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ABSTRACT 

Environmental degradation has been identified to be one of the major impediments for 

the development of Bangladesh. Apart from facing power or energy crisis, World 

Health Organization has also classified Bangladesh to be in the fourth position among 

the polluted countries in the world. Faced with this challenge, the government of 

Bangladesh introduced the Green Financing Policy, and encourages banks to 

participate in offering green financing to promote environmental-friendly for 

substantial economic development. Being recently introduced, this paper mainly aims 

to examine how this policy has change the way banks in Bangladesh carry out their 

financing businesses. Specifically with three research objectives, this research firstly 

examines the relation of profitability with green financing on 30 sample banks for 

2012, 2013 and 2014 by using one way ANOVA as well as Pearson correlations and 

finds that the result varies among the commercial banks, Islamic commercial banks, 

state owned commercial banks and foreign commercial banks. Secondly, this research 

critically evaluates whether the policies of green financing are Shariah compliant; by 

examining it against the main sources of Shariah (Al-Quran and Hadith). The finding 

suggests that the major aspects of green financing are very much in line with Shariah 

principles. Finally the paper aimed to examine how far the banks in Bangladesh have 

been adopting the green policy in order to assess the future of green financing and 

sustainability development for Bangladesh. Being one of the first few to critically 

examine green finance from the perspectives of both conventional and Islamic banks, 

this research is believed to be beneficial for the industry and policy makers in the 

effort to evaluate the role and contribution of banks in addressing the main 

environmental issues in Bangladesh. In addition to that, through meticulous 

examination on the adherence of the current green policy with the Shariah principles, 

this research is also expected to be the one of the blueprints to encourage Islamic 

banks and financing institutions in Bangladesh to be more involved green financing, 

in order to attain both prosperity in this world and hereafter.    
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CHAPTER ONE 

INTRODUCTION 

1.1 BACKGROUND OF THE STUDY 

This is an epoch of  development  and  globalization that has  brought  a  lot  of  

comfort  and luxury to human life however it has also led to a distressing situation by 

huge ecological degradation combined with all the involved activities. Generally, 

current world economy is facing huge challenge to deal with the environmental 

difficulties and their related influences in day to day businesses operations. Along with 

business firms, consumers and general public are now very aware about the 

importance of environment. Consumer demand has influenced business organizations 

to modify business activities and strategies so as to ensure protection of natural 

resources and environment.  In his regard, financial sector especially banks can play an 

important role in encouraging ecological sustainability which is one of the most 

important factors driving the policy making process of the business community (Tara, 

Singh, & Kumar, 2015). Nevertheless, through coordinated efforts from the 

government, private sector, and individuals the environmental degradation situation 

can only be improved. Now a days, banks and financial institutions are supporting and 

supplementing these efforts aimed at a greener environment in a greater way. To keep 

pace with other, Bangladesh Bank, the central bank of Bangladesh has recently 

introduced green banking policy and governance and fostering the implementation of 

it by all financial institutions and banks giving high priority for the sustainable growth 

of the economy. 

          Green finance is an observable fact which brings together both the world of 

finance and business with ecologically friendly behavior. Green finance and Green 
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Banking has made a great contribution to the transition to resource-efficient and low 

carbon industries (Bahl, 2012). Banks can  affect  production,  business  and  other  

economic  activities  through  their  financing  activities by holding a unique position 

in an economic system.  Furthermore, large banks are currently very concern about 

energy and water efficiency and waste reduction. Green banks or environmentally 

responsible banks affect socially responsible behavior of other business while 

improving their own standard. The central bank of Bangladesh is also very concern 

about the country environmental condition and to protect environmental dilapidation 

and to ensure sustainable banking practices it has created comprehensive policy 

guidelines for green banking in three phrases where each phrase has its time limit 

ending up at December 2013 (Circular, 2011, February). Green financing now has 

supply side stress because of Bangladesh Bank initiatives and regulatory pressure, on 

the other way Islamic product has demand side stress as majority (90.4%) people of 

Bangladesh are Muslim. Islamic Banking are doing good business there, the 25.85% 

growth of Islamic Bank deposit in 2013 over 20.58% deposit in conventional proves 

the demand of Islamic product in Bangladesh market. Moreover, Islamic banks market 

share are slightly less than 20% of the overall banking sector of Bangladesh (BB 

Stability Report, 2014).  

Bangladesh operates in a dual financial system where both conventional and 

Islamic banks are operating together in same market. Conventional banks’ lending and 

borrowing are interest based whereas Islamic banks in Bangladesh are financing based 

on Shariah ruling without charging interest and investing based on profit- loss sharing 

basis  such a ruling, that had been practiced by our Prophet Muhammad (Peace be 

upon him) himself. Islam believes in risk sharing in partnership business, wants to 

establish justice and fairness in every dealings which would be free from uncertainty, 
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gambling, manipulation but full of transparence, trust, just and fair treatments. Islam 

also discourage doing business with prohibited goods. Majority people of Bangladesh 

being Muslim, naturally they feel the need of Islamic product in all their transactions 

and by the legal support of Bangladesh government Islamic banks are performing very 

well.  

          Green financing which is comparatively a new trend in financing is initially 

based on conventional basis. The main concern of green finance is sustainability 

which is also an important feature of Islamic finance. Bangladesh government’s 

circular of policy and guidelines on green finance is increasing supply side pressure 

for the loan or financing. In contrary, people of Bangladesh have desire for Islamic 

product to protect themselves both here and hereafter from natural disaster and 

hellfire. Therefore, in order to bridge this gap of demand and supply of financing this 

paper wants to represent the current status of Islamic banks of Bangladesh in offering 

green banking products and also to show the relationship between profitability of 

banks with green financing as a measure of performance evaluation of banks 

considering the mode of financing as a factor. However, ultimate aim of the paper is to 

describe that Islamic banks of Bangladesh can play significant role in green financing 

as policies of green financing is Shariah complaint like as the overall activities of 

Islamic Banks; hence, Islamic banks can play greater role for the sustainable growth of 

the economy compare to other counterpart just by concentrating more on equity based 

financing and setting profit rate on the principle of ‘iwad (equivalent counter value) 

(Rosly, 2005) (Rosly & Zaini, 2008). Based on an exploratory study, this paper is 

going to serve as a blueprint to the policy makers on the benefit of Green finance 

under the responsible banking banner that detail out measures on how to revisit and 

revitalize the conversion of the financial markets and institutions from Green finance 
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to Green Islamic Finance. It is also hoped this paper will serve as the main reference 

for the industry players as well as the general public on green economics and finance 

particularly in Bangladesh.  

 

1.2 THE PURPOSE OF STUDY 

One of the important purposes of this study is to critically evaluate the Shariah 

legitimacy of green financing as well as to examine greater role that Islamic banks can 

play in green financing compare to conventional counterpart in Bangladesh where 

sustainable growth of the economic and eradicating the environmental contamination 

is a high concern. It is important to highlight that Dhaka; the capital of Bangladesh is 

not only vulnerable to catastrophes but is also classified as one of the top dirtiest cities 

of the world according to World Health Organization (WHO, 2014). With the main 

aim of the Bangladesh Government to mitigate the environmental challenges, the 

conventional green financing has become one of the preferred options. Several actions 

with regard to the establishment of specific rules and regulations together with 

measures to encourage people towards green financing have been undertaken. 

Nevertheless, some glaring issues have been observed whereby the majority of the 

Bangladesh citizens possess the desire to Islamic finance. Hence, to bridge this gap, 

the paper aims to compare performances between Islamic banks and conventional 

banks based on the green offerings and establish the fact that Islamic banks can play 

greater role for the sustainable growth of economy by proving the Shariah compliance 

of the green policies and guidelines according to the main sources of Shariah- Quran 

and Sunnah.     
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1.3 STATEMENT OF THE PROBLEM 

Today world is competitive so global business environment and businesses are facing 

increased competition along with regulatory and community pressures. Furthermore, 

environmental sustainability is another new issue, which requires best strategies to 

reduce the environmental impacts caused by the products and services offered.  

According to a report published by British risk consultancy Maplecroft, Asian 

countries are in the riskiest position to catastrophes and Bangladesh is at the top of the 

list considered to be at "extreme" risk (Daily Star, 2013). Bangladesh is not only 

geographically vulnerable but also is in fourth position among polluted countries in the 

world. Within Bangladeshi cities- Dhaka, N'ganj, Gazipur are positioned among top 25 

worst cities of the world listed by World Health Organization (WHO, 2014).  

Government of Bangladesh is also very concern regarding the issue and has amended 

law as well as create regulation and guidelines of green financing also made it 

inevitable for all financial institutions to do green financing for the sustainable 

development of the country and for lessening impact of environment pollution. As the 

term “Green” means an extensive range of social, ethical and environmental scopes.  

Usually, “Green banking “refers  to  the  exertions  of  the  Banking  sector through 

justifying   their   strategies,   policy,   decisions   and   activities relating  to  banking  

service,  business  and  in-house  operational activities to  retain  the environment  

green  and  to  lessen  greenhouse  effects (Islam, 2012). According to Candice 

Stevens sustainable development incorporates three scopes of welfare - economic, 

environmental and social. Although the main focus of Green Banking policy is social 

and environmental development. However, another outstanding issue is that given the 

majority Bangladeshi are Muslim, there is a great need for Islamic financial service 

offered by financial institutions. Moreover, according to the central bank report 
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Islamic banking are doing very good business and their growth of deposits is higher 

than in conventional banks, in 2013. Though there is increasing demand of Islamic 

products as well as inevitability of green financing but majority banks are considering 

green banking as conventional stream of financing. With fact, this paper wants to 

emphasize on current performances of Islamic banking in offering green financing as 

well wishes to examine the contribution of Islamic banks to the sustainable growth 

through case study and analyzing the mode of financing particularly on green services 

and products in comparison to their conventional counterpart. Without few exceptions 

most of the green policies are in line with Shariah so, this research will recognizes 

shariah relevance of green banking policy and guideline of Bangladesh and  provide 

green solution by proving the higher role of Islamic banks of the country. 

 

1.4 RESEARCH OBJECTIVE 

The main objective of the paper is to establish the fact that Islamic banks can play 

greater role for the sustainable growth of the economy through successful 

implementation of green banking. The specific research objectives are - 

1. To examine whether there is any relation between profitability ratios and 

green financing in banks of Bangladesh. 

2. To critically evaluate the Shariah compliancy of green policies and 

guidelines of Bangladesh in light of main sources of Shariah. 

3. To represent the participation of banks in Bangladesh right after the 

introduction of the guidelines on green financing. 
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1.5 RESEARCH QUESTIONS 

1. Are there any relation between the profitability and green financing 

offerings of banks in Bangladesh? 

2. Are the Green Policies and Guidelines of green financing Shariah 

compliance as practiced by the Islamic Banks? 

3. What is the current status of banks in green offerings after introduction of 

the guideline on green financing in Bangladesh?  

 

1.6 SIGNIFICANCE OF THE STUDY 

This study is expecting to contribute generally in the literature of Islamic Finance. 

Especially this study aims to contribute to severe aspects as outlined below: 

 

Contribution to Academician 

While having a look at the preliminary literature in green banking and finance in 

Bangladesh, it is possible to say that there is lack of literature in this field of study as it 

is a recent inclusion in financial system of Bangladesh. It is therefore hoped that this 

research paper will be an addition to the literature and will create a field for further 

research on the topic.  

 

Contribution to Government  

Sustainable development is a significant agenda of Bangladesh government, which 

involve processes those are comprehensive and environment friendly and equally 

benefit all population segments of the society. Therefore, Bangladesh Bank (BB) has 

already amended regulation and set guidelines to pursue green financing as inclusive 

and ecologically responsive in the financial sector, under the title of 'socially 
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responsible' financing.  The new literature will be contributing to the government by 

providing new insightful thought and ideas to create regulations and guidelines for 

accelerating the green growth in the regime financing. 

 

Contribution to Banks  

The primary objective of banking institutions is to maximize profitability. Islamic 

finance is a relatively new avenue which is proving to be very successful as well in 

other countries whether it pertains to the Islamic banking industry or the Islamic 

capital market (Hall, 2012). Identifying the needs of consumers in relation to Islamic 

finance, bankers can recognize which Islamic product would suit their customers and 

which ones can attract new customers as well as meet the need of green financing 

according to the rulings of central bank. While adopting green finance, Islamic banks 

in Bangladesh will find a new area to invest as well as get the opportunity to innovate 

new product which will serve the dual purpose whereby they can also diversify their 

portfolios and take advantage of the revenue generated from Islamic finance. 

 

Contribution to Consumer  

The majority consumers’ in Bangladesh being Muslim, they have deep feeling to 

Islamic products which prove the recent statistics that Islamic banking covers almost 

25 per cent of total banking sector market share. Moreover, according to Bangladesh 

Bank, growth of deposits is more in Islamic banks than in conventional. So it is 

presumable that green Islamic finance will be getting high preference over other kind 

of financing to Bangladeshi consumers. Moreover, green products and financing will 

serve the purpose of reducing environment pollution which is also a high demanding 

issue to Bangladeshi consumers. The wide spread use of green Islamic products will 
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provide high level of satisfaction to the users also will make them aware about the fact 

that shariah and environmental financing is not only interrelated but also inevitable to 

coexist for the betterment of next generation.  

 

1.7 ORGANIZATION OF THE STUDY 

This paper has been organized as follows. The first chapter covers - background of 

studies, purpose of study, problem statement, research objectives, research questions 

and significance of research. The second chapter focuses on what is green banking and 

finance, what is sustainable development, discusses about the areas of green financing, 

Islamic bank mode of financing along with a case study to justify the mode of Islamic 

bank’s financing, also explains the green banking policy and guideline in Bangladesh. 

Moreover, this chapter tries to link green financing with Maquasid -al- Shariah and 

gives the general overview about ten banks of Bangladesh which have been chosen to 

compare the green performances of banks. Chapter three provides idea about the 

precious researches that have been done related to green banking, conceptual and 

operational differences of conventional and Islamic banks, represents performance 

appraisal techniques applied by different researchers to evaluate banks performances, 

represents previous work that shows link between profitability and eco-friendly 

performances of banks and firms,  briefly illustrates the theory of profit from Islamic 

perspectives and discusses Islamic bank’s current status of green banking in 

Bangladesh. Chapter four describes the methodology and data that are being used in 

order to get the results and limitations of the studies. Chapter five headed by research 

findings and discussion, analyzes the green performance of banks and compares the 

overall performances of all private commercial banks as well as within the sample 

banks tries to show the risk- return analysis of both ICBs and CCBs, describes the 


