
  

 
 

 
 

 
 

 
  

 
 
 

 
 

 

 
 
 

 
 

 
 
 

 
 

 
 

 
 
 

  
  

  
 
 
 
 

 

 
 
 
 

For professional / qualifed / institutional 
clients and US individual investors 

Demystifying ‘Green,’ ‘Social’ 
and ‘Sustainable’ Bonds 

What are green, social and sustainable 
bonds? What is their purpose? 
The proceeds fund a specifc environmental, 
social or governance (ESG) project, achieve a 
goal or fulfll an ambition. 

Green, social and sustainable bonds are a type of debt instru-
ment issued mostly by governments, supranationals, corporates 
and municipalities. In almost every respect they are identical to 
the traditional bonds that investors are already completely 
familiar with, and probably already hold as a core allocation 
in their portfolios. 

In a traditional bond the issuer has complete freedom to use the 
money raised for just about any purpose they wish. This use is 
often not even disclosed beforehand, except in a very general 
sense. However, when a bond is categorized as green, social or 
sustainable (GSS) then it simply means the issuer intends to use 
the proceeds to fund a specifc environmental, social or gover-
nance (ESG) project, achieve a goal or fulfll an ambition. 

The great majority of GSS bonds are so-called ‘use of proceeds’ 
bonds where the proceeds are earmarked for particular invest-
ment purposes – these can be new projects, or the money may 
be used to refnance spending that has already happened. In 
other cases, rather than specify a particular use of proceeds, 
some GSS bonds raise funds to help companies  or governments 
meet certain ESG goals or targets. In both cases, however, these 
securities are otherwise identical to conventional bonds. 

What can be called a ‘green’, ‘social’ or ‘sustainable’ bond is not 
legally defned (certain market standards and conventions are 
emerging). That said, the following summary highlights what 
characteristics investors might expect to fnd in bonds with the 
various labels. 

Green Bonds – the bond proceeds are invested, for example, 
across activities in renewable energy, green buildings, sustainable 
water or clean transport. 

Social Bonds – the bond proceeds fund activities that achieve 
positive social outcomes or address a particular social issue, such 
as investment that targets poverty or provides access to essential 
services, affordable housing or healthcare. 

Sustainability Bonds – the bond proceeds are used to 
refnance a combination of green and social activities 
described above. 

Sustainability-linked bonds – the bond proceeds are not 
targeted at a particular investment but the issuer agrees to hit 
certain key performance indicators, in green or social themes, 
and usually accepts certain fnancial penalties if these are not 
met. For example, an increase in the bond coupon if a certain 
CO

2 emissions target is not met in the future. 

Whatever the label, the key point to bear in mind is that in every 
other respect these bonds will be identical in form to convention-
al bonds issued by the same entity. They will have a regular 
coupon and a fxed maturity date. And, importantly, the same 
seniority as conventional bonds. So if the worst happened, and 
the issuer defaulted, the GSS bonds and the conventional bonds 
will rank equally. In other words, they carry the same credit risk. 



 
 

 
 

 
 

 
 

 

 
 

 
 

 
 

 
 

 
 

 
 
 
 

 
 

 
  

 

 

 

Market size and structure 
Are GSS bonds an investable opportunity? 
Where are they issued, and by whom? 

Although the frst ‘green’ labelled bonds were issued as recently 
as 2007 the market has grown a lot since then. On one hand this 
follows the need of issuers to address climate change in a 
meaningful way and, more recently, the efforts by governments, 
corporates and investors to drive positive change on a broad 
range of social and sustainability metrics. The evolution of the 
market has also been supported by the wide acceptance of 
various voluntary principles discussed below. 

Using the ICE Green, Social and Sustainable Bond Index as a 
reference point, the total market value of qualifying GSS bonds 
today is about USD 1.6tn, and comprises about 1,700 bonds. 
Despite the rapid growth we should not forget that GSS bonds 

are still a relatively new phenomenon and it will not be a surprise 
to learn that they constitute just a fraction of the broader bond 
universe. For instance, the Bloomberg Global Aggregate Index (a 
popular bond benchmark tracked by many investors) has a 
market value today of USD 65tn, across nearly 33,000 bonds. 

The following chart compares the GSS bond index with the 
global aggregate across several factors including currency, sector, 
rating, yield and duration. Europe has a much higher weighting 
in the GSS index and European governments are becoming key 
issuers in this market. In part this refects regulatory and policy 
initiatives such as the European Green Deal which is the plan to 
make Europe climate-neutral in 2050 and the EU’s Pandemic 
Recovery Fund which aims to raise 30% of the funding with 
green bonds. In the US, to date, issuance has been led by 
corporates and municipals and the government has played 
a less active role than is the case in Europe. 

Comparing the Sustainable Bond Universe 
ICE Green, Social and Sustainable Bond Index vs. Bloomberg Global Aggregate Index 

Regional Breakdown SSAG Global Agg YTM Mod Duration Average Rating 

APAC 5.75% 21.30% SSAG 1.183 8.132 Aa3 

Europe 48.70% 26.58% Global Agg 1.553 7.434 Aa3 

North America 7.85% 41.05% 

South America 1.60% 0.92% 

Supranational* 36.10% 10.15% 

*Supranational includes Supranationals and Foreign Agencies 

Sector Breakdown SSAG Global Agg Currency SSAG Global Agg 

Government Bonds 13.45% 54.22% AUD 1.98% 1.36% 

Agencies* 24.15% 11.59% CAD 2.37% 2.78% 

Supranationals 24.51% 2.19% EUR 57.90% 22.45% 

Corp – Utilities 10.18% 1.52% GBP 4.71% 4.75% 

Corp – Financials 14.62% 6.91% JPY 1.48% 12.83% 

Corp – Industrials 13.10% 9.86% USD 27.84% 43.31% 

Securitized 0.00% 13.71% Other 3.92% 12.27% 

*Agencies includes Agencies, Foreign Agencies, Local-Authorities and Government 
Guaranteed Bonds 

Source: ICE, Bloomberg, as of January 31, 2022 
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Despite the relatively small size, at least when compared with the 
Global Aggregate universe, GSS bonds are an investable universe 
today because governments and ‘blue chip’ corporates tend to 
dominate the supply. Bonds from these issuers are generally well 
known and tend to attract large followings which means good 
availability and liquidity. Indeed the goal of most issuers is to 
ensure good liquidity in these bonds in order to support their 
GSS funding and ambitions in future. The following chart 
highlights the near exponential growth rate in issuance and 
we have every reason to believe that this should continue in 
the future. 

Global sustainable debt issuance hit a new record of over 
1.4 trillion in 2021 
Global sustainable debt issuance 

1.4 

Green bonds 

1.2 Green loans 

Sustainability bonds 
1.0 

Social bonds 

Green ABS 
0.8 

Green municipal bonds 

Sustainability-linked bonds0.6 

$ 
tri

lli
on

 

0.4 

0.2 

0.0 

Sustainability-linked loans 

2013 2014 2015 2016 2017 2018 2019 2020 2021 

Source: Bloomberg,BNEF, IIF, as of December 31, 2021. 

Market standards and conventions 
Can we trust the label? Who polices how 
funds are used? 

As a relatively new market without fully established protocols and 
standards, GSS bonds carry the potential risk that unscrupulous 
issuers ‘bend’ their GSS credentials to achieve better funding 
terms at the expense of investors. That said, in the last few years 
there has been enormous progress in improving the standards in 
these markets, to the extent that today there are some widely 
accepted standards that have become a de facto requirement for 
a successful bond launch. The principal ones investors should be 
aware of are: 

– The International Capital Markets Association (ICMA) 
Green Bond Principles, Social Bond Principles, Sustain-
ability Bond Guidelines and the Sustainability-Linked 
Bond Principles. These are a collection of voluntary frame-
works to promote the role of capital markets in fnancing 
progress toward environmental and social sustainability. For 
instance, the ICMA Green Bond Principles are a voluntary 
framework for issuers that provide transparency around the 
use of proceeds, the process for project evaluation, manage-
ment of the proceeds and reporting. Indeed, the standard for 
inclusion in the ICE GSS index described above is that they 
must be ICMA aligned. 
https://www.icmagroup.org/sustainable-fnance/ 

– Third party NGO assessments. Several non-governmental 
organizations provide credibility assessments of GSS issues. 
One of the highest profle is the Climate Bond Standard 
published by the Climate Bond Initiative (CBI). The CBI 
document sets out international best practice for labelling 
green investments. The appropriate certifcation confrms that 
the bond is fully aligned with ICMA Green Bond Principles, 
using best practice for internal controls and reporting, and 
that the bond is fnancing assets consistent with reaching the 
goals of the Paris Climate Agreement. 
https://www.climatebonds.net/climate-bonds-standard-v3 

– The European Green Bond Standard. As a leading 
proponent of green bonds the European Commission has 
created a European Green Bond Standard (EUGBS) which 
should become the ‘gold standard’ for how companies and 
public bodies can raise green bonds and provide tough 
sustainability standards to protect investors. The EUGBS will 
be open to any issuer of green bonds, including those located 
outside of the EU. The basic standards are the funds should be 
allocated fully, and in a transparent way, to projects consistent 
with the EU taxonomy and subject to external review by third 
party registered reviewers. For the time being the EUGBS will 
be a voluntary standard but it could well become mandatory 
for issuers in future.   
https://ec.europa.eu/commission/presscorner/detail/en/ 
QANDA_21_3406 

Even though these principles are almost all voluntary, many 
issuers already understand the need to adopt them, not least in 
order to establish credibility with investors and therefore to help 
maintain orderly and liquid markets in their GSS bonds. 

A sound investment strategy in GSS bonds will include a rigorous 
assessment of how closely a particular issue is true to the green, 
social or sustainable ‘label’. In our experience investors, at a 
minimum, look for close alignment with ICMA standards and 
CBI principles. 
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The investment case for GSS bonds 
What will drive returns? What investment 
styles make sense? How should allocations to 
green bonds be managed? 

As we highlighted above, although the market is still relatively 
small, GSS bonds are an investable opportunity, particularly for 
those investors looking for a clear ‘impact’ element in their 
portfolios. 

That said, a straightforward switch from a core allocation today 
in the Global Aggregate universe to the  GSS universe is probably 
not the way to go. The reason becomes clear when looking more 
closely at the comparisons above; the GSS universe is overall 
lower yielding, has a longer duration and yet with lower credit 
quality than the global aggregate universe. So a straight switch 
would imply taking on more credit risk and more downside 
sensitivity to higher yields, while earning less. (The reasons refect 
a skew towards Europe and more corporate bonds in the GSS 
universe). 

A passive allocation to GSS bonds would also invite problems 
because not all bonds in the universe will match investors’ own 
standards about what is truly ‘green’ or ‘sustainable’. This can 
only really be done through a bond-by-bond assessment and an 
understanding of how closely a bond follows ICM and CBI 
standards. 

So if active management is the way to go, how might an active 
manager drive returns in an allocation to GSS bonds? 

– Exploiting global opportunities — Despite the GSS label, 
as should be clear by now, these bonds share all the other 
characteristics of conventional bonds (the way the proceeds 
are used accounts for almost all the difference). And despite 
the relatively small size, this is a global and diverse opportunity 
set. Therefore, all the traditional active tools for global bond 
managers will be available; so decisions about which countries 
to invest in, what sectors of the economy and where on the 
yield curve will all be important. Any sound GSS strategy will 
need to account for all these factors. 

– Good fundamental credit research — All the tools of 
traditional credit research and bottom-up bond selection are 
still relevant – many of the issuers are corporates after all, with 
all the associated risks; fundamental forward looking credit 
research, an assessment of material environmental and 
sustainability factors and a view about how these factors 
affect the business and fnancial profle of the company still 
apply. This assessment, as in traditional bond investing, will 
contribute to making an informed a decision about the 
attractiveness of the bond pricing. 

– Understanding pricing anomalies — In the case of almost 
every GSS bond available today the issuer also has outstand-
ing ‘non-GSS’ conventional bonds. It should be clear from the 
earlier description that these bonds will have exactly the same 
default and recovery risk. Because the credit risk and default 
risk in each bond is the same (but still hopefully remote), one 
should expect equivalent bonds to  have exactly the same 
yield. But in fact, this turns out sometimes not to be the case. 

Consider the following chart. This shows the yield on two 
securities issued by the German government; they have exactly 
the same maturity date and coupon; they are obviously both 
highly liquid with minimal default risk. You will notice though 
that the designated green bond has consistently traded with a 
lower yield than the conventional bond. 

In theory, in a totally effcient market, this should not happen – 
the bonds should yield the same. The slightly lower yield on the 
green bond implies some ‘ineffciency’ in the market. 

Green vs Non-Green Bund Yields and Spread 

Spread (bps)-(RHS) DBR Green YTM (LHS) DBR Non-Green YTM (LHS) 
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Source: Bloomberg,BNEF, IIF, as of February 16, 2022. 

In practice this difference is probably explained by investor 
preferences for bonds with green labels that help them fll an 
impact or GSS target allocation in their portfolios. But unwary 
investors need to be careful because this difference is effectively 
a cost to the holder that may not be worth paying. And this yield 
difference (where the GSS bond is slightly more expensive to hold 
than the conventional bond) will vary across issuers and across 
time. A sound active strategy will weigh these yield differentials 
carefully. A conventional bond from an issuer with a strong ESG 
profle and credentials might be a better bet than a GSS bond. 
So an approach that has the freedom to choose between both 
is best. 
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Key Takeaways 

– We believe that the GSS market is now frmly established as an important subset of the global bond universe, and one that is 
likely to maintain a very high rate of growth. 

– GSS bonds may offer attractive long term investment opportunities and we see an active approach is a ‘must-have’ to drive 
good risk adjusted returns over time. 

– GSS bonds have a role to play for investors looking to make hard-wired ‘impact’ allocations in their portfolios. Some features 
of the GSS universe mean that it is not yet ready to fully supplant more established traditional core bond allocations. But GSS 
bonds should be taken seriously as an active investment opportunity nonetheless. 

– A sound active investment approach will rotate freely across sectors and markets. 

– GSS and conventional bonds should be assessed in tandem and investment decisions made on the relative merits of the 
pricing of risk, not the label. 

Past performance is not a guide to future results. 

For further information please contact your client advisor. Investors should not base their investment decisions on this marketing material alone. 

For marketing and information purposes by UBS. For professional / qualifed / institutional clients and US individual investors. 

This document does not replace portfolio and fund-specifc materials. Commentary is at a macro or strategy level and is not with reference to any registered 
or other mutual fund. 

Americas 
The views expressed are a general guide to the views of UBS Asset Manage-
ment as of March 2022. The information contained herein should not be 
considered a recommendation to purchase or sell securities or any particular 
strategy or fund. Commentary is at a macro level and is not with reference to 
any investment strategy, product or fund offered by UBS Asset Management. 
The information contained herein does not constitute investment research, 
has not been prepared in line with the requirements of any jurisdiction 
designed to promote the independence of investment research and is not 
subject to any prohibition on dealing ahead of the dissemination of 
investment research. The information and opinions contained in this 
document have been compiled or arrived at based upon information obtained 
from sources believed to be reliable and in good faith. All such information 
and opinions are subject to change without notice. Care has been taken to 
ensure its accuracy but no responsibility is accepted for any errors or 
omissions herein. A number of the comments in this document are based on 
current expectations and are considered “forward-looking statements.” 
Actual future results, however, may prove to be different from expectations. 
The opinions expressed are a refection of UBS Asset Management’s best 
judgment at the time this document was compiled, and any obligation to 
update or alter forward-looking statements as a result of new information, 
future events or otherwise is disclaimed. Furthermore, these views are not 
intended to predict or guarantee the future performance of any individual 
security, asset class or market generally, nor are they intended to predict the 
future performance of any UBS Asset Management account, portfolio or 
fund. 

EMEA 
The information and opinions contained in this document have been 
compiled or arrived at based upon information obtained from sources 
believed to be reliable and in good faith, but is not guaranteed as being 
accurate, nor is it a complete statement or summary of the securities, markets 

or developments referred to in the document. UBS AG and / or other 
members of the UBS Group may have a position in and may make a purchase 
and / or sale of any of the securities or other fnancial instruments mentioned 
in this document. Before investing in a product please read the latest 
prospectus carefully and thoroughly. Units of UBS funds mentioned herein 
may not be eligible for sale in all jurisdictions or to certain categories of 
investors and may not be offered, sold or delivered in the United States. The 
information mentioned herein is not intended to be construed as a solicitation 
or an offer to buy or sell any securities or related fnancial instruments. Past 
performance is not a reliable indicator of future results. The performance 
shown does not take account of any commissions and costs charged when 
subscribing to and redeeming units. Commissions and costs have a negative 
impact on performance. If the currency of a fnancial product or fnancial 
service is different from your reference currency, the return can increase or 
decrease as a result of currency fuctuations. This information pays no regard 
to the specifc or future investment objectives, fnancial or tax situation or 
particular needs of any specifc recipient. The details and opinions contained 
in this document are provided by UBS without any guarantee or warranty and 
are for the recipient’s personal use and information purposes only. This 
document may not be reproduced, redistributed or republished for any 
purpose without the written permission of UBS AG. This document contains 
statements that constitute “forward-looking statements”, including, but not 
limited to, statements relating to our future business development. While 
these forward-looking statements represent our judgments and future 
expectations concerning the development of our business, a number of risks, 
uncertainties and other important factors could cause actual developments 
and results to differ materially from our expectations. 

UK 
Issued in the UK by UBS Asset Management (UK) Ltd. Authorised and 
regulated by the Financial Conduct Authority. 
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APAC 
This document and its contents have not been reviewed by, delivered to or 
registered with any regulatory or other relevant authority in APAC. This 
document is for informational purposes and should not be construed as an 
offer or invitation to the public, direct or indirect, to buy or sell securities. This 
document is intended for limited distribution and only to the extent permitted 
under applicable laws in your jurisdiction. No representations are made with 
respect to the eligibility of any recipients of this document to acquire interests 
in securities under the laws of your jurisdiction. Using, copying, redistributing 
or republishing any part of this document without prior written permission 
from UBS Asset Management is prohibited. Any statements made regarding 
investment performance objectives, risk and/or return targets shall not 
constitute a representation or warranty that such objectives or expectations 
will be achieved or risks are fully disclosed. The information and opinions 
contained in this document is based upon information obtained from sources 
believed to be reliable and in good faith but no responsibility is accepted for 
any misrepresentation, errors or omissions. All such information and opinions 
are subject to change without notice. A number of comments in this 
document are based on current expectations and are considered “for-
ward-looking statements”. Actual future results may prove to be different 
from expectations and any unforeseen risk or event may arise in the future. 
The opinions expressed are a refection of UBS Asset Management’s judgment 
at the time this document is compiled and any obligation to update or alter 
forward-looking statements as a result of new information, future events, or 
otherwise is disclaimed. You are advised to exercise caution in relation to this 
document. The information in this document does not constitute advice and 
does not take into consideration your investment objectives, legal, fnancial or 
tax situation or particular needs in any other respect. Investors should be 
aware that past performance of investment is not necessarily indicative of 
future performance. Potential for proft is accompanied by possibility of loss. 
If you are in any doubt about any of the contents of this document, you 
should obtain independent professional advice. 

Australia 
This document is provided by UBS Asset Management (Australia) Ltd, ABN 31 
003 146 290 and AFS License No. 222605. 

China 
The securities may not be offered or sold directly or indirectly in the 
People’s Republic of China (the “PRC”). Neither this document or information 
contained or incorporated by reference herein relating to the securities, which 
have not been and will not be submitted to or approved/ verifed by or 
registered with the China Securities Regulatory Commission (“CSRC”) or 
other relevant governmental authorities in the PRC pursuant to relevant 
laws and regulations, may be supplied to the public in the PRC or used in 
connection with any offer for the subscription or sale of the Securities in 
the PRC. 

The securities may only be offered or sold to the PRC investors that are 
authorized to engage in the purchase of Securities of the type being offered 
or sold. PRC investors are responsible for obtaining all relevant government 
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including, but not limited to, any which may be required from the CSRC, 
the State Administration of Foreign Exchange and/or the China Banking 
Regulatory Commission, and complying with all relevant PRC regulations, 
including, but not limited to, all relevant foreign exchange regulations and/or 
foreign investment regulations. 
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This document is for informational purposes only and is not intended as an 
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Hong Kong 
This document and its contents have not been reviewed by any regulatory 
authority in Hong Kong. No person may issue any invitation, advertisement or 
other document relating to the Interests whether in Hong Kong or elsewhere, 
which is directed at, or the contents of which are likely to be accessed or read 
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Korea 
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Korea or to any resident of Korea except pursuant to the applicable laws and 
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