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Abstract. The heightened global focus on sustainability has intensified expectations for financial institu-
tions, including Islamic banks, to embed green finance and sustainable practices within their operations. 
Although Malaysia remains a global leader in Islamic finance, questions persist regarding the depth 
of sustainability implementation beyond narrative disclosure. This study examines the extent to which 
full-fledged Islamic banks in Malaysia operationalize green finance and sustainability principles, and 
evaluates their alignment with national and global frameworks. A qualitative exploratory design was 
employed, incorporating systematic content analysis and thematic review of sustainability, annual, and 
integrated reports from six Islamic commercial and development banks. To enhance rigor, a triangulation 
strategy validated findings against academic literature, regulatory documents, and institutional policy 
sources. In addition, a quantitative content analysis was conducted through a structured 0–4 scoring 
rubric applied across fifteen indicators, generating a Green Banking and Sustainability Index (GBSI) 
scaled to 0–100. The results reveal four emerging themes–climate risk management, compliance with 
sustainability frameworks, environmental footprint reduction, and green financing activities, with banks 
demonstrating varying maturity across initiatives. GBSI scores ranged from 40.3 to 66.7, indicating 
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moderate progress yet uneven adoption across institutions. Positive strides were noted in energy efficiency, 
digitalisation, and initial climate-disclosure efforts, while gaps remain in renewable energy deployment, 
green procurement, verified performance metrics, and standardised reporting. This study contributes 
empirical insight into ESG integration within Islamic banking, advances legitimacy theory and provides 
actionable recommendations to strengthen execution consistency, enhance reporting quality, and support 
Malaysia’s strategic ambition in Islamic green finance.
Keywords: green banking, sustainability, ESG, Islamic banks, disclosure

1. Introduction

Environmental degradation and the depletion of natural resources represent critical 
challenges that demand global attention, catalysing the adoption of green banking and 
sustainability practices as a viable solution (Bukhari et al., 2020). Green banking repre-
sents a paradigm shift in the banking sector, integrating environmental considerations 
into operational and strategic decision-making processes (Fajriah et al., 2023). Stake-
holder engagement emerges as a central issue for both conventional and Islamic bank-
ing institutions in the pursuit of green banking initiatives, highlighting the necessity for 
inclusive and collaborative strategies (Bukhari et al., 2020). The move towards sustain-
ability necessitates the alignment of financial practices with environmental protection, 
resource conservation, and social responsibility, underscoring the crucial role of finan-
cial institutions in fostering a more sustainable future.

Banks are now transitioning their behaviour by implementing green banking con-
cepts to minimize their environmental impact (Hermala et al., 2024). This transition 
involves a multifaceted approach, integrating environmentally conscious operational 
adjustments, such as the adoption of recycled paper products to mitigate deforestation 
and minimize waste generation, with the introduction of pioneering financial instru-
ments, including green credit cards that offer targeted incentives and benefits to pro-
mote environmentally responsible actions. These efforts aim to cultivate a widespread 
ethos of environmental stewardship among both consumers and commercial entities 
(Chowdhury et al., 2025).

The urgency to address climate change, coupled with the increasing awareness of 
environmental degradation, has spurred the financial sector to adopt sustainable prac-
tices, with green banking at the forefront. Islamic banking, guided by the principles of 
Shariah, emphasizes social justice, ethical conduct, and environmental stewardship—
values that align well with the goals of sustainable development. Islamic financial in-
struments, such as zakat, waqf, and microfinance, possess the capacity to enhance so-
cial well-being and reduce poverty. This highlights how Islamic finance not only offers 
economic advantages but also reinforces social and environmental responsibilities that 
align with ESG principles (Budiman et al., 2021). Integrating ESG principles into Is-
lamic finance practices necessitates the issuance of fatwas that provide a legal frame-



97

Mohd Faizuddin Muhammad Zuki, Muhammad Arif Fadilah Ishak, Muhammad Hafiz Hassan.    
Green Banking and Sustainability Disclosures in the Islamic Banking Sector: Evidence from Malaysia

work for guiding the implementation of ethical investments. Islamic banks distinguish 
themselves through a profound commitment to sustainability, tangibly demonstrated 
through the proactive integration of environmental considerations into their opera-
tional frameworks and a steadfast adherence to ethical guidelines enshrined in Shariah 
law. This convergence underscores the intrinsic compatibility between Islamic finance 
and the global movement toward environmental preservation and responsible financial 
practices, positioning these institutions as key drivers in fostering a more sustainable 
and equitable financial ecosystem.

Despite this promising alignment between Islamic finance and sustainable develop-
ment goals, several critical challenges remain. The first is the lack of systematic assess-
ment of green finance initiatives. While Islamic banks, grounded in Shariah principles, 
have the potential to significantly contribute to climate finance solutions (Obaidullah, 
2017), there remains a dearth of comprehensive studies evaluating their green efforts 
(Andatu & Hilabi, 2023). Islamic financial principles, which advocate justice, fair-
ness, and the preservation of resources, naturally align with environmental protection 
and sustainable development (Al‐Roubaie & Sarea, 2019), yet empirical evaluations 
are scarce. Second, the fragmented nature of sustainability reporting and inconsistent 
practices among Islamic banks hinder efforts to benchmark performance or establish 
industry-wide standards. Existing reports often lack standardization, and application 
of sustainability principles varies, resulting in outcomes that are difficult to measure 
or compare. Third, there exists a gap between marketing claims and actual sustainabil-
ity performance. Accusations of “greenwashing” have surfaced, where banks promote 
environmental initiatives in public relations materials without substantive changes in 
operations (Accenture, 2022). This discrepancy threatens public trust and undermines 
the credibility of Islamic finance in championing sustainability.

Although no banks fully meet green policy requirements, studies suggest Islamic 
banks show more seriousness than their conventional counterparts ( Julia & Kassim, 
2019). This may stem from their inherently ethical framework, which emphasizes envi-
ronmental and social responsibility (Bukhari et al., 2019). Therefore, further research 
is imperative to dissect the methodologies Islamic banks are adopting, evaluate their 
efficacy, and identify areas for improvement, ultimately to inform best practices and 
support the industry’s transition towards a more ecologically conscious banking model. 
To provide a strong theoretical foundation, this study adopts legitimacy theory as its 
guiding lens. Legitimacy theory posits that organizations seek to maintain societal ap-
proval by aligning their activities and disclosures with stakeholder expectations (Dee-
gan, 2002; Suchman, 1995). This perspective is particularly relevant to Islamic banks, 
where sustainability reporting often reflects a tension between symbolic compliance 
and substantive implementation.

Recent studies highlight that sustainability disclosures in the banking sector are 
frequently shaped by legitimacy concerns, with reporting practices sometimes serving 
more as symbolic gestures than substantive environmental commitments (Firmansyah 
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& Kartiko, 2024; Sebastião et al., 2024). By applying legitimacy theory, the study in-
terprets why banks adopt sustainability frameworks, why disclosure frequently out-
paces actual practice, and why standardized indicators remain limited. The selection 
of legitimacy theory adheres to the IMPACT framework for theory selection, offering 
interpretive power in explaining disclosure practices, meaningful relevance to Islamic 
finance, predictive capacity regarding risks of greenwashing, broad applicability across 
institutional contexts, coherence with the study’s central argument, and transferability 
to other emerging economies.

Despite the growing body of literature on green banking and sustainability, there 
remains a notable research gap in systematically evaluating the extent to which Islam-
ic banks move beyond disclosure to actual implementation of sustainability practices. 
Prior studies have often focused on disclosure quality or broad ESG adoption without 
critically examining the depth of integration into operational frameworks. This study 
addresses that gap by assessing both the nature and substance of sustainability initia-
tives within Malaysia’s full-fledged Islamic banks, thereby contributing new empirical 
evidence to the discourse on Islamic green finance. The novelty of this research lies 
in the emergence of four key themes, climate risk management, compliance with na-
tional and global frameworks, environmental footprint reduction, and green financing 
activities, further broken down into fifteen specific indicators. The findings are expect-
ed to enrich the literature on Islamic green finance while offering practical insights for 
regulators and practitioners to strengthen policy coherence, disclosure practices, and 
sustainability performance in the sector.

Malaysia offers a particularly significant context for this study. As one of the world’s 
leading Islamic finance hubs, Malaysia hosts a dual banking system where Islamic banks 
play a central role in advancing financial inclusion and sustainable development. The 
country has pioneered regulatory frameworks such as the Value-Based Intermediation 
(VBI) initiative and the Climate Change and Principle-Based Taxonomy (CCPT), 
which position Islamic banks at the forefront of sustainability integration. This context 
underscores Malaysia’s importance as both a testing ground and a benchmark for how 
Islamic banking can align with global sustainability agendas while remaining rooted in 
Shariah principles.

2. Literature Review

2.1 Conceptualizing Green Banking and Sustainability in Banking

The integration of Environmental, Social, and Governance (ESG) principles into the 
financial sector has become a critical strategy for fostering sustainable development. 
In particular, Islamic banking, with its emphasis on ethical and socially responsible in-
vesting, offers a strong foundation for aligning financial operations with sustainability 
goals (Bukhari et al., 2019; Salsabila et al., 2022). Financial institutions are increas-
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ingly seen as agents of change in addressing climate-related challenges by directing 
capital toward environmentally and socially impactful sectors (Rahman et al., 2022). 
This growing role is driven not only by regulatory pressures but also by stakeholder 
expectations and international climate accords that emphasize carbon reduction and 
responsible investment.

This paradigm shift necessitates a new orientation in banking practices where finan-
cial institutions are expected to generate both financial returns and positive environ-
mental externalities. Green finance, in this regard, has emerged as a critical tool, aiming 
to embed sustainability into core banking functions such as lending, investment, and 
risk management (Muchiri et al., 2025). Notably, Islamic banking offers a unique ad-
vantage in operationalizing green finance through its Shariah principles. The prohibi-
tion of riba (interest) and gharar (excessive uncertainty), alongside the emphasis on 
social justice and stewardship (khalifah), position Islamic finance as a naturally aligned 
system with sustainability objectives.

Green banking, which refers to the integration of environmental considerations into 
financial decisions, goes beyond regulatory compliance. It entails the strategic reorien-
tation of banking operations to actively support environmental preservation, resource 
efficiency, and sustainable development. This includes financing renewable energy pro-
jects, clean transportation, green technology, and sustainable agriculture, sectors that 
directly contribute to a low-carbon economy (Anggraini & Muhammad Iqbal, 2022; 
Zhixia et al., 2018). Banks engaging in such initiatives are increasingly contributing to 
both ecological resilience and long-term profitability, particularly as consumer and in-
vestor preferences shift toward ESG-conscious institutions.

However, the transition from traditional to sustainability-oriented banking is not 
without challenges. Issues such as greenwashing, fragmented regulatory guidelines, in-
consistent disclosure practices, and a lack of standardized green finance taxonomy limit 
the full potential of green banking initiatives (Institute for Capital Market Research Ma-
laysia, 2023; Muchiri et al., 2025; Sebastião et al., 2024). Moreover, for Islamic banks, 
operationalizing green finance in alignment with Maqasid al-Shariah still requires fur-
ther clarity in terms of implementation, product innovation, and measurable impact. 
Therefore, while the conceptual foundation of green finance in banking is robust and 
evolving, its effective application necessitates continued strategic, regulatory, and insti-
tutional development to drive systemic change across the sector.

2.2 Islamic Finance and ESG Integration

Islamic finance is inherently aligned with ethical and responsible investing due to its 
foundational principles derived from Shariah law. These principles emphasize fairness, 
risk-sharing, and the prohibition of activities harmful to society and the environment, 
such as those involving riba (interest), gharar (excessive uncertainty), and maysir (gam-
bling). This ethical orientation closely mirrors the values promoted under Environ-
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mental, Social, and Governance (ESG) frameworks, which seek to create sustainable 
and socially responsible economic systems (Bukhari et al., 2019; Qoyum et al., 2022). 
As such, Islamic finance presents a natural framework for supporting ESG integration, 
especially in predominantly Muslim regions where Shariah-compliant financial prod-
ucts are widely accepted. This intrinsic alignment allows Islamic financial institutions to 
seamlessly embed green and sustainability practices into their operational frameworks, 
thereby distinguishing their approach from that of conventional counterparts (Andatu 
& Hilabi, 2023).

The integration of ESG into Islamic finance is not just a theoretical proposition but 
is increasingly evident in practice. For instance, the emergence of green sukuk serves 
as a critical milestone in demonstrating the compatibility between Islamic finance and 
sustainability objectives. Green sukuk enable capital raising for projects that have clear 
environmental benefits while maintaining Shariah compliance. Malaysia and Indone-
sia have been pioneers in this space, launching sovereign and corporate green sukuk 
to fund renewable energy, energy efficiency, and low-carbon transport infrastructure. 
These instruments showcase how Islamic finance can contribute to the global sustain-
ability agenda (Araminta et al., 2022), particularly in aligning financial flows with the 
Sustainable Development Goals (SDGs) and the Paris Climate Agreement. The rig-
orous screening processes inherent in Islamic finance, which prohibit investments in 
industries deemed unethical or harmful, naturally filter out many environmentally and 
socially detrimental activities, reinforcing their commitment to responsible finance 
(Liu & Lai, 2021).

Despite these promising developments, several challenges hinder the widespread 
integration of ESG within Islamic financial institutions. A key concern is the lack of 
standardized ESG metrics that are compatible with Shariah guidelines. While conven-
tional ESG scoring systems exist, they often fail to account for the unique ethical filters 
and prohibitions in Islamic finance. This mismatch creates difficulties for Islamic banks 
in benchmarking their sustainability performance relative to global peers. Moreover, 
the risk of greenwashing, where financial institutions overstate or misrepresent the en-
vironmental impact of their activities, is a growing concern. Without proper oversight 
and disclosure standards, the credibility of ESG claims may be compromised, particu-
larly in markets where regulatory frameworks are still evolving.

Another critical issue is the operationalization of Maqasid al-Shariah, the higher ob-
jectives of Islamic law, as a framework for assessing sustainability. While scholars have 
proposed that Maqasid align with the pillars of ESG (Qoyum et al., 2022), there re-
mains limited empirical evidence on how Islamic banks incorporate these objectives 
into their governance, risk management, and product development processes. The ab-
sence of measurable benchmarks for Maqasid-driven ESG practices makes it difficult 
to evaluate their effectiveness in promoting sustainability. Furthermore, the adoption 
of ESG practices varies widely across Islamic financial institutions, depending on their 
size, regulatory context, and strategic priorities. While the ethical underpinnings of Is-



101

Mohd Faizuddin Muhammad Zuki, Muhammad Arif Fadilah Ishak, Muhammad Hafiz Hassan.    
Green Banking and Sustainability Disclosures in the Islamic Banking Sector: Evidence from Malaysia

lamic finance provide a strong basis for ESG integration, there is a pressing need to 
bridge conceptual ideals with institutional practices. This requires the development of 
Shariah-compatible ESG indicators, increased regulatory clarity, and a commitment to 
transparency and accountability.

2.3 Legitimacy Theory as a Guiding Framework

Legitimacy theory provides a critical lens for analyzing sustainability disclosures in the 
banking sector. It posits that organizations seek to maintain societal approval by align-
ing their activities, narratives, and reporting with stakeholder expectations (Deegan, 
2002; Suchman, 1995). Within the context of Islamic banking, this perspective is par-
ticularly relevant given the sector’s dual responsibility to uphold Shariah principles and 
respond to global sustainability demands.

Recent past studies demonstrate that sustainability reporting often reflects legitima-
cy-seeking behaviour, where disclosures are used strategically to signal compliance with 
societal norms rather than to document substantive environmental performance. For 
instance, Sebastião et al. (2024) highlight that banking institutions frequently adopt 
sustainability frameworks to enhance legitimacy, even when implementation remains 
uneven. Similarly, Firmansyah and Kartiko (2024) and Islam and Kokubu (2018) 
show that green banking disclosures can serve symbolic functions, with firm size and 
age moderating the extent of substantive adoption. These findings resonate with con-
cerns about “greenwashing,” where banks emphasize environmental narratives without 
embedding them into operational practices (Cho et al., 2015; Michelon et al., 2015).

Applying legitimacy theory to Islamic banking thus enables a deeper understanding 
of why disclosure often outpaces actual practice, why standardized indicators remain 
limited, and how banks balance symbolic compliance with substantive integration. The 
selection of legitimacy theory adheres to the IMPACT framework for theory selection 
(Hollebeek et al., 2025), as it offers interpretive power in explaining disclosure practic-
es, meaningful relevance to Islamic finance, predictive capacity regarding risks of green-
washing, broad applicability across institutional contexts, coherence with the study’s 
central argument, and transferability to other emerging economies.

The first element of the IMPACT framework, Interestingness, arises from the ten-
sion between symbolic disclosure and substantive implementation in Islamic bank-
ing sustainability, a phenomenon that has not been systematically examined. Second, 
Matching is achieved as legitimacy theory directly explains why banks disclose sus-
tainability practices to maintain societal approval, even when implementation remains 
partial. Third, Parsimony is reflected in the theory’s ability to provide a coherent ex-
planation without requiring multiple overlapping frameworks. Fourth, Applicability is 
evident in its relevance across diverse institutional contexts, including Islamic finance 
in Malaysia. Fifth, Conceptual Rigor is ensured through established scholarly founda-
tions (Deegan, 2002; Suchman, 1995), which provide interpretive depth for disclosure 
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practices. Finally, Testability is supported by the operationalization of sustainability in-
dicators within the Green Banking and Sustainability Index (GBSI), allowing empirical 
assessment of symbolic versus substantive practices.

3. Methodology

This study adopts an exploratory qualitative research design to examine the extent and 
maturity of green finance and sustainability implementation among Malaysian Islam-
ic banks. Exploratory qualitative designs are appropriate for emerging domains where 
empirical structures are still forming and where rich contextual understanding is re-
quired (Creswell & Creswell, 2022). Consistent with sustainability reporting works, 
the study employs a systematic content analysis of narrative disclosures, an approach 
widely used in ESG and banking studies to analyse corporate sustainability practices 
(Hamidi & Worthington, 2021; Kurniawati, 2025; Vőneki & Lamanda, 2020). Docu-
ment-based qualitative research is particularly suited to examining institutional behav-
iour and policy alignment in regulated financial sectors, where public narratives provide 
strategic and compliance signals (Hahn & Kühnen, 2013).

The sample consists of all six full-fledged Islamic banks in Malaysia, Bank Islam, 
Bank Muamalat, Bank Rakyat, BSN, MBSB, and Bank Agro. These banks were selected 
due to their complete Shariah-compliant mandate and relevance to Islamic sustainable 
finance and policy priorities in Malaysia. Data were extracted from annual reports, sus-
tainability reports, and integrated reports, consistent with prior studies on sustainabil-
ity disclosure practices in banking and Islamic finance (Hamidi & Worthington, 2021; 
Kurniawati, 2025; Vőneki & Lamanda, 2020). Only publicly available and verifiable 
reports were analysed to ensure transparency and replicability, in line with established 
qualitative research protocols for document analysis (Bowen, 2009).

A hybrid inductive–deductive thematic analysis was applied to identify and classify 
green finance and sustainability practices. Deductive coding was guided by established 
frameworks such as BNM’s Climate Change and Principle-based Taxonomy (CCPT), 
the Task Force on Climate-related Financial Disclosures (TCFD), the UN Sustainable 
Development Goals (SDGs), and the Value-Based Intermediation (VBI) initiative. De-
ductive approaches grounded in regulatory and theoretical frameworks are widely rec-
ommended in ESG scholarship to ensure conceptual alignment and analytical coher-
ence (Braun & Clarke, 2006; Fereday & Muir-Cochrane, 2006). Complementing this, 
inductive coding allowed themes to emerge organically from the data, reflecting evolv-
ing industry practices, as recommended in qualitative sustainability research (Kyngäs, 
2020; Pipere et al., 2010; Spetic et al., 2012).

To strengthen methodological rigor, enhance comparability across institutions and 
ensure the replicability, the qualitative coding was complemented with quantitative 
content analysis. Each indicator was scored using a structured 0–4 maturity scale, where 
0 = no disclosure; 1 = minimal mention without detail; 2 = disclosure with qualitative 
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description; 3 = disclosure with quantitative evidence; 4 = disclosure with measurable 
outcomes and external assurance. The scale was adapted from established content anal-
ysis frameworks in sustainability accounting and green finance research (Krippendorff, 
2019). This scoring approach reflects common practice in ESG assessment studies, 
which increasingly combine qualitative insights with quantitative indices to evaluate 
implementation depth and maturity (Hamidi & Worthington, 2021; Kurniawati, 2025; 
Vőneki & Lamanda, 2020).

Each theme score was calculated as the average of its respective indicators. The over-
all Green Banking and Sustainability Index (GBSI) was then derived as the average of 
all fifteen indicators across the four themes, divided by 15 (the total number of indica-
tors), and multiplied by 100 to normalize results to a 0–100 scale. This normalization 
ensures comparability across banks by placing results on a standardized benchmark. No 
weighting was applied, meaning each indicator contributes equally to the overall score. 
Figure 1 below summarizes the developed themes–indicators of the Green Banking 
and Sustainability Index.

Figure 1
The Themes–Indicators of the GBSI

 
 

4. Results and Analysis

4.1 Green Banking and Sustainability Index (GBSI)

To complement the qualitative content analysis, a quantitative Green Banking and Sus-
tainability Index (GBSI) was developed to assess the maturity of sustainability prac-
tices across the six Islamic banks. Using a structured 0–4 scoring rubric converted into 
a 0–100 scale, the GBSI results reveal a moderate and uneven level of sustainability 
integration across institutions. Scores range from 40.3 to 66.7, suggesting that while 
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progress is evident, sustainability maturity remains in a developing phase. Table 1 and 
Figure 2 below present the scoring and the heatmap of the green banking and sustaina-
bility practices of the Islamic banking.

Table 1
Green Banking and Sustainability Index

Bank Main Theme Score Overall Score
Bank Agro Climate Risk Management 3.0

45.7
Compliance with National/Global Frameworks 2.0
Environmental Footprint Reduction 1.0
Green Financing Activities 2.0

Bank Islam Climate Risk Management 2.0

63.0
Compliance with National/Global Frameworks 3.0
Environmental Footprint Reduction 2.0
Green Financing Activities 3.0

Bank  
Muamalat

Climate Risk Management 2.0

44.3
Compliance with National/Global Frameworks 2.0
Environmental Footprint Reduction 1.0
Green Financing Activities 2.0

Bank 
Rakyat

Climate Risk Management 3.0

66.7
Compliance with National/Global Frameworks 2.0
Environmental Footprint Reduction 3.0
Green Financing Activities 2.0

BSN Climate Risk Management 1.0

40.3
Compliance with National/Global Frameworks 1.0
Environmental Footprint Reduction 2.0
Green Financing Activities 2.0

MBSB Climate Risk Management 2.0

56.0
Compliance with National/Global Frameworks 1.0
Environmental Footprint Reduction 2.0
Green Financing Activities 3.0

The analysis reveals notable variation in the maturity of green finance and sustain-
ability practices among Malaysian full-fledged Islamic banks. The computed Green 
Banking and Sustainability Index scores range from 40.3 to 66.7 out of 100, suggesting 
that sector-wide progress is ongoing, yet still positioned at an evolving rather than fully 
institutionalized stage. Bank Rakyat records the highest score (66.7), followed close-
ly by Bank Islam (63.0) and MBSB (56.0), indicating more established integration of 
sustainability policies and financing programs. In contrast, Bank Agro (45.7), Bank 
Muamalat (44.3), and BSN (40.3) reflect more nascent adoption, particularly in areas 
requiring verified outcomes and measurable climate impact.
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Figure 2
Green Banking and Sustainability Index

 
 

Table 2
Theme-Level Performance

Theme Highest Score Lowest Score Trend Insight
Climate Risk Manage-

ment
Bank Rakyat / 

Bank Agro = 3
BSN = 1 Governance efforts grow-

ing; execution uneven
Compliance with 

National/Global 
Frameworks

Bank Islam = 2 BSN & MBSB = 1 Framework commitment 
exists; gaps in assurance 
& reporting

Environmental Foot-
print Reduction

Bank Rakyat = 3 Bank Agro, & Bank 
Muamalat = 1

Strong efficiency 
programs; renewables 
adoption limited

Green Financing 
Activities

Bank Islam & 
MBSB = 3

Bank Muamalat / Bank 
Rakyat / Bank Agro / 
BSN = 2

Product variety growing; 
allocation disclosure 
inconsistent

The theme-level analysis highlights uneven progress among Islamic banks in embed-
ding sustainability practices. In Climate Risk Management, Bank Rakyat and Bank Agro 
lead with scores of 3, reflecting stronger governance structures and resilience policies, 
while BSN lags at 1, indicating limited execution despite growing sectoral attention. 
For Compliance with National and Global Frameworks, Bank Islam stands out with a 
score of 2, showing more consistent alignment with CCPT and TCFD, whereas BSN 
and MBSB remain at 1, suggesting that while framework commitments exist, assurance 
and reporting practices are still underdeveloped. In Environmental Footprint Reduc-
tion, Bank Rakyat again performs best (score 3) due to robust efficiency programs, but 
Bank Agro and Bank Muamalat trail at 1, underscoring that renewable energy adoption 
and broader footprint reduction remain limited. Finally, in Green Financing Activities, 
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Bank Islam and MBSB achieve the highest scores (3), reflecting diversified product 
offerings and larger allocations, while the other banks score 2, pointing to growth in 
product variety but inconsistent disclosure of allocation details.

4.2 Thematic Results

Based on the content analysis and review of existing academic literature and public-
ly available documents, including annual reports, sustainability reports, and integrat-
ed reports of the selected Islamic banks, coupled with a thematic analysis approach, 
four main themes were identified. These themes are: (1) Climate Risk Management, 
(2) Compliance with Global and National Frameworks, (3) Environmental Footprint 
Reduction, and (4) Green Financing Activities. Furthermore, these main themes are 
supported by a total of 15 specific indicators that collectively represent the green and 
sustainability practices observed among the institutions. 

4.2.1 Climate Risk Management

All six Islamic banks referenced at least one climate risk framework, most notably the 
Task Force on Climate-related Financial Disclosures (TCFD), Bank Negara Malaysia’s 
Climate Risk Management and Scenario Analysis (CRMSA), and Climate Change and 
Principle-based Taxonomy (CCPT). Bank Islam, Bank Rakyat, Bank Simpanan Na-
sional (BSN), MBSB Bank, and Agrobank explicitly refer to TCFD recommendations, 
indicating their efforts to align with globally recognized disclosure standards (Agro-
bank, 2023; Bank Islam, 2024; Bank Rakyat, 2023; BSN, 2023; MBSB, 2024). In con-
trast, Bank Muamalat emphasizes its compliance with BNM’s CCPT and CRMSA and 
incorporates an ESG scorecard in non-retail financing but does not explicitly mention 
TCFD (Bank Muamalat, 2023). Agrobank stands out for integrating climate frame-
works into its Strategic Business Plan 2021–2025, showing a deeper strategic alignment 
(Agrobank, 2023). This suggests a clear distinction between banks that are primarily 
compliance-driven versus those with a more strategic orientation toward climate gov-
ernance.

With regard to climate stress testing or scenario analysis, all six banks have initiated 
some form of assessment, although the scope and depth vary. MBSB Bank and BSN 
are more advanced, with MBSB conducting a 2.5°C scenario analysis for high-emitting 
sectors and establishing climate-related exposure limits. BSN, meanwhile, applied Rep-
resentative Concentration Pathway (RCP) 8.5 scenarios to assess operational vulnera-
bilities across its branch network and factored climate risk into stress testing for home 
financing and microbusiness portfolios. Agrobank and Bank Muamalat have begun in-
corporating climate-linked scenarios, including flood risk, into stress testing exercises. 
Bank Islam and Bank Rakyat have completed gap analyses aligned with BNM’s climate 
risk stress testing guidance, which is a positive step toward full implementation but still 
preliminary compared to other banks.
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For the third indicator, policies on climate resilience, all banks except BSN have de-
veloped relevant policies or frameworks. Bank Islam and Bank Muamalat have formal-
ized climate risk management frameworks guided by BNM’s taxonomy. MBSB Bank 
has developed a Sustainable and Transition Finance Framework, adopted VBI Sectoral 
Guides, and is working on internal validation of its climate risk scenario models. These 
efforts demonstrate a commitment to integrating climate risk within governance and 
credit assessment structures. Agrobank and Bank Rakyat are also aligning their risk 
management policies with CRMSA, with Agrobank enhancing its Risk Appetite State-
ment (RAS) and Risk Acceptance Criteria (RAC) to address climate-related risks.

The fourth indicator, internal training and capacity building, is the area with the least 
reported progress. Except for Bank Rakyat and Agrobank, all other banks marked this 
indicator as “N/A,” indicating that either no internal ESG-related training programs 
have been reported or such initiatives are not yet in place. Bank Rakyat mentioned gen-
eral staff upskilling, while Agrobank provides a more structured and comprehensive 
approach, including institution-wide sustainability awareness campaigns, the estab-
lishment of a Sustainability Discussion Group (SDG), and targeted employee learning 
modules covering topics such as VBI, CCPT, and responsible resource use. The limited 
focus on training across most banks signals a critical gap in internal capacity develop-
ment, which is essential for implementing sustainability strategies effectively across all 
levels of an organization (Hahn & Kühnen, 2013).

The findings show that while all six banks are making efforts toward climate risk man-
agement, their progress is uneven across the four indicators. Agrobank, MBSB Bank, 
and Bank Islam are more advanced in terms of strategic integration, policy develop-
ment, and stress testing, while BSN and Bank Muamalat demonstrate more fragmented 
or nascent practices. Internal capacity building remains a major weakness, suggesting 
a need for greater investment in training and awareness initiatives. This reinforces the 
importance of moving from compliance-based disclosure toward embedded, organiza-
tion-wide climate risk governance, aligned with both national and international frame-
works (Bank Negara Malaysia, 2021; Financial Stability Board, 2015).

4.2.2 Compliance with Global and National Frameworks

The second main theme, Compliance with National/Global Frameworks, involves 
two specific indicators: (1) alignment with Bank Negara Malaysia’s Climate Change 
and Principle-Based Taxonomy (CCPT) or the Securities Commission’s Sustainable 
and Responsible Investment (SRI) Sukuk Framework, and (2) alignment with glob-
al sustainability reporting standards, particularly the Sustainable Development Goals 
(SDGs), Global Reporting Initiative (GRI), and the Task Force on Climate-related Fi-
nancial Disclosures (TCFD). The findings reflect varying degrees of regulatory compli-
ance and strategic alignment across Islamic banks in Malaysia.
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Under the first indicator, alignment with CCPT or SRI Sukuk frameworks, four out 
of six banks demonstrate some level of commitment to integrating BNM’s CCPT into 
their financing and sustainability assessments. Bank Muamalat stands out by integrat-
ing an ESG scorecard based on CCPT Guiding Principles (GP3 & GP4) and updating 
sectoral guidelines to include due diligence at both the transactional and entity levels. 
Bank Islam, Bank Rakyat, and Agrobank also report alignment with CCPT to vary-
ing degrees, primarily for classification of exposures and guiding their green finance 
initiatives. However, MBSB and BSN did not disclose any related activities, suggest-
ing a potential compliance or strategic gap in implementing taxonomy-based climate 
risk evaluation. This inconsistency highlights the need for industry-wide guidance and 
standardized implementation of CCPT to ensure uniformity and accountability (Bank 
Negara Malaysia, 2021).

The second indicator, alignment with SDGs, GRI, or TCFD, shows broader compli-
ance across all banks, with more comprehensive disclosures. Bank Islam and Bank Mua-
malat undertook materiality assessments and structured their sustainability reporting 
in accordance with GRI standards and other market benchmarks such as FTSE4Good 
and Bursa Malaysia guidelines. MBSB, BSN, and Agrobank also referenced TCFD and 
GRI frameworks in their sustainability reports. Notably, Bank Rakyat has committed to 
fully adopt TCFD disclosures by FY2024, signalling its effort to enhance transparency 
and climate risk governance. Several banks, such as Bank Muamalat and Bank Rakyat, 
are also active participants in the Joint Committee on Climate Change ( JC3), a collab-
orative regulator-industry platform, showing their engagement in national-level climate 
finance policymaking.

Despite the promising adoption of international standards, the level of depth and 
strategic integration varies. Some banks mention frameworks superficially, while oth-
ers embed them into performance reviews and policy documents. The lack of uniform 
materiality reporting or quantifiable sustainability targets indicates that banks are still 
in transition from voluntary alignment to structured implementation. This aligns with 
observations by Hahn and Kühnen (2013), who argued that sustainability disclosures 
are often driven by legitimacy concerns rather than internalized corporate responsi-
bility unless guided by strong regulatory frameworks. While most Islamic banks have 
acknowledged or adopted global and national sustainability frameworks, there remains 
a disparity in implementation depth and reporting quality. The findings call for a more 
consistent, transparent, and performance-based reporting model to enable benchmark-
ing and improve the accountability of Islamic financial institutions in supporting Ma-
laysia’s sustainable finance agenda.

4.2.3 Environmental Footprint Reduction

Based on the content analysis of the third main theme, Environmental Footprint Reduc-
tion, five specific indicators were examined: (1) carbon emissions reduction initiatives, 
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(2) energy-saving or efficiency practices, (3) digitalization or paperless banking, (4) 
adoption of renewable energy, and (5) green procurement policy. The analysis reveals 
diverse levels of commitment and implementation across Islamic banks in Malaysia, 
reflecting both commendable progress and critical gaps. In terms of carbon emissions 
reduction, all banks, except for Agrobank, which focused primarily on responsible 
waste disposal, demonstrated varying efforts. Bank Muamalat and Bank Rakyat initiat-
ed technical upgrades such as switching to LED lighting and transitioning from desk-
tops to energy-efficient laptops, while MBSB took a more comprehensive approach by 
calculating Scope 3 financed emissions and outlining a Net Zero Roadmap. BSN nota-
bly became the first development financial institution (DFI) in Malaysia to establish a 
GHG inventory verified under ISO 14064-3:2019, indicating a commitment to meas-
urable and standardized reporting. Bank Islam stood out with its introduction of envi-
ronment-friendly branches powered by solar energy and rainwater harvesting systems, 
demonstrating an institutional-level integration of sustainability objectives.

Regarding energy-saving or efficiency practices, all banks except Agrobank report-
ed structured programs. These included LED retrofitting, HVAC system upgrades, and 
workspace consolidation strategies. MBSB and Bank Islam also introduced electric ve-
hicle (EV) support infrastructure and water conservation mechanisms. Bank Rakyat’s 
efforts in recycling paper, plastic, and metals further reinforce its holistic approach to 
resource efficiency. On digitalization and paperless banking, progress was seen across 
all banks. MBSB, BSN, and Bank Muamalat implemented digital onboarding, virtual 
branches, and end-to-end paperless account opening. Bank Rakyat and Bank Islam 
took smaller steps, focusing on responsible paper usage and backend automation. Agro-
bank’s strategic transformation plan and digital subsidy distribution system highlighted 
the inclusive role of digital tools in financial outreach. 

In contrast, the adoption of renewable energy remains limited. Only Bank Islam has 
significantly scaled up solar installations, while Bank Rakyat plans to launch pilot pro-
jects in FY2024. The remaining banks have not disclosed similar efforts, reflecting a 
sector-wide lag in renewable energy adoption, despite its alignment with national sus-
tainability goals and the broader global climate agenda. The final indicator, green pro-
curement policies, was addressed by only one bank, MBSB, which developed a Sustain-
able Supply Chain Framework and administered supplier assessments to evaluate ESG 
compliance. The absence of such policies across the other banks suggests a significant 
blind spot in embedding sustainability into upstream procurement decisions, consist-
ent with findings from Hahn and Kühnen (2013), who noted that many institutions 
overlook supply chain sustainability in favour of internal operations.

Islamic banks in Malaysia have demonstrated encouraging progress in reducing their 
environmental footprint, particularly through initiatives in carbon emissions reduction, 
energy efficiency, and digital transformation. However, notable gaps remain in the areas 
of renewable energy adoption and the implementation of green procurement practices. 
These shortcomings highlight the need for more robust policy direction, standardized 
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sectoral benchmarks, and a broader institutional commitment to climate-responsive 
strategies in order to advance comprehensive environmental sustainability within the 
Islamic banking sector.

4.2.4 Green Financing Activities

Based on the content analysis of the fourth main theme, Green Financing Activities, 
four specific indicators were assessed: (1) types of green finance products offered, (2) 
amount or percentage allocated to green financing, (3) sectoral focus of green financ-
ing, and (4) introduction of green sukuk or sustainability-linked sukuk. The findings 
indicate a growing commitment among Malaysian Islamic banks to support sustain-
ability-driven financing, although the scope, scale, and instruments vary significantly 
across institutions.

For the first indicator, types of green finance products offered, all six banks reported 
the introduction or continuation of green-oriented products and facilities. These in-
clude electric vehicle (EV) financing, solar photovoltaic (PV) financing, eco-friendly 
home financing, and SME sustainability-linked loans. Banks such as Bank Islam and 
MBSB demonstrated more comprehensive offerings, with structured programmes 
such as the Low Carbon Transition Facility (LCTF), SME SMART Eco Financing Pro-
gramme, and Sustainable Green Business Financing. BSN introduced unique retail-fo-
cused products like EcoSave-i, a green savings account, and offered solar panel financ-
ing for staff and customers, showcasing a people-centric approach. Agrobank focused 
on sector-specific sustainability programmes such as Climate Smart Agriculture and 
Agrotechnology Financing, aligning well with its development mandate.

In terms of the amount or percentage allocated to green financing, only four banks 
disclosed quantifiable data. Bank Islam leads in both total green financing volume and 
long-term targets, having achieved RM2.9 billion in green financing by 2021 with a stra-
tegic goal under its LEAP25 agenda. MBSB reported RM4.7 billion in sustainable and 
transition financing and significant disbursements for SME-driven decarbonization. 
Agrobank’s green financing constituted 9.9% of its overall portfolio in 2023, while Bank 
Rakyat allocated 60% of its ESG financing approvals to environment-focused projects. 
The lack of disclosure from BSN and limited data from Bank Muamalat reflects incon-
sistencies in measurement and transparency across the sector. On the third indicator, 
sectoral focus of green financing, banks broadly targeted renewable energy, EV financ-
ing, waste and water management, green-certified buildings, and agriculture. The most 
diversified portfolios were seen in MBSB and Bank Islam, while BSN and Bank Rakyat 
maintained a strong focus on mobility and solar financing. Agrobank’s concentration 
on SMEs and agri-modernization initiatives underscores its alignment with national 
development priorities, but also highlights the potential to expand further into other 
green sectors.
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The final indicator, introduction of green sukuk or sustainability-linked sukuk, re-
vealed limited activity. Only two banks, Bank Islam and MBSB, reported involvement 
in such instruments. Bank Islam played a key role as Joint Lead Manager in the Tel-
ekosang Hydro One ASEAN Green SRI Sukuk, while MBSB issued a Sustainability 
Sukuk Wakalah worth over RM300 million. Other banks did not report any participa-
tion in green sukuk issuance, indicating that this remains a largely untapped opportu-
nity within Islamic banking, despite Malaysia’s leadership in the global sukuk market. 
This gap suggests the need for greater innovation and regulatory incentives to promote 
the development of Shariah-compliant ESG investment instruments (Alam et al., 2016; 
Bank Negara Malaysia, 2023; Institute for Capital Market Research Malaysia, 2023). 
In conclusion, while Islamic banks in Malaysia have made meaningful strides in offer-
ing green finance products and increasing their environmental financing portfolios, the 
adoption of green sukuk and consistent allocation reporting remain underdeveloped. 
The findings underscore the need for a standardized green finance taxonomy, enhanced 
product innovation, and strategic alignment across institutions to support Malaysia’s 
transition toward a low-carbon economy.

5. Conclusion and Implications

Based on the comprehensive analysis of the four main themes, climate risk manage-
ment, compliance with frameworks, environmental footprint reduction, and green fi-
nancing activities, the study concludes that Malaysian Islamic banks are progressively 
aligning their operations with sustainability goals, yet several critical gaps persist across 
implementation depth, standardization, and strategic integration. The results show that 
while many banks have adopted global and national climate risk frameworks such as 
TCFD and BNM’s CCPT, the degree of actual strategic integration and scenario anal-
ysis varies widely. Banks like MBSB, Agrobank, and Bank Islam demonstrate stronger 
institutional readiness, whereas others show preliminary or fragmented approaches. 
This supports the view of authors like Khan et al. (2015), who emphasize that mere 
adoption of disclosure frameworks without operational integration limits the impact of 
climate risk governance (Khan et al., 2015).

The study also finds inconsistent alignment with international frameworks such as 
the SDGs, GRI, and TCFD, and a lack of uniform sustainability reporting standards 
among Islamic banks. This reinforces earlier concerns raised by Hahn and Kühnen 
(2013) and Khattak et al. (2020) that sustainability disclosures in emerging markets are 
often superficial unless embedded within regulatory mandates and internalized govern-
ance structures. In terms of environmental footprint reduction, banks have made com-
mendable progress in carbon reduction and digitalization, but lag in renewable energy 
adoption and green procurement policies. These areas require greater policy pressure 
and sectoral coordination to overcome inertia and resource constraints, echoing calls 
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by UNEP Finance Initiative (2025) for more robust institutional mechanisms in green 
transformation (UNEP Finance Initiative, 2025).

On the green financing front, the introduction of green-focused products and servic-
es has expanded, with banks offering financing for solar, EV, and energy-efficient hous-
ing. However, the issuance of green or sustainability-linked sukuk remains limited, de-
spite Malaysia’s global leadership in sukuk markets. This gap reflects the need for greater 
innovation in Shariah-compliant ESG instruments, as discussed by Alam et al. (2016) 
and Institute for Capital Market Research Malaysia (2023), and stronger incentives for 
Islamic banks to lead in ethical impact investing. The study contributes to the growing 
body of literature advocating for standardized green finance taxonomies, institutional 
ESG integration, and policy-driven innovation in Islamic finance. While Islamic banks 
in Malaysia are advancing on several fronts, they must shift from compliance-oriented 
approaches to strategic, measurable, and holistic sustainability integration to effectively 
contribute to Malaysia’s climate commitments and sustainable development agenda.

The findings of this study offer several practical implications for advancing green 
and sustainable finance within Malaysian Islamic banks. First, there is a pressing need 
for regulatory authorities, particularly Bank Negara Malaysia (BNM) and the Securities 
Commission (SC), to introduce a standardized and Shariah-compliant green finance 
taxonomy. A consistent framework would help Islamic banks uniformly define, meas-
ure, and report green finance initiatives, thereby reducing ambiguity and improving 
comparability (Khan et al., 2015; Martini & Creed, 2025; Sebastião et al., 2024). This is 
particularly critical given the fragmented adoption of sustainability indicators observed 
across the banks in this study (Sebastião et al., 2024). Secondly, banks should insti-
tutionalize climate risk governance by embedding climate scenario analyses into en-
terprise risk management systems and offering continuous capacity-building programs 
focused on ESG literacy. As suggested by Weber (2017), strengthening internal knowl-
edge and governance structures is essential for embedding sustainability into banking 
operations (Weber, 2017). Training board members, risk officers, and operational staff 
on ESG and climate risks will foster greater organizational alignment with sustainabil-
ity goals.

Third, the transition from voluntary to mandatory sustainability disclosures is 
recommended (Donner et al., 2025). Aligning reporting practices with globally rec-
ognized standards such as the Global Reporting Initiative (GRI), the Task Force on 
Climate-related Financial Disclosures (TCFD), and BNM’s Climate Change and Prin-
ciple-based Taxonomy (CCPT) would enhance transparency and enable effective reg-
ulatory oversight (d’Aspremont, 2023; Hahn & Kühnen, 2013). Fourth, incentivizing 
green product innovation, particularly green sukuk and sustainability-linked Islamic 
finance instruments, can be supported through tax incentives or credit guarantees (Liu 
& Lai, 2021; Securities Commission Malaysia, 2019). This aligns with Euromoney 
(2021), who highlighted the role of regulatory support in scaling Shariah-compliant 
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ESG instruments. Furthermore, the study underscores the importance of integrating 
green procurement practices and renewable energy adoption in bank operations, which 
remains underdeveloped among the sampled institutions. As noted, the transition to 
low-carbon operations is essential not only for reducing operational emissions but also 
for signalling long-term institutional commitment to sustainability (Stern & Valero, 
2021). Participation in collaborative platforms such as the Joint Committee on Climate 
Change ( JC3) could further support knowledge-sharing and benchmark setting across 
the industry.

Beyond its practical implications, this study also makes several theoretical contribu-
tions. First, it offers a theoretical extension of legitimacy theory into the domain of Is-
lamic banking sustainability, demonstrating how disclosure practices can be interpret-
ed through the lens of symbolic versus substantive legitimacy. Second, by developing 
and applying the Green Banking and Sustainability Index (GBSI), the study provides 
a replicable framework for operationalizing sustainability maturity in Islamic finance, 
thereby bridging theory with measurable practice. Third, the findings highlight a mod-
erate level of theoretical novelty, as the study extends an established theory into a new 
institutional and cultural setting rather than proposing a new theory. Finally, the type 
of theoretical interestingness is noteworthy: the results reveal that Islamic banks, de-
spite their ethical and Shariah-based foundations, exhibit disclosure patterns similar 
to conventional banks, underscoring the universality of legitimacy-seeking behaviour. 
These contributions strengthen the explanatory power of legitimacy theory and enrich 
sustainability scholarship by integrating global frameworks (e.g., TCFD, CCPT, SDGs) 
with Shariah principles.

Looking ahead, this study recommends several future research directions. Com-
parative studies involving conventional banks and Islamic banks in other jurisdictions 
such as Indonesia or the Gulf Cooperation Council (GCC) countries could offer glob-
al benchmarking and identify contextual best practices. Additionally, future research 
should explore quantitative assessments of green financing outcomes, such as emission 
reductions, credit risk mitigation, and financial returns, to empirically evaluate the im-
pact of sustainability initiatives (Berg et al., 2022). Another underexplored area is the 
consumer perspective on Islamic green financial products. Understanding customer 
awareness, preferences, and willingness to adopt green financing solutions will be es-
sential for product design and market scaling (Mir et al., 2025). Moreover, integrating 
Maqasid al-Shariah into ESG evaluation frameworks could enhance the ethical orienta-
tion of Islamic green finance and distinguish it further from conventional sustainability 
models (Mohd Zain et al., 2024). Finally, longitudinal studies tracking the evolution of 
sustainability disclosures among Islamic banks over time could offer valuable insights 
into institutional learning, regulatory influence, and shifts in sustainability priorities.
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