity for enterprises to maintain their 
social license (Gilchrist et al., 2021). 

 

2.3. The challenges of issuing green sukuk  
 
Green sukuk is a popular climate-change funding 
instrument. However, as a novel instrument, it 
confronts its own set of challenges that need fast 
identification and government intervention to speed 
its growth (Keshminder et al., 2022). Issuing Islamic 
sukuk is hindered by the lack of qualified Islamic 
consultants and counselors (Altaleb & Alkhatib, 
2016). Due to uncertainty around the word ―green‖ 
and a lack of green sukuk awareness, stakeholders 
struggle to grasp the sukuk business process during 
project planning (Abubakar & Handayani, 2020; 
Setiawan et al., 2019). 

Green sukuk faces several obstacles. First, 
the secondary market for green sukuk is small due 
to the small number of investors holding sukuk 
funds and other institutional investors that need 
a robust secondary market for liquidity. Second, 
green bonds/sukuk performance is neither 
standardized nor verified. Green sukuk may increase 
investor risk. Many environmentally friendly 
initiatives need new technology to construct and 
operate green technologies. Fourth, it‘s hard to 
convince investors that sukuk profits would be used 
wisely while meeting environmental standards 
(Brahim & Rezzig, 2018). Shariah experts are not 
involved in creating a robust regulatory framework 
for a fast-changing green sukuk market. No national 
green bond framework exists (Bahari et al., 2016).  

The green sukuk market lacks data, making it 
hard to evaluate its performance and identify 
potential growth barriers. Thus, there is no market 
evidence that green sukuks yield higher returns to 
issuers. There is no evidence that green sukuk 
decreases capital costs for low-carbon projects or 
enterprises. As global demand for green bonds and 
sukuk rises, investors struggle to engage in their 
home markets due to definition and norm 
differences (Shishlov et al., 2016). Green standards 
are inconsistent despite independent verification 
agencies‘ attempts (Irvine et al., 2014). 

The lack of institutional capacities related to 
the formulation and implementation of 
environmental policies is the biggest challenge 
facing many developing countries wishing to 
transition to a green economy, and this necessitates 
concerted efforts from all relevant authorities with 
the goal of building self-capacity in this field. 

Green sukuks struggle to develop and spread 
due to several difficulties. These difficulties are 
legal, regulatory, or country assessment-related. 
Sukuks are hard to sell abroad. The creation of laws 
and regulations that make these sukuks acceptable 
to governments, investors, and politicians takes 
time, which raises sukuk costs. Creating a local legal 
and regulatory framework for these instruments is 
a short-term answer (Ahmed, 2020). 

The current regulatory framework may not be 
enough to let Islamic institutions capitalize on 
the growing demand for socially responsible 
investments. Due to a dearth of shariah expertise, 
a credible regulatory framework for a rapidly 
expanding green sukuk market cannot be built. 
Green initiatives require modern technology, hence 
green sukuk may be riskier (Tabassum et al., 2019).  

Nehal (2021) listed several challenges of green 
sukuk. Green sukuk may be riskier due to its high 
technological content. Green sukuk might boost 
the Islamic capital market. It has a small secondary 
market, which investors require for liquidity. Green 
sukuk performance is untested. Green sukuk 
requires strict supervision due of its significant 
amounts of money. Most Islamic financial 
instruments mimic conventional ones. Sukuk market 
behaviour mimics conventional bonds (Bahari 
et al., 2016). Lack of understanding of the potential 
benefits of a market Green Sukuk and associated 
international regulations and standards are major 
obstacles (Azaizia, 2020). 

 

2.4. The potential of implementing green sukuk  
 
Green securities should attract investors wishing to 
diversify their portfolios and support environmental 
projects (Doronzo et al., 2021). The Islamic 
Development Bank (IsDB) issued green sukuk first 
(The World Bank, 2020). Green bond issuance 
announcements boost stock prices, profitability, 
operational performance, innovation capability, and 
investor interest (Zhou & Cui, 2019). Green sukuk 
programs can provide affordable, sustainable energy 
to everyone, alleviating poverty and inequality 
(Nehal, 2021). 

Green sukuk can enhance the market and 
bridge traditional and Islamic currencies. If they 
meet these criteria and fund a sustainable initiative, 
investors may be interested. Green sukuk gives 
investors great confidence that their money will be 
used to a specific extent and that sukuk funds will 
be invested in known assets and projects in 
conformity with Islamic Sharia criteria. They help 
environmental investors close the fixed-income gap 
(Brahim & Rezzig, 2018). Global sukuk issuers may 
expand funding if the market recovers. Sustainable, 
green, and hybrid sukuk will also innovate 
(Keshminder et al., 2022). 

Green sukuk‘s clever, adaptable nature helps it 
gain popularity (Taoual, 2016). To overcome green 
sukuk‘s challenges, policy incentives can help 
the domestic market and advise investors to invest 
in sukuk that meets their needs (Azaizia, 2020). 
Common responsible finance sukuk requirements 
may help the market grow and spread 
(Richardson, 2020). 

Green sukuk‘s flexible payment intervals can 
improve credit quality and save costs by 
concentrating on the project‘s long-term deadlines 
(Curley, 2014). Green sukuk stakeholders will benefit 
from a uniform reporting system that outlines all 
green sukuk characteristics. Green sukuk definitions 
are still unclear (Tabassum et al., 2019).  

Green sukuk instruments have several benefits 
over private finance techniques. First, they are 
marketable capital market instruments with easy 
transferability and exit. Second, risk diversification 
may be offered through green sukuk based on 
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a portfolio of projects. This might solve renewable 
energy deployment‘s economic feasibility problems 
(Alam et al., 2016). Green sukuk, according to 
Gianfrate and Peri (2019), can increase a firm‘s 
worth in the short run since the cost of 
less-than-certified tokens exceeds the issuer‘s 
interest. When a firm offers green sukuk to benefit 
shareholders, its shares will be more liquid  
(Tang & Zhang, 2020). Capital-intensive institutional 
activities can be funded with green sukuk 
(Flammer, 2020). 

Long-term funding makes sukuk issuance 
desirable. Green sukuk is necessary for 
environmental protection (Abdullah & Nayan, 2020). 
It can fund expensive institutional projects. Green 
sukuk has enhanced companies‘ environmental 
performance, lowering manufacturing carbon 
emissions and increasing green patents and 
investors (Wang, 2021). 
 

2.5. The current framework adopted by the Saudi 
Electricity Company as a model 
 
There is a growing demand for electricity in 
Saudi Arabia due to the country‘s rising population. 
The administration wants to reduce fossil fuel use, 
aggressively introduce renewables and nuclear 
electricity, and increase efficiency while increasing 
generation capacity to 120 gigawatts (GW) by 2032. 
The Kingdom also plans to liberalize the industry 
and increase private sector participation (El Tahir & 
Khunkaev, 2017). Saudi Electricity Company, 
a state-controlled listed electric utility, launched two 
gas-fired integrated solar combined cycle tenders for 
Dibba City. It is Saudi Arabia‘s main conventional 
energy procurer and has a well-oiled independent 
power project procurement strategy. One of 
the world‘s largest independent power projects, it 
funded the 1,200-megawatt (MW) Rabigh 1 project, 
the 1,729-megawatt Riyadh PP11 project, and 
the colossal 3,927-megawatt Qurayyah project 
(Stevens, 2013). SEC was the first utility firm in 
the Middle East to issue a green sukuk, and  
it was the largest Green/ESG corporate issuance 
in the Kingdom in 2020 (Saudi Electricity 
Company, 2021). 

The generation, transmission, and distribution 
of electricity inside the Kingdom, the GCC‘s largest 
economy, are the main economic operations of 
the SEC Group. The SEC‘s sustainability approach is 
based on three major ESG goals: 1) easing 
the transition to a low-carbon and circular economy, 
2) empowering our people and communities, and 
3) facilitating ethical business practices (Custers, 
2020). Renewable power generation can aid in 
the achievement of wider environmental goals, such 
as lowering greenhouse gas emissions (El-Katiri & 
Husain, 2014; Krupa & Poudineh, 2017). 

Saudi Power Company and its affiliates (the SEC 
Group) are the Kingdom‘s main energy producers 
and oversee power transmission and distribution. 
It‘s still the region‘s biggest electricity provider. 
SEC‘s strategy also aims to improve power plant 
efficiency and transition to a cleaner energy mix, 
including the complete displacement of liquid fuel 
by 2030, increase environmental compliance, 
improve the reliability of the electricity transmission 
network to enable renewable energy production and 
improve its interconnectivity, both internationally 

and within the Kingdom. These include automating 
distribution networks and improving end-user 
satisfaction in the Kingdom (Saudi Electricity 
Company, 2021). 

The ―framework‖ applies to green sukuk issued 
by the Securities and Exchange Commission (SEC) on 
or after June 2020. Proceeds usage and management 
are governed by the SEC green sukuk framework. 
The SEC shall oversee and allocate 100% of sukuk 
issuance net proceeds to eligible green projects. 
The sukuks‘ net revenues will support or refinance 
projects in one of two green project categories 
(―eligible categories‖): energy efficiency or renewable 
energy. SEC‘s green sukuk framework has numerous 
pillars. First, SEC‘s Green Financing Committee 
evaluates and selects projects to be financed and/or 
refinanced and reviews this framework regularly. 
Second, use of funds eligible project types 
(renewable energy and energy efficiency). Project 
selection and assessment is another pillar. Proceeds 
management involves systematic internal 
monitoring of allotted monies. Each green sukuk‘s 
net revenues will be deposited to a designated 
sub-account and put aside for distribution to eligible 
projects. If the project becomes ineligible, delayed, 
or divested, the Issuer will replace it with another 
Eligible project and reallocate the funds within 
12 months. Reporting and external assessment also 
involve an annual allocation report that will be 
audited (Saudi Electricity Company, 2021; 
Vigeo Eiris, 2020). 

SEC pays the capital expenses of connecting 
new renewable energy sources to the grid, including 
wind, plant, and station. SEC has approved 
a budgeted capital spending of Saudi Arabian riyal 
(SAR) 1.85 billion (US$494 million) to integrate 
the Kingdom to the grid, phase 2 and 3 renewable 
energy capacity projects in accordance with 
the national renewable program, and to spend until 
2023. The SEC expects these projects to increase 
grid-connected renewable energy capacity to 
4,870 MWac. SEC expects cumulative investment in 
renewable energy integration projects to reach SAR 
7.1 billion by 2025, adding 19 GWac to the grid 
(Saudi Electricity Company, 2021). The corporation 
expects 4.2 GW of renewable capacity additions by 
2022 and 27.6 GW by 2030. The company also 
promises to eliminate inadvertent contamination 
and protect wildlife. The company‘s code of conduct 
and ethics encourages career management and 
training. Saudi Electricity Company has made 
a quantified commitment to employee and 
contractor health and safety: zeroing deaths (Vigeo 
Eiris, 2020). 

SEC initiated a Smart meter (SM) and 
Distribution automation (DA) program to install 
smart meters and automate the distribution grid. As 
of 30 September 2021, SEC has installed 10.4 million 
smart meters, which will benefit the entire Kingdom 
by achieving the highest accuracy in monitoring 
consumption, improving service quality, increasing 
customer satisfaction, and optimizing natural and 
financial resources. Smart meters will optimize 
the Kingdom‘s energy usage, network demand-size 
control and power availability. Decentralized, 
adaptive, low-carbon energy systems require smart 
meters. Smart meters assist customers and energy 
providers (Saudi Electricity Company, 2021; 
Vigeo Eiris, 2020). 
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3. RESEARCH METHODOLOGY 
 
The current research employs a qualitative 
descriptive research method to suit its purpose and 
scope of highlighting the challenges and potentials 
of green sukuk as a financial instrument to develop 
environmental funds in Saudi Arabia. 

Secondary data were gathered through 
literature data collection techniques on research 
articles from various magazines, articles, published 
access journals, newspapers and public and 
government portals. The data were collected to 
reach the results, draw conclusions and come up 
with recommendations for developing a sustainable 
green economy in light of Saudi Vision 2030, in 
addition to a case study method. 

The sample papers were gathered from 
a number of journal databases, including Google 
Scholar, Web of Science, Emerald in Sight, Pearson, 
and ProQuest. The interpretive technique is used to 
compile, choose, and categorize the research papers. 

It used a collection of papers extracted from 
various academic journals and rearranged 
chronologically. After screening the abstracts, seven 
studies were deleted for not meeting criteria. After 
full manual search and thorough screening of 
the articles, four relevant articles were added. 
Additionally, the time frame for collecting data was 
from September 2021 to May 2022. 

To organize the current evidence, it carried out 
a systematic literature review in accordance with 
Tranfield et al. (2003), who see a literature review as 
a critical instrument in managing the diversity of 
information for a given academic question. 

For the review procedure, five phases were 
determined. First, identifying keywords and 
searching phrases for the systematic search. Second, 
is filtering the outcomes. Third, evaluating 
the quality of the studies. Fourth, data extraction 
and synthesis were included in the systematic 
review. Finally, in terms of the case study, the Saudi 
Electricity Company was selected and analyzed as it 
is the first green Sukuk issued in Saudi Arabia. 

 

4. RESULTS AND DISCUSSION 
 
In the light of attempting to control 
the environmental changes around the world, 
several terms have been appeared in the world of 
bonds and sukuk, such as green and climate bonds. 
Green bonds are financial securities that are issued 
to increase funding for climate or environmental 
projects. Green sukuk, on the other hand, is 
the Islamic equivalent. Green sukuk is a massive 
phase that will hopefully bridge the gap between 
conventional and Islamic financing. The World Bank 
issued the first green bonds in 2008 as an innovative 
tool to attract funds from fixed income investors to 
support The World Bank financing to qualifying 
climate change mitigation and adaptation projects. 
Recently, green sukuk is getting more attention as 
the main resources of environmental financing and 
transition to a low-carbon economy. The global 
green sukuk market is also developing rapidly. 

Saudi Arabia‘s Vision 2030 promotes 
sustainable development through green finance and 
green sukuk. Green finance benefits the environment 
(Rapi et al., 2021). Limiting global warming to 
1.5 degrees Celsius and preventing catastrophic 
climate change requires green financial mobilization. 
The government would have to redirect funding. 

Green sukuk supports low-carbon investing. Green 
sukuk, a novel, low-issuance product, follows Islamic 
law. Innovative Islamic financial instruments like 
green sukuk help the SDGs as Islamic banking grows 
(Islamic Finance Council, 2021). 

Saudi Arabia has long led the global oil 
industry, boosting global economic growth. 
Saudi Arabia‘s Vision 2030 prioritizes sustainability 
in policy, investment, planning, and infrastructure. 
Vision 2030 inspires people worldwide to solve 
today‘s energy and climate problems creatively and 
responsibly (Clarke, 2007). Green sukuk to fund 
sustainable infrastructure can help grow this market 
and bridge the gap between conventional and 
Islamic finance. Environmentalists and sukuk 
investors want their money to represent their 
principles. Sukuk investors and traditional 
environmental investors may be interested in green 
sukuk funding and environmentally friendly 
infrastructure projects like renewable or clean 
energy projects because sukuk are based on 
a specific pool of assets (Brahim & Rezzig, 2018). 
Despite its benefits, green sukuk has various 
challenges. Issuers have limited credit absorption 
capacity and green sukuk standards costs, according 
to the literature. Investors have limited investment 
pipelines, data and analytical skills, and a lack of 
green sukuk indices, listings, and ratings 
(Azhgaliyeva et al., 2020). Legal and regulatory 
frameworks must be revised to promote green 
capital markets (Ahmed, 2020). To raise awareness, 
the government must deploy many marketing 
methods. Issuer capabilities, project sources, large-
scale issuance, stakeholder involvement, and 
support for green bond standards will influence 
green bond growth (Chugan et al., 2017). 

More government involvement is needed to 
boost green sukuk and lead the green agenda. Since 
green sukuk is new, the government should issue it 
(Keshminder et al., 2022). The government may sell 
Green sukuk to foreigners to support green 
initiatives. Crowdfunding allows people to donate to 
shariah-compliant public projects that benefit 
the public. Zero-coupon sukuks and blockchain-
based Islamic financial solutions can also be 
launched using the same methodology. Islamic 
crowdfunding can generate the maximum money for 
green sukuk and comparable projects while gaining 
certification from international rating organizations 
and climate action programs (Nehal, 2021). 

Renewable energy strategies and execution will 
require closer cooperation between governments 
and industry players. Market circumstances may 
offer a once-in-a-lifetime opportunity. Creative 
finance with a new business model must replace 
debt-based financing, which may have contributed to 
the 2008 global financial crisis (El Tahir & Khunkaev, 
2017). If risk-adjusted returns and promotion are 
good, traditional investors should like sukuk 
(Brahim & Rezzig, 2018). Furthermore, because 
the green sukuk market is still developing, 
governments should make greater efforts to expand 
the green sukuk market internationally. To raise 
investor knowledge of green sukuk and sustainable 
environment initiatives, a variety of dependable 
investment channels may be used. Innovative green 
Islamic finance systems can help to enhance 
the green economy. During crises and pandemics, 
such as the unique COVID-19 pandemic, 
governments might provide special green sukuk to 
entice investors. 
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5. CONCLUSION 
 
This research identified and analyzed the green 
sukuk issuance, its challenges and potential for 
sustainability in the light of Saudi Vision 2030. It 
hence drew the following important findings. There 
are a number of challenges to the issuing of green 
sukuk, including a lack of institutional capacity, 
a lack of institutional understanding of its 
advantages, a lack of a standard for assessing it, and 
the lengthy process needed to structure and 
authorise it. The results have several implications 
(theoretical and practical). In terms of the theoretical 
implications, this research contributes to 
the literature by validating the challenges and 
potential of green sukuk on sustainability. 
The results also could help financial regulators 
develop green sukuk guidelines. Though, it 
contributes to knowledge by adding literature on 
green sukuk/bonds and sustainability to the existing 
body of accounting and finance in Saudi Arabia or 
abroad. The current research has certain limitations. 
It is restricted to discussing green sukuk in 
Saudi Arabia. It can be replicated on a larger sample. 
Additionally, it employs a qualitative descriptive 
research method to suit its purpose. Secondary data 
were gathered through literature data collection 
techniques on research articles from various 
references, in addition to a case study method. 
Further research is recommended to utilize 
an instrument e.g., questionnaire to collect data 
quantitatively. 

The results of this research offer practical 
implications for different stakeholders, such as 
financers, consultants, investors, policymakers, 
government and the community in the context of 
the potential effects of green bonds and 
sustainability, this study may be useful in their 
future financial plans and decisions as being 
environmentally friendly and sustainable. 

Moreover, it informs many organizations to 
promote green sukuk investment and take into 
account their involvement in social concerns. To 

implement green sukuk, policymakers and 
the government should offer enough assistance. 
The findings primarily suggest that Saudi SMEs 
should begin planning to incorporate ESG principles 
into their operations and publish ESG reports 
regarding those activities. 

Due to the global concern about implementing 
a green economy as a response to reduce the effects 
of climate change, green sukuk has become 
a necessary financial instrument. In the light of 
Saudi Vision 2030, Saudi Electricity Company has 
issued the first green sukuk framework. Green 
sukuk as a new instrument encourages governments 
to increase fund to carryout sustainable 
development projects. It provides a unique 
opportunity to mobilize economy for energy 
renewable energy projects and efficiency. Since 
green sukuk concerns with ecologically sustainable 
initiatives, it appeals to many investors. 
Nevertheless, green sukuk issuance faces some 
challenges such as the lack of clear definition, lack 
of awareness regarding its benefits, the absence of 
green sukuk measurement standard and strong 
framework, the lack of institutional capacities in 
terms of formulating and implementing 
environmental policies, and the length of time to 
structure and legalize green sukuk. Moreover, a clear 
definition should be stated to reinforce green sukuk 
issuance. Governments should increase 
the investors‘ awareness about the benefits of green 
sukuk. Additionally, a strict measurement standard 
is highly recommended. To attract more investors, 
green sukuk can be issued in different foreign 
currencies. Furthermore, governments and economy 
stakeholders should cooperate to carry out green 
projects and broaden green sukuk market and 
foreign investment. 

Future studies might employ qualitative 
approaches such as interviews and questioning, as 
well as quantitative ones. Moreover, few researches 
have been conducted on green sukuk in 
Saudi Arabia. More study requires a broader 
geographic scope. 
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