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Factsheet

An Overview of the Sustainable

Investing Bonds Market

The financial landscape is undergoing a significant transformation,

with investors increasingly prioritizing the impact of their investments

alongside financial returns.

V/4

Global sustainable bond issuance
exceeded $800bn in the first nine
months of 2024. 7/

www.linklaters.com

ESG bonds have emerged as a pivotal instrument in
this shift, offering opportunities to support projects
that address critical global challenges such as climate
change and social inequality.

This factsheet aims to provide a comprehensive
overview of ESG bonds, addressing key questions
and offering insights into their purpose, benefits,
and impact.

Whether you are an investor seeking to align your
portfolio with your values or simply interested

in understanding this innovative financial tool,
explore how ESG bonds can contribute to both
your financial objectives and the broader goal of
sustainable development.
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What are ESG bonds and why are

they important?

ESG bonds are financial instruments

that generate profits while funding
projects addressing critical issues like
climate change and social inequality.

They are important because they align
investment returns with positive social and
environmental impacts.

What has driven the surge in green
bond issuance?

The surge in green bond issuance, which
surpassed $1 trillion in 2023, is driven by
regulatory pushes, corporate sustainability
commitments, and a growing number of
investors demanding investments that
create measurable impact.

How have ESG bonds impacted
renewable energy projects?

ESG bonds have made it possible to fund
large-scale renewable energy projects,

such as offshore wind farms and solar
parks, which were previously considered
financially unfeasible or too risky. Countries
like Denmark and Germany have used green
bonds to power millions of homes with
renewable energy.

What regions are leading in ESG

bond issuance and what projects are
they funding?

Europe leads in ESG bond issuance, driven
by the EU's Green Deal, but North America
and Asia-Pacific are catching up. In the U.S,
sustainability bonds are used to upgrade
infrastructure with eco-friendly solutions,
while in Asia, ESG bonds fund projects

like clean water access and green tech
innovation.



New forms of credit — ESG Investing Bonds

What role have development banks
played in the ESG bond market?
Development banks, like the World Bank,
have been pivotal in shaping the ESG bond
market by providing guidance to issuers of
ESG-oriented bonds. They help ensure that
these bonds are used to finance projects
delivering social and environmental benefits
alongside financial returns.

What distinguishes ESG bonds from
conventional bonds?

ESG bonds are distinguished by their
specific use of proceeds and the heightened
transparency regarding how the funds

are utilized. This makes them attractive to
investors who want to advance sustainable
finance while diversifying their portfolios.

What are some types of sustainable
bonds and their purposes?

There are several types of sustainable
bonds, including Green bonds (funding
eco-friendly projects), Social bonds
(supporting affordable housing and
healthcare), Sustainability bonds
(blending environmental and social goals),
Sustainability-linked bonds (tying financial
outcomes to sustainability targets),
Transition bonds (helping companies move
toward greener practices), SDG-linked
bonds (aligning with the UN'’s Sustainable
Development Goals), and Blue bonds
(protecting oceans and water resources).

What is a major challenge facing the
ESG bond market?

A major challenge is the lack of a universally
recognized certification standard for
sustainable bonds. While various standards,
such as the EU Green Bond Standard, have
been proposed, there is still a pressing

need for a global benchmark to ensure
consistency and credibility in the market.
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What are Green bonds and why are

they trending now?

Green bonds are financial instruments used
to fund projects that deliver environmental
benefits, such as renewable energy, energy
efficiency, and sustainable infrastructure.
They are distinguished by their specific use
of proceeds and the transparency regarding
how the funds are utilized.

When classifying green bonds based on
financial characteristics, we can consider
aspects such as the source of repayment,
the structure of the bond, and the security
provided to investors.

Here's a breakdown:

+ Green Use of Proceeds Bonds: These
bonds finance or refinance projects with
positive environmental impacts, such as
renewable energy or clean transportation.

+ Green Revenue Bonds: These bonds fund
green projects and are repaid using the
revenue generated by those projects, like
income from a solar farm.

+ Green Project Bonds: Issued to finance
specific environmental projects, such as
wind farms or water treatment plants

+ Green Securitized Bonds: Backed by a
pool of green assets, such as loans or
mortgages for eco-friendly buildings.

+ Green Covered Bonds: Similar to
securitized bonds, these are backed by a
pool of assets but offer an added layer of
security for investors.

These bonds are part of a broader
movement towards sustainable finance,
helping to drive real change in how

we invest for both profit and positive
environmental impact


http://www.finastra.com/
http://www.finastra.com/

Social Bonds: Driving Positive Societal Impact

What are Social bonds and what issues
do they address?

Social bonds are financial instruments used
to finance projects that address critical
societal issues such as affordable housing,
healthcare, and education. They have gained
traction as a key tool for driving positive
societal impact.

How did the COVID-19 pandemic
influence the issuance of Social bonds?
The COVID-19 pandemic accelerated the
issuance of Social bonds as governments
and institutions sought to raise capital for
health-related initiatives and economic
recovery programs. In 2022, Social bond
issuance exceeded $200 billion, reflecting
the urgent need to address social disparities
exacerbated by the pandemic.

What types of projects are financed by
Social bonds?

Social bonds finance a variety of projects,
including affordable housing, healthcare,
education, micro-enterprises in emerging
markets, support for female entrepreneurs,
and access to digital education in
underserved regions. These projects aim to
foster social inclusion, gender equality, and
community development.

What are some specific categories of

Social bonds and their purposes?

+ Affordable Housing bonds: Finance the
construction or renovation of homes for
low-income families.

Access to Essential Services bonds:
Support projects providing critical
services like healthcare and education.

+ Socioeconomic Advancement bonds:
Promote job creation, support small
businesses, and open up new economic
opportunities for disadvantaged groups.

Food Security bonds: Invest in
sustainable food systems to ensure
access to nutritious food.

Affordable Basic Infrastructure bonds:
Fund infrastructure projects such as clean
water, sanitation, and energy access.
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Why is governance important in the
ESG bond market?

Governance is crucial in the ESG bond
market to ensure that funds are used
transparently and for their intended
purposes. Strong governance frameworks
help maintain investor trust and address
concerns about greenwashing.

What are the Green Bond Principles
(GBP) and Social Bond Principles (SBP)?
The Green Bond Principles (GBP) and

Social Bond Principles (SBP) are guidelines
issued by the International Capital Market
Association (ICMA) for the issuance

and management of Green and Social
bonds. They emphasize transparency,
disclosure, and the use of proceeds for well-
defined projects.

What role does third-party verification
play in the ESG bond market?

Third-party verification is increasingly
common in the ESG bond market.
Organizations like CICERO, Sustainalytics,
and Vigeo Eiris provide second-party
opinions to assess the alignment of bond
projects with sustainability criteria. This
practice helps maintain the credibility of the
ESG bond market.

How do development banks contribute
to governance in the ESG bond market?
Development banks play a pivotal role in
promoting strong governance practices in
the ESG bond market. They collaborate with
governments and private sector entities to
finance large-scale environmental and social
projects, ensuring effective fund allocation
and measurable impact. Their adherence

to best practices, including strict reporting
requirements and third-party verification,
fosters confidence in the market.


http://www.finastra.com/
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Challenges and Opportunities in ESG Bonds

What are the main challenges facing the
ESG bond market?

The ESG bond market faces significant
challenges, including market fragmentation
and the lack of standardized metrics.

The absence of a universal standard for
what constitutes a “green” or “social” bond
leads to inconsistencies in structure and
reporting, which can undermine investor
confidence and hinder market scalability.

How does greenwashing affect the

ESG bond market?

Greenwashing is a major concern in the
ESG bond market. Without stringent criteria
and verification processes, there is a risk
that issuers may mislabel bonds as “green”
or “social” without delivering the promised
environmental or social benefits. This
undermines the integrity of the market.

What opportunities do emerging
markets present for ESG bonds?

Emerging markets present significant
opportunities for ESG bonds, as many
developing countries need capital to finance
sustainable infrastructure, renewable energy
projects, and social initiatives. ESG bonds
can attract international capital to these
high-impact areas, despite challenges like
political risk and currency volatility.

V/4
Moody's predicts $1 trillion

sustainable bond market
in 2025.”7

www.esgtoday.com

What role do development banks play
in the ESG bond market?

Development banks play a crucial role

in addressing challenges in the ESG

bond market, particularly in emerging
economies. They offer technical assistance,
risk mitigation, and access to long-term
capital, helping to overcome hurdles like
political risk and inconsistent governance.
Their involvement brings credibility to
ESG bond issuances and encourages
international investment.
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The Role of Technology in Advancing ESG Bonds

Why is robust software essential for
managing ESG bonds?

Robust software is essential for managing
ESG bonds because it handles the entire
bond lifecycle, from issuance to maturity,
ensuring efficient trade booking, accurate
bond analytics, and hedging strategy
capabilities. It also provides comprehensive
analytics, real-time data integration, and
flexible trade management to keep pace
with the growing complexity of ESG bonds.

How do software providers contribute
to democratizing access to the ESG
bond market?

Software providers contribute by enabling
secure storage and automatic updates

of issuer ESG data through end-of-day
batch feeds. They offer calculation engines
for generating ESG scores, ensuring
robust compliance checks for regulatory
alignment, and providing advanced
portfolio management tools for tracking
ESG performance. They also support
detailed reporting for ISSB and other key
ESG initiatives.

What role does blockchain technology
play in the ESG bond market?
Blockchain technology enhances
transparency and traceability in the ESG
bond market by providing an immutable
ledger of transactions. This ensures

that the use of proceeds is accurately
tracked and reported, reducing the risk of
mismanagement or greenwashing. Pilot
projects have shown blockchain's potential
to revolutionize the market by providing
real-time data and enhancing investor
confidence.

How are Al and Big Data transforming
the management of ESG bonds?

Al and Big Data are transforming ESG
bond management by enabling more
sophisticated risk assessments and
impact measurements. Al can analyze
vast amounts of ESG data to identify
patterns and predict future performance,
while Big Data provides insights into
emerging trends and potential risks. These
technologies help issuers and investors
navigate the complexities of the ESG bond
market and optimize their strategies for
maximum impact.
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Finastra Summit excels in managing ESG
bonds with its comprehensive, front-to-

back capabilities and modular architecture.

It integrates seamlessly with major

service providers, offering real-time data
integration and out-of-the-box functionality.
Summit’s cloud extendibility and robust
risk management tools ensure optimal
performance and compliance, making it an
ideal choice for financial institutions in the
ESG bond market.

« Comprehensive Lifecycle Management:
Summit efficiently manages the entire
bond lifecycle, from issuance to maturity,
ensuring smooth operations and accurate
trade booking.

+ Real-Time Data Integration: It integrates
real-time data from major service
providers like Bloomberg and Refinitiv,
enabling up-to-date decision-making and
precise bond analytics

Cloud Extendibility: Summit's cloud

capabilities allow for real-time trading
views and better decision-making,
adapting to the growing complexity of
ESG bonds

+ Robust Risk Management: The platform
offers advanced risk management tools,
ensuring robust compliance checks and
regulatory alignment

+ Advanced Portfolio Management:
Summit provides tools for tracking ESG
performance, helping institutions meet
their sustainability goals

+ Detailed Reporting: It supports detailed

reporting for ISSB and other key ESG

initiatives, ensuring institutions can meet

required standards

These features make Finastra Summit an
ideal choice for financial institutions looking
to excel in the ESG bond market.
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About Finastra Corporate Headquarters
Finastra is a global provider of financial services software applications across Lending, Payments, Treasury and Capital Markets, 4 Kingdom Street
and Universal (retail and digital) Banking. Committed to unlocking the potential of people, businesses and communities everywhere, Paddington
its vision is to accelerate the future of Open Finance through technology and collaboration, and its pioneering approach is why it is London W2 6BD
trusted by ~8,100 financial institutions, including 45 of the world’s top 50 banks. For more information visit finastra.com United Kingdom
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