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This report provides the results of a 
regional survey of Arab pension 
funds and their current level of 
engagement with Environment, 
Social and Governance (ESG) 
issues1 as a means for these funds 
to help achieve the UN 2030 
Agenda for Sustainable 
Development and its Sustainable 
Development Goals (SDGs)2 . 

This report is the result of a joint 
engagement between the Arab 
Monetary Fund (AMF) and United 
Nations Development Program 
(UNDP)�
��� �������� ����� ��������� ��� ����� ��� ������� ����
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The recommendations are 
focused on steps that can be 
taken by governments and 

regulators, pension funds, global 
and regional organizations and 
pension fund advisors to deepen 
the integration of ESG and the 

closely linked SDGs into pension 
funds in the region. 

��������������������� ���������������������������
���������������������������������������������

��

On the basis of the survey findings 
and the global and regional context, 
this report sets out a range of 
recommendations 6. 
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RATIONALE FOR THE STUDY AND 
BACKGROUND ON SDGS AND ESG

This report focusses on Environmental, Social and Governance 
(ESG) investing in Arab Pension Funds.

It does so because improvements in relation to 
ESG by investors, including pension funds, are 
an important means to deliver the best 
outcomes for the members of pension funds 
(see Box 1 and Annex B) as well as to help 
investors contribute to the achievement of the 
UN Sustainable Development Goals (SDGs). The 
SDGs were adopted by the United Nations in 
2015 as a part of the 2030 Agenda. They are a 
universal call to action to ‘end poverty, protect 
the planet, and ensure that by 2030 all people 
enjoy peace and prosperity’ 12.
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Public spending alone will not be sufficient 
for the large-scale capital needed for a 
low-carbon economy, to mitigate the effects 
of climate change, support solutions for 
climate adaptation, and reduce global 
greenhouse gas emissions. 
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There is a window of opportunity for every 
country to design policies that promote 
responsible financial services and build 
sustainable and inclusive economies that are 
resilient to environmental degradation, 
climate change, and social pressures��
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Policymakers, development organizations 
and sector-specific experts are currently 
discussing how responsible finance providers 
are driving sustainable development. 
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An important contribution to help investors 
and companies contribute in a positive way to 
sustainable development and the SDGs are 
the ‘SDG Impact Standards’, developed by 
SDG Impact, as a UNDP initiative18 . 
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Pension funds – like other investors – have a 
profoundly important role to play in helping 
to achieve the SDGs because of the huge 
resources they control and the impact that 
investing has on countries, companies, 
people and the planet 21. 

Therefore, pension funds that incorporate 
ESG and SDG impact standards into their 
investment strategy would, by default, 
starting to align their assets with SDGs, as 
they reflect on environmental, social, and 
governance issues. 
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climate change, 
biodiversity,

resurce 
depletion, waste, 

pollution and 
deforestation;

���� �����

2

human rights, 
modern slavery, 

child labour, 
women conditions, 
marginalized and 

vulnerable groups,  
working conditions 

and employee 
relations;

�����

3

bribery and 
corruption, 

executive pay, 
board diversity 
and structure, 

political lobbying 
and donations. and 

tax strategy.
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A review of more than 1,000 research papers 
published between 2015 - 2020 analyses the 
relationship between ESG and financial 
performance and concluded 1: 
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Aligning pension investments to ESG and the 
SDGs is also driven by the central purpose of 
a pension fund to ensure that promised 
pensions are paid.This entails a clear focus 
on the risk and return of different investments 
and how they match to the objectives of the 
pension fund. 
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As highlighted in Section 2 on Global and 
Regional Initiatives there are many different 
ESG reporting and rating systems and 
initiatives. These range from the Task Force 
on Climate Related Financial Disclosures, 
the Principles from the International 
Corporate Governance Network and the 
Global Reporting Initiative Standards and 
Reporting tools.
 
��� �������� ������� �� ����� ��������� ���� ���������
��  ����������������� �����������������������������
��� ������� ������ ���� ������ ��������� ����� �����
������ ������� ������ ��� ����������� ������� ������
��� ������������ ����� ���� �������� ��������� ������
��������� ��������� ��� �������� ���� ������� �� �����
����������� ���� ������ ���� ����������� ��� ����� ���� ����
���������� ���������������������������������� ����
�������� �������� ��� ���� �������� ��� ����� ������� ���
���������� ���©����� ���� �� ���� ���� ���� ���� ���
�������������������������������

Pension funds aligning with the ESG 
standards can map the SDGs-ESG in order to 
link the two sets of standards and goals in 
their strategy.
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There are many examples of how pension 
funds have integrated ESG factors in 
practical terms that are identified throughout 
this report and Box 2 (page 45) provides an 
anonymized example of current practice for a 
leading pension fund in the region.
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Mapping of the SDGs to the different elements of ESG can help show where the main impact may occur.
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Pension fund investors can be placed in a 
spectrum of different types of investors 
(see Table 1). 
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For these reasons, the AMF and UNDP 
launched a survey to baseline the current 
level of understanding and use of ESG and 
SDGs among major pension funds in the Arab 
region. 
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The Arab World, as it is the case for the rest 
of the world, is vulnerable to climate change. 
There are pressing mitigation and adaptation 
needs related to issues such as water scarcity, 
rising sea levels, drought, land degradation 
and desertification. 
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The SDGs highlighted in Section 1 have 
become a key organizing framework for 
action across the world on a wide range of 
topics. 
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In 2021, Italy held the G20 Presidency in 2021 and organized its work under the banner of 
People, Planet and Prosperity’.
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The global Covid pandemic and economic 
dislocation that resulted led to a 5% drop in 
Greenhouse Gas emissions30 This clearly 
came as a result of an unprecedented global 
shock, but it is a trajectory that will need to 
be maintained if global emissions are to fall 
sufficiently. 
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The changes required present clear 
challenges, but they also offer huge 
opportunities for investors who are able to 
take a proactive and long-term view31
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There are now almost daily announcements 
by companies setting targets to reach net zero 
greenhouse gas emissions. 
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The importance of the climate challenges 
facing the world was emphasized by the 
recent report from the Intergovernmental 
Panel on Climate Change (IPCC)34 . 
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There is a growing body of guidance and 
initiatives at the global level for pension 
funds. This is sometimes specific to pension 
funds and sometimes as part of wider 
discussions about the role of asset owners36. 
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Substantial progress has been made in the 
last two decades towards implementing 
sustainable financial sector reforms across 
the Arab region, focusing on financial 
stability, inclusion and digital 
transformation.

���� ��������� ��������� �� ��������� ������� ����
��� ����������������������������� �������������
���� ������ ���� ���� ������� ���� ������ ��������
�������������������� �������� �����������������
������������ ���� ��������� ���� ¢� ��� ������������
������������ ����������������ª�������������� ���� ����
������ ��� ������ ��������� ������ ������ ���� ������
�������� ���� ����� �������� ����������� ��������
 �������������������������



�¥� � � ����� ��������� ������ ������ ����� ������� ���§�� ����� �������
����� �� �� �������� ����������� ���� ������� ���� ����� ��������� ������
�������������
��������������� ���������������������������������������������������
���������������������� ¡�
�����������£¡��������������������������� ���������������������
������� ������� ��� ����� ���� � ���� ������ ���� ���� ������ �����
���£�� ������ ���� ������ ��	��� ����¡�� ������� ��������� ���������
�����������

��������������������� ���������������������������
���������������������������������������������

��

In particular, the Arab region is an 
increasingly important one for pension fund 
activities, both locally and internationally. 
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The 2018 Annual Report of the Arab Forum 
for Environment and Development (AFED) 
focused on the topic of ‘Financing 
Sustainable Development in Arab Countries’41 

following a series of reports since 2008. 
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In the light of this growing need, and growing 
debate, UNDP has been attempting to raise 
the issues in a number of ways. Some efforts 
are part of a country dialogue.
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Despite these efforts, the AMF and UNDP 
recognize the need to build a much more 
significant debate across the Arab region to 
dive deeper into the role pension funds can 
play to meet the ESG and SDG challenges.
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Translating the broad global and regional 
discussions into assets into which pension 
funds can invest will come through the 
following changes in three main channels.

Demand from investors can be expressed in 
changes in their long-term investment 
strategies, through their own commitments to 
a net zero carbon future; to investing in 
companies with supply chains that respect 
ESG standards and SDGs, and to investing in 
companies with strong, transparent and fair 
governance42 
������ ���� ����� ��� ����� ���� ����� �������� ��
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������������������������¤���

The changes in the Arab region need to be 
seen in the context of this growing demand 
for ESG-related investments that could be 
better aligned with SDGs. If current local 
recipients of external investments do not 
adapt to ensure they keep up with the 
requirements of external investors, demand 
for companies and assets in the region from 
external investors may fall. 
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One source of increased demand is created by 
government commitments for renewable 
energy and improved energy efficiency. This is 
complemented by broader SDG adaption 
plans and the Nationally Determined 
Contributions (NDCs) required under the 
Paris Agreement. 
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Another source of demand – or a constraint 
upon it – are the legal frameworks and 
regulations for the pension funds themselves. 
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For example, in the UK, historic legal 
judgements about the scope of pension trustee 
fiduciary duty had for some years introduced 
a cautious approach to ESG issues even in 
some pension funds who wanted to properly 
consider them. 
�� ������ ��� �������� �������� ����� ���������� ��������
��������� �������� ���� ��� �� ���� ���� ������ � ����
�����������������������������������������������������
����� �������� ������ ��� ��������  ������� ���� �����
�������� �����  ���� �� ����� ���������� ���� �������
����������������������������������������� ��������
�� ����������������������������� �����������������
���� ���� ���� ��� ���� �� ���� ������� ������������ ����
�� ���� ��������� �� ����� ���� �� � ��� ����� ��� ����
�������� ����� ������  ���� ������ ����� ������� ������
������������������������������������������ ���������
����� ���� ���������� ���� ����������� ��������� �����
��������������� � �������� �������������������������
������������ ������� ������ ���� ����������� ���� ���¦�
��� ¨�������� �������� ���� ���� �������� �� ����� ������
������� ����� ���� �� ������� �¥� ������ ������ ����
����������������������� �����������������������������
����������������������������������������� � ��������
����� ���� �������� ��� ������ ������� ������� ����
����������� ������������������������� �����������������
���������� ���������������������������������������
���������������������������������������������������
����������������������������������������� ��������
�����������������������������������������

Another source of demand that is potentially 
important among Arab countries is the link 
between Shariah compliant investment and 
ESG and potentially the SDGs too.
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The results of a recent study by the CFA 
Institute and the UN Principles for 
Responsible Investment48  highlighted a 
similar range of issues as this report in terms 
barriers and drivers to ESG investing. 
���� ���� ������� ���� ������ �� ������ �� ������
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Thus far, at a regional level, the demand for 
SDG and ESG investment options has seen 
much more focus on the ‘E’ side and in 
particular on climate change given the focus 
of the Paris Agreement and other global 
initiatives.  
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Looking at the supply and issuance of 
different sustainable finance bonds, the 
International Capital Markets Association 
(ICMA) estimates that the total amount of 
sustainable bond issuance was close to US$ 
600 billion by 2020 52 . 

The supply of investable projects is enhanced 
where companies and governments develop 
projects or refocus their activities in ways 
that are attractive to investors seeking ESG 
and SDG friendly investments. 
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The picture on supply globally when looking 
at all assets has seen explosive growth in the 
past decade, with the Global Sustainable 
Investing Alliance estimating that total 
sustainable assets had reached US$ 35 
trillion by 2020 54 . 
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The regional picture on supply highlights 
prospects for the growth in some ESG 
aspects, with more challenges in others. 
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Supporting market infrastructure, 
data and skills is needed to ensure that 
there is sufficient clear and 
transparent data to evaluate 
companies and skilled staff to both 
embed SDGs and ESG issues in 
headline investment strategies and to 
evaluate specific investment 
opportunities. 
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The skills required may need 
advisors on actuarial and 
investment issues as well as in other 
areas. 
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In theory the growth in index funds  that 
have an ESG orientation makes it simple for 
a pension fund 57 to integrate ESG issues 
without needing significant internal 
resources. 
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However, a key issue at the 
moment with the index-based  
approach to implementing an 
ESG strategy is the comparability 
of different ESG indices. 
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One promising initiative that 
could help on the infrastructure 
to support ESG investing in the 
region is the UN ‘Sustainable 
Stock Exchanges Initiative’.
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The pension schemes selected for the Survey 
were identified by reviewing pension funds in 
the region and then approaching the Ministry 
of Finance in each country. The participants 
include some of the largest pension schemes 
in the region. 

���� �������� ������� ���������� �� ���� ������ �������
��� ��������� ������ ����� ������������
���������������
�������� ����� 
� ��� ��������� ���� ���� ������ �����
����� ��  ������ ��� ������ �������� ���� ���������
������������ ��������� ������ ������ ���� ��� � ������
��������������� �������������������� ���� �����������
��������� ��� ����  �����¡� ���� ������� ������� ����
����������������������� �����������������������������
���������������������������������� ������� ������������
������ ���� �� ���� �«��� �� ���� ������� �� ���� �����
���©��������������������������������������������������
������� ����� ���� ������� ���� ��� �������  ���� � �����¡�
����������������������������������������� ��������
���������������������������������������������

As part of the engagement process to identify 
pension funds based on publicly available 
information it was notable that there was less 
disclosure of core information compared to 
work in other regions.
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Following engagement with Arab Ministries 
of Finance, 14 pension schemes participated 
in responding to the questionnaire prepared 
for this project. Respondents were from the 
following 10 countries, with 4 providing 
answers from 2 funds each (marked in bold 
below):
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Bahrain Iraq Mauritania Saudi Arabia Kuwait

Lebanon Morocco Oman Tunisia Qatar
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The questionnaire gathered information from 
participating pension schemes in relation to: 
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To determine the level of ESG integration 
currently employed within participating 
pension schemes, a maturity map was used. 
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It is important to highlight that in an initial 
survey such as this one, the results from the 
maturity map are dependent on the 
self-assessment of the pension funds.
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Data from the Parts 1, 2 and 3 of the 
questionnaires was collated and analyzed to 
produce a series of  charts that presented the 
results from the surveys. These figures are 
presented below after the headline findings in 
relation to policy and regulatory issues. 
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There were a number of questions in the 
survey on the impact now, and in the future, of 
the regulatory environment. 
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Interesting, two of the five funds that 
identified local regulations as a potential 
barrier were also ones that had made the 
most progress on ESG integration among all 
the surveyed funds. 
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There were very few funds that identified any current legislative or regulatory incentives or 
encouragement for increasing their ESG investments (as opposed to those identifying any barriers). 

Figure 11 shows that there was a wide range in the state of ESG integration across the 14 funds  with 

some not even starting and the most common answer being that schemes were ‘considering how to 

start’. 5 funds were at a more advanced stage.
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Figure 12 shows that most had not used external support on ESG integration but 6 of the 14 had. This 

support mainly came from multinational bodies and private sector advisers.

Figure 13 shows that understanding of the SDGs was much lower than that of ESG. As a result, 

discussions on the SDGs were far less likely than discussion on ESG although the two areas should be 

closely linked .
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Figure 14 shows the d etails behind the 
headline finding that the most useful support 
for schemes would be the development of 
peer networks and case studies. Access to 
advisers who could cred ibly help on the ESG 
journey was also id entified as helpful. On the 
other hand, online training and access to 
templates and example mandates was seen as 
less helpful.
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Figure 15 highlights the main challenges for ESG integration. 
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Figure 16 highlights responses on the top 3 potential drivers of integration. 
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Figure 17 shows responses to which impacts the schemes prioritize in its investment impact.
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Figure 18 shows the answers in relation to formal training on ESG.
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Figure 19 looks at if schemes have documented ESG integration into the investment process. 
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Figure 20 then asks how schemes have documented ESG integration into investment process which is 
obviously only applicable if the schemed  answered  positively in Figure 19 that they had integrated ESG 
in their investment process. 
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Figure 21 looks at whether global institutional investors have approached the pension fund for ESG 
insights. 
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Figure 22 asks about different approaches to ESG integration. 
This highlights that the negative screening approach is most common, which would correlate well with some funds that 
are used to this approach from Shariah compliant investment. Other approaches such as thematic investing, best in class 
selection and the use of green or social and sustainability bonds all get a few positive answers.

The numbers of yes and no answers are evenly split, showing that many funds are already starting such interactions 
whereas there is untapped potential for others.

Figure 23 then looks at whether there has been any peer collaboration so far on ESG, which is interesting 
in the light of the response that such collaboration is rated by many funds as the most useful form of 
support going forward. 
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Part 4 of the questionnaire, the maturity mapping, is plotted on a chart (see Figure 24) to visually 
demonstrate the level of maturity reported across the five maturity thematic areas. 
Five schemes did not answer questions on the maturity mapping area of the questionnaire because they had not started 
their ESG integration journey. The Figure shows the different categories investigated on the vertical axis and the stage 
of maturity on the horizontal axis. It then shows for each pension fund where they were rated on each category. As the 
Figure shows there is quite a wide variation within each fund on the level of maturity on each category – as well as a 
general tendency for some funds to be more mature on average across each category than others. This Figure 
summarises the information in the individual Figures to allow a useful overview of the results. It also shows that for 5 of 
the schemes that engaged they did not provide sufficient answers  to be mapped onto the Figure.
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Overall, the results from the 14 
surveyed pension schemes indicated 
that five schemes have not started 
their ESG integration journey, not 
scoring any levels on the maturity 
matrix.
����������������������������������� �����������������
�������������������������������������������������
������������������������� ���������������������

A large variety in ESG integration 
maturity in the region was found. 
Survey responses provided evidence 
that schemes operate at both ends 
of the ESG maturity spectrum, 
either being mature or having little 
to no ESG integration. 
�������� �������������������������� ������ ��������
����  �������  ������ ���������� ����� ����  ������� ��
���� ������ �������� ����������������� ���¢���� ���������
���� ��������� ��� ����������� ����  ������ ���� ��� ���
������ ������������������������������������ ���� �����
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Those schemes that had integrated ESG 
always scored the highest level of maturity 
in the ‘Integration’ maturity theme, 
suggesting this is the area of maturity that 
are prioritized as the focus of integration 
activity. 
¨������������� ¨�� ����� ���� ���������� ���� ¨���������
���� �� ���� ������ ������ ��� ������� ������ ���� ������
������ ��� ������ ���� �� �� ������ ��� �� ������ �������
�����������¨������������

Schemes reported that the top three drivers 
for integrating ESG was the need to manage 
the material financial risk that poor ESG 
performing investments presented (26% 
responses), followed by the need to align 
with peer expectations (21% responses) and 
to take advantageous investment 
opportunities (19% responses). 

������¬�����������������������������������������
�������������������������������������������������
���������� ���� �� ��� ���������� ������ ��� ����
��������������������
������ ��������������������
����  ��� �������� ���� ����� ����� ���� ��������� ��������
���� ���� ���� ������� �� ������ ����������� ���
����� ���������������������������� �����

The most commonly reported investment 
method used to integrate ESG into 
investment decision making, was negative 
screening (29% of responses). 
��������������� �� ������������������������������
������������������� ������������������������� �����
������ ���� ��� ����� �� ����� ���� ����������
����� ����  ������ ����� ���� ��� ���� ������ ����� ����
����������������������������������������� ����������
��� ���� ���� �� ����� ª�������� ����� ���������
���������������������������������������������������
����� ¡�

A low level of consideration and integration 
of the SDGs into pension schemes was 
identified. 
��� ���� ��� ��������� ����� ����� ����� ��������
���������� ���� ���� �� ����� ���� ���� �����������
������� ���� ��� ���� ����  ��������� ��������� ���
��������������������������������������������������
���������� ��� ���� ���������� ������� �� ���� �����
������� ��� ������ ���� ���������� ���� ���� ��� ����
������������� ��������������� ����������������������
���������������� �� ������  �������������������
����������� ������������������������������������
��� ������ ���� ���� ���������� ©������� ������ �� ����
������������ ��� ���� ����� �������� �������� �������
���� ���� ��� ��������� ���� ���������� ������� ����
 ������ ���� �� ��� �� ��� ���� �������� ��� ���� �������
ª������� ����������� ��� ���� ���� ��������� ��������
�����������������������������¨�����������������������
����� �������� ����������� ���� �� ��������� ���
����� «������ ������������������������������������

The majority of pension schemes surveyed 
scored relatively low on the maturity 
thematic area of climate risk management, a 
trend observed even in the most mature 
schemes.

������������� ������ ���� ����������������� �����������
���� ��������� �� ���� ����� ���� �������������
� ������� ���� ���� ������ ���� ���� ���� ��� �� ����
������ �� ������������ ��������� �����  ���� ���
���������� ��������� ���� ���  ������� ��� ����
����� �� ���� ������ ������������� ��� ���� �������
��������� ��� �� ����������� ����� �� �� ������� ���
���������������������� �����

When considering why some schemes were 
operating at a much higher level of maturity 
than others, the ESG maturity trend does not 
appear to be tied to the country of operation 
of the scheme. 
���� �� ��������� ��� ���� ������ �������������
����������� ����� ����� �� �� ��������� ������ ������
���� ������ ��� �������� ����� ����������� � ����
����������� ��� ��� ���� ����� ��������� ���������
 ������� �������� ��� ���� ����  ��������� ���� �����
 ���� �������� ���� ������ ������ ���� ���� �� �����
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When giving a rating for resources 
that would be useful for integrating 
ESG, respondents were clear that 
relevant case studies and a peer ESG 
network would be the most helpful. 
������������� ��� ���������� ������������������ ����
��������������� �����������������	����������� ����
����������������������������������������������������
���� ����� ������ ��� ������������ �� ������ �������� ���
 �������������� �����������������������������������
������� ������������� ���������� ����������� ������
������������� ���������� ������������������������
����������������������������

The respondents reported that key 
challenges they faced to integrating 
ESG were lack of reliable and 
comparable ESG data and lack of 
relevant ESG investment products. 
������������������������������������������ª����������
������� ������ ���� ��������� ������������ ��������
��������� ���  ������ ���� �������������� ������� ���
���������������������������

Survey responses suggested that the 
belief that ESG was not complimentary 
with fiduciary duty or had negative 
financial outcomes such as higher 
management fees or lower financial 
returns was not a significant 
hindrance in the region.
��������� �������������� ����������������� ���� �������
����������� ��������� ����� ���� ���������� �����������
���� ������ ������ ������� ��� ���� ���� �� ������� ��������
���������������������������������

���� ����� ����� ���� �������� ����� ���� ���� �������
 ����������������� ������ ����������������������
������������ �������������������¡��������������������
���� �� �� ���� ������ ���� ������� ���  ���� �������
��������������������������������������¡��������������
�� ������� ����� ����� ������� �� ����� ��������� ����
�����������������������������������������ª��������
 ���� ����� ����� ���� ���� ���������� �������� �� �� ���
��������������������������������������������������
��������������������� ���������������

The pension fund’s strategic priorities for deepening ESG focus:
������������������������������������������������������������������������ ��������������
�� ��������� ����� ���� ���������� ���� ������������� ����� ���� ���� ������ ��������� �� ����
����������������
�������������������� ������������������ �����������������������ª����������������
�� � �������� ��������� ������ ����� �� ���� ���� ������������ ������������ ���� �� ���� ����������
������������

Example of ESG integration steps taken by a pension fund in the region:
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�� � �������� ��  �������� ��� ������ ��� ������� ���� �������  ����� ���� ����������� ���������
������������������������ ���� �������������������������
������ �������������������������������������������� ��������������������� ��������������
�� �������������������� ��������������������  ������������������������ ���� �� � ����������
��������������
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