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Abstract

The content of this intervention is
summarized in studying the most
important controls applied to investment
activities in the Islamic financial
industry, where investment from the
perspective of Islamic Sharia is
surrounded by a set of conditions that
represent limits or restrictions that must
be adhered to before engaging in any
investment activity, Starting with Sharia
safety restrictions, which mean the need
to comply with the provisions of Islamic
Sharia at every stage of investment
operations.  Investment is  also
surrounded by conditions related to
achieving economic efficiency that
allow the expansion of investment
opportunities within an acceptable level
in terms of risk and the ability to bear
emerging costs, In addition to the need
to take into account aspects of social
responsibility in the activity
environment, and to give a realistic
picture of the theory related to these
controls, we discussed the case of
investment funds as an important and
distinctive  model in  achieving
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investment participation for customers, | ¢dwSsy!) Aallall ¢ jlaiinY) sdalidal) cilalsl)
It is surrounded by Islamic financial | 4, )laall ety 3aolua ¢ ladin¥) Galia

controls so.that it‘s ﬁnangial in.struments Y] Jayl sl ) o 43 giall
are compatible with Sharia, as is the case 016-G11-D25 JEL cilyicas

with  Sharia-compliant real estate
investment funds (REITS).

Keywords: investment, Islamic finance,
investment funds, Sharia-compliant real
estate investment funds, investment
controls.

JEL Classification Codes : D25-
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Abstract
This study was titled Internal Factors

Affecting the Profitability of Takaful

Insurance Companies, with a standard

analytical study on the Palestinian Takaful
Insurance Company.

Many results were reached, as if Takaful
insurance had become a competitive
alternative, in addition to the fact that the
institution achieved acceptable results
during the period despite the state of
instability that characterizes the economic
climate in the State of Palestine. It was also
concluded that there is a positive,
statistically significant relationship between
profits The institution and each of: annual
revenues, total ownership rights, and total
investments, while it turns out that there is
an inverse relationship between the profits
and the total annual assets of the institution.
Keywords: Takaful insurance; Profitability
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Augmented Dickey_Fuller
Philips_perron (T_stat prob.*) S
(T_stat prob.*)

2nd D 1st D Level 2ndD 1st D level k|

0.7902 0.0521 0.0291 0.0000 0.0000 0.0264 Intercept

0.1179 0.0203 0.0321 0.0000 0.0000 0.0384 Trend + intercept . <
Q}ij\ C\J)‘ﬂ\

0.0000 0.0000 0.7902 | 0.0001 0.0000 0.9579 Non (nap)

0.0203 0.0550 0.0575 0.0030 0.0405 0.0580 Intercept

0.0596 0.1307 0.2455 0.0044 0.0951 0.2455 Trend + intercept .
Lgdl 31 Y

0.0011 0.0232 0.9994 0.0001 0.0217 0.9986 Non (nnt)
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0.0269 0.0102 0.6694 0.0000 0.0000 0.5292 Intercept
S Bgi L)

0.1278 0.0433 0.0691 0.0001 0.0005 0.0019 Trend + intercept

(npr)
0.0013 0.0044 0.9934 0.0001 0.0044 1.0000 Non
0.0058 0.0439 0.1326 0.0000 0.0439 0.1061 Intercept

Slsgrt Jua

0.0328 0.0833 0.7390 0.0003 0.0813 0.7310 Trend + intercept i

(nta)
0.0003 0.1531 1.0000 0.0000 0.0478 1.0000 Non
0.0087 0.0347 0.4824 0.0002 0.0133 0.8494 Intercept
0.0462 0.1190 0.5204 0.0015 0.0260 0.6875 Trend + intercept

(nti)
0.0003 0.0025 0.7654 0.0000 0.0011 0.9034 Non
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F-Bounds Test

Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) 1)
Asymptotic: n=1000
F-statistic 782.2021 10% 22 3.09
K 4 5% 2.56 3.49
2.5% 2.88
1% 3.29
Actual Sample Size a7 Finite Sample: Nn=50
10% 2.372 3.32
5% 2.823 3.872
1% 3.845 515
Finite Sample: n=45
10% 2.402 3.345
5% 2.85 3.905
1% 3.892 5173

eveiws 12 by olr 2 Jo sbaeWu gl slie] oo 1 peall
7822021 ols F_statistic J a4 4 of (03) o3, Joad! JDs 0 L=
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ARDL Error Correction Regression
Dependent Variable: D(NAP)

Selected Model: ARDL(5, 5, 6, 5, 5)

Case 2: Restricted Constant and No Trend
Date: 12/25/23 Time: 18:03

Sample: 2009Q1 2022Q4

Included observations: 50

ECM Regression
Case 2: Restricted Constant and No Trend

Coeffi Std. t- Prob
Variable cient Error Statistic
9.651 0.8152 11.838 0.00
D(NNT) 397 39 73 00
7.280 0.8052 9.0418 0.00
D(NPR) 730 24 72 00
- 0.8207 - 0.00
D(NTA) 4.606178 11 5.612426 00
0.752 0.1362 5.5234 0.00
D(NTI) 558 47 77 00
- 0.1929 - 0.00
CointEq(-1)* 0.588323 76 3.048690 66
0.928 Mean dependent 0.01
R-squared 815var 7862
0.854 0.56
Adjusted R-squared 664 S.D. dependent var 7207
0.216 0.08
S.E. of regression 236 Akaike info criterion 1142
1.122 1.07
Sum squared resid 196 Schwarz criterion 5394
23.97 Hannan-Quinn 0.45
Log likelihood 145criter. 9759
2121
Durbin-Watson stat 457
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(NAP)
Selected Model: ARDL(5, 5, 6, 5, 5)
Case 2: Restricted Constant and No Trend
Date: 12/25/23 Time: 18:11
Sample: 2009Q1 2022Q4
Included observations: 50

Conditional Error Correction Regression

Coeffi Std. t-
Variable cient Error Statistic Prob.

- 20.326 -

C 47.81662 27 2.352454 0.0296
- 0.2799 -

NAP(-1)* 0.588323 56 2.101484 0.0492
9.651 1.0581 9.1208

D(NNT) 397 67 63 0.0000
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7.280 1.0272 7.0875

D(NPR) 730 56 54 0.0000
- 1.0342 -

D(NTA) 4.606178 01 4.453850 0.0003
0.752 0.1752 4.2947

D(NTI) 558 28 38 0.0004

* p-value incompatible with t-Bounds distribution.

Levels Equation
Case 2: Restricted Constant and No Trend

Coeffi Std. t-
Variable cient Error Statistic Prob.

7.728 1.2118 6.3778

NNT 939 39 63 0.0000
11.47 2.4283 4.7256

NPR 562 56 73 0.0001
- 2.3792 -

NTA 13.16291 51 5.5632375 0.0000
0.356 0.1793 1.9901

NTI 868 15 69 0.0412
- 17.234 -

C 81.27610 63 4.715861 0.0002

EC = NAP - (7.7289*NNT + 11.4756*NPR -13.1629*NTA + 0.3569*NTI -
81.2761)
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Series: Residuals
Sample 2010 2022
Observations 13
Mean -1.64e-14
Median -0.015635
Maximum 0.630730
Minimum -0.275893
Std. Dev. 0.244592
Skewness 1.296991
. - Kurtosis 4.395074
0.0 0.5 Jarque-Bera 4.698947
Probability 0.095419

evelws 12 by ol e slaaeVl Ul slas] o 2 gokadbl

Gl z3sadl o) w52l Jarque_ Bera aws of (06) o3, Joid) s

s deg 0.05 asall s o ST 29 0.095419 il adlx! acis 4.688947
ARDL J 7358 3l O Jo 25 &) il o) Jods dbad) 2o d)l by S oY)
IS s 358 Bl gl W1 2y ) dl a5

osadl Fyd o) LY st @
Beursh-Godfrey Serial Coorrelations LM Test jlz :(07) 43, Jsu!

Breusch-Godfrey Serial Correlation LM Test:

Null hypothesis: No serial correlation at up to 6 lags

F-statistic 3.456033 Prob. F(6,13) 0.0789

Obs*R-squared 30.73286 Prob. Chi-Square(6) 0.0670
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Heteroskedasticity Test: ARCH

F-statistic 0.925461 Prob. F(6,37) 0.6881
Obs*R-squared 5.741616 Prob. Chi-Square(6) 0.5527
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The reality of Islamic investment funds - a case study of Al Rajhi Saudi Equity
Fund -
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Abstract: The study aims to identify
Islamic investment funds, their types,
terms and Sharia controls, highlight the
most important advantages they offer,
as well as present the most important
differences between Islamic investment
funds and their traditional counterparts.
In order to enrich this research paper,
the case of Al Rajhi Saudi Equity Fund
was studied as it is one of the most
important [slamic investment funds in
Saudi Arabia, and the nature of the
research necessitated reliance on the
descriptive approach, as the latter helps
to gain familiarity with the theoretical
aspects of the subject, As well as an
analytical reading of various Islamic
financial services industry stability
reports, the annual reports of Al Rajhi
Saudi Equity Fund and some other
reports. The study concluded that
Islamic investment funds, including Al
Rajhi Saudi Equity Fund, can be an
alternative to traditional investment
funds, but they need more attention and
innovation to meet the needs of the
financial and economic sectors.

Keywords: Islamic investment funds;
Al Rajhi Saudi Equity Fund.
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Abstract:

This paper aims to assess the
contribution of Islamic financial funding in
enhancing financial inclusion by diagnosing
the reality of Islamic banks in Algeria and
their role in promoting financial inclusion.
Additionally, the study analyzes some
indicators outlined by the World Bank since
2011 to measure and evaluate the
achievement of financial inclusion goals.
This analysis relies on the results achieved
by Bank Al-Salam during the years 2008-
2022.

The study concludes several key
findings, including the significant role
played by Islamic banks in promoting
financial inclusion by providing access to
financial services and products for a
segment that suffered exclusion and
marginalization within the traditional
banking system. Islamic finance addresses
financial inclusion from two fundamental

perspectives: risk-sharing and wealth
redistribution within the society, thereby
achieving justice.

Keywords: Islamic finance, Islamic banks,
financial inclusion, financial inclusion
indicators.

JEL Classification Codes: G20, G21,
G24.
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Abstract: This study aims to highlight
one of the innovative tools to support
and promote green finance.
Environmental balance is one of the
most important methods for achieving
sustainable development in the world
and the Islamic world through the
adoption and innovation of a modern
financial industry, "green bonds",
suitable for financing and achieving
sustainable green investments.
Currently, environmentally friendly
projects need non-traditional financial
instruments. To achieve the desired
objectives of this study, we relied on the
descriptive analytical approach in
addition to relying on a case study of the
Indonesia experience in this field. The
study found that green bonds play a
major role in financing economies that

rely on the development of the
environmental economy and are
committed to reducing carbon
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emissions. The development of these
tools also requires the activation of the
role of capital markets through the
development of modern financial
industries such as green bonds and social
bonds, and the increase of issuances by
stakeholders, such as the effective
contribution of banks in supporting this
trend through their financing of leading
environmental friendly project models
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in many countries around the world
Keywords: green economy, Islamic
finance, green bonds, green investments,
sustainable development.

Introduction

Green finance is a new approach to economic development that focuses on green
investments that aim to address the relationship between the natural resources of
the environment and sustainable development. As the world's population grows
rapidly, the coming decades are expected to see unprecedented growth in demand
for clean energy, water, transportation, renewable energy development, and
agricultural infrastructure. This is matched by an increase in the financing needs of
green projects, where the importance of finding tools to finance sustainable
development is evident.

Since Islamic finance is constantly seeking new and innovative approaches to
financial services and products and in developing strategies for financial institutions
to achieve welfare and benefits, a new approach to financial instruments has been
developed to finance development projects that are friendly to the environment,
namely green bonds, which are based on investing in a variety of environmental
projects such as renewable energy projects.

The basic idea of green bonds is their reliance on a set of principles that are
primarily concerned with environmental protection and the conservation of natural
resources, energy efficiency, the promotion of renewable energy, and the reduction
of greenhouse gas emissions. Thus, green bonds are important tools to help the
international community address the environmental challenges caused by modern
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industrial civilization, which have exacerbated the severity of climate change,
which has become a threat to humanity and nature

LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

The need for sustainable financing options to finance development projects is
urgent. In this context, green bonds are considered to be one of the most important
tools of sustainable finance, as they have the potential and readiness to deal with
the challenges of economic fluctuations and crises, and to finance sustainable
productive projects in order to achieve sustainable development. The problem of
the study can be formulated as follows:

How effective are green bonds in financing environmentally friendly projects
to achieve sustainable development?

The main problem gives rise to the following sub-questions:

- What are Islamic green bonds? Moreover, what are their characteristics?

- What are the areas of use of green bonds?

- Are there a global trend that confirms the effectiveness of green bonds in
financing environmentally friendly projects?

Research Hypotheses:

To achieve the objectives of the study, the following hypotheses can be
formulated:
- Green bonds have characteristics that make them suitable for financing
environmentally friendly projects.
- Relying on green bonds in financing environmentally friendly projects
offers many benefits to governments and investors.
- Indonesia Financial experience is a key factor in the success of green bonds
in general.

Research Importance:
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Countries around the world have been seeking alternatives that can help them
achieve economic stability and face the financial crises that have plagued their
economies in recent years. This has led to a renewed interest in finance tools and
their potential to finance development projects, particularly green bonds, which are
a type of Islamic bond. The importance of the study is further enhanced by the
experience of financial institutions that have relied on green bonds to finance

environmental projects.

Research Objectives:
The research paper seeks to achieve the following objectives:
- Identify environmental friendly project and their financing methods.
- Identify the guiding principles of Islamic green bonds.
- To identify the most important international players in green
finance for environmental friendly project.

Research Method:

We followed the descriptive-analytical method, which involves analyzing some
legal texts in the legal system. This is the most common method used in academic
research, especially in legal sciences.

The importance of this study:

lies in understanding the codification of the legal rules governing environmental
protection and their relationship and actual contribution to sustainable development
through economic development and optimal investment in the realization of
investment projects that respect the environmental system, and the extent of their
contribution to achieving the equation between preserving the environmental
balance and pushing the wheel of economic growth by virtue of investment in
projects that generate financial profits without harming the environmental aspect.
In addition we depend on analytical method to analyze the performance of green
bonds in the global market, specifically in Indonesia.

1- Generalities of green finance:

In order to keep pace with the international trend towards sustainable development
and a clean environment, it is necessary to increase investment in projects that
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promote and facilitate this trend. For this reason, it was necessary to search for the
most appropriate and best financing that works to preserve the environment, in
order to address the financial needs related to sustainable development and meet
them with the available resources. (Addae-Dapaah, (2011))

1-1 Definition:

Green finance is defined as a set of financial services and tools that help to
increase investment, mobilize financial resources, operate projects, and manage
risks in areas such as environmental protection, energy conservation, renewable
energy, green transportation, and green buildings. It also includes the use of
financial products and services such as bonds, insurance, equity, capital
investments, and loans, among others, to finance green or environmentally friendly
projects. (Azhgaliyeva, 2020)

The concept of green finance focuses on the restructuring and reorientation of
businesses and economic activities to have a positive impact on the environment. It
seeks to protect the environment not for the sake of financial gain, but rather to
reduce environmental risks and social inequalities. Therefore, it is seen as a
mechanism for achieving sustainable development.

Research’s defined green finance as "a set of financial resources that achieve
strategic balance in the medium and long term, with the aim of serving
environmental objectives that meet the needs of individuals for goods and services
and the protection and sustainability of the environment." (Addae-Dapaah, (2011))
In general, the concept of green finance refers to various investments and bonds
that finance projects aimed at protecting the environment and conserving financial
resources, as defined by the International Finance Corporation in the context of
growing environmental concerns. This has led to a strong focus on green finance as
an inevitable reality

1-2 Islamic green finance areas:

Green finance includes the following areas:
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Renewable energy: This includes solar energy, wind energy, and bio-fuels. This
area aims to replace investments in fossil fuels with investments in clean energy.
(Bank., 2013)

Green buildings: As the transition to a green economy progresses, it is important
to focus on green buildings. These buildings are characterized by the use of
environmentally friendly materials and the conservation of water in the face of
limited water resources. They also help to reduce the use of fossil fuels, which
contribute to climate change.

Sustainable transportation: Sustainable transportation provides the basic needs of
individuals and society in a safe and healthy way, without harming the environment
or the interests of future generations. It is the least polluting form of transportation,
whether in terms of air, water, or soil pollution. It also helps to reduce greenhouse
gas emissions, which contribute to climate change and global warming.
(Azhgaliyeva D. K.-H., 2019)

Waste management: This is the process of recycling waste to produce new
products of lower quality than the original product. This includes recycling paper,
plastic, metal waste, and glass. It also includes the recycling of organic waste
through aerobic and anaerobic digestion, and the treatment of hazardous waste.

Sustainable agriculture: It is important to focus on the concept of a green
economy to green the agricultural sector. This will support livelihoods, implement
policies to reduce poverty in development strategies, and use new agricultural
technologies to mitigate the effects of climate change. It will also help to accelerate
the pace of development to address contemporary environmental challenges such
as desertification, deforestation, urban sprawl, soil erosion, and loss of biodiversity.
This requires the development of a green growth strategy with a theoretical model
and the use of various indicators that capture all dimensions of sustainable
development. (Banga, 2019)

1- 3 Green finance projects:

Based on the aforementioned areas, the following projects can be considered
as green finance projects: (SMI., 2018)

Air pollution reduction projects: These projects aim to replace old vehicles with
new vehicles that meet emissions standards. This will help to reduce air pollution
and improve air quality.
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Treatment of medical and solid waste: These projects aim to establish a safe and
integrated system for the disposal of hazardous waste. This will help to protect
public health and the environment.

Financing of sustainable agriculture: These projects support young people who
are working to develop sustainable agriculture practices. They help to promote the
use of environmentally friendly agricultural practices, such as recycling agricultural
waste, using organic fertilizers, and adopting low-input agriculture. (Dumlao-
Abadilla., 2019)

Green building projects: These projects aim to build new green buildings or
renovate existing ones. They use environmentally friendly materials and practices
to reduce the environmental impact of buildings. This includes using recycled
materials, installing green roofs, and managing rainwater.

Green insurance projects: These projects provide insurance coverage for a variety
of environmental risks, such as natural disasters and pollution. They also provide
insurance for clean technology and renewable energy projects.

1-4 Green finance market size to 2022:

Investors and companies are increasingly turning to green finance. This trend has
helped to create a market for green bonds and loans that barely existed a few years
ago. The following figure shows the evolution of green finance instruments over
the periods (2022-2017), which include bonds, green bonds, green loans, social
responsibility bonds, sustainability bonds, and sustainability-linked loans. (Bennett,
2011)

The issuance of green bonds and loans - to finance environmental and climate
projects - reached a record level of $894 billion in 2021. This follows the record
growth in the green bond market seen in 2020, when the value of issuances
exceeded $5.269 billion. (Benes, 2012)

Meanwhile, green loan issuances reached $89 billion in 2022, down 1% on a year-
on-year basis. This was the only type to see a decline, partly due to the lack of
disclosure in the private loan market compared to the bond market. In general, a
green loan is smaller than a bond, is executed in a private transaction, and cannot
be listed on an exchange like a bond. (Wolf, 2014)
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L
e On the other hand, sustainability bonds for environmental and social purposes
together saw issuances of around $184 billion last year, up 149% on a year-on-year
basis. Sustainability bonds are popular with development banks, which typically
implement sustainable development projects in emerging markets.

e Asaresult, the green finance market has seen the emergence of new types of bonds
to address environmental and sustainability challenges. These include green, social,
and sustainability-linked bonds. These bonds have segmented the environmental
and social debt market, as shown in the following figure, which gives us a
breakdown of the green finance market as of the first quarter of 2021. (Vifals, 2010)

Figure 1: Evolution of the size of the new green finance.

Strong growth puts market on track
forrecord levels atend of 2021
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Source: (https://www latribune.fr)

e As we can see, green bonds dominate the green finance market with a value of
$1.129 billion, followed by social bonds with a value of $0.66 billion, then
sustainability-linked bonds and sustainability-linked loans with a value of $3.28
billion and $2.20 billion, respectively. The table below illustrates these results.

Table: Breakdown of the green finance market as of the first quarter of 2021

Type Value (billions of dollars)
Green bonds 1.129

Social bonds 0.66

Sustainability-linked bonds 3.28

Sustainability-linked loans 2.20
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The statistics provides an overview of the growth of the green finance market
from 2017 to 2021. It notes that the market has grown rapidly, with the issuance of
green bonds and loans reaching record levels in 2021. The statistics also provides a
breakdown of the green finance market by type of instrument, and concludes by
noting that the green finance market is likely to continue to grow in the coming
years, as investors and companies become more aware of the importance of
sustainability. (Wolf, The Giant Hole at the Heart of Our Market Economies Needs
to Be Plugged, 2014)

2. Green bonds

Green bonds were introduced in France in 2012 in the first time. Since then,
they have attracted a lot of interest, with the Islamic Development Bank raising
billions of dollars for renewable energy sectors, including Morocco, Kazakhstan,
Egypt, Tunisia and Syria. In 2013, Mauritania issued its first green bonds, as part
of a wider package of Islamic bonds worth $5.1 billion (Dumlao-Abadilla, 2019).

Green bonds are fixed income securities, either taxable or exempt from tax,
that raise capital for use in green or sustainable projects or activities with specific
environmental or sustainability objectives.

2.1 Principals of green bonds

- Renewable energy

- Energy efficiency (including energy efficiency buildings)

- Sustainable waste management

- Sustainable use of land (including forests and sustainable agriculture)

- Conservation of biodiversity

- Clean transportation

- Sustainable water management (including clean and/or drinking water)
- Adaptation to climate change

Green bonds are used to finance or refinance green or sustainable projects or
activities. These projects or activities typically include renewable energy, energy
efficiency, clean transportation, sustainable water management, climate adaptation,
sustainable agriculture and forests, and pollution prevention and control.
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In 2015, the International Finance Corporation issued a five-year masala
green bond on the London Stock Exchange. This was the first green bonds to be
issued in the Indian market. The bonds raised 3.15 billion and attracted a wide range
of international investors to support climate-smart investments in India. The IFC
invested the proceeds of the bonds in green bonds issued by I S Bank, one of India's
leading private sector banks. I S Bank invested the proceeds of the bonds in
renewable energy and energy efficiency projects, particularly in solar and wind
power.

In 2016, the IFC invested 2 billion (about $8.75 million) through a trust
structure in green masala bonds issued by Punjab National Bank, India's largest
state-owned bank. The bonds were guaranteed and aligned with the principles of
green bonds. (Godlewski, 2013)

The following are some examples of green bonds that have been issued:

- In 2017, the Islamic Corporation for the Development of the Private Sector
(ICD) issued a $500 million green bonds to finance renewable energy projects
in the Middle East and North Africa.

- In 2018, the Islamic Development Bank (IDB) issued a $3 billion green bonds
to finance climate-smart investments in developing countries.

- In 2019, the Malaysian government issued a $1 billion green bonds to finance
renewable energy projects in Malaysia. (Board, 2014)

2-2 A new era for green bonds:

The global shift towards green bonds is one of the areas that are typically
associated with environmental protection and sustainability. In recent years, green
bonds have become a popular instrument for this aspect of the global bonds market.
(Maziad, 2015)

For example, the European Investment Bank (EIB) issued green awareness
bonds worth €600 million in 2007, focusing on renewable energy and energy
efficiency. In 2008, the World Bank issued a total of $440 million of green bonds
to support a climate-focused program for Nordic pensions. In 2013, the African
Development Bank issued green bonds worth $500 million to finance climate
solutions in Africa. As of June 2015, the World Bank had issued over 100 green
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bonds worth $5.8 billion. And as of today, there are close to $9.65 billion of green
bonds outstanding. (Miller, 2007)

The growth of the green bonds market is being driven by a number of factors,
including:

- Increased awareness of the environmental and social impact of investments.
- The growing demand for sustainable financing.
- The development of standardized green bonds frameworks.

2-3 Challenges facing green bonds:

Based on studies by the Organization for Economic Co-operation and
Development (OECD), the main challenges facing green bonds include:

- Lack of awareness of the benefits of green bonds and related international
standards.

- Lack of local guidelines.

- High costs of green bonds requirements.

- Lack of green bonds classifications, indices and benchmarks.

- Lack of green bonds issuance.

- Difficulty for international investors to access local markets.

- Lack of local investors.

Lack of awareness of the benefits of green bonds and related international
standards: non-knowledge of existing international standards, in addition to a lack
of understanding of the potential benefits of the green bonds market for
policymakers, regulators, issuers and investors, can be a major obstacle in many
countries.

Lack of local guidelines: The environmental and regulatory challenges can vary
from country to country. For this reason, incentive policies can be used to support
the development of local green bonds markets. Some of these markets may require
additional disclosures and transparency in addition to green bonds principles. For
these countries, the lack of local guidelines and disclosure requirements can be a
major obstacle.
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High costs of green bonds requirements: Green bonds requirements must be
verified and monitored to ensure that issuers use the proceeds for sustainable
purposes. This can be done by a second opinion or a third-party guarantee (such as
accounting firms or specialized research firms). However, many issuers do not
know how to conduct this process. In some markets, the cost of obtaining a second
opinion or a third-party guarantee can be prohibitive, which can be an obstacle for
some small issuers, in addition to increasing the cost of managing disclosure
requirements.

Lack of green bonds classifications, indices and benchmarks: Green bonds
classifications, which provide environmental information specific to bonds
categories, can help to assess the alignment of green bonds markets with
international standards and guidelines. They can also help investors to understand
how environmental factors affect the credit risk of issuers. Green bonds indices can
help to guide investors to green bonds that meet their needs.

Lack of green bonds issuance: Despite the availability of investors, low-level
green bonds issuance in some markets may reflect a lack of sustainable projects that
can be financed through green bonds. Even if a project meets one of the
international standards, it may not be considered a green bonds if it does not meet
all of the requirements.

Difficulty for international investors to access local markets: International
investors may find it difficult to access local markets due to differences in market
practices and disclosure requirements. These differences can increase transaction
costs, as green bonds issued in one market may need to be re-named or re-rated in
another market. In addition, there may be no protection against risks (such as
currency risk).

Lack of local investors: In some markets, green bonds are mainly purchased by
local investors, either due to capital controls or cultural barriers. In these cases, the
availability of local investors is essential to ensure demand. (Tahir, 2020)

2-4 Evaluation of the size of international green bond issuances by 2023:

According to a report by the World Bank (2020), global green bond issuances
reached a record high of $5.269 billion by the end of 2019. The report showed that
green bonds are a growing asset class of fixed-income securities that raise capital
for projects with environmental benefits, such as renewable energy projects or low-
carbon transportation. Although issuances reached a new record high in 2020, that
figure was only slightly higher than the total for 2019.
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A recent report from Bloomberg New Energy Finance showed that green
bond issuances doubled to $621 billion in 2020, a record high. By the end of 2021,
the total sales of green bonds reached over $8.1 trillion since these bonds were first
issued in 2007.

Europe remains the largest issuer of green bonds, with a value of $308 billion
in 2021. However, Asia is the fastest growing region, with its share of total
issuances rising from 10% to 24% in 2021. Emerging markets have also seen
significant growth in this market recently, led by Indonesia, as well as plans from,
Saudi Arabia to boost green project financing. The European Union is expected to
continue to lead, with plans to issue €250 billion ($275 billion) in green bonds by
2026, according to Bloomberg Intelligence agency.

According to a report by the Climate Bonds Initiative in the first quarter of
2021, global green bond issuances reached a record high of $5.269 billion at the
end of 2020. This figure is only slightly higher than the total issuances for 2019,
which was $3.266 billion. This is due to a slowdown in issuances during the second
quarter of 2020, which continued to a slight decline to the first quarter of 2021.
However, issuances began to recover gradually in the second quarter of the same
year, reaching a record year of issuances in 2021, and are expected to continue to
rise in the coming years, as shown in Figure 2.

Figure 3: The evolution of green bond issuances until 2021.

Source: (https://www.refinitiv.com)
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According to the Climate Bonds Initiative's semi-annual report, green debt issuance
continued to grow in the first half of 2021, with volumes listed in the Climate Bonds
Initiative's green bond database in this period reaching $8.227 billion, which is
double the amount compared to the first half of 2020 — a record figure for a six-
month period since the market began in 2007.

In the first half of 2021, green issuances reached the equivalent of more than three-
quarters (76%) of what was issued in full in 2020, and according to the initiative, it
exceeds half of the expected volume for the whole of 2021, which is $450 billion.
This brings the total volume of bonds issued (cumulatively) to $3.1 trillion. (Taylor,
2014)

According to the Climate Bonds Initiative, with these growth rates, it is likely that
the annual volume of green bond issuances will exceed $1 trillion in 2023. (Wilson,
2018)

Figure 3: The evolution of green bond issuances until 2023
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The accelerated growth in expected green bond issuances is the result of
enhanced coordination efforts between the European Union member states. EU
bonds are a potential future asset that could rival US Treasury bonds, as the EU's
social responsibility bonds issued in 2020 saw the highest demand ever.

2-5 The role of International Finance Corporation (IFC) in the issuance
of green bonds:
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The International Finance Corporation (IFC), a member of the World Bank
Group, is the largest global development institution focused on the private sector in
emerging markets and developing economies. The Corporation works in over 100
countries around the world, using its capital, expertise, and influence to create
markets and opportunities that improve lives. In fiscal year 2021, it invested a total
of $5.31 billion in loan commitments to private companies and financial institutions
in emerging markets and developing countries, in an effort to eliminate poverty and
promote shared prosperity.

The first issuance of green bonds by the International Finance Corporation
(IFC) was in 2010, in response to demand from investors looking for investments
in climate-related activities with stable income. The IFC's first issuances were small
in size to meet investor demand, but as investor interest in this type of bond and
climate activities grew, the IFC met the demand and increased the size of its annual
issuances.

The period 2018-2020 saw a significant increase in the share of green bond
issuances, but from mid-2020 to 2021, this period saw a continuous decline in the
share of bond issuances due to the covid-19 pandemic that hit the world. The covid-
19 pandemic diverted the IFC's priority to addressing the economic crisis and
helping to address this global crisis. Efforts continued to provide assistance to
overcome the social and economic consequences of this pandemic, and the IFC
issued six green bonds worth $8.165 billion in 2021. (Annie Massa, juin 2019)

2  The Future of Green Bonds

The green bond market has seen a remarkable development in terms of the
participation of new types of investors and issuers. It has gone from a market
dominated by early issuers such as the World Bank to a market in which
governments, companies, banks, and financial institutions are involved. The types
of green bonds have also expanded to include a variety of different bonds (green
securitization), such as blue bonds. Seychelles issued the first blue bond, which is
the latest in a series of innovations in the fixed income market, to support
sustainable projects for marine activities and fisheries. The interest in the bond
market also means an increase in government interest in green spending (transport
and energy). Despite the health crisis of 2020, global issuances reached a record
high in 2020. The geographic diversity of issuances was also evident in several
countries, such as Ecuador, Saudi Arabia, Barbados, Russia, the UAE, Kenya, and
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others, all of which are emerging markets looking for green investments. (Energy,
2017)

The European Union is working to develop a standard for green bonds and a
classification for sustainable finance according to Moody's. The standard will
support the growth and maturity of the market. Indonesia is also coordinating
seriously with the European Union, the G20, and several initiatives, such as the UN
Green Finance Initiative, to explore ways to develop the green bond market.
Although the contribution of green bonds to directing investment in climate change
mitigation and adaptation projects is still considered marginal, there is an urgent
need to strengthen confidence in this market in the medium to long term, and to
gain a better understanding of the financial characteristics and challenges associated
with this asset class.

3 Indonesia Experience in Issuing Green Bonds:

The World Bank indicates that the cost of environmental damage is between
3% and 6% of Indonesia's GDP. Indonesia Development Bank indicates that
Indonesia needs about 310-620 billion US dollars per year in capital to invest in
green projects. As a result, pollution control, recycling, and green investments have
become a top priority in Indonesia, and green finance, especially green bond
financing, can play an important role in this. (Rui, 2020)

The maturity terms and products include short-term bonds, longer-term bonds
(up to 15 years), and perpetual bonds, as well as asset-backed securities and green
asset-backed securities. The largest issuers of these bonds are the Indonesia
Development Bank, the Industrial and Commercial Bank of Indonesia, and the
Bank of Indonesia. As a result, banks are the main issuers, and non-financial
corporate issuances are small. (Sandalow, 2020)

4-1 The Reality of Green Bond Issuance in Indonesia:

Green bond issuances in Indonesia reached around $11 billion in 2013, rising
to $36 billion in 2014. In 2018, issuances reached $43 billion, and in 2019, they
reached $120 billion. As a result, Indonesia is the second-largest green bond market
in the world with issuances rising from $11 billion to $120 billion in just eight years.
(Donovan Escalante, 2020)

Regarding the regulation of bond issuance, the first green bond standard was
launched by the Indonesia Banking Regulatory Commission in 2015 as a foundation
for serving the real economy. In 2016, the Green Bond Issuance Guidelines were
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issued to encourage investment in 12 major types of green projects. In 2019, a green
industry guidance manual was drafted, which clarified the definition and
classification of green industries and projects. In 2020, the foundation for the green
bond catalog was laid.

It is noted that Indonesia has adopted four versions in six years, and these
versions have seen continuous improvement in content, including:

- The 2020 version is characterized by excluding the financing of projects related
to clean coal. Some projects that involve the clean use of fossil fuels have been
classified as green projects, while global standards do not recognize these
projects as green.

Previous versions allow the use of 50% of the proceeds to repay bank loans or
invest in working capital, while the new version allocates proceeds to finance
and refinance green projects, by providing a specific definition of green bonds.

The 2015 version defined six first-level industrial categories: energy saving
and environmental protection industry, cleaner production industry, clean
energy industry, environmental ecology industry, green infrastructure
development, and green services. The latest version defines four levels of
categories (6 first-level categories, 25 second-level categories, 47 third-level
categories, and 203 fourth-level categories). The fourth-level category includes
specific project names in addition to guidelines and technical requirements.
These levels represent a better and more detailed understanding for market
practitioners to follow guidelines in order to better direct capital flows towards
targeted green projects.

The green bond market has attracted 160 new issuers, and support for clean
projects has reported significant environmental benefits. Green bond financing
has contributed to the reduction of 6.52 million tons of carbon dioxide
equivalent and added 2.11 megawatts of clean energy (Escalante Donovan,
2020). The report of the Climate Policy Initiative recognizes the effectiveness
of the green bond market in Indonesia. (Pauline Deschryver, 2020)

4-2 Green-eligible projects in Indonesia:
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In the latest version of the green bond financing project, a set of green projects
with a significant and positive environmental impact in addressing climate change,
achieving the circular economy, and improving the environment in general, were
examined. The most prominent projects that were eligible for green financing in
Indonesia include: (REGLobal, 2020)

- Carbon capture projects

- Infrastructure projects that support renewable energy vehicles (urban rail
transport/subway)

- Support for the carbon credit trading sector

- Technological improvements and product development and manufacturing

- Pollution prevention and treatment

- Water treatment plants

- Recycling facilities

- Green transportation

- Qreen cities

Statistics have shown that 28% of the proceeds of green bonds are distributed
among solar energy, wind energy, and other clean energy projects. The largest share
in the clean energy sector was for hydropower (7 billion dollars); and 33% of the
proceeds were from the low-carbon transport sector. This means that the clean
energy sector and the clean transportation sector had the biggest share compared to
other sectors. 17% of the bond proceeds are for pollution prevention and control,
and 17% are for resource conservation and recycling. 8% are allocated to
environmental protection and adaptation to climate change. ((SBN), 2018)

4-3 Evaluation of green bond issuance in Indonesia

Despite the rapid development of the green bond market in Indonesia, it still
faces significant challenges. There are a number of measures that can be taken to
develop the market, starting with reducing the information gaps available about the
benefits of green bonds, as well as institutional and corporate data, to ensure that
green bonds are documented and evaluated according to the guidelines issued by
the People's Bank of Indonesia and the Indonesia Securities Regulatory
Commission, and to strengthen due diligence procedures for bond issuers and
information disclosure requirements. In addition, the use of green bond indices and
the issuance of green-linked securities can also make the market more attractive.
Similar to other sectors in the Indonesia bond market, it is important to expand the
investor base and promote international cooperation in the field of green bonds. The
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green bond market helps to encourage growth that is consistent with environmental
protection principles and contributes to global green finance initiatives.

Figure 4: Global Use of Green Bond Proceeds in Indonesia
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6% 2%

Adaptation
6%

_ Transport
16%

Source: Authors’ own based on data from Filkova et al. (2021).

Green bonds appear to be a promising financing mechanism for energy and green
building projects in Indonesia, considering that a large proportion of green bonds
are currently being issued to fund such projects.

According to an analysis by the Climate Bonds Initiative, approximately $7.3
billion of issuances in Indonesia did not meet international standards in 2019, as
50% of the proceeds could be allocated for working capital purposes for corporate
bonds, while green bonds require the proceeds to be allocated to green projects. It
was reported that 28% of bond proceeds go to new projects, 10% go to refinance
debt or existing projects, while 51% are unknown. This can be attributed to the fact
that bond issuers do not disclose information in detail or because the final allocation
is pending.

The lack of a central repository for financial and environmental data for green
bonds is also a major challenge to understanding the green bond market in
Indonesia.

While the green bond market is attracting new issuers, it is still relatively small
compared to the size of the challenges that the real market is supposed to face.
Nevertheless, it achieves many benefits, the most important of which are opening
up new financing channels for green businesses and projects, providing investors
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with new asset classes, and promoting green investment for the issuer through the
reputational effect as a step towards improving the development of the green bond
market.

4 Conclusion

It has become more urgent than ever to focus on the environmental dimension to
implement and finance projects on the ground. This is due to the growing
environmental awareness of the population and the establishment of legal
frameworks that are consistent with respect for the ecological system and
sustainable development. These two are closely linked, so it is important that the
financing and implementation of projects that generate financial profits and social
benefits should not be at the expense of environmental security and stability.

Although the green bond market is still in its early stages of development, the
diversity of investors is growing. This may also lead to an increase in the diversity
of bonds that are issued, which could lead to the possibility of mobilizing more
private capital to support environmental investments that take into account climate
conditions. However, there are a number of challenges associated with issuing
green bonds. These can be summarized as follows:

- Lack of awareness of the benefits of green bonds and the related
international guidelines and standards

- Lack of local market guidelines and lack of definition and disclosure of
green bonds;

- High costs of green bond issuance requirements at times for some small
issuing companies;

- Lack of ratings, indices, and green bond lists that are aligned with
international guidelines and standards;

- Difficulty of access for international investors to local markets, as green
bonds recognized in one market need to be renamed or recertified in another
market. In addition, there is no risk protection.

- Indonesia's experience in issuing green bonds is a pioneering experience,
but it is not without obstacles that threaten its success.

5 Research results :

- Green bonds are an innovative solution to the challenges of financing climate
action. Investing in these financial instruments guides participants in capital
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markets in the right direction to reach an effective level and contribute to
mitigating the effects of climate change.

Although green bonds still represent a small segment of the overall bond market,

the efforts of stakeholders have made them an increasingly popular tool used by
companies to finance more environmentally friendly operations.

The International Finance Corporation (IFC) contributes to providing climate-

sensitive solutions by raising green bond issuances to attract new investors and
mobilize more private capital, especially in emerging markets. What commends
its efforts is its supervision of the financing of the largest environmental projects,
such as the Indonesia atmospheric purification model since 2008.
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