
Understanding Green, Social 
and Sustainability Bonds
Offering a wide range of potential opportunities for active investors, 
sustainable bonds are an increasingly important part of global fixed 
income markets.

Green bonds and other debt instruments geared toward sustainability are becoming an 
important part of global fixed income markets. More and more, investors look to align their 
portfolios with their financial goals and internationally recognized sustainability goals such as 
The Paris Agreement or UN Sustainable Development Goals (SDG).

So what are green bonds? And how do they relate to – and differ from – social, sustainability 
and sustainability-linked bonds?

First, it’s important to distinguish between use of proceeds bonds and sustainability-linked 
bonds.

•	 Use of proceeds bonds, as the name suggests, fund projects with dedicated environmental 
and/or social benefits.

•	 Sustainability-linked bonds do not finance particular projects but rather finance the general 
functioning of an issuer that has explicit sustainability targets that are linked to the financing 
conditions of the bond.
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Green Bonds
Use of proceeds

These bonds are devoted to financing new and existing projects or activities with 
positive environmental impacts. We believe impactful green bonds should be issued in 
line with the Green Bond Principles (GBP) from the International Capital Market 
Association (ICMA), a set of voluntary guidelines that promote more transparent, 
unified reporting on bonds’ environmental objectives and estimated impact. In fact, 
ICMA is relevant for green, social or sustainability-linked bonds, since ICMA provides 
guidelines for all forms of such bonds.

Examples of project categories eligible for green bond issuance include: renewable 
energy, energy efficiency, clean transportation, green buildings, wastewater 
management and climate change adaption.
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Social Bonds
Use of proceeds

To qualify as a social bond, the proceeds must finance 
or refinance social projects or activities that achieve 
positive social outcomes and/or address a social issue. 
In many cases, social projects are aimed at target 
populations such as those living below the poverty line, 
marginalized communities, migrants, unemployed, 
women and/or sexual and gender minorities, people 
with disabilities, and displaced persons.

Similar to green bonds, issuance of social bonds is 
oriented by a set of voluntary guidelines – in this case 
the Social Bond Principles (SBP) from ICMA – aimed 
toward improved disclosure and transparency in the 
social bond market. The SBP outline best practices for 
issuing a social bond; they also arm investors with the 
information necessary to evaluate the social impact of 
their investments.

Recently, we have seen a new type of social bond 
emerge in the form of COVID-related bonds. These 
bonds have use of proceeds specifically aimed at 
mitigating COVID-19-related social issues and are 
particularly focused on the populations most impacted.

Examples of project categories eligible for social 
bonds include: food security and sustainable food 
systems, socioeconomic advancement, affordable 
housing, access to essential services, and affordable 
basic infrastructure. Social projects can include related 
and supporting expenditures such as research and 
development and, in situations where projects also have 
environmental benefits, issuers may determine 
classification as a social bond based on the primary 
objective of the underlying project.

Sustainability Bonds
Use of proceeds

Sustainability bonds are issues where proceeds are 
used to finance or re-finance a combination of green 
and social projects or activities. These bonds can be 
issued by companies, governments and municipalities, 
as well as for assets and projects and should follow the 
Sustainability Bond Guidelines from ICMA, which are 
aligned with both the GBP and SBP. They can be 
unsecured, backed by the creditworthiness of the 
corporate or government issuer, or secured with 
collateral on a specific asset.

Examples of project categories eligible for 
sustainability bonds include those in the green and 
social bonds categories.

Sustainability-linked Bonds
Sustainability-linked Bonds – such as key performance 
indicator (KPI)-linked or SDG-linked Bonds – are 
structurally linked to the issuer’s achievement of climate 
or broader SDG goals, such as through a covenant linking 
the coupon of a bond. In this case, progress, or lack 
thereof, toward the SDGs or selected KPIs then results in 
a decrease or increase in the instrument’s coupon. These 
bonds can play a key role in encouraging companies to 
make sustainability commitments at the corporate level, 
particularly through aligning to the UN SDGs or Paris 
Agreement.

Source: ICMA



3UNDERSTANDING INVESTING

HISTORY OF GREEN BONDS:

In 2007, the U.N. Intergovernmental Panel for Climate Change 
published a report linking human action to global warming, 
which added further weight to the growing body of data. 
Recognizing the risk posed by climate change as called out by 
the report, institutions (i.e., Swedish pension funds and their 
bank, SEB), the World Bank, and climate change experts (i.e., 
CICERO, the Centre for International Climate and 
Environmental Research) collaborated to establish a process 
for debt markets to be part of the solution. To ensure 
investment and capital-raising for sustainability projects 
materially advanced positive environmental outcomes, a set 
of eligibility criteria was determined. And, in 2007-2008, the 
European Investment Bank and the World Bank successfully 
issued the first green bonds.

The first green bond acted as a framework for the entire green 
bond market by creating criteria for issuance and reporting, as 
well as setting a precedent for the use of external reviews by 
including CICERO as a second opinion. Building on the first 
green bond issuance, ICMA established the GBP to further 
develop transparent guidelines for investors to support 
climate solutions. ICMA typically updates the GBPs on an 
annual basis and has also instituted voluntary guidelines for 
social bond, sustainability bond and sustainability-linked  
bond issuance.

Source: The World Bank

LOOKING TO THE FUTURE:

While the explosive growth in green bond markets is 
encouraging, we believe the opportunity set for climate action 
within the bond universe is even larger. For those specifically 
looking to invest in climate solutions, it’s important to 
understand that the growing climate bond market includes not 
just labeled green bonds, but also unlabeled green bonds, and 
the bonds of climate leaders:

•	 Green bonds are debt securities issued explicitly  
for environmental or climate-related projects, as  
detailed above.

•	 Unlabeled green bonds are debt securities of issuers 
fundamentally aligned to low carbon products and 
services, such as a renewable energy company or a 
municipal water system improvement bond, rather than a 
certified green bond.

•	 Bonds of climate leaders, as we define them, are debt 
securities of issuers we deem to be at the forefront of the 

net-zero carbon transition, leading their industries 
forward. These issuers have demonstrated a commitment 
to mitigating carbon emissions and their broader 
environmental impact in sectors that may involve water, 
plastic, air pollution or biodiversity.

WHY INVEST IN SUSTAINABLE (GREEN, SOCIAL, 
SUSTAINABILITY AND SUSTAINABILITY-LINKED) 
BONDS?

Sustainable bonds, which include green, social, sustainability 
and sustainability-linked bonds, can offer a range of potential 
benefits including:

•	 Mitigating physical, transition, and long-term 
sustainability risk and seizing potential opportunities: 
The long-term challenge of decarbonizing the economy in 
a socially equitable way comes with risks, but it also offers 
opportunities for active investors. We recognize that ESG 
factors are increasingly essential inputs when evaluating 
global economies, markets, industries and business 
models. Material ESG factors are also important 
considerations when evaluating long-term investment 
opportunities and risks for all asset classes, public and 
private markets.

•	 Meeting investor demand: Sustainable bond issuance is 
rising, regulations are setting global standards, client 
interest in ESG practices is increasing and, most 
importantly, responsible investing is becoming more 
mainstream. We expect that the COVID-19 crisis could 
cause even more investors to look for sustainable 
investment choices, and we have observed growing 
issuance in social, SDG, and specifically pandemic-related 
bonds on top of a growing green bond market. Focusing 
on sustainability supports growth over the medium and 
long term in an inclusive way.

•	 Aligning with sustainability goals: Sustainable bonds 
provide investors with a means of aligning their asset 
allocations with sustainability objectives in a meaningful 
way. We believe fixed income is an important asset class 
to drive material ESG change. The global bond market is 
almost double the size of the equity market and, unlike 
equity securities, which are in perpetuity, bonds mature, 
prompting companies to return to the market to refinance. 
By engaging with companies when they need to fundraise, 
investors can help push for sustainability commitments or 
specific sustainable issuance, and accelerate positive 
social and environmental change.
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WHAT ARE THE CHALLENGES?

While the establishment of the guiding principles has reinforced the integrity of the sustainable bond market, the act of 
“greenwashing,” or issuers misrepresenting the positive environmental impact of bond proceeds, is an ongoing challenge investors 
may face. Greenwashing can occur due to the relatively broad criteria for what constitutes a green bond and lack of formal 
issuance guidelines in many emerging markets. These challenges emphasize the importance of an investment manager that 
carefully assesses security documentations to determine the underlying use of proceeds and the expected impact.

The sustainable bond market has grown to over $1 trillion in outstanding issuance, including over $800 billion in green bonds 
outstanding, as of September 30, 2020.

Growth of the Sustainable Bond Market

Source: Bloomberg (BNEF)
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As the growing sustainable bond market still represents only a fraction of the broader fixed income market, these investments may 
carry more liquidity risks and overconcentration risks to certain issuers, sectors or regions. However, sophisticated investment 
managers are equipped to effectively manage these risks and to target attractive risk-adjusted returns.

In addition, sustainable bonds, like any other fixed income instrument, have credit or default risk – the risk that the borrower fails to 
repay the loan and defaults on its obligation. The level of default risk varies based on the underlying credit quality of the issuer.

To learn more about how we look to find the likely “winners” of the transition to an SDG-aligned and 
net zero carbon economy, please see PIMCO’s ESG insights.

https://global.pimco.com/en-gbl/resources/video-library/media/can-esg-investing-drive-positive-change
https://global.pimco.com/en-gbl/insights/esg
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All investments contain risk and may lose value. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity 
risk. The value of most bonds and bond strategies are impacted by changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive 
and volatile than those with shorter durations; bond prices generally fall as interest rates rise, and low interest rate environments increase this risk. Reductions in bond 
counterparty capacity may contribute to decreased market liquidity and increased price volatility. Bond investments may be worth more or less than the original cost 
when redeemed. 
Socially responsible investing is qualitative and subjective by nature, and there is no guarantee that the criteria utilized, or judgment exercised, by PIMCO will reflect 
the beliefs or values of any one particular investor.  Information regarding responsible practices is obtained through voluntary or third-party reporting, which may not 
be accurate or complete, and PIMCO is dependent on such information to evaluate a company’s commitment to, or implementation of, responsible practices.  Socially 
responsible norms differ by region.  There is no assurance that the socially responsible investing strategy and techniques employed will be successful.  Past performance 
is not a guarantee or reliable indicator of future results.
Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no guarantee that these 
investment strategies will work under all market conditions or are appropriate for all investors and each investor should evaluate their ability to invest for the long term, 
especially during periods of downturn in the market. Outlook and strategies are subject to change without notice.
This material contains the current opinions of the managers such opinions are subject to change without notice.  This material is distributed for informational purposes 
only and should not be considered as investment advice or a recommendation of any particular security, strategy or investment product. Information contained herein 
has been obtained from sources believed to be reliable, but not guaranteed.
PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Individual investors should contact their own 
financial professional to determine the most appropriate investment options for their financial situation. This is not an offer to any person in any jurisdiction where 
unlawful or unauthorized. | Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, CA 92660 is regulated by the United States 
Securities and Exchange Commission. | PIMCO Europe Ltd (Company No. 2604517) and PIMCO Europe Ltd - Italy (Company No. 07533910969) are authorised and 
regulated by the Financial Conduct Authority (12 Endeavour Square, London E20 1JN) in the UK. The Italy branch is additionally regulated by the Commissione Nazionale 
per le Società e la Borsa (CONSOB) in accordance with Article 27 of the Italian Consolidated Financial Act. PIMCO Europe Ltd services are available only to professional 
clients as defined in the Financial Conduct Authority’s Handbook and are not available to individual investors, who should not rely on this communication. | PIMCO 
Europe GmbH (Company No. 192083, Seidlstr. 24-24a, 80335 Munich, Germany), PIMCO Europe GmbH Italian Branch (Company No. 10005170963) and PIMCO Europe 
GmbH Spanish Branch (N.I.F. W2765338E) are authorised and regulated by the German Federal Financial Supervisory Authority (BaFin) (Marie- Curie-Str. 24-28, 60439 
Frankfurt am Main) in Germany in accordance with Section 32 of the German Banking Act (KWG). The Italian Branch and Spanish Branch are additionally supervised by 
the Commissione Nazionale per le Società e la Borsa (CONSOB) in accordance with Article 27 of the Italian Consolidated Financial Act and the Comisión Nacional del 
Mercado de Valores (CNMV) in accordance with obligations stipulated in articles 168 and  203  to 224, as well as obligations contained in Tile V, Section I of the Law on 
the Securities Market (LSM) and in articles 111, 114 and 117 of Royal Decree 217/2008, respectively. The services provided by PIMCO Europe GmbH are available only to 
professional clients as defined in Section 67 para. 2 German Securities Trading Act (WpHG). They are not available to individual investors, who should not rely on this 
communication | PIMCO (Schweiz) GmbH (registered in Switzerland, Company No. CH-020.4.038.582-2), Brandschenkestrasse 41, 8002 Zurich, Switzerland, Tel: + 41 
44 512 49 10. The services provided by PIMCO (Schweiz) GmbH are not available to individual investors, who should not rely on this communication but contact their 
financial adviser. | PIMCO Asia Pte Ltd (Registration No. 199804652K) is regulated by the Monetary Authority of Singapore as a holder of a capital markets services 
licence and an exempt financial adviser. The asset management services and investment products are not available to persons where provision of such services and 
products is unauthorised. | PIMCO Asia Limited is licensed by the Securities and Futures Commission for Types 1, 4 and 9 regulated activities under the Securities 
and Futures Ordinance. PIMCO Asia Limited is registered as a cross-border discretionary investment manager with the Financial Supervisory Commission of Korea 
(Registration No. 08-02-307). The asset management services and investment products are not available to persons where provision of such services and products is 
unauthorised. | PIMCO Australia Pty Ltd ABN 54 084 280 508, AFSL 246862. This publication has been prepared without taking into account the objectives, financial 
situation or needs of investors. Before making an investment decision, investors should obtain professional advice and consider whether the information contained 
herein is appropriate having regard to their objectives, financial situation and needs. | PIMCO Japan Ltd, Financial Instruments Business Registration Number is Director 
of Kanto Local Finance Bureau (Financial Instruments Firm) No. 382. PIMCO Japan Ltd is a member of Japan Investment Advisers Association and The Investment 
Trusts Association, Japan. All investments contain risk. There is no guarantee that the principal amount of the investment will be preserved, or that a certain return will be 
realized; the investment could suffer a loss. All profits and losses incur to the investor. The amounts, maximum amounts and calculation methodologies of each type of 
fee and expense and their total amounts will vary depending on the investment strategy, the status of investment performance, period of management and outstanding 
balance of assets and thus such fees and expenses cannot be set forth herein. | PIMCO Taiwan Limited is managed and operated independently. The reference number 
of business license of the company approved by the competent authority is (109) Jin Guan Tou Gu Xin Zi No. 027. 40F., No.68, Sec. 5, Zhongxiao E. Rd., Xinyi Dist., Taipei 
City 110, Taiwan (R.O.C.). Tel: +886 2 8729-5500. | PIMCO Canada Corp. (199 Bay Street, Suite 2050, Commerce Court Station, P.O. Box 363, Toronto, ON, M5L 1G2) 
services and products may only be available in certain provinces or territories of Canada and only through dealers authorized for that purpose. | PIMCO Latin America 
Av. Brigadeiro Faria Lima 3477, Torre A, 5° andar São Paulo, Brazil 04538-133. | No part of this publication may be reproduced in any form, or referred to in any other 
publication, without express written permission. PIMCO is a trademark of Allianz Asset Management of America L.P. in the United States and throughout the world. 
©2020,PIMCO.


