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Environmental, Social, and Governang SG set volumes have flourished in recent
years. By the end of 2021, ESG-t >d bonds s ssed USD 2 trillion worldwide and
could reach USD 3 trillion in thedirent year. ESG aS{ %s have attracted increased
investor demand, with a trep¥5 of issuance since 2018 ope has led this growth in
the bond market for 15 ygf'5, and for the right reasons. ESE itiatives are rooted in
positive change and, Is blog post will argue, generate excel #at investment returns
too.

The ESM igf 50 active in this substantial new asset class, as a significan G bond
investo porrower with the means to issue social bonds, and a newly addec. ¥aserver at
the M Work of Central Banks and Supervisors for Greening the Financial S{ %em

>

he NGFS, born at the Paris “One Planet Summit” in December 2017, contributes to a

helping strengthen the global response required to meet the goals of the Paris
agreement, enhancing the role of the financial system to manage risks, and mobilising
capital for green and low-carbon investments. [l

How Europe came to lead the ESG debt market

Europe is the global hub for sustainable bond finance. In 2021, around 51% of the issuers
were from Europe (Figure 2) and 45% of the bonds were denominated in euro versus
29% for the US dollar (Figure 3).

But this did not happen overnight.
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https://www.esm.europa.eu/profile/kalin-anev-janse
https://www.esm.europa.eu/press-releases/esm-joins-network-central-banks-and-supervisors-greening-financial-system-observer
https://www.esm.europa.eu/press-releases/esm-joins-network-central-banks-and-supervisors-greening-financial-system-observer

It took 13 yeait wom the European Investment Bank green bond deb 007 for
sustainable bond ance to reach USD 1 trillion equivalent, but juf L1 months to
double again in 202

Contributing to that rise we.. 8, spike in use-of-proceeds bef “issuance resulting from the
EU’s first pandemic policy res, mse in 2020. Both the B Opean Commission and the
ESM established social bond frai wworks to financed ‘penditure incurred from the
pandemic. The ESM’s Pandemic C Support 0se proceeds can help euro area
member states fund their pandemic-rele. % hgt “ncare costs and would be principally
funded by social bonds, is a credit line intt. ced in 2020 that remains available for

applications until the end of December

Later the EU’s second line of respd 5e committeo H of the €750 billion Next
Generation EU (NGEU) packagt 0 green bond issua 2l That was in addition to the
near €100 billion in social bg® s raised for the European < smission’s Support to
mitigate Unemployment/ ks in an Emergency (SURE) job & itection programme.

Where there is sup ere must be demand. The October 2021 gural green bond of
€12 billion, par NGEU, took the title of the world’s biggest such boi wwhen it gathered
investor integt of more than €125 billion, outstripping the supply ten-foic. suro area
sovereignpd uso helped raise the supply of ESG bonds in 2021, with Spain, Latvia,
and ia issuing bonds, and Greece set to follow later this year.

. leadership in ESG is crowned by the EU’s sustainable finance taxonomy, wf
sets the foundation for “gold standard” frameworks for global investors in green finance
such as the EU Green Bond Standard (EUGBS).

Figure 1: Record growth of ESG bond market

(in Eur billion)
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https://ec.europa.eu/commission/presscorner/detail/en/ip_21_1804

Note: Data up to 21 February 2022.

Source: Dealogic and ESM calculations

Figure 2: Breakdown of ESG bond issuance, by region

(in %)
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https://www.esm.europa.eu/sites/default/files/styles/original_image/public/image/2022-04/ESM-stepping-up-its-game-in-ESG-figure-1.png?itok=aUuCGnwE

Note: Shares calculated for total ESG bond issuance between January 2007 and
February 2022.

Source: Dealogic and ESM calculations

Figure 3: Breakdown of ESG bond issuance, by currency

(in %)
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https://www.esm.europa.eu/sites/default/files/styles/original_image/public/image/2022-04/ESM-stepping-up-its-game-in-ESG-figure-2.png?itok=aoLS-mrM

N\

Note: Shares calculated for total ESG bond issuance between 1 January 2007 and 21
February 2022.

Source: Dealogic and ESM calculations

As our 2020 annual report recorded, the ESM has heavily increased its investments in
ESG use-of-proceeds bonds. In 2018 they amounted to €475 million, by 2020 they
represented €4.5 billion — a near ten-fold increase compared with an investor average of
under three times over the same period.

5 | Blog | April 2022



https://www.esm.europa.eu/sites/default/files/styles/original_image/public/image/2022-04/ESM-stepping-up-its-game-in-ESG-figure-3.png?itok=GdVbXFTQ

Benefits o G initiatives

While the purpose of uset_joroceeds bonds is to support tht Znderlying ESG projects,
these assets can also gene positive incentives for i ors. For example, Germany
issued a twin government bona eptember 2020: a¢ Jnventional bond and a green
bond with identical coupon and ma'_jity. At issuapf |, Investors accepted a one basis
point lower return for the green bond v s thg® Unventional bond, to support green
efforts. One year later, the green bond s outperformed the conventional bond in
the secondary market. By September 20 aded seven basis points lower. As yields
and bond prices are inversely related eans the green bond’s price rose. This
difference in yield is often referredd "as a “greeni

Figure 4: Germagfiugust 2030 Green EQnd one-year

performance
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Source: Federal Republic of Germany (September 2021)

As an institution, the ESM also practices what it preaches. We measure and report the
carbon footprint arising from our day-to-day operations and, through this, have been able
to design and implement appropriate reduction measures. In line with these efforts, the
ESM endeavours to incorporate ESG considerations when reviewing internal policies,
procedures, and business projects. These efforts are aligned with the ESM’s robust
governance structure coordinated by the ESG working group and a strategic steering
group. You can discover more about our ESG activities here.
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https://www.esm.europa.eu/sites/default/files/styles/original_image/public/image/2022-04/ESM-stepping-up-its-game-in-ESG-figure-4.png?itok=FfC-9JO1
https://www.deutsche-finanzagentur.de/fileadmin/user_upload/institutionelle-investoren/pdf/Green_Bond_Investor_Presentation_2021_II.pdf
https://www.esm.europa.eu/how-we-work/environmental-social-and-social-governance-esg-practices-esm

What's ne

The upcoming EUGBS ist mong the topics to watch in 20 e EUGBS is a voluntary
standard to help scale up ari Jaise the environmental agt “dons of the green bond
market in line with the EU Taxdi wmny.Bl

Another exciting prospect for Europe® ‘s year d be the introduction by France of the
world’s first inflation-linked green bond, it Selgium, Germany, Austria, and Greece
are expected to add green bond supply ip 5]

Looking ahead, we want to do eve e to furt SG initiatives. That is why our
executive team has agreed to in ate ESG and ¢ te change issues into all our
activities.

As part of this strategic g Cctive, we are increasingly taking'<. mate risks into account in
our financial and eco Ic analyses and will continue to integra SG criteria into ESM
investment practig on top of the ESM's already ongoing ESG ct_ witments -
reinforced by gif "admission to the NGFS. In addition, we will continue™ sracting with
rating ageng’ 5 and ESG data providers on such matters. Furthermore, wi e interested
in collab ng with other bodies to steer sustainability topics. You will hear e from us
in the ing months on this evolving theme.

2 world — led by Europe — is stepping up its game in ESG. So is the ESM.

The author would like to thank Amaia Garces de los Fayos Alonso, Niyat Habtemariam,
Rana Jalilova, Maria Kartcheva, Jurgen Klaus, Peter Lindmark, Eduardo Maqui, Carlos
Martins, George Matlock, Fernando Rodriguez, loannis Vazouras, and Silke Weiss for
valuable comments and contributions to this blog post.

Further reading

Europe greening the world: the “Brussels effect” on sustainable finance
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https://www.esm.europa.eu/blog/europe-greening-world-brussels-effect-sustainable-finance
https://www.esm.europa.eu/blog/europe-greening-world-brussels-effect-sustainable-finance
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https://www.ngfs.net/en
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32021R0241&from=EN
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/european-green-bond-standard_en#proposal
https://www.aft.gouv.fr/en/publications/communiques-presse/8-december-2021-indicative-state-financing-programme-2022
https://news.belgium.be/sites/default/files/news-items/attachments/2021-12/Borrowing%20requirements%202022_0.pdf

