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Green bonds: attractive opportunity in a
changing sustainable investment landscape

Surge in green bond issuance is a noticeable trend

In the current financial landscape, where ESG outflows are making headlines and greenwashing risks
remain in the spotlight, one trend stands out—the surge in green bond issuance. Labelled bonds
such as green bonds offer an attractive investment opportunity due to their demonstrable impact
and transparent nature, coupled with appealing returns.

By Vincent Latour, Sustainable Investment Specialist
5 July 2024

A changing landscape

After years of widespread investor enthusiasm, ESG (Environmental, Social, and Governance) investing is now
encountering growing negative sentiment. This scepticism stems from several factors: the overuse and
politicisation of the ESG acronym, lack of understanding of sustainability, widespread greenwashing, short-term
underperformance and concerns that it has become a marketing and greenwashing tool designed to simply attract
capital. These issues are not entirely unfounded and recent scandals, like the one involving a large German asset
manager, have only fuelled further scepticism.

As the ESG label is becoming heavily scrutinised, we are observing an increase of funds removing references to ESG
in their names and a steady drop in new launches of ESG or sustainability-named funds. Morningstar's Global
Sustainable Fund Flows Review' shows that the first quarter of 2024 registered the lowest number of new
sustainable fund launches in recent years. In fact, the trend has been declining steadily since 2021 and it's now at
its lowest point.

While this may look grim on the surface, we think the picture for sustainability-focused investors might be brighter
than expected. The hype around ESG and the overuse of this term is in large part responsible for the growing
backlash we have recently witnessed. This was expected and, in a way, can be seen almost as a positive development.
Regulators have now been closely monitoring potential greenwashing risks and regulatory pressure keeps
mounting—Ilook no further than the upcoming European Securities and Markets Authority (ESMA) regulation on
fund labelling for example. In the meantime, investors are developing a better understanding for the hidden
nuances behind the various ESG or sustainability-related labels and claims used to promote funds. As a result, asset

' https://www.morningstar.com/Ip/global-esg-flows
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managers are now increasingly accountable and scrutinised for their claims and financial market participants are
increasingly better educated on the topic—good news in our view.

Chart 1: Global sustainable fund launches per quarter
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Source: Morningstar Direct Data as at March 2024

Looking further into ESG fund flows, we are seeing an increase in flows allocated towards ESG-labelled bond funds
since the start of the year. Like more conventional fixed income, high interest rates have led to increasing demand
for sustainable debt. According to the Climate Bonds Initiative (CBI) quarterly market update, green bond issuance
has reached record levels. A significant volume of US dollar (USD) 272.7 billion was added in the first quarter of 2024,
which is 15% more than recorded in Q1 2023, and 41% more than Q4 20233, This data supports and aligns with S&P
Global Ratings’ forecast that sustainable labelled bond issuance is on track to reach the USD 1 trillion milestone this
year?.

Taking North America as an example, despite the worst-ever ESG outflows in the US in Q1 2024, the issuance of
labelled bonds in North America saw a 68% increase year-on-year in Q1 2024. This surge is a clear indicator of the
growing appetite to finance the green transition which we believe will maintain its momentum, regardless of
election results in the US this year.

The appeal of green bonds

Green bonds have emerged as an increasingly attractive investment, offering a unique blend of financial returns
and measurable environmental impact. These bonds are issued by entities that are generally committed to
environmental sustainability, a commitment that is reflected not just in words but often in demonstrable actions.
The funds raised through these bonds are specifically allocated for green projects, enhancing their credibility in the
eyes of investors.

One of the standout features of green bonds is their transparency. The use of proceeds is clearly outlined, and issuers
often provide regular updates on how the funds are being utilised. The money raised from these bonds is used to
finance projects that promote environmental sustainability, including initiatives in renewable energy and pollution
prevention. This level of transparency enhances the credibility of the sustainability claims of the bonds in the eyes
of investors.

Further enhancing their appeal is the escalating support for green bonds from governments and regulatory bodies
globally. Sovereigns, supranationals and agencies (SSAs) are increasingly endorsing sustainable initiatives, often
providing incentives that amplify the attractiveness of green bonds. In fact, in the same CBI Q1 2024 report, lifetime

2 Barclays: ESG fund flow update: May 2024.
3 https://www.climatebonds.net/files/reports/cbi_mr_q1_2024_01e_1.pdf
4 https://www.spglobal.com/_assets/documents/ratings/research/101593071.pdf
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volume of sovereign green, social, sustainable and other labelled (GSS+) bonds crossed the USD 0.5 trillion mark,
reaching USD 538.3 billion, and sustainable finance passed a milestone of 50 sovereign issuers®.

We believe green bonds are made attractive as they address a lot of the concerns about mainstream ESG
investments. Green bonds reduce risks of greenwashing through clear transparency and ringfenced allocation of
proceeds towards sustainable projects. In many cases, investors can enjoy the benefits of positive environmental
contributions without sacrificing yield. This makes green bonds a win-win for investors, offering the potential for
attractive yields along with environmental benefits.

A rigorous review process to address greenwashing risks

While the transparency and impact of green bonds can help alleviate scepticism around ESG and sustainability
claims, green bonds are not immune from greenwashing risks. A recent study published in the International Review
of Financial Analysis highlights for example that companies can use the funds raised by issuing green bonds to
misrepresent their investment in green activities®.

To address this concern, we believe it is imperative that managers implement a rigorous review process at both
issuer- and use of proceeds-level. Our sustainable review process is a stringent two-step pre-investment procedure
designed to ensure that we invest in green bonds making tangible environmental impact, issued by entities also
committed to sustainability.

Assessing the bond's structure and impact

The first step in our process involves a thorough examination of the bond’s structure and impact. We assess and
measure how the proceeds from the bond are being used. This involves a detailed analysis of the projects that the
bond is intended to fund. This includes thorough review of source data, as opposed to simply relying on third-party
data, such as the issuer's green bond framework and associated second-party opinion, as well as the issuer’s
allocation and impact reports.

We look for evidence of tangible contribution to environmental objectives, by making sure proceeds are clearly
allocated towards meaningful and impactful projects, such as solar or wind farms for a utility company, green and
energy efficient buildings in the real estate sector, clean transportation solutions for a delivery company and so on.

We also do our best to assess the concrete impact of the projects financed. A common metric often reported by
issuers is greenhouse gas (GHG) emissions avoided through use of proceeds. However, this may not be always
appropriate. For example, impact can be a real challenge to measure, and even more so to compare, when it comes
to projects relating to biodiversity and nature preservation. These are important limitations to acknowledge when
it comes to the impact of green bonds, making an active bottom-up assessment a critical element of our research
process.

Evaluating the issuer’s sustainability strategy

The second and equally important step in our process involves an evaluation of the issuer’s overall sustainability
credentials. We believe the issuer’s broader strategy needs to be consistent with the purpose and issuance of the
green bond.

We assess the issuer's commitment to sustainability, looking at factors such as their corporate governance practices,
their environmental policies, and their track record on sustainability issues. We also consider the issuer’s
sustainability targets and how the green bond fits into these plans. Using the utility sector as an example, having
proceeds earmarked towards renewable energy projects is not sufficient, we also expect ambitious climate
commitments, such as the full phase-out of coal production, measurable short- and medium-term targets to reduce
GHG emissions and tangible evidence of shift towards renewable energy in the energy mix.

The green bond market is in constant evolution and we do not expect the momentum behind green bond issuances
to subside anytime soon. The need to finance the transition will continue rising. The introduction of European Green
Bond standards will raise the bar further when it comes to transparency and credibility of use of proceeds. We expect
growth in issuance to also be supported by a diversification of the types of projects financed as global reporting
standards are introduced. The recent introduction of the framework for nature-related financial disclosures by the
TNFD (Task Force on Nature Related Financial Disclosures) is expected to support the continued growth of
biodiversity-related bonds, for example.

5 https://www.climatebonds.net/files/reports/cbi_mr_q1_2024_01e_1.pdf
6 https://www.sciencedirect.com/science/article/abs/pii/S1057521923003666
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In a world where the need for sustainable investing is becoming increasingly apparent, green bonds offer an
appealing option. Due to their design, they inherently help address important risks around greenwashing. When
complemented with an active bottom-up review process, we believe green bonds can offer tangible and credible
environmental impact combined with attractive returns.

If you have any questions on this report, please contact:

Nikko AM team in Europe
Email: EMEAenquiries@nikkoam.com

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are
recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment.
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko
AM s strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the purposes of the
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional
clients as defined in the FCA Handbook of Rules and Guidance.
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Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management company authorised
under Chapter 15 of the Law of 17 December 2010 (No SO0000717) and as an alternative investment fund manager according to the Law of 12 July
2013 (No. A00002630).

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. An offering of any investments,
securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete offering documentation
and agreements, as applicable. Any offering or distribution of a Fund in the United States may only be conducted via a licensed and registered
broker-dealer or a duly qualified entity. Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser.

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only.
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only
and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in
full or in part for any purpose whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not
therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries
regarding the Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute,
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment
in such Strategy, and (b) upon their specific request.

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commaodities Authority or any
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
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applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.

Canada: The information provide herein does not constitute any form of financial opinion or investment advice on the part of Nikko AM and it
should not be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in Canada, and
may not be used in making any investment decision. It should not be considered a solicitation to buy or an offer to sell a security in Canada. This
information is provided for informational and educational use only.
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