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It’s perhaps an understatement to say things have been eventful since the return of Donald Trump to the White 
House. Along with the implementation of “Trump Tariffs” that has threatened to upend the global order, the new 
administration has spearheaded a resetting of sustainability initiatives which has been playing out both at the 
government and corporate level. Earlier this year, under pressure from shareholders, BlackRock became one of the 
latest large fund management house to remove itself from the voluntary Net Zero Asset Managers (NZAM) initiative. 
This followed six of the largest US banks (including Goldman Sachs, Morgan Stanley and JPMorgan) quitting the Net 
Zero Banking Alliance.  
 
With sustainability seemingly out of favour in the US for at least the next four years, it would be tempting to see the 
tide turning against sustainable bonds and other forms of sustainable investment. Despite the shift of direction 
from the US, we believe the fundamentals underpinning sustainable bonds, particularly green bonds, will remain 
strong due to the global momentum in favour of this asset class. 
 

A once-in-a-generation opportunity? 
First, there’s the investment case for fixed income itself. From a purely financial perspective, bond yields are at levels 
not seen in nearly 20 years. This matters because a bond’s yield largely determines its expected return over a three-
to-five-year horizon, offering investors a level of predictability that is often hard to find in equity markets. Compared 
to where bonds have been historically, this makes them an attractive option in today’s uncertain environment. 
Moreover, the global sustainable bond market shows no signs of slowing down, with total issuance now surpassing 
US dollar (USD) 5 trillion. This figure includes a broad range of issuers, from governments and supranational 
organisations to mortgage-backed securities and municipal bonds. Such depth means that investors can now 
construct well-diversified portfolios that closely track global bond indices, reducing concerns about limited 
investment options or liquidity constraints. 
 
The US dollar has strengthened in recent years due to interest rate differentials and the Federal Reserve’s aggressive 
tightening, but shifting macroeconomic conditions suggest an impending reversal. With inflation easing and 
potential rate cuts on the horizon, historically high US asset valuations could prompt capital outflows, weakening 
the dollar. Growing fiscal deficits, increased Treasury issuance, and political uncertainty further threaten dollar 
stability, mirroring its decline in 2017 during Trump's first term. Sustainability-focused indices, which are 
predominantly Eurocentric in composition, could outperform traditional indices if prolonged dollar weakness 
persists, benefiting from their structural preference for euro over dollar assets. 
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And of course, as the sustainable bond market has grown and matured, concerns over the “greenium”, the premium 
investors should expect to pay for choosing sustainable bonds over other fixed income assets, has died down. Any 
yield differences observed have been marginal—we’re talking a handful of basis points—with other factors such as 
currency risk and duration exposure having a far greater impact on performance. In fact, green bonds are now 
behaving much like their conventional counterparts in terms of returns. The iBoxx Green, Social, and Sustainability 
Bond Index is performing in line with broader benchmarks such as the Bloomberg Global Aggregate Bond Index. 
This is a crucial shift, demonstrating that investors no longer have to choose between sustainability and competitive 
financial returns—you can have a positive impact while earning financial returns. 
 
Chart 1: Over USD 1 trillion in sustainable bond issuance in 2024 (by issuer type) 

 
Source: Nikko AM, Bloomberg (as of December-end 2024) 

 
As the US retreats on sustainability, other countries step up  
Despite the rhetoric surrounding the new US administration and its decision to, once again, withdraw from the Paris 
Climate Agreement while rolling back Biden-era green initiatives, we view this shift as unlikely to have a significant 
impact on the global sustainable bond market. After all, historically, US domestic issuers have played a minimal role 
in issuance. For example, corporate issuance of labelled green bonds or ICMA-aligned instruments has been virtually 
non-existent relative to the broader market. The main sources of green bond issuance linked to the US come from 
Fannie Mae’s green mortgage-backed securities and LEED-certified commercial mortgage-backed securities. 
Beyond that, multilateral institutions like the World Bank and the Inter-American Development Bank, both of which 
are headquartered in Washington but backed by multiple countries, remain the dominant issuers. Since these 
institutions are not under direct US government control, they are unlikely to be affected by US domestic policy 
changes. 
 
More broadly, concerns that a change in US leadership would disrupt the sustainable bond market appear 
unfounded, as the vast majority of issuance takes place outside the US. Green bond issuance in 2025 has already 
reached USD 128 billion as of mid-February, putting it on track to exceed USD 1.1 trillion by the end of the year, 
which would see it matching or even surpassing last year’s levels. While greater US participation could further 
expand this market, its absence is not hindering overall growth. 
 

European countries evolving their views on regulation  
Interestingly, the political shifts in the US look to be having an unexpected effect by sparking debate within the 
European Union (EU) about the complexity and cost of compliance with sustainability regulations. Concerns have 
been raised by countries like France, Germany and Denmark that extensive environmental, social, and governance 
(ESG) reporting requirements are making the EU less competitive. This push for simplification is largely stemming 
from The Draghi report on EU competitiveness published in September 2024, which called for the simplification of 
regulations to keep the EU competitive. This report led to the idea of Omnibus regulation, aimed at reducing and 
merging regulatory requirements. Countries such as France and Germany have publicly voiced their support for this 
initiative, citing concerns about the burden on businesses. If the EU can strike a balance between preventing 
greenwashing and maintaining a workable framework for companies, it could help sustain market growth rather 
than stifling it with too-rigid compliance demands. 
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Meanwhile, while some asset managers have been stepping back from formal net-zero initiatives, commitments 
and collaborative engagements on climate change due to legal and compliance concerns, primarily in the litigious 
US market, this has not led to a similar retreat from green investments. In fact, fund-specific adoption of green bonds 
continues to rise, with Bank of America reporting that over USD 40 billion has been absorbed into green bond funds, 
double the pace of the previous year. Investors continue to see value in sustainable fixed-income products, and 
demand from fund managers for green bonds is only growing. 
 

Japan’s increasing participation in the green bond market  
Finally, there’s a strong argument to suggest Japan’s increasing participation in the green bond market could be a 
game changer. The Japanese government started issuing transition bonds in February 2024, for its Green 
Transformation (GX) programme, which aims to mobilise Japanese yen (JPY) 150 trillion (USD 1 trillion) for 
advancing sustainable technologies over the coming decade.  
 
Historically, Japanese pension funds were slower to adopt ESG investment strategies, but that has been shifting in 
a positive direction. In the past year, seven major Japanese pension funds signed onto the UN-backed Principles for 
Responsible Investment (PRI), signalling a stronger commitment to sustainable investing. Since June 2024, three 
funds overseeing retirement savings for police officers and public school employees have joined the initiative, 
further reinforcing Japan’s commitment to sustainable finance. This change has been driven in part by unwavering 
government support. Former Prime Minister Fumio Kishida actively encouraged Japan’s public pension funds to 
align with ESG principles, and his successor, Shigeru Ishiba, has continued in a similar vein.  
 
The sheer size of Japan’s pension market, currently valued at over JPY 90 trillion (USD 566 billion) makes this shift 
particularly significant. With Japan’s pension funds now more engaged and potentially mandated to allocate capital 
toward sustainable investments, this shift could accelerate adoption and add significant depth to the market. 
Japan’s growing involvement comes at a time when other major economies, including China, are also expanding 
their green bond programmes.  
 

Summary  
For investors currently considering asset allocation decisions, we suggest there is a short window of opportunity 
before global yields begin to fall and given the inverse relationship between bond prices and yields, a higher fixed 
income allocation will work in their favour over the coming years. At the same time, the positive outlook for fixed 
income presents an opportunity to increase green bond exposure. We would argue that the transparency and 
diversification of green bonds should make them an essential and mainstream part of institutional investors' global 
fixed income portfolio, especially as investors can now build sustainable portfolios that match the long-term returns 
of conventional bond markets. 
While greater involvement from US issuers would be welcome, the sustainable bond market has proven resilient and 
growth has been driven by demand from investors globally. The trajectory of the market therefore remains 
unchanged, with or without US participation. We do not foresee any significant shifts derailing this long-term trend 
toward a more sustainable future. 
 

 
 
 

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. 
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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. 

If you have any questions on this report, please contact: 
 
Nikko AM team in Europe 
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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 is 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.  
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 S00000717) 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. 



SUSTAINING THE FUTURE: THE ONGOING CASE FOR SUSTAINABLE BONDS 
 

 YOUR GOALS, OUR COMMITMENT. 5 
 

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities 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 
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. 
 


