INSIGHTS FROM CFA SOCIETY SINGAPORE

Beyond the labelled bond market

redirecting

capital flows towards climate-aligned activities

The identification of climate-aligned bond issuers and the transition of refinancing offers to the labelled market benefit both issuers and investors
while supporting low-carbon ceconomic development paths. BY CEDRIC RIMAUD, CLIFFORD LEE, YULAKDA CHUNG

HE ESG-themed bond

market condinues bo rap

wdly evodve, devedop and

grow arross the waorld,

with the pece of change
picking up in Asia in recent years, As
sesxing bonds and essuers along i
mate-aligned business actrvibies and
assets can serve b further this
growth, with banks such 2= DES fo
cused on vorking with isseers and m
vesbors o acceleraie the develop
ment of the market and bring about
real change in promoting climate
and soretal well being.

As bestament o the Rst-develop
ing bndscape, mone than 1SS 1.7 nl-
lion of green, sooal and sestxinabl
ity bonds have been msued globally
as at end- 020, acoording to the Chi
mabe Bonds nibatnee (CBIL Gresn
bonds alone surpassed U551 inllion
im essuance m Movernber 20000, Mamy
corporaie issuers are also adieehy

4G considerations i thesr imeest
ment decisions and begin the: long
process bo demrbanese their portfo
hios.

Ulear definitions of green and so-
dal ategories have emabled market
guidelines b0 emerge, minimising
the nsk of “greerwashing”, or the
nisk af investment of progects being
masizhelled and financed without
proper trnsparency and disclosare
standuds.

Im a vein semlar fo how we may
dechre our varcinabion stakus in pur
suing different economic activities
i fature, imvesiors will expect s
siers to declare of money rased in
capetal markets will be osed for
Freen projects, as na green bbelled
bond, or to propel improvemends ino
broader ESG ohpectives, a5 ina sus
tumability lmked sspance. Thos,
impanies should mixe the golden
apporiunity of keveraging ther ch

seeking the help of = hility
specialisis o evaluie the opportun
ity of mising fimancing with strong
environmental, social and gow
ernance (E50) credentials.

In the traditicnal bond markes
SOMeE investment opportunities
already exist that can redirect capital
Flowes imward s “dimate-aligred” 2ot
ities, even though they do not carry
an explicit label. Many companies
are operbing in attmctve sectors,
wihach investors would find readihy
imeestahle.

Wity cho v fesesd] [honds and leers
with extra firendal charscennstics?
Private capital is urgently necded to
finamce low-carbon  inveesbmeents.
The Paris Agreement and sub
sequent suppart for sustamable in
vestment by organisations bike the
Prnciples for Responsible Invest
ment (PRI have encouraged sty
tiomal imeestors to indude broader

mabe al | husimess bo tap inio the
sustamable finance market as the
pool of capital for labelled mmvest
menis is set bo grow much further.

Wit i the sire of the “hidden™
climeste-aligred bond market?

I a report pust publeshed with the
support of [ Bank, CRIidentified 2
unmverse of USE911.2 bllion of o
labelled, but “climate-aligned”
bonds, or ahout half the total soes of
the: existing LSS L7 trillion market of
bbelled instruments.

The methodology adopted for
this research comprised the scresn
ing of issuers and analysis of their
revenue stream froma giohal pool of
public and privale companees. s
sizers that dernve 2 leasi 7% per cent
af their revenoes from climate
aligned activities are dassified as
“stronghy-aligned” isswers, and those
with 95 per cent of thetr revemnoes as
“fully-aligned” issoers.
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In this pool of cypital, 4250 issuers
fram 45 countries bave ssued trodi
tiomal bonds that, acoonding 1o CEl
could be charsderised 25 “climate
aligned”, wath an equal sphit between
developed and emerging markeis,
whils supramational insbiutons
ooly repressnt | per cent.

In Asia-Facific, 153437 ballion of
bonds were isseed by 183 climate
aligred isswers. Most of them were is
sued by companies from Chine, mak:
ing up 36 peroent of the world's intal
and 4 per oent af the regional mom
ber. Europe ranked seoond, with 120
imsuers having, issued L5332 hillion
of dimate-aligned debt. North Amer
i wexs third, wath 65 isspers and a
total volume of LSS 120 billion. Latin
Ammenca waas fourth, with 49 issuers
and 15525 billion i valume.

Clirrerte-aligred bonds hee jgrown

n sire

The main industry seciors for these
bonds were transport, Tollowed by
energy, waler, KT (nformation, com
munscation and telecoms), waste,

Smrow (TH

land use & agricalture and baildings.
(Jabally, there is a large number of
transport dimate-aligned ompan
=

In Asia-Facific, they represend 75
percent of bonds ssued, more than
fthe A0 per cent they acoount for m
Furope. Large issoers mchide China
Bathwary Corp, India Raihway Finanee
and Eorea Rail Network Auntharity.
The emergy sector represents a 21
per cent share in Asia, on par with
Europe (24 per cend). Among the top
mssoers are Korea Hectric Power
Ciorp, China Badsonal Buclear Coep
amd China Thres Corges.

Should imeesstons be intenested in
urHiabelled bonds that rmest green
objectives?

There are substantial opportumiies
o scale up the labelled boned wm
verse: comparnes that are actnes o
ahgming with the chjectives of lower-
my carban emissions and transition
my lowards net zero could refinance
thesr maturing lahilitees via the la
bedled bond morket and berefit from

Clear definitions of
green and social
categorics have
cnabled market
suidelines to
Ccmerge, minimising
the risk of
“grecnwashing” ..

the exira wisibiliby offered by suchin:
strumenis.

RefirEncing from vanila o geen
Bl found that maore than 40 per cent
of the exsting unmverss of climate
aligned bonds will mature m 2024
for a volame of around 1155372 bil
lion. The most aobvwous opportunit
=5 come from the transport and &
ergy-relaied seriors.

Large-sized bonds repressnt the
larger share of the climate-aligned
umiverss, with benchmark srees of
US3500 mallion o USS 1 ballion rep
resenting about 3 per cent of the
toital vilume, primanly n the energy
and railway seciors, while anoiher
20 per cent Blls i the USE250-500
million sooe bucket.

Imeestors should also take some
comfort from the fact that these =
suers are af good quadity. Almest 90
per cend of the emerging, markets" di
mate-aligned universe has been
rated by intermational mting agen
s,

Rooghly 1 per cent of the uni
verse is in loml mting, while 9 per

cent is nonrated. Most of the cl
mate-aligned universe is mvestment
grade, in both mbemational and locl
ratings, with 81 per cent of ssuance
at beast BEE-rated. AA takes almost
tailf of the market, followed by BER
at 31 per oent amd BE 28 9 per oent,
Some climate-aligned sswers have
already issoed labelied green bonds,
but there remains further soope for
chimate-algned ssuers 1o bbel ther
deht.

Io achieve a low mrbon trans
itbon, we need to see 2 signaficant
shift of mindsets and bebaviour
among policymakers, issoers and in
vesiors.,

Increasing capital flows towards
imvestments that address climate
facbors and contribute bo resching na
tional emissions targets must be
amiong the pricnties for bath policy
makersand finance secior stakehold

ers, espedally in emermng econom
(=

The wentfication of clhimate
aligmed bond issuers and the trans
ition of refinancing offers 1o the la
bedlled market honee a benefit grester
than the imdnidual ssmnce riself.
Expanding green and sustamable
debt markets, increasing the depth
and diversity green bonds, boans and
sulmk benefits both issuers and in
vestors while supporting low-carbon
economic devellopmend paths.

Invesiors have an oppoctunity B
make chioices that respond directhy
b e ESC mandates, as well as pro
tect their portfolios against adverse
rizks comirg from climate change. A
closer forus on dimate aligned oor
poratkons offers another pathwarny o
help achieve these goals.
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