SRI bond funds are set to sail on the rising tide of
Green and Social bonds
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Sustainable debt securities experienced spectacular growth in 2013. As the vehicles of highly specific
social or environmental benefits, these financial instruments have proven seductive for socially
responsible investors, as demonstrated by the increasing numbers of issues. Initiatives aimed at
providing a framework are now underway in order to consolidate this expansion and support further
development.

A sustainable security is a debt instrument floated on the open
market for the purpose of financing a project that offers a

Last year, bonds from France’s EDF’s (EUR 1.4 billion issue)
and Merrill Lynch-Bank of America (USD 500 million issue)

specific social or environmental benefit. The securities we will
address here are environmentally dedicated ‘Green Bonds’
and socially oriented ‘social bonds’, often categorized together
as ‘sustainable’ or ‘impact’ bonds.

finally put an end to the hegemony of multinational banks over
green bond issuance.

2013, the year of the green bond

Figure 1 : Yearly Social and Environmental bond issues
(USD mi )

In 2013, the market woke up to the importance of green bonds.
Even if such bonds remain a niche market for now, with around
USD 11 billion issued in 2013 compared to a fixed income
market of USD 95 trillion in 2011, green bonds are attracting
more and more issuers (development banks, local authorities,
companies, banks). The rise of this relatively new financial
product can be attributed to funding limitations plaguing both
governments and banks, coupled with increasing awareness of
the need to address sustainable development issues on the
part of financial leaders such as Christine Lagarde, Director of
the IMF. This concatenation of factors has favoured
sustainable and impact bonds as a solution to the funding gap.
The first widely known green bond was issued back in 2007 by
the European Investment Bank. This was quickly followed by
an offering from the World Bank (which has since issued over
USD 4 billion in sustainable bonds) and many other multilateral
banks.

Source: Credit Agricole CIB/Mirova, 2013
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“ As a first step, we should aim to
double the green bond market and
reach $20 billion by the September
summit. JIM YONG KIM, DAVOS
2014

Immunisation (IFFIm) was created in 2006 by a coalition of
1
European nations.

Figure 3: How Vaccine bonds work

Social Impact bonds offerings: still hazy
Social impact bonds, however, remain rare compared to green
bonds. Nonetheless examples do exist, such as the social
impact bond for prisoner rehabilitation issued by the UK in
2010, the social bond for medical home care issued by Air
Liquide in 2012 and the World Bank’s women’s bond, which
last year raised money for businesses owned by women in
emerging countries. In this field, however, the most fully
developed offering remains the ‘vaccine bond’.
First launched in 2006, vaccine bonds are a perfect illustration
of how financial innovation can help promote sustainable
development goals and thus have a positive impact on the real
economy.
Vaccination offers the best solution in developing countries
that have high rates of infant mortality. Furthermore, in addition
to being the most efficient lever for combatting infant mortality,
vaccination is in line with a transformation of the healthcare
sector to privilege prevention and care that ensures health,
rather than focusing on the treatment of disease.
On the basis of a realization that the deaths of nearly 1.7
million children could be avoided simply through vaccination,
some of the world’s largest organizations dedicated to change
joined their efforts to achieve a lasting solution, forming the
Global Alliance for Vaccines and Immunization (GAVI). This
partnership between the public and private sectors was
created in 2000 to combat lack of access to vaccination
against potentially fatal common diseases and encourage the
development of new vaccines through increased R&D in
developing countries. In order to accelerate availability and
ensure the stability of funding for GAVI vaccination
programmes, the
International Finance Facility for

Source : GAVI/Mirova, 2013

The IFFIm relies on long-term commitment to giving by
countries to issue bonds in the capital markets against these
donations. The IFFIm has succeeded in raising USD 6.3 billion
2
in pledges from nine sovereign donors and USD 4.5 billion
from investors.
GAVI publishes performance indicators to illustrate the
effectiveness of its actions. For example, 145 million children
have been vaccinated thanks to GAVI since 2010.
The transparency of GAVI’s activities makes it possible to
know the impact on the real economy of an investment in
vaccine bonds. The one criticism we might level at such
securities is that they are closer to donations where the
markets are used to leverage a commitment by states than
they are to real investment financing.
Eager investors are still waiting for the social bond market to
really take off. No studies have been undertaken to identify
barriers, but one could make an educated guess that defining
and, especially, evaluating social projects is more complex
than describing or categorizing renewable energy programs.
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The United Kingdom, France, Italy, Spain, Sweden.
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The United Kingdom, France, Italy, Norway, Australia, Spain, The Netherlands,
Sweden and South Africa.
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“ First lanched in 2006, vaccine bonds
are a perfect illustration of how
financial innovation can help promote
sustainable development goals and
thus have a positive impact on the real
economy

Figure 2: Current SRI strategies

Indeed, both potential issuers and hopeful buyers for social
bonds find themselves confronted with the difficulty of
identifying reliable indicators of social performance.
Improvements in transparency and a framework for
establishing norms would greatly help to structure the still
halting issuance of social bonds.

In what ways do sustainable bonds address
the expectations of SRI investors, including
Mirova?
According to the French Asset Management Association
(AFG), Socially Responsible Investments, or SRI, is ‘an
investment that seeks to reconcile economic performance and
social or environmental impact by financing public and private
sector entities that contribute to sustainable development…’
While this definition is widely shared, SRI can take several
forms. Two broad philosophies can be distinguished:
-

Investors seek to avoid the most controversial
companies and favour those with the best social and
environmental practices

-

Investors seek to have an impact on the real
economy through their investment by financing
companies whose products offer solutions to issues
of sustainable development.

Source : Global Sustainable Investment Alliance (GSIA)/Mirova, 2013

Sustainable bonds correspond perfectly to the needs of those
investors who are seeking positive impact rather than a
process of exclusion; they offer an opportunity for savings to
participate in investments with an objective social or
environmental return. First of all, they are investments, not
debt refinancing operations, leveraged buyout manoeuvres,
liquidity stop-gaps or some combination of the above, but
specifically and exclusively investments. Secondly, they are
environmentally or socially beneficial; by clearly identifying
what is invested in, they make it easier to highlight the social or
environmental impact than it is when capital is placed with a
whole company, which often has by its very nature a large
number of impacts that are difficult to quantify.
Such bonds thus make it possible to sink capital into the
financing of socially useful and profitable projects. Is this not
the first and foremost function of the financial markets?

From self-styled market to stricter
standards
However, until now, the sustainable bond market has been
self-described, following no consistent set of definitions or
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requirements as to transparency. Much needed efforts to
advance the question of standardization, however, have
started to emerge. The Climate Bond Initiative, a project aimed
at mobilizing the bond markets for climate change solutions,
has launched the Climate Bond Standard, which offers detailed
criteria for what should be considered green. Concurrently,
however, the Green Bond Principles, a voluntary set of
guidelines proposed by a consortium of major investment
banks, does not propose a definition for green. Instead, it
suggests a process for designating, disclosing, managing and
reporting on a green bond to ensure adequate transparency
and governance, believing that it is up to each investor to forge
his or her own opinion. Investors too need to get behind the
establishment of principles like these that can consolidate the
market. Likewise, we encourage the establishment of similar
principles or guidelines for social bonds, which are even more
complex and difficult to define.
Mirova supports these initiatives, as we believe they are
important for increasing the transparency, legitimacy and
liquidity of the market. What appears to us essential to
preserve across attempts to standardize green bonds is the
logic of positive impact: at their core is participation in financing
the ecological transition. This entails:
- The establishment of a system for rating environmental
impact, ideally one making it possible to create an
accreditation for funds holding such bonds.

- Securing the link between green bond issuance and new
investment. In particular, the issue of refinancing green
bonds when they achieve maturity will arise. As we see it,
such refinancing should be possible as a green bond only for
that portion of the underlying project not yet

Conclusion
Standardisation efforts aside, sustainable bonds will find a
welcome place in SRI funds if companies and states follow the
way already in large part paved by supranational institutions
and local communities. Companies stand to gain by offering
SRI investors broader offerings in terms of credit ratings, and
thus returns. States should join because this is the core
function of their bond issuances. In fact, if the latter party were
to support the development of extra-financial reporting they
might be better able to exploit, as borrowers or investors, the
powerful financial lever they have available to promote good
CSR practices.
Mirova believes that sustainable bonds are a very effective
way for investors to address the challenges of sustainability.
We welcome the boom in green bonds and encourage the
market not only to continue growing, but to develop creative
and responsible ways of addressing societal issues through
social bonds as well. However, a minimum of standardization
of this new product will be crucial for its success, and we have
thus supported and contributed to its development through
consultation. We do, however, have our own internal standards
to ensure that we invest only in green bonds that are aligned
with Mirova’s principals from a socio-environmental and
governance perspective. More than 8% of our flagship fund,
Mirova Euro Sustainable Aggregates, today consists of
sustainable bonds, and we look forward to contributing to the
growth of the market as investors and stakeholders.
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DISCLAIMER
This information purpose only document is a non-contractual
document intended only for professional/not-professional
clients in accordance with MIFID.
It may not be used for any purpose other than that for which it
was conceived and may not be copied, distributed or
communicated to third parties, in part or in whole, without the
prior written consent of Mirova.
No information contained in this document may be interpreted
as being contractual in any way. This document has been
produced purely for informational purposes. Mirova reserves
the right to modify any information contained in this document
at any time without notice.
This document consists of a presentation created and
prepared by Mirova based on sources it considers to be
reliable. However, Mirova does not guarantee the accuracy,
adequacy or completeness of information obtained from
external sources included in this document.
These simulations/assumptions are made/indicated for
example, they do not constitute an undertaking from Mirova
and Mirova does not assume any responsibility for such
simulations/assumptions.
Figures contained in this document refer to previous years.
Past performance and simulations of past and future
performances are not a reliable indicator and therefore do not
anticipate future results. Reference to a ranking and/or a price
does not indicate the future performance of the strategy or the
fund manager.
Under Mirova’s social responsibility policy, and in accordance
with the treaties signed by the French government, the funds
directly managed by Mirova do not invest in any company that
manufactures sells or stocks anti-personnel mines and cluster
bombs.
Additional notes: Where required by local regulation, this
material is provided only by written request. • In the EU (ex
UK) Distributed by NGAM S.A., a Luxembourg management
company authorized by the CSSF, or one of its branch offices.
NGAM S.A., 2, rue Jean Monnet, L-2180 Luxembourg, Grand
Duchy of Luxembourg. • In the UK Provided and approved for
use by NGAM UK Limited, which is authorized and regulated
by the Financial Conduct Authority. • In Switzerland Provided
by NGAM, Switzerland Sàrl. • In and from the DIFC
Distributed in and from the DIFC financial district to
Professional Clients only by NGAM Middle East, a branch of
NGAM UK Limited, which is regulated by the DFSA. Office 603
– Level 6, Currency House Tower 2, P.O. Box 118257, DIFC,
Dubai, United Arab Emirates. • In Singapore Provided by
NGAM Singapore (name registration no. 5310272FD), a
division of Absolute Asia Asset Management Limited, to
Institutional Investors and Accredited Investors for information
only. Absolute Asia Asset Management Limited is authorized
by the Monetary Authority of Singapore (Company registration
No.199801044D) and holds a Capital Markets Services

License to provide investment management services in
Singapore. Registered office: 10 Collyer Quay, #14-07/08
Ocean Financial Centre. Singapore 049315. R.O.C., license
number 2012 FSC SICE No. 039, Tel. +886 2 2784 5777.
• In Japan Provided by Natixis Asset Management Japan Co.,
Registration No.: Director-General of the Kanto Local Financial
Bureau (kinsho) No. 425. Content of Business: The Company
conducts discretionary asset management business and
investment advisory and agency business as a Financial
Instruments Business Operator. Registered address: 2-2-3
Uchisaiwaicho, Chiyoda-ku, Tokyo.
The above referenced entities are business development units
of Natixis Global Asset Management, the holding company of a
diverse line-up of specialised investment management and
distribution entities worldwide. Although Natixis Global Asset
Management believes the information provided in this material
to be reliable, it does not guarantee the accuracy, adequacy or
completeness of such information.
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