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Sustainable Finance – Global

Green, social and sustainability bond
issuance to hit record $400 billion in 2020
We expect green, social and sustainability bond issuance will hit a combined record of $400
billion in 2020, up 24% from the previous record of $323 billion achieved in 2019. Continued
growth and diversification of these markets will be accompanied by innovation in new labels
and structures, particularly with respect to transition bonds and sustainability-linked bonds
and loans. A heightened focus on climate action by governments and the financial sector will
drive further growth and innovation. Key themes for 2020 and beyond include:

» Sustained growth and diversification in the green, social and sustainability
bond markets. Green bond issuance will reach $300 billion this year, while social and
sustainability bond issuance will reach $25 billion and $75 billion, respectively. As the
social and sustainability bond markets grow and mature over time, we expect issuance
from these segments to become more diversified in terms of sector and region, similar to
trends we have seen in the green bond market.

» Emergence of new labels to spur further growth in sustainable finance. Over time,
the emergence of new labels for use-of-proceeds bonds will support growth beyond
green, social and sustainability bonds. Growth in issuance from alternative sustainability-
themed labels, such as transition bonds, may be uneven over the near term, however, due
to the current lack of definitional clarity.

» Innovation in structures will complement the growth of use-of-proceeds bonds.
A growing focus on organization-wide sustainability, and a preference for the flexibility of
general corporate purposes borrowing, will contribute to a focus on sustainability-linked
bonds and loans. Sustainability-linked loans surged to $134 billion globally in 2019 from
$34 billion in 2018.

» Issuers, investors and financial institutions will further sharpen their focus on ESG
and sustainability. Market participants across the financial sector are prioritizing the
incorporation of ESG considerations and sustainability into their investment decisions and
risk management. These forces will continue to accelerate in coming years, supporting
further growth and innovation in the sector.

» Governmental focus on climate change and sustainability will rise. Governments
and regulators around the world are increasingly focused on providing greater structure
and clarity to the sustainable finance market as their focus on climate change and
sustainability grows. Policy efforts to date have been most advanced in Europe, but a
multitude of initiatives are underway across the globe.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1210908
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Note on our sources

We use the Climate Bonds Initiative as our primary source for global green bond market data throughout this report. Climate Bonds Initiative
data are widely used in the market and include detailed information on green bond transactions across the globe. Our analysis is based on data
provided by the Climate Bonds Initiative on January 24, 2020.

Green bond data from the Climate Bonds Initiative include labeled bonds that meet the organization's criteria for inclusion in its dataset. The
data exclude issuance that does not conform to the Climate Bonds Initiative's criteria, including bonds with more than 5% of proceeds being
allocated to “non-green” uses and bonds potentially financing projects that do not align with Climate Bond Standards.

Moody's is a partner of the organization through its Climate Bonds Initiative Partners Program, supporting the organization's efforts to advance
the growth and development of a global market for climate and green bonds that rely on the use of debt capital markets to deliver climate
solutions.

For this report, our primary source for other sustainable debt data – including social bonds, sustainability bonds, green loans and sustainability-
linked loans – is Dealogic. We have also used data from Dealogic to calculate overall global bond issuance.

Sustained growth and diversification in the green, social and sustainability bond markets
We expect combined global issuance of labeled green, social and sustainability bonds will hit $400 billion in 2020, a 24% increase over
the $323 billion issued in 2019 (see Exhibit 1). By individual component, we expect green bond issuance will reach $300 billion this
year, up from $258 billion in 2019, while social and sustainability bond issuance will reach $25 billion and $75 billion, respectively, up
from $17 billion and $48 billion last year. Labeled green bonds, social bonds and sustainability bonds are “use-of-proceeds” instruments
whose proceeds are typically earmarked to finance eligible environmental and social projects.1

Exhibit 1

Combined global issuance of green, social and sustainability bonds will reach $400 billion in 2020
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Sources: Moody's Investors Service, Climate Bonds Initiative, Dealogic

Our projected 24% growth in combined issuance would represent a moderation compared with the 60% growth achieved between
2018 and 2019. Our forecast therefore reflects our expectations for a healthy but maturing market, with growing use of new labels
and structures, as discussed in other sections of this report. The fastest growth will occur among labeled sustainability bonds, a market
segment that has already exhibited rapid growth that likely reflects issuers' desire to highlight their broad sustainability initiatives.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Social bond issuance will also continue to grow, though the label will remain the least utilized of the three given the market's focus on
climate and environmental projects, as well as a broader focus on sustainability.

While green, social and sustainability bonds will continue to account for a relatively small portion of global bond volumes, we
expect their share of issuance will continue to increase, as it has in recent years (see Exhibit 2). Green, social and sustainability bonds
accounted for 4.5% of total global bond issuance in 2019, up from 3% in 2018. The highest-ever share of global issuance came in the
fourth quarter of 2019, when combined issuance represented 5.4% of global bonds. With our expected growth in issuance for all three
labels in 2020, combined issuance will likely be between 5% and 7% of total global bond issuance this year.

As Exhibit 2 shows, combined fourth-quarter 2019 labeled issuance totaled $86 billion, the second-highest quarterly amount ever,
trailing only the second quarter of 2019. Combined issuance was at least $70 billion in every quarter of 2019, higher than any single
quarter of combined issuance before last year. Consistently strong issuance throughout the year reflected the market's steady growth
as issuers continue to use the capital markets to raise awareness and finance their sustainability objectives.

Exhibit 2

Green, social and sustainability bonds approached a combined 5% of global bond issuance in 2019
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Green bonds continued to demonstrate solid growth in issuance volumes and issuer diversification in 2019, a trend we expect will
continue in 2020 as the market continues its march toward maturation and the importance attached to climate mitigation and
adaptation activities rises. Issuance of $258 billion was in line with our $250 billion forecast, which we had revised up from $200 billion
in November. Global growth reached 51%, a notably strong increase over the 8% growth between 2017 and 2018. This growth was
driven by continued strong volumes by repeat green bond issuers, as well as debut green bonds from a record 285 first-time issuers.
Issuers from 51 countries, including supranational issuers, brought green bonds to market, another new record. More than 900 distinct
issuers have now issued green bonds since 2007, providing a strong base to support future repeat green bond issuance.

Corporates, both financial and nonfinancial, were the main drivers of green bond issuance in 2019, with a combined $114 billion
accounting for 44% of overall global green bonds (see Exhibit 3). Green bonds from financial institutions grew moderately to $55
billion from $50 billion, while nonfinancial corporate issuance doubled to over $59 billion from $29 billion in 2018. European issuers
accounted for 53% of the total volume among nonfinancial corporates, while North American nonfinancial corporates continue to
represent a relatively small part of the market, with $11 billion in 2019. We expect continued gradual growth in this market segment as
high-profile transactions, such as the $1 billion green bond from Verizon Communications Inc. (Baa1 positive) issued last February, will
encourage other corporate issuers to consider entering the market.

Beyond corporates and financial institutions, four other sectors accounted for at least 10% of global green issuance in 2019, reflecting
the market's continued diversification. Government-backed entities registered $35 billion of issuance (14%), followed by asset-backed
securities (ABS) with $32 billion (13%), development banks with $29 billion (11%) and sovereigns with $26 billion (10%).
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Exhibit 3

Corporates and financials led 2019 green bond issuance
Percent of 2019 global green bond issuance

Exhibit 4

European issuers accounted for nearly half of 2019 green bonds
Percent of 2019 global green bond issuance
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ABS transactions are largely comprised of green mortgage-backed securities from Federal National Mortgage Association (Fannie Mae,
Aaa stable), which alone accounted for $23 billion of issuance in 2019. However, we expect further issuance from other segments
of the structured finance sector, such as covered bonds, as innovation continues. For example, NORD/LB Luxembourg S.A. Covered
Bond Bank (Aa2 transaction rating) issued its debut renewable energy covered bond in January 2020, believed to be the first under
Luxembourg’s Lettres de gage (LdG) énergies renouvelables legal framework.2

European issuers continued to dominate green bond issuance in 2019, with 45% of global volumes (see Exhibit 4), up from 39% in
2018. North America and Asia-Pacific issuers followed with 23% each. While North America's share of issuance remained steady at
this level, the share of issuance by Asia-Pacific issuers fell to 23% in 2019 from 29% in 2018, largely reflecting flat green bond volumes
from Chinese issuers. Beyond these three regions, green bond issuance remains scant, though volumes from issuers in Latin America,
Africa and the Middle East reached a combined $11 billion in 2019, well above $2 billion in 2018. With significant needs for sustainable
development throughout emerging markets, we expect continued regional growth and diversification of green bonds.

Energy and building projects continue to dominate green bond use of proceeds, representing a combined 60% of use of proceeds
in 2019 (see Exhibit 5), up slightly from a combined 57% in 2018. Transport projects rose to 20% in 2019 from 14% in 2018. Other
categories continue to represent a relatively small portion of green bond proceeds, but we believe this will gradually change as new
initiatives seek to diversify the types of projects being financed. For example, the Climate Bonds Initiative's launch of the Climate
Resilience Principles in September 2019 may contribute to increased financing of climate adaptation and resilience projects.3

Exhibit 5

Energy and buildings continue to dominate green bond use of proceeds
Percent of 2019 global green bond issuance
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In common with green bonds, European issuers and financial and nonfinancial corporates have primarily driven labeled social and
sustainability bond issuance. However, there are some notable differences between the different segments of the market.

Social bond volumes, for example, have been primarily driven by financial institutions, which accounted for 64% of the $17 billion
global issuance in 2019 (see Exhibit 6), similar to their 61% leading share in 2018. European issuers accounted for 57% of social bond
issuance (see Exhibit 7), a greater share than the region had of green bonds. Interestingly, however, issuers from Japan accounted for a
leading 25% of social bond issuance by country, significantly higher than their 3% share of green bonds.

Exhibit 6

Financials have issued a majority of social bonds
Percent of 2019 global social bond issuance

Exhibit 7

European issuers led on social bond issuance in 2019
Percent of 2019 global social bond issuance
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The $48 billion of sustainability bond issuance in 2019 was achieved with a more diverse set of issuers than social bonds in terms of
sector and region. Financial institutions led with 35% of global volumes, followed by governmental issuers at 28%, development banks
at 19% and nonfinancial corporates at 18% (see Exhibit 8). European issuers led sustainability bond issuance, similar to green bonds
and social bonds, but accounted for a smaller share of the market, with 37% of issuance (see Exhibit 9). Korean issuers have been a
notable bright spot in sustainability bond issuance, with 11% of global issuance.

We expect transaction from these segments to become increasingly diversified in terms of sector and region as the social and
sustainability bond markets grow and mature, similar to the trend we have observed in the green bond market. Growing numbers of
issuers aiming to implement the 17 UN Sustainable Development Goals (SDGs) will contribute to diversification of project types over
time as well.

Exhibit 8

Sustainability bond issuance was fairly diverse in 2019
Percent of 2019 global sustainability bond issuance

Exhibit 9

European issuers led regional breakdown of sustainability bonds
Percent of 2019 global sustainability bond issuance
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Emergence of new labels to spur further growth in sustainable finance
Continued innovation and the emergence of new labels for use-of-proceeds bonds will support growth in sustainable finance
beyond labeled green, social and sustainability bonds, but not without controversy. Achieving the UN SDGs, including deep
decarbonization, will require an economy-wide transition that extends beyond business models traditionally viewed as “green.”
Alternative sustainability-themed labels, such as transition bonds, may help channel investment toward a broader range of projects
that are important to sustainable development. However, based on our conversations with market participants, many have raised
concerns about the current lack of clear definitions as to what projects might qualify for this emerging segment of sustainable finance.
As a result, we believe that the growth of transition bonds and other labels could be uneven in the near term until there is more
definitional clarity, despite the significant market attention.

The latest popular flavor in the labeled bond market has been “transition.” While proposed definitions vary, the common theme is that
the proceeds from transition bonds will be used to help carbon-intensive companies become more sustainable over time. Transition
bonds may potentially help direct investment toward mitigating the carbon footprint of sectors that account for the bulk of global
greenhouse gas emissions (see Exhibit 10). According to the International Energy Association’s Sustainable Development Scenario,4 the
most immediate and significant opportunities for emissions savings lie in improving energy and materials efficiency in heavy industries,
such as the production of cement, iron, steel and aluminum.

Exhibit 10

Global greenhouse gas emissions by sector
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Source: United States Environmental Protection Agency, “Global Greenhouse Gas Emissions Data”

That said, the innovative use of labels by carbon-intensive companies to appeal to sustainability-minded investors has been
controversial, given that they may risk prolonging the life of carbon-intensive assets, albeit with short-term efficiency gains. One of the
earliest examples sparking debate was Spanish oil and gas company Repsol S.A. (Baa1 stable), which issued a green bond in May 2017,
in part to reduce emissions in its oil and gas network. The issuance resulted in considerable market debate and was excluded from the
Climate Bonds Initiative’s green bond database.5

In response, new labels have emerged in an attempt to more precisely describe the goals of financed projects. In July 2017, Hong Kong-
headquartered Castle Peak Power Finance Company Limited (A1 stable) issued a $500 million Energy Transition Bond to finance a
natural gas plant.6 And in February 2019, Italian natural gas infrastructure company SNAM S.p.A. (Baa2 stable) issued a €500 million
Climate Action Bond, directed to fund investments in biomethane and energy efficiency.7

Several proposed definitions of “transition” have emerged in light of this growing innovation by issuers in carbon-intensive sectors.
In June 2019, for example, AXA Investment Managers published its Guidelines for Transition Bonds, which argue that transition
bonds are intended for carbon-intensive companies that currently do not have sufficient green assets to finance but need funding to
reduce their carbon footprint.8 Transition was again explored in the process of debating the EU sustainable finance taxonomy. The
political agreement reached in December 2019 recognized transition activities as environmentally sustainable, as long as “there are
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no economically feasible low-carbon alternatives” and if “they support the transition to a climate-neutral economy.”9 In an additional
attempt to address the market's need for clarity on transition bonds, the International Capital Market Association (ICMA) has indicated
that it will launch a working group dedicated to climate transition finance.10

The transition debate can also encompass other issues in addition to carbon emissions and climate risks. As we discussed in a recent
report, concerns over natural capital and issuers’ management of resources such as water, land and living things will also increase
significantly over the coming years. In July 2019, Brazilian beef producer Marfrig Global Foods S.A. (B1 stable) announced the issuance
of a $500 million Sustainable Transition Bond, the proceeds of which will be spent on tightening environmental and social standards in
supply chains of its beef production.11

We also believe that the emergence of a broader transition category may help direct funds toward emerging market nations, where
the funding is often most needed. As highlighted above, the majority of green bond funds have flowed to developed nations, in part
because of the greater availability of qualifying projects, while developing countries face a funding gap of $2.5-3 trillion per year until
2030 to achieve the UN SDGs.12

While we believe there will be a primary focus on transition bonds, we see the possibility that other categories for use-of-proceeds
bonds will take hold in the coming years. For example, there has been a growing focus on “blue bonds” to finance sustainable marine
and fisheries projects, such as the $15 million transaction issued by the Seychelles in October 2018.13 Such transactions may leverage
the Sustainable Blue Economy Finance Principles, developed in 2017 through a partnership between the European Commission, the
World Wide Fund for Nature (WWF), the Prince of Wales’ International Sustainability Unit and the European Investment Bank (Aaa
stable).14 Other labels that may attract growing market interest include “gender bonds,” such as that issued by Banistmo in August
2019,15 and use-of-proceeds “SDG bonds,” such as that issued by HSBC Holdings plc (A2 negative) in November 2017.16

Although tightening definitions will lend credibility to these new labels, regulations and standards are unlikely to keep up with the
market’s innovation – as aspects of almost every business model can be described in terms of their positive contribution to society.
We believe investors will remain increasingly focused on how companies in every sector are aligning their business models with a
sustainable, climate-resilient future. This will expand the focus from the specific projects financed by an issuer toward their overall
governance and sustainability credentials, which will likely drive innovation in structures and additional reporting requirements, as
discussed below.

Innovation in structures will complement the growth of use-of-proceeds bonds
Beyond the continued growth and diversification of the green, social and sustainability bond markets, and the emergence of new
labels for use-of-proceeds bonds, we expect continued innovation in sustainable financing structures. Sustainable finance options will
proliferate as issuers in different industries seek financing solutions that most appropriately fit their operations and organizational
structures.

We expect a primary focus will be on sustainability-linked bonds and loans, typically general corporate purposes borrowing structures
where the cost of capital can fluctuate based on whether certain sustainability targets, such as the issuer's ESG score, are achieved.
These transactions differ from use-of-proceeds green, social and sustainability bonds, for which issuers commit to segregating and
tracking proceeds to finance eligible projects and reporting on their environmental and social impacts.

Investors in the past few years have increasingly focused on the overall sustainability credentials of issuers and how their bond
issuances align with their broader sustainability objectives, not just whether the financed projects themselves are sustainable. With
this growing focus on organization-wide sustainability, issuers have increasingly included such disclosures in their green, social
and sustainability bond frameworks, and have also begun to explore other instruments that allow them to highlight their broader
objectives. This has contributed to the rapid rise of sustainability-linked loans, which surged to $134 billion globally in 2019 from $34
billion in 2019 (see Exhibit 11).
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Exhibit 11

Growth of sustainability-linked loans primarily fueled by European corporates
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Sustainability-linked loan growth has been primarily fueled by European issuers, which accounted for over 80% of such loans in
2019. Companies from France, Spain and the Netherlands have been the leaders, with nearly half of all loans combined. Nonfinancial
corporates have been the engine of sustainability-linked loan growth from a sectoral perspective, accounting for 88% of volumes last
year. Sustainability-linked loan volumes typically reflect the full value of revolving credit facilities, with 84% of volumes driven by such
facilities and only 16% in the form of term loans. Consequently, we believe that the volumes of debt outstanding under these facilities
are significantly lower than the data suggest.

Sustainability-linked bonds will complement, not constrain, the growth of use-of-proceeds bonds
ENEL S.p.A.'s (Enel, Baa2 positive) General Purpose Sustainable Development Goal (SDG)-Linked Bonds, issued last year, represented
the first sustainability-linked bonds globally, following the rise of the sustainability-linked loan market. Enel's SDG-linked bonds, whose
sustainability targets include the company's expansion of renewable energy capacity and reduction in greenhouse gas emissions,
feature a potential coupon step-up if certain sustainability targets are not achieved.

We expect such transactions to grow in number as issuers seek to highlight the sustainability credentials and targets of their entire
organizations, including alignment with the UN SDGs,17 while maintaining flexible use of proceeds. Enel, which had previously issued a
combined €3.5 billion of labeled green bonds during 2017-19, has indicated that it will discontinue its green bond program and focus
solely on sustainability-linked issuances.18

In addition to tying cost of capital to sustainability objectives, sustainability-linked bonds and loans allow issuers to retain the flexibility
of general corporate purposes borrowing, a feature that appears to be driving their popularity. These instruments typically eliminate the
need to manage proceeds in a separate account and track the status of individual projects, a key tenet of the use-of-proceeds green,
social and sustainability bond markets. This flexibility may be appealing from a treasury management perspective, but it could limit
transparency, with fewer or less granular disclosures as to how the funds have been spent and what environmental and social benefits
the financed projects have achieved.

These different characteristics mean that we expect the growth of the sustainability-linked bond and loan markets to complement,
rather than restrict, the growth of the labeled use-of-proceeds bond markets over the next few years. The current scale and impressive
growth of the green, social and sustainability bond markets have been supported by increasing issuer and investor understanding
of these instruments and a proliferation of national and international standards, as well as the growing number and larger size of
dedicated investor funds.

The lack of clear definitions as to what constitutes a robust set of sustainability targets to which issuers and their lenders can tie cost of
capital is one potential challenge to the growth of the sustainability-linked loan and bond markets. Some initiatives have already been
launched to help maintain market integrity, and we anticipate that these will continue to evolve over time. In March 2019, for example,
the Loan Market Association (LMA), in conjunction with the Loan Syndications and Trading Association (LSTA) and the Asia-Pacific
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Loan Market Association (APLMA), published the Sustainability-Linked Loan Principles, which include guidelines on the relationship of
such loans to the borrower’s overall corporate social responsibility (CSR) strategy, target setting, reporting and review.19 And in January
2020, ICMA announced that it had established a Working Group on sustainability/KPI-linked bonds.20

Other structures beyond sustainability-linked instruments will likely also grow over time. Green loans, typically issued in accordance
with the Green Loan Principles,21 have seen modest growth over the past couple of years (see Exhibit 12), but remain smaller in number
and volume than sustainability-linked loans. In 2019, $22 billion of global green loans came primarily from European issuers, with 67%
of the total. Nonfinancial corporates accounted for 64% and financial institutions the remainder. Unlike sustainability-linked loans,
green loans have primarily been issued in the form of term loans, with 83% of last year's volume coming in that format compared with
only 17% in the form of revolving credit facilities.

Exhibit 12

Green loan volumes have been driven by European companies
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Additional innovations are possible, as suggested by other ideas that market participants have floated. In December 2019, reports
suggested that the Government of Denmark (Aaa stable) is working on a green bond structure that would “strip” the green
commitment from the bond, effectively resulting in (1) a regular sovereign bond, and (2) a certificate related to the government's
commitment to finance green projects.22 Another potential sovereign development comes from the Government of Germany (Aaa
stable), with reports of an idea for the country to issue a 2% interest climate bond in the form of citizens’ bond, issued through a
special purpose vehicle.23

Technological innovation may also play a role in the structural innovation in sustainable finance instruments. In a September 2019
report, HSBC and the Sustainable Digital Finance Alliance recommended actions that could be undertaken to leverage blockchain/
distributed ledger technology to support the growth of sustainable bonds.24 In an example from February 2019, Banco Bilbao Vizcaya
Argentaria, S.A. (BBVA, A3 stable senior unsecured rating) issued a €35 million private placement structured green bond using
blockchain technology.25

Issuers, investors and financial institutions will further sharpen their focus on ESG and sustainability
Market participants across the financial sector are prioritizing the incorporation of ESG considerations and sustainability into their
investment decision-making and risk management processes. Issuers are sharpening their focus on highlighting their sustainability
objectives and initiatives guiding their disclosure practices and how they interact with the capital markets. Investors are responding to
evolving risks, governmental regulations and client demands to increasingly integrate ESG into their investment processes and launch
sustainability-focused funds, while banks are beginning to examine their underwriting and investment practices to reflect sustainability
criteria. These forces will continue to accelerate in the coming years, supporting further growth and innovation in the sector.

Issuer focus on sustainability has accelerated in recent years, a trend we expect will continue in 2020 and beyond. In August 2019, the
Business Roundtable released a Statement on the Purpose of the Corporation signed by 181 CEOs, in which it asserted that businesses
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share a commitment to deliver value to all their stakeholders.26 The Business Roundtable commitments extend well beyond building
value for shareholders, and include such goals as fair pay, diversity and inclusion, environmental sustainability and community support.
Since 1997, the Business Roundtable had endorsed shareholder primacy.27

The statement comes at a time when companies are beginning to change how they assess, measure and communicate their
performance. The number of companies publishing sustainability reports has been increasing, from a mere 20% of S&P 500 companies
in 2011 to 86% in 2018 (see Exhibit 13).28 Business leaders are managing their companies’ reputations in response to pressure from
their stakeholders – including their employees, shareholders and consumers – to demonstrate responsible business practices. According
to Deloitte’s quarterly CFO survey, for example, employees, customers, boards and investors were the leading sources of pressure on
businesses to manage their impact on climate.29

Exhibit 13

Number of companies publishing corporate sustainability reports steadily increasing
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Issuers are also responding to a heightened focus on ESG and sustainability from investors. Asset owners and asset managers are
increasingly focused on these areas in response to evolving risks such as climate change and carbon transition, and heightened
governmental regulation, as well as growing demand from clients to incorporate these considerations into their investment products.

More than 2,600 investors worldwide have now adopted the UN Principles for Responsible Investment (PRI), with assets under
management from signatories totaling $89 trillion.30 Growth in UN PRI signatories has translated into increased assets under
management directly incorporating ESG or sustainability into their investment processes. According to data from the Global
Sustainable Investment Alliance, assets under management in some way utilizing sustainable, responsible and impact (SRI) investing
strategies stood at $30.7 trillion globally at the start of 2018, a 68% increase compared with four years earlier (see Exhibit 14).31

Dedicated sustainability funds also continue to grow strongly, with the total net assets of mutual funds and exchange-traded funds
(ETFs) reaching $1.6 trillion at the end of 2019, up from $113.5 billion the previous decade.32

Another investor initiative gaining traction is Climate Action 100+, launched in December 2017 at the One Planet Summit, which is
focused on encouraging the world’s largest corporate greenhouse gas emitters to take action on climate change. To date, over 370
investors with more than $35 trillion in assets under management have signed on to this initiative.33

A growing number of investment firms have made public announcements about their intentions to increasingly integrate ESG and
sustainability into their investment processes. Most notably, BlackRock, Inc. (Aa3 stable) released two letters in January 2020 arguing
for the centrality of ESG investment considerations in all aspects of its money management business. These statements from the
world's largest asset manager have attracted significant attention and will inevitably fuel the continued focus on ESG and sustainability
among the investor community.
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Exhibit 14

Sustainable investment assets under management continue to grow globally
Global SRI assets by region, $ trillion and % change

Sources: Global Sustainable Investment Alliance, Moody's Investors Service

Banks are also heightening their focus on sustainability, as evidenced in part by the launch of the Principles for Responsible Banking in
September 2019. The principles are designed to foster responsible banking practices and to formally implement sustainability impact
analysis, target-setting and accountability among signatories (see Exhibit 15). They also aim to align banks’ business practices with the
UN’s SDGs and the Paris Climate Agreement. The scale of the principles' ambition, their sponsorship by the UN and the wide degree of
industry support – they attracted 130 banks at launch with a combined $47 trillion in assets, representing a third of the global banking
sector – indicate the potential scale of their impact on the banking sector.

Exhibit 15

Principles for Responsible Banking

Source: UNEP-FI
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An evolving regulatory landscape is also heightening banks' focus on sustainable finance. In December 2019, for example, the European
Banking Authority (EBA) published its Action Plan on Sustainable Finance, outlining its approach on deliverables and activities
related to ESG factors and risks. The EBA plan responds to the request from the European Commission to provide support for the
implementation of its sustainable finance agenda, mostly reflected in a number of mandates included in the last banking legislation
package approved in May 2019. Within the broad ESG landscape, the initial focus of the EBA will be on climate risks.

Banks will increasingly be subject to climate stress tests, with regulators in France and Denmark34 both expected to assess the risks
posed to banks by climate change beginning in 2020. And in December 2019, the Bank of England (BOE) opened a consultation on a
planned testing exercise designed to assess the long-term resilience of UK banks and insurers to the financial risks posed by climate
change.

Governmental focus on climate change and sustainability will rise
Governments and regulators around the world are increasingly focused on providing greater structure and clarity to the sustainable
finance market as their focus on climate change and sustainability grows. We expect continued proliferation of standards and
taxonomies over the near term, which will initially complicate the landscape. Over the long run, however, the likely convergence of
standards and market best practices will bolster investor confidence and support the growth of sustainable finance.

Sustainable finance policy efforts to date have been most advanced in Europe, where policymakers have sought to define which
economic activities are sustainable, enhance disclosure requirements around sustainable investments, and facilitate the achievement
of continent's climate goals. In December 2019, the Council of the European Union and European Parliament reached a political
agreement on the EU Sustainable Taxonomy Regulation, which introduces a classification system for environmentally sustainable
economic activities.35 The taxonomy includes definitions of three categories of eligible activities:

» Activities that in and of themselves contribute substantially to at least one of the six environmental objectives while not
doing any “significant harm” to the others: the six environmental objectives include climate change mitigation; climate change
adaptation; sustainable use and protection of water and marine resources; transition to a circular economy; pollution prevention
and control; and protection and restoration of biodiversity and ecosystems.

» Transition activities: activities for which there are no technologically and economically feasible low-carbon alternatives but which
support the transition to a climate-neutral economy in a manner consistent with a pathway to limit the temperature increase to 1.5
degrees Celsius above pre-industrial levels, for example by phasing out greenhouse gas emissions.

» Enabling activities: activities that enable other activities to make a substantial contribution to one or more of the objectives, and
where that activity does not lead to a lock-in in assets that undermines long-term environmental goals, considering the economic
lifetime of those assets, and has a substantial positive environmental impact on the basis of lifecycle considerations.

The Regulation, which will be effective from December 2021, will apply to all financial markets participants offering financial products.
Thus it will not only cover labeled sustainable financial products, but it will also stipulate mandatory disclaimers for funds that do not
market themselves as such. It also includes additional reporting requirements for large companies that already disclose social and
environmental data under the Nonfinancial Reporting Directive.

While there have been some market concerns about its useability, we expect the taxonomy will help build investor trust around
financial products marketed as green or sustainable over time, which will ultimately be positive for market growth. The taxonomy
will have a direct impact on the green bond market, as a proposed EU Green Bond Standard would define project eligibility via the
definitions in the taxonomy.36 In January 2020, the European Investment Bank issued a CAD500 million Climate Awareness Bond that
it considers to be the first globally “in line with evolving EU sustainable finance legislation.”37

The taxonomy will also have an impact on the development of the already complex ESG reporting landscape, which includes local
jurisdictional requirements, as well as voluntary standards promulgated by international standard-setting bodies such as those
highlighted below.
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The European Commission has also proposed a European Green Deal, with the aim of Europe being the first climate-neutral continent
by 2050.38 Policy areas highlighted under the European Green Deal include: clean energy; sustainable industry; building and renovating;
sustainable mobility; biodiversity; sustainable agriculture; and reducing greenhouse gas emissions.

Similar initiatives are underway globally to more clearly define sustainability and encourage market growth. In 2019, for example, five
Chinese ministries jointly published the Green Industry Guidance Catalogue, which defines green industries in China.39 In Canada,
meanwhile, the Canadian Expert Panel on Sustainable Finance published its final report in June 2019, with recommendations including
the development of Canadian green and transition-oriented fixed-income taxonomies, and the definition of a Canadian approach to
implementing TCFD recommendations.40 In Australia, the Australian Sustainable Finance Initiative was established in March 2019 to
develop a roadmap for realigning the finance sector with ESG targets.41 And in November 2019, the Malaysian Securities Commission
launched the Sustainable and Responsible Investment Roadmap for the Malaysian Capital Market.42

Some early-stage initiatives are also under way in the US. Late in 2019, for example, the Securities and Exchange Commission sent
examination letters to firms marketing their funds as ESG-focused, inquiring about their methodology for determining an investment
to be socially responsible.43 In addition, a bill proposed in 2019 would mandate ESG disclosure for companies and create a permanent
sustainable finance committee to advise the SEC.44

Sustainability disclosure landscape will evolve as market and regulatory forces progress
Companies currently disclose much of their sustainability data outside mainstream financial filings, such as in corporate social
responsibility reports or on dedicated web pages. This information is generally not subject to the same rigor and scrutiny as their
financial filings. As the regulatory landscape continues to develop, we expect this information will increasingly find its way into
companies’ annual financial filings, and grow more robust and consistent across jurisdictions. The following are some of the key
standard setters providing guidelines most commonly utilized for sustainability reporting:

» The Sustainability Accounting Standards Board (SASB) has developed a set of industry-specific sustainability metrics to enable
companies to communicate with investors about the subset of sustainability information that is financially material to the business.

» The FSB Task Force on Climate-related Financial Disclosures (TCFD) has developed voluntary climate-related financial risk
disclosures for use by companies in providing information about physical, liability and transition risks associated with climate
change.

» The Global Reporting Initiative (GRI) offers a sustainability reporting framework commonly used in CSR and sustainability reports
geared to a broad base of stakeholders.

» The Climate Disclosure Project (CDP) focuses almost exclusively on climate reporting and assists with disclosure of the
environmental impact of companies’ business processes.

» The United Nations Global Compact (UNGC) asks companies to publicly integrate policies covering human rights, labor standards,
environmental actions and anti-corruption.
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Sector Comment:
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Outlook:

» Covered Bonds – Global: 2020 Outlook – Credit quality will remain strong despite slowing economic growth, December 12, 2019

» Credit Conditions – Global: 2020 Outlook – Risks to credit conditions rise as the global slowdown takes hold, November 19, 2019

Issuer Comment:

» BlackRock, Inc.: BlackRock’s ESG announcements signal its leadership in sustainable investments, January 17, 2020

» SFIL: Issuance of first European green covered bond backed by public-sector assets is credit positive for CAFFIL and SFIL, November
12, 2019

» BlackRock ICS Euro Liquid Environmentally Aware Fund: BlackRock launches Europe's first environmentally aware money market
fund, a credit positive, July 22, 2019

» Société Générale: Société Générale issues France's first positive impact covered bond, a credit positive, July 9, 2019

» Government of Chile: Inaugural sovereign green bond sets strong precedent for future issuances, June 21, 2019

» Banks – Canada: Sustainable finance panel recommendations will focus Canadian banks' ESG approach, June 21, 2019
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To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.
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