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Executive Summary 

The green bond market has grown rapidly within the last couple of years, as it has evolved from being the domain of international 

finance organizations (e.g. the World Bank, European Investment Bank) to one in which corporates are increasingly seeing an 

opportunity to raise money for “green” projects. It is hoped that this market will help facilitate the much needed investment in green 

projects to deliver a low-carbon future. There are concerns that there is potential for market abuse, with some issuers not providing 

transparency on the use of proceeds. The development of the Green Bond Principles provide a framework against which legitimate 

issuers can issue a bond, providing confidence to investors on the integrity of the bond and the use of its proceeds.  

 

Background 

Over the last decade there has been a growing trend to use the debt capital markets to help finance sustainability initiatives. According 

to HSBC1 the first sustainability-themed bond was issued in 2006 to fund vaccination in developing countries. It was in the following 

year that the first “green bond” was issued by the European Investment Bank (EIB), with the proceeds raised being used to finance 

renewable energy and energy efficiency projects. Since then there has been a steady trickle, until 2013/2014 when in relative terms, the 

green bond market took off (see Figure 1). 

 

One of the drivers behind the growth in this market is the urgent need to finance the transition to a low-carbon economy. The 

Intergovernmental Panel on Climate Change has estimated that in order to realize the global government commitment to limit global 

warming to within 2oC above pre-industrial levels, an additional $147 billion per year is needed in low-carbon energies and $336 billion 

per year in energy efficiency2. Green bonds are seen as an efficient way of mobilizing capital to these types of projects. With an 

estimated pool of capital of $80 trillion (source: Schroders)  the institutional investment market is considered to be one of the key 

sources for this capital. 

 

Climate change is just one of the pressing environmental issues that governments are having to tackle and we expect the green bond 

market to evolve to address other environmental issues such as water resources and biodiversity preservation.  

 

Defining a “green bond”  

Proceeds from a green bond will be directed to projects and activities that should improve the quality of natural capital (e.g. air, soil, 

water etc.) while also seeking to provide a financial return. It should be noted though that, rather confusingly, some green bonds also 

include social objectives. In HSBC’s “Guide to Green Bonds” it highlights the example of a green bond issued by the Alpes-Côte d’Azur 

Provence which promised to pay 75% of the bond proceeds into environmental projects and 25% into social projects.  

 

                                                           
1“The HSBC Guide to Green Bonds” HSBC, 27/01/2014. 
2“Summary for Policymakers.” In: “Climate Change 2013: The mitigation of climate change” IPCC, 2013. 
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Currently it is the issuers who label a bond as a green bond or not, and so green bonds are regarded as “self-labeled”; whereas 

“corporate” or “municipal” bonds are labeled as such as they have a well defined set of established criteria. The ability to “self-label” 

means that a wide variety of bonds have been classified as green bonds over the past year, as Societe Generale3 notes “In the past 15 

months, we have seen the Green Bond label encompass straight corporate bonds, both investment grade and high yield; Asset Backed 

Securities; Banks and other financial institutions, including state development banks; Supranational and Municipal issues; a Real Estate 

Investment Trust issue and even a convertible bond. That’s a fairly broad list to subsume under one label.” We believe that green bonds 

can be spilt into those where the project is identified and those where it isn’t (i.e. those where investors have clear evidence of the use 

of proceeds for green projects, and those where a bond is labeled as green, but the use of proceeds is unclear).  

 

As the market has grown, there have been concerns about the potential for mislabeling of green bonds and the misuse of proceeds (e.g. 

proceeds get directed to projects with no meaningful environmental outcome) and that green bonds may be used to raise money for 

projects that have low environmental impact (e.g. a project to improve energy efficiency, but not in a manner that will deliver a 2oC 

future, or cleaning a river but not making it fit to drink from). 

 

These concerns have led to the development of two initiatives that seek to provide guidance and definitions for what could be labeled a 

green bond. These are the Green Bond Principles (GBP) and the Climate Bond Initiative (CBI). These two initiatives are broadly similar 

but the CBI differs to GBP in that it doesn’t define the management of the proceeds for green bonds (whereas GBP sets out very clear 

rules on this). The GBP, which have broader coverage than just climate-related projects, appear to be becoming the market standard in 

setting the principles against which a bond should align to be considered green. The recommendation for independent verification 

within the GBP will help to ensure the integrity of the burgeoning green bond market. According to HSBC research, just over 60% of 

green bond issuances to date have independent verification.  

 

 Climate Bond Initiative 

The CBI, like the GBP (below), is an initiative which has been set up to help mobilize the bond market for climate change solutions. It 

provides a service tracking the size of the green bond market, and has developed a set of standards which define what could be 

considered a climate bond (e.g. renewable energy, energy efficiency, transport, water, waste management, land-use, adaptation 

infrastructure). As indicated earlier, the main difference (at the time of writing) between the CBI and the GBP is that the CBI has much 

clearer definitions on what can be regarded as a climate bond, setting out a taxonomy (see Annex 1) for these bonds, and is less about 

the financial aspect of the bond and more about the operational terms of what is being financed.  

 

Green Bond Principles 

The GBP are a set of voluntary principles which were launched in January 2014 by a representative group of issuers4, investors and 

intermediaries to promote transparency, disclosure and integrity in the development of the green bond market. Like the CBI, the GBPs 

provide guidance on the types of projects that are to be financed (though this isn’t limited to the broad range of projects that are 

covered under a climate change umbrella) but have much more guidance on the use of proceeds and disclosure of this. The GBPs 

have four components: 

 

The use of proceeds 

Issuers should declare eligible green projects and assess and quantify the environmental benefits of these projects. The project 

categories include, but aren’t limited to: Renewable energy, energy efficiency (including efficient buildings), sustainable waste 

management, sustainable land use (including forestry and agriculture) biodiversity conservation, clean transportation, sustainable water 

management (including clean and/or drinking water) and climate change adaptation.  

 

                                                           
3“Green Bonds year-end review: what is independent verification for?” Societe Generale 07/01/2015. 
4These originally included Bank of America Merril Lynch, Citigroup, Credit Agricole, JP Morgan Chase, BNP Paribas, Daiwa, 
Deutsche Bank, Goldman Sachs, HSBC, Mizuho Securities, Morgan Stanley, Rabobank and SEB. 
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The GBP require disclosure on the project for what proceeds of the bond are intended, so that an investor can make up their own mind 

about the “greenness” of an issue and whether it fits within their own investment principles. For example, hydro-power can be seen as a 

low-carbon source of electricity but it also has large environmental (and social) impacts (e.g. water resource use, biodiversity loss, 

methane emissions, land use and community displacement).  

 

Process for project evaluation and selection 

Issuers should outline the process they have used for evaluating and selecting a project to use the proceeds from the green bond for 

(e.g. how the project fits within the green project categories, the criteria making the projects eligible for green bond proceeds and the 

environmental sustainability objectives). The GBP also recommend that issuers seek independent assurance to provide greater 

transparency on project evaluation.  

 

The GBP also note that in addition to the above criteria, investors may wish to consider the quality of an issuer’s overall sustainability 

framework and performance (e.g. does the parent company have a good sustainability rating). 

 

Management of proceeds 

Essentially this is a tool to safeguard the integrity of issuance proceeds. These would include ensuring that the proceeds of an issue are 

credited to a sub-account or sub-portfolio, and the balance of the tracked proceeds are periodically reduced by amounts matching 

eligible green investments or loan disbursements. Pending such investments or disbursements, the issuer should also make known to 

investors the intended types of temporary investment instruments for the balance of unallocated proceeds.  

 

Reporting 

In addition to disclosure on the use of proceeds and temporary investment of unallocated proceeds, issuers should also provide a list - 

at least annually - of the projects to which green bond proceeds have been allocated. In addition, the GBP recommend the use of 

qualitative and quantitative performance indicators (e.g. reduction in greenhouse gas emissions due to the project).  

 

Market information 

 

Size 

Estimates for the size of the green bond market vary depending on the methodology an organization has employed to define a green 

bond. As noted earlier, the market itself is very young and the main growth has occurred in the last couple of years from a low base. 

Societe Generale estimates that in 2014 the market was €35 billion in self-labeled green bonds. ING’s figure of €22.5 billion doesn’t 

include self-labeled municipal green bonds such as those issued in the US (e.g. The District of Colombia’s Water and Sewer Authority 

June 2014 issuance of its US$350 million inaugural green bond).  
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Figure 1: Total green bond issuance in 2014 (€bn) 

 
Source: “Green bonds: pointers for 2015” ING, 30/01/2015. Sectors shown for illustrative purposes only and should not be viewed as a recommendation 

to buy/sell. 

 

Figure 1 demonstrates the growth in the market, with the total issuances in 2014 more than double that of 2013, rising to €22.7 billion 

(97 green bonds were issued by 50 issuers in 2014, but four issuers accounted for 50% of the total number of issues). Issuance in 2013 

and 2014 accounted for 80% of the total outstanding credit. The type of issuer in the market has shifted from being dominated by 

governments to an increasing number of corporate issues. It is also worth noting that new types of green bonds are entering the market 

such as: 

 ‘Yieldcos’, where the projects to be financed are ring-fenced into a separate entity, creating a publicly traded company that has 

been formed from the spin-off of selected assets by its holding company. This may have been undertaken as the parent 

company had material exposure to “non-green” activities 

 Asset backed securities (ABS), where a bond is secured against an asset. For example Toyota issued a bond that was backed 

by the cash flows from electric vehicles and hybrid car loans. Asset backed securities differ to asset linked securities in that the 

investor has a direct exposure to the underlying asset. Another recent ABS is that of Solarcity, where the bond is secured 

against a pool of photovoltaic systems 

 Municipal government bonds, or ‘munibonds’. These tend to be a US phenomenon where municipal governments use bonds 

to raise finance for projects including land acquisition, environmental remediation, river revitalization and preservation and 

energy efficiency  

 

Sectors and geographic spread of green bond issues 

As Figure 1 demonstrated, the green bond market has recently evolved from being the domain of supranational governments and 

financial institutions, to being seen as a useful market for corporates to raise finance.  
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Figure 2: Corporate Green Bond issuance 2014 to 2015  

 
Source: Standard and Poor’s, Credit Week “Climate Change: The battle heats up” April 29, 2015. Regions/sectors shown for illustrative purposes only 

and should not be viewed as a recommendation to buy/sell.  

 

Figure 2 shows the breadth of sectors that have issued green bonds. The corporate green bond market is dominated by utility 

companies (56.3% of issues) followed by real estate (17.3%) and industrials (14.3%). The utility sector dominates the corporate green 

bond market reflecting the growing amount of policy and regulation on reducing greenhouse gas emissions, increasing renewable 

energy penetration and improving energy efficiency. Nor, given the European leadership on tackling climate change, is it surprising that 

the majority of green corporate bond issues are currently European. However this is likely to change as China gears up its green 

development programs and Latin American countries and companies look to increase their renewable energy capacity. One of the 

largest issues in 2014 was in December when Energia Eolica (a renewable energy company) priced a $204 million 20-year green 

project bond to refinance existing loan and credit facilities for the construction of two wind farms in north-western Peru.  

 

S&P estimate that corporate bond issuance could reach up to $30 billion in 2015 (a near 50% increase on 2014). Corporate green 

bonds have helped to create depth in a market that was dominated by multilateral investment banks, they have not only introduced 

scale but also a range of currencies, geographies and maturities.  

 

Outside of the corporate sector, municipal green bonds are expected to be a growth area in 2015, however one market observer at the 

Responsible Investor European 2015 conference (June 2015) suggested that the lack of willingness by local governments to submit to 

an independent review of their “self labeled” green bonds may put off some investors from investing in munibonds.  

 

Characteristics and performance 

There is a small but growing amount of information on the performance of green bonds, which is to be expected, given that the green 

bond market is still nascent.  
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Liquidity 

The Financial Times5 reported that the size, and novelty, of the market will mean that green bonds would be less easy to sell in a panic. 

Conversely though, it also notes that green bond owners are likely to be long-term investors holding them to maturity.  

 

Ratings 

According to ING’s analysis the ratings categories from AAA to A have a heavier weight in the green bond index and the BBB category 

is much smaller than iBoxx; the market benchmark (see  

Table 1 below).  

 

Table 1: Ratings category distributions  

 

 iBoxx €Overall ING Green Bond Index 

AAA 31% 36% 

AA 27% 19% 

A 11% 21% 

BBB 31% 10% 

High Yield 0% 5% 

Not rated 0% 10% 

Source: “Green bonds: Pointers for 2015” ING, 30/01/2015. Securities shown as a market proxy for illustrative purposes only and should not be viewed 

as a recommendation to buy/sell. Investors cannot invest directly in any index. 

 

Based on ING’s analysis, a portfolio constructed solely from green bonds will have higher quality bonds. ING’s analysis is supported by 

figures from the S&P green bond index where AAA bonds represent 50% of the market, whilst in Barclays MSCI Green Bond Global 

Index AAA-A rated bonds make up 85% of the index.  

 

Pricing and performance 

To date, corporate green bond issues have been healthily over-subscribed, implying a strong demand for these products. However, 

2014 was a very strong year for bond issuance in any case, and most investment grade bonds were oversubscribed.  

 

There are conflicting opinions on the performance of green bonds versus mainstream bonds. Some market observers claim that they 

are priced the same and have the same yield (though with lower liquidity) as traditional bonds, whilst others claim that they have a 

lower yield. The lower yield argument may be due to the perceived additional costs of assuring the integrity of a green bond, though 

there is evidence that underwriters are willing to take on this additional charge in order to help support the development of this fledgling 

market.  

Table 2 (below) shows Natixis’ analysis of the performance of green bonds versus their mainstream counterparts. 

 

Given the market has, until 2013, been the preserve of international finance organizations there is little research on the actual 

performance of green bonds versus mainstream bonds. Natixis6 reports that the average yield on green bonds is 1.19% with an 

average maturity of 5.5 years and an average rating of AA. In comparison the iBoxx Sovereigns and Sub Sovereigns Index has an 

average yield of 1.22% and a maturity of 8 years (i.e. an average duration of 6.9 years); though we recognize that this data is six 

months old at the time of writing.  

                                                           
5FT article on Green bonds, 29/01/2015. 
6“Green & Sustainable bonds: growth with staying power?” Natixis, 01/12/14. 
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Table 2: Performance of green bonds versus their mainstream counterparts  

 

Indices Yield Mod Duration Market Value (€bn) Years to Maturity 

iBoxx Non-Financials BBB in € 1,97% 5,18 467 5,84 

Green Corporate IG (fin & non fin) 1,95% 6,92 11 9,3 

iBoxx non-Fin BBB in $ 4,66% 7,61 1458 12,07 

iBoxx Supranationals 0,90% 6,40 429 7,12 

Green Supranationals 1,05% 4,68 17 7,6 

iBoxx Sovereigns & Sub Sovereigns AAA 0,84% 6,80 1687 7,4 

iBoxx Agencies 0,63% 4,44 385 4,74 

Green Agencies 1,05% 4,18 5 5,5 

iBoxx Sovereigns & Sub Sovereigns AAA 0,84% 6,80 1687 7,4 

iBoxx Sovereigns & Sub Sovereigns AA 1,16% 6,96 2431 7,97 

Green 1,50% 5,13 53 6,9 

iBoxx Overall 1,40% 6,26 9087 7,12 

Source: Natixis, 10/07/2015. Securities shown as a market proxy for illustrative purposes only and should not be viewed as a recommendation to 

buy/sell. Investors cannot invest directly in any index. 

 

Conclusion 

We believe that the development of the green bond market is a vital tool in facilitating the allocation of capital to projects 

that can help deliver on ambitions to limit global warming to within 2oC above pre-industrial levels and to help foster a 

more sustainable, greener economic system.  

 

Given the nascent stages of development of this market, it is essential that systems are established now to prevent 

market abuse and to provide assurance to investors that their investments are being used to finance legitimate “green” 

projects, whatever shade of green this may be.  

 

The development of, and alignment with, the Green Bond Principles is critical (especially third party assurance) in 

ensuring the successful evolution of this market and all stakeholders within debt capital markets have a role to play in 

ensuring the integrity of this growing market.  
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ANNEX 

 

Annex 1: Broad taxonomy for climate bond criteria  

 

 
Source: Climate Bond Initiative web-site, www.climatebonds.net, May 2015.Sectors shown for illustrative purposes only and should not be viewed as a 

recommendation to buy/sell. 
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Important Information: The views and opinions contained herein are those of the Responsible Investment team, and do not necessarily 
represent Schroder Investment Management North America Inc.’s house views. These views are subject to change. This newsletter is intended 
to be for information purposes only and it is not intended as promotional material in any respect. The material is not intended as an offer or solicitation 
for the purchase or sale of any financial instrument mentioned in this commentary. The material is not intended to provide, and should not be relied on 
for accounting, legal or tax advice, or investment recommendations. Information herein has been obtained from sources we believe to be reliable but
Schroder Investment Management North America Inc. (SIMNA) does not warrant its completeness or accuracy. No responsibility can be accepted for 
errors of facts obtained from third parties. Reliance should not be placed on the views and information in the document when taking individual 
investment and / or strategic decisions. Past performance is no guarantee of future results. Sectors/regions/companies mentioned are for illustrative 
purposes only and should not be viewed as a recommendation to buy/sell. The information and opinions contained in this document have been 
obtained from sources we consider to be reliable. No responsibility can be accepted for errors of fact obtained from third parties. Schroders has 
expressed its own views and opinions in this document and these may change. The opinions stated in this document include some forecasted views.
We believe that we are basing our expectations and beliefs on reasonable assumptions within the bounds of what we currently know.  However, there
is no guarantee that any forecasts or opinions will be realized. Schroder Investment Management North America Inc. (“SIMNA Inc.”) is an investment
advisor registered with the U.S. SEC. It provides asset management products and services to clients in the U.S. and Canada including Schroder 
Capital Funds (Delaware), Schroder Series Trust and Schroder Global Series Trust, investment companies registered with the SEC (the “Schroder 
Funds”). Shares of the Schroder Funds are distributed by Schroder Fund Advisors LLC, a member of the FINRA. SIMNA Inc. and Schroder Fund 
Advisors LLC. are indirect, wholly-owned subsidiaries of Schroders plc, a UK public company with shares listed on the London Stock Exchange. 
Further information about Schroders can be found at www.schroders.com/us.Schroder Investment Management North America Inc. is an indirect 
wholly owned subsidiary of Schroders plc and is a SEC registered investment adviser and registered in Canada in the capacity of Portfolio Manager 
with the Securities Commission in Alberta, British Columbia, Manitoba, Nova Scotia, Ontario, Quebec, and Saskatchewan providing asset 
management products and services to clients in Canada. This document does not purport to provide investment advice and the information contained
in this newsletter is for informational purposes and not to engage in a trading activities. It does not purport to describe the business or affairs of any 
issuer and is not being provided for delivery to or review by any prospective purchaser so as to assist the prospective purchaser to make an investment 
decision in respect of securities being sold in a distribution. Further information on FINRA can be found at www.finra.org. Further information on SIPC
can be found at  www.sipc.org. Schroder Fund Advisors LLC, Member FINRA, SIPC. 875 Third Avenue, New York, NY 10022-6225 

 


