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INTRODUCTION

The global sukuk market has proven itself as an effective measure of some
of the fastest-growing economies in the world, while also providing steady
cash flow. Unlike traditional fixed income investments, sukuk offer a stake
in the underlying assets and pay investors a percentage of profit at
predefined regular intervals. Sukuk could be attractive to both Muslim and
non-Muslim investors as an alternative to conventional bonds for those
looking for diversification options.

As evidenced during the start of the global pandemic in early 2020, the
sukuk market witnessed a more muted downturn relative to traditional bond
markets and experienced a quick recovery afterward. This resilience during
volatile times is often tied to the high-quality nature of issuers and strong
credit fundamentals of the underlying sukuk structure.

Despite a small decrease in market size for 2020, the U.S. dollar-
denominated sukuk market has experienced a compound annualized
growth rate of nearly 20% since 2013, as measured by the Dow Jones
Sukuk Total Return Index (ex-Reinvestment) and the S&P Global High
Yield Sukuk Index. As capital needs evolve and investor awareness
broadens, the global sukuk market is well positioned to build on its current
momentum.

A REVIEW OF 2021

Global sukuk relative performance remained strong in 2021 driven by the
continued economic recovery, increased liquidity in debt markets, and
strong investor demand. Through December 2021, the Dow Jones Sukuk
Total Return Index (ex-Reinvestment) outperformed the S&P Global
Aggregate Developed Bond Index by over 500 bps (see Exhibit 1).

This article was first published in Islamic Finance news Annual Guide 2022: Islamic Indices.
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Exhibit 1: Global Sukuk Performance Comparison
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Dow Jones Sukuk Total Return Index (ex-Reinvestment)
S&P Global Developed Aggregate Ex-Collateralized Bond Index (USD)

Source: S&P Dow Jones Indices LLC. Data asofOct. 21, 2021. Past performanceis no guarantee of
future results. Chartis provided forillustrative purposes.

Total sukuk issuance was down year-over-year as of Dec. 31, 2021, largely
due to narrowing fiscal deficits for many sovereign issuers. As expected,
funding needsin the Gulf Cooperation Council (GCC) countries slowed, as
oil prices increased throughout the year. Single-name corporate issuance
set new records with Saudi Aramco’s USD 6 billion sukuk. Additionally,
corporate sukuk issuances in Malaysia and Indonesia led the way in terms
of total volume and number of new entrants.

Global sukuk issuers continued to build on the confluence of environmenta,
social, and governance (ESG) aspects within a sukuk framework. In March
2021, the Islamic Development Bank issued a USD 2.5 billion sustainability
sukuk to fund climate change and green projects across its 57 member
countries. The following month, Malaysia issued the world’s first USD
sovereign sustainability sukuk. The proceeds under the framework will
finance green, social, or sustainability projects falling under six categories:
green buildings, energy efficiency and renewable energy, affordable
housing, pollution prevention and control, sustainable water and
wastewater management, and socioeconomic advancement and
empowerment. Investor demand was so strong that it resulted in the lowest
yield and spread ever for a Malaysian sukuk issuance.

A PREVIEW OF 2022

In the year ahead, global sukuk momentum is expected to be supported by
refunding needs and relatively low borrowing costs. Within the GCC states,
oil prices will likely drive sukuk issuance trends in 2022; however, most oil-
rich countries have committed to diversifying their economies away from
fossil fuels in response to growing demand for action on climate change.
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New sukuk entrants will likely emerge in the coming year, with West African
countries offering the most potential for sovereign issuances. Nearly one-
quarter of the world’s Muslim population is located in Africa, but Africa’s
Shariah-compliant banking assets make up less than 2% of global Islamic
banking assets.

Egypt, Morocco, Sudan, and Nigeria stand out as best positioned for growth
in Islamic finance. They have large Muslim populations, are making the
necessary regulatory changes required for Shariah-compliant finance, and
most have a history of sukuk issuance. Egypt’s Ministry of Finance has
indicated that it will likely issue its debut sukuk sometime in early 2022.1

Additionally, the convergence of ESG principles and Shariah-compliant
investment standards offer significant potential for increased investor
awareness, potentially opening awider pool of international investors and
diversifying sources of capital for issuers. The trend could have major
implications for GCC states seeking to invest heavily in the renewable
energy sector. Saudi Arabiaaims to power half the country with renewable
sources by 2030 under agreen initiative.?2

Similarly, Abu Dhabi is planning ways to reduce the emirate’s oil
dependency and achieve a 65% contribution to GDP from non-oil sectors.
Further, Dubai’'s 2050 integrated clean energy strategy plans to increase
clean energy to become 75% of its total generation mix by 2050.3

CONCLUSION

For the past 20 years, the global sukuk market has been dominated by
issuers and investors fromthe GCC region, as well as Malaysia, Indonesia,
and Turkey. Lookingahead, the investment landscape is poised for
significant evolution driven by product innovation, sustainability targets, and
new market entrants.

It could be expected that sukuk will continue to attract the attention of some
of the world’s largest and most significant institutional investors in the U.S.,
Europe, and Asia, as many may view sukuk as an effective way to investin
some of the fastest-growing regions of the world.

As the global sukuk market evolves, sukuk indices, like those offered by
S&P DJI, will play an integral role in the investment decision-making
process, providing toolsto better measure, benchmark, and replicate
various sectors of the market.

Ministry of Finance Arab Republic of Egypt, www.mof.gov.eq.

Saudi Green Initiative, https:/www.saudigreeninitiative.org/about-saudi-green-initiative/.

Emirates Green Building Council, https://emiratesgbc.org/uae-sustainability-initiatives/.
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GENERAL DISCLAIMER

© 2022 S&P Dow Jones Indices. Allrights reserved. S&P, S&P 500, S&P 500 LOW VOLATILITY INDEX, S&P 100, S&P COMPOSITE 1500,
S&P 400, S&P MIDCAP 400, S&P 600, S&P SMALLCAP 600, S&P GIVI,GLOBALTITANS, DIVIDEND ARISTOCRATS, S&P TARGET
DATE INDICES, S&P PRISM, S&P STRIDE, GICS, SPIVA, SPDR and INDEXOLOGY are registered trademarks of S&P Global, Inc. (“S&P
Global”) or its affiliates. DOW JONES, DJ, DJIA, THE DOW and DOW JONES INDUSTRIAL AVERAGE are registered trademarks of Dow
Jones Trademark Holdings LLC (“Dow Jones”). These trademarks together with others have beenlicensed to S&P Dow Jones Indices LLC.
Redistribution orreproduction in whole orin part are prohibited without written permission of S&P Dow Jones Indices LLC. This document
does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P Global, Dow Jones ortheir respective
affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. Except for certain customindex calculation services, all
information provided by S&P Dow Jones Indices isimpersonal and not tailored to the needs of any person, entity orgroup of p ersons. S&P
Dow Jones Indices receives compensation in connection with licensing its indices to third parties and providing custom calculation services.
Past performance of an index is not an indication or guarantee of future results.

Itis not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable
instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other
investment vehicle that is offered by third parties and that seeks to provide aninvestment return based on the performance of any index. S&P
Dow Jones Indices makes no assurance thatinvestment products based on theindex will accurately track index performance or p rovide
positive investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation
regarding the advisability of investing in any such investmentfund or otherinvestment vehicle. A decision to investin any such investment
fund or otherinvestment vehicle should not be madein reliance on any of the statements set forth in this document. Prospective investors are
advised to make an investmentin any such fund or other vehicle only after carefully considering the risks associated with in vesting in such
funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of theissuer of the investment fund or
otherinvestment product or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be consultedto evaluate the
impact of any tax-exempt securities on portfolios and the tax consequences of making any particularinvestment decision. Inclusion of a
security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, orhold such security, noris it considered to be
investment advice.

These materials have been preparedsolely forinformational purposes based uponinformation generally available to the public and from
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data,
research, valuations, model, software orotherapplication or output therefrom) orany part thereof (‘Content”) may be modified, reverse-
engineered, reproduced or distributed in any form or by any means, or stored in a database orretrieval system, without the prior written
permission of S&P Dow Jones Indices. The Content shall not be used forany unlawful or unauthorized purposes. S&P Dow Jones I ndices and
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”)do not guarantee the accuracy, completeness,
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible forany errors or omissions, reg ardless of the
cause, forthe results obtained fromthe use of the Content. THE CONTENT IS PROVIDED ON AN “AS 1S”BASIS. S&P DOW JONES
INDICES PARTIES DISCLAIMANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS ORDEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE
WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party forany
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, orlosses
(including, without limitation, lost income or lost profits and opportunity costs) in connectionwith any use of the Content even if advised of the
possibility of such damages.

S&P Global keeps certain activities of its various divisions and business units separate from each otherin orderto preserve the independence
and objectivity of their respective activities. As a result, certain divisions and busin ess units of S&P Global may have informationthat is not
available to otherbusiness units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, includingissuers of securities,
investment advisers, broker-dealers, investmentbanks, other financial institutions and financial intermediaries, and accordingly may receive
fees orothereconomic benefits fromthose organizations, including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.
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