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Abstract
Small Island Developing States (SIDS) are
vulnerable to the effects of climate change,
environmental damage, and other social
challenges. However, their public finances
unlikely cover necessary expense for
sustainable development and the gap tends to
increase given the aftermath of COVID-19
pandemic. This report highlights a potential for
sustainability bonds in Pacific SIDS (PSIDS) to
fill in the financing gap, by leveraging private
sector participation to finance climate resilient
investment in the PSIDS. Aside from the bonds
issuance itself, the paper provides three general
recommendations as follows: (1) a blended
finance structure is beneficial given the
underdeveloped capital market and small pool
of public and private funding; (2) to achieve a
desirable target in bond issuance, a private

placement could be pursued by direct
negotiation with targeted financial institutions,
while public offering can be issued through
underwritten offerings, best effort offerings, and
auctions; (3) country that are willing to issue the
sustainability bonds should details their bond
framework, in addition to the terms sheet and
conditions to binding the bond in financing
sustainable projects. The paper concludes that
both sovereign and corporate issuance of
sustainability bonds are feasible in PSIDS, which
is well supported by two case: Fiji Sovereign
Green Bond and Seychelles Blue Bond.

Keywords: Climate Finance, Environmental and Social Risk, Financial Institutions
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1. Introduction
Small Island Developing States (SIDS) are
particularly vulnerable to the effects of climate
change, environmental damage, poverty, and
other social challenges. Small size, remoteness
from markets, high transport costs, a narrow
resource base, concentration of populations in
coastal areas and location in the tropics are
some factors underlying this vulnerability and
which are common to Pacific SIDS (PSIDS).
This paper focuses on issues relevant to PSIDS.

Where PSIDS do decide to pursue a
sustainability bond issue, this paper makes
some general recommendations for structuring
a bond issue and managing the issuance
process. However, it should be remembered
that the characteristics of a sustainability bond
will depend in large part on prevailing markets
conditions and other aspects unique to an
Issuer. Therefore, specific recommendations on
terms such as coupon or tenure are not possible.

Government finances in PSIDS are unable to
meet the high cost of sustainable development
and states therefore must also rely to a large
degree on official development assistance,
foreign investment, remittances, and funding
from private sector investors1.

Finally, this paper proposes a Framework for
sustainability bonds, which covers the use of
proceeds, project evaluation and selection,
the management of proceeds and reporting.
This is based on the bond principles developed
by the International Capital Markets Association
(ICMA) and also draws from Fiji’s experience
with its sovereign green bond issue in 2016/17,
other similar issues in SIDS as well as
experience with Pacific capital markets
generally.

The COVID-19 Pandemic will further increase
the cost of sustainable development, for
instance by increasing poverty, cutting
Government tax revenues, and diverting
Government funds to address the impacts of
COVID-19 at least in the short term. Mobilizing
non-public sector capital for sustainable
development projects, alongside Government’s
own funding, is now critical to support
sustainable development and cushion the
impacts of COVID-19.

Overall, sustainability bonds, if well-structured,
could be a feasible method for raising
sustainable development funding to cushion the
immediate effects of COVID-19 in PSIDS and
support sustainable development in the longterm.

This paper examines the current state of
sustainable development funding in the Pacific
and the funding gap faced by PSIDS in meeting
the demand for and costs of sustainable
development initiatives.
It then specifically considers sustainability
bonds as one tool that might be used by PSIDS
to close the funding gap. The advantages of
bonds generally, as well as the feasibility of
using sustainability bonds specifically, are
discussed. In particular, the success factors for
sustainability bond issuance are discussed.

1

In this paper, the term “Private Sector Investors” includes non-public sector institutional investors. In addition, although institutional investors
may be either public or private, the term “Institutional Investor” in this paper refers to private institutional investors only, unless otherwise
noted.
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2. Status of Sustainable
Development Funding in the
Pacific
2.1 DEMAND FOR SUSTAINABLE
DEVELOPMENT FUNDING
Small Islands Developing States (SIDS) are
particularly vulnerable to economic shocks and
the effect of climate change and natural
disasters.
This is due to common
characteristics such as small size, remoteness
and distance to domestic and international
markets, high cost of transport, narrow
resource bases and exposure to extreme
weather patterns and rising sea-levels.
Prior to the COVID-19 Pandemic, Pacific SIDS
(PSIDS) already faced significant challenges to
sustainable development.
For example,
poverty alleviation continues to be a major
concern with significant sections of Pacific
Island populations living below the poverty line.
The related percentage in selected countries
is shown in Figure 1.

Figure 1: Percentage of Population Living
Below National Poverty Line2

At the same time, PSIDS incur substantial
losses from natural disasters annually (Figure
2). This is likely to worsen with climate change.
The Asian Development Bank (2013) 3
estimates that the total cost of climate change
in the Pacific could reach 12.7% of annual GDP
by 2100 and that even with global efforts to
control emissions, the economic loss would be
at least 2% to 3% of GDP by 2100. These
estimates exclude the cost of rare but
catastrophic events such as Category 5
Cyclones, which have been recently observed
in the Pacific.

Figure 2: Economic Losses Due to Natural
Disasters as a % of GDP
6%
5%
4%
3%
2%

1%
0%
Cook
Islands

45%

FSM

Fiji

Kiribati

Niue

Palau

PNG

Samoa Solomon Tonga
Islands

Tuvalu Vanuatu

40%

Source: Basic 2020 Statistics, ADB, April 2020

35%
30%
25%

20%
15%
10%
5%
0%
FSM

Fiji

Kiribati

Nauru

Palau

PNG

Samoa Solomon Tonga
Islands

Source: World Bank, ADB, Kontiki Capital Research

Tuvalu Vanuatu

In essence, the cost of addressing social and
environmental issues is substantial for PSIDS
and is likely to worsen over time with climate
change and the effects of the COVID-19
Pandemic. Thus, the ability of PSIDS to
internally generate, and externally source,
Sustainable Development Funding (SDF) 4 will
be critical to meeting their sustainable
development goals.

2

The “national poverty line” is defined by individual countries and may therefore differ between countries.
Asian Development Bank (2016). The Economics of Climate Change in the Pacific, p.xii
4
For the purposes of this paper, Sustainable Development Funding (SDF) refers to funding aimed at supporting sustainable development
initiatives
3
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Figure 3: Sources of Sustainable Development Funding5
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2.2 SOURCES OF SUSTAINABLE
DEVELOPMENT FUNDING

Given PSIDS’ inherent limitations, Government
finances are unable to meet the funding
required
for
sustainable
development
initiatives. PSIDS have traditionally relied
heavily on Official Development Assistance
(ODA) 6 and other foreign assistance to meet
the funding gap including:
•

•

Bilateral aid from donor Governments.
Australia, New Zealand, China, Japan
and the United States7 are the leading
donors.
Assistance
provided
through
multilateral agencies such as the Asian
Infrastructure Investment Bank (AIIB),
Asian Development Bank (ADB),
European Investment Bank (EIB),
International Finance Corporation (IFC)
and the World Bank Group.

Contributions
from
philanthropic
organisations, private sector investors
and others.

Figure 4 presents the ODA to the Pacific from
2011 to 2018. It is estimated that the Pacific
currently receives close to USD 3 billion in ODA
annually.

Figure 4: Official Development Assistance
to the Pacific8
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Source: 2020 Lowy Institute Pacific Aid Map

5

Although institutional investors may be either public or private, the term “Institutional Investor” in this paper refers to private institutional
investors only, unless otherwise noted. Therefore, institutional investors are one component of “Private Sector Investor” (which also
includes HNWI and retail investors).
6
Official Development Assistance refers to funding and other assistance from public entities in developed countries to improve living
conditions in less developed countries. This includes direct aid from Governments and aid channelled through multilateral agencies.
7
Lowy Institute (n.d.). Pacific Aid Map. Retrieved 30 October, 2020. https://pacificaidmap.lowyinstitute.org/
8
Official Development Assistance (ODA) grants and loans to 14 sovereign Pacific Island states - Cook Islands, Fiji, Kiribati, Marshall Islands,
Federated States of Micronesia, Nauru, Niue, Palau, Papua New Guinea, Samoa, Solomon Islands, Tonga, Tuvalu and Vanuatu.
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However, there remains a substantial shortfall
in funding the sustainable development needs
of the Pacific. Indeed, this is consistent with
international trends where for developing
countries alone, this funding gap is estimated
as USD 2.5 trillion annually9.
Increasingly, the private sector is being a
crucial partner in SDF globally, contributing to
sustainable development in various ways,10 for
example:
i.

Creating employment

ii.

Adopting socially and environmentally
responsible practices that have positive
impact on staff and the wider community

iii.

Implementing philanthropic activity such
as donations or programmes that have
sustainable development objectives

iv.

Financing projects with sustainable
development objectives through equity
or debt

In relation to (iv) above, private sector funding
has been growing strongly with debt for
sustainable development reaching USD 465
billion in 2019, a 78% increase on 201811. The
private sector could therefore be the key to
bridging the global funding gap for sustainable
development funding.
However, Samans
(2016) has identified five constraints to the
global growth of private sector contributions to
SDF:
•

A perception that returns are
inadequate for the real or perceived
risk.

•

Inefficient markets, especially in
developing countries, making it difficult
to exit investments or find experienced
intermediaries. Such markets also tend
to lack “scalable, standardised,
investable products” that investors can
access.

•

Deficiencies in investor knowledge and
capacity, and in market information
which are required to make informed
investment decisions.

•

Limitations in mandates and incentives
for some investors to invest in
developing country markets.

•

Difficult

investment

conditions

for

example, due to deficient regulatory,
legal and taxation systems, exchange
controls and other policies that affect
the cost and efficiency of doing
business.

Domestic Private Sector Funding
In PSIDS, utilizing the domestic private sector
faces similar hurdles. In general, investors are
relatively conservative, and this is perpetuated
by regulatory regimes that emphasise investor
protection and confidence, and the avoidance
of overly risky behaviour.
The following are
observed in PSIDS:

typical

characteristics

•

Investors are typically risk averse, reflecting
historical
shortcomings
in
investor
education
and
an
emphasis
on
safeguarding capital and ensuring a “safety
net”.

•

Investors have a strong preference for
“bricks and mortar” (property) and highly
liquid assets (cash and term deposits). This
is common in countries where the capital
markets are in their infancy and where
investor
education
on
alternative
investments is weak. Reliance is therefore
placed on the traditional banking system
and property market, of which investors are
more familiar.

•

Investors are strongly yield-driven which is
common in less-developed markets. Retail
investors tend to prefer liquidity and see
regular cashflow as a safety net and
indicator of quality (the classic “bird in the
hand” view). For example, on the South
Pacific Stock Exchange, investors usually
prefer companies with higher dividend
yields and consistent dividend payout
records.

•

Investors have a preference for local
currency investments, as there are usually
capital controls that limit the ability to
transfer domestic savings into offshore
currencies. The availability of hedging
instruments for the purpose of protecting
investments against adverse changes in
the spot exchange rate is low and mostly
offered by foreign banks. Indicative prices
from The Currency Exchange Fund (TCX),
an entity offering concessional solutions for

9

Samans, R. (2016). Blending public and private funds for sustainable development. Development Co-operation Report 2016, The
Sustainable Development Goals as Business Opportunities, p. 69.
10
Private sector financing (iv) is the most relevant to this paper and the role of sustainability bonds.
11
BloombergNEF (2020). Sustainable Debt Sees Record Issuance At $465Bn in 2019, Up 78% From 2018.
https://about.bnef.com/blog/sustainable-debt-sees-record-issuance-at-465bn-in-2019-up-78-from-2018/
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foreign exchange hedging, indicate that the
cost may be too high for investors to swap
their fixed income exposure between
foreign and domestic currencies.
Institutional and High Net Worth Investors
(HNWI) are relatively active participants in
countries with more developed financial
and capital markets such as Papua New
Guinea and Fiji. For example, in Fiji:

•

-

-

-

Institutional and HNWI usually
account for ~90%+ of capital
raisings from the public and virtually
all of large capital raisings via
private placement.
5-15 institutional investors and a
small number of HNWI would be
typical participant numbers in a
sizeable capital raising.
The investment appetite for
institutional
investors
usually
ranges from around USD 100,000 to
USD 2.5m with the exception of the
national superannuation fund which
targets investments of much larger
size.

•

Investors are sensitive to tax incentives for
their investments, making any tax-related
regulations in favour of bonds, an attractive
way to support issuance.

•

Many institutional investors have significant
cashflow requirements to meet investor
and/or beneficiary payouts and therefore
require investments in cash and fixedincome securities that provide regular
cashflow.
Some
institutional
investors
have
investment policies and/or trust deeds that
specifically limit exposure to unlisted
assets or assets other than cash or fixed
income. As a result, cash and fixed income
securities tend to make up a substantial
part of the investment portfolio.

•

Given the above, a well-structured fixed
income product such as a sustainability bond
could generate institutional interest. This is
discussed further in the next chapter.

former includes the South Pacific Business
Development (SPBD) network which is active in
Fiji, Samoa, Solomon Islands, Vanuatu and
Tonga, and VANWODS Microfinance operating
in Vanuatu.12 The latter includes programmes
such as the IFC Pacific Microfinance Initiative13
and the NZODA-funded Business Link Pacific14
which are active throughout the Pacific.

Box 1: Microfinance Facilities - Fiji
Example
Fiji has limited microfinance facilities
available. Various schemes were set up by
Government, NGOs, and other organisations
over the years, but most have failed.
SPBD is the largest and most successful
microfinance institution active in Fiji.
Established in 2010, SPBD currently has
over 6,900 active loans to women and a loan
portfolio of US$4.6m. SPBD is financially
self-sufficient.
There are a few other
providers, most notably the Fiji Council of
Social Services (FCOSS), as well as several
private schemes.
In addition, various schemes provide
technical assistance and capacity building
support for MSMEs.
An example is
Business Link Pacific (BLP) which connects
businesses in the Pacific to local advisory
services, with funding for up to 50% of the
cost of advisory services.
However, the demand for funding exceeds the
capacity of current microfinance programmes.
The challenge in PSIDS has always been to
efficiently connect entities with excess funds
and entities requiring funds. This is an issue for
most entities other than the larger corporates
which are highly bankable. For Micro-, Smalland Medium-Sized Enterprises (MSMEs) both
in the formal and informal sectors, access to
affordable financing is a major constraint for
growth and development.

2.3 MOBILISATION
Much of the sustainability financing from the
private sector is directed through microfinance
institutions and aid-funded programmes. The
12

Both SPBD and VANWODS Microfinance are dedicated to eradicating poverty by empowering women in rural villages.
Focused on microfinance for women, rural households and enterprises.
14
Improves business’ access to advisory services through grants and networking.
13
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In the Pacific, the United Nations Development
Programme (2017) 15 has identified various
factors that constrain MSME access to
sustainable development funding:
Under-developed financial systems. Apart
from Fiji and Papua New Guinea, most
PSIDS lack capital markets and have
financial systems dominated by a few
commercial banks, leading to high cost and
low take-up of credit.

•

Under-developed
non-bank
financial
institutions, including credit institutions,
development banks, pension funds,
insurance companies, insurance brokers
and microfinance institutions.

•

•

Under-developed
private
insurance
markets, due mainly to inadequate market
infrastructure and legal frameworks, and a
lack of consumer protection regimes.

•

Low domestic savings leading to limited
availability of investable funds for MSMEs.

•

Low rates of investment.

•

Low financial inclusion which limits MSME
access to financial services

Box 2: Capital Markets – Fiji
Example
The Fiji capital markets are still in the
developing
stage,
posing
several
challenges for attracting green, social or
sustainability funding:
• A relatively small pool of investors and

limited understanding of investing in
general.
• A preference by many investors for

“bricks and mortar” and cash
deposits as these are familiar, liquid
and provide regular cashflow.
• A lack of venture capital-type funds.

Several private equity / venture capital
funds have been set up over the years
(for e.g., the Fiji Investment
Corporation) but they have all
struggled with poor returns and
delinquency.
• A generally negative perception of

MSMEs as investments. This is not
totally unjustified as there have been
many examples of failed business
ventures in Fiji.
• Banks are still geared mainly for

common
business
transactions,
larger corporates, and the betterdeveloped sectors of the economy
such as tourism, manufacturing,
agriculture and real estate.
• In general, MSMEs are poorly served

by commercial banks and rely heavily
on
credit
institutions
and
moneylenders.
• Bond and note issues are limited

mainly to Government. There is little
secondary market trading.

15

United Nations Development Programme (2017). Financing the SDGs in the Pacific Islands: Opportunities, Challenges and Ways
Forward, pp. 106-110.
10
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2.4 IMPACT OF COVID-19

This finding strengthen earlier research by The
Asian Development Bank (2020) which
forecasts a significant increase in poverty rates
in the Pacific region under business as usual
scenario. Figure 6 shows the percentage of the
population living in extreme poverty17 (defined
as USD 1.90 per day) for selected PSIDS under
two scenarios: (i) a 10% decline in GDP and (ii)
a 20% decline in GDP.

COVID-19 has had a massive impact on
economies world-wide and in the Pacific, has
resulted in the widening of the sustainable
development funding gap.
ESCAP (2021) 16 forecasts that GDP in the
Pacific island developing economies will
contract by 6.4% in 2020, with limited growth
in 2021 and 2022. Forecasts for selected
Pacific countries are shown in Table 1.

Table 1: Forecast 2020 GDP Growth
(Percentage)
2019
Pacific island developing
economies
Cook Islands
Fiji
Kiribati
Marshal Islands
Micronesia
Nauru
Palau
Papua New Guinea
Samoa
Solomon Islands
Tuvalu
Vanuatu

Real GDP Growth
2020a
2021b

2022b

4.4

-6.4

2.8

4.1

6.0
-0.4
2.4
5.3
1.2
1.0
0.3
5.9
2.3
1.2
6.3
2.8

-7.0
-19.0
0.6
-5.5
-5.4
0.7
-9.6
-3.8
-10.1
-5.6
0.8
-9.8

-12.0
2.6
1.8
-1.0
-1.8
0.5
-8.0
3.5
-8.0
3.4
3.1
3.9

-5.0
5.2
1.9
1.8
0.6
0.9
2.0
4.2
2.8
3.0
3.6
3.9

a Estimates as of 9 March 2021
b Estimates as of 9 March 2021
Source: Economic and Social Survey of Asia and the Pacific 2021

In some cases, the forecast growth rates are
probably an underestimate.
In Fiji, for
example, the Reserve Bank of Fiji forecasts a
21.7% economic contraction in 2020, due in
large part to the decline in the tourism sector
and its flow-on effects to the rest of the
economy.
ESCAP (2021) forecasts that the global
pandemic will also erased years of progress in
poverty reduction in Asia and the Pacific. In
Figure 5, throughout the region, total working
hours will shrunk which equivalent to an
average loss of 140 million full time jobs,
pushing the poverty level to doubled if we
include higher income criteria such as $3.20 or
$5.50 per day.

(FSM), Papua New Guinea, Solomon Islands
and Vanuatu – projected to have around a
quarter to over a third of the population living
in extreme poverty in the worst case (20% GDP
decline).
COVID-19 has also influenced investor activity
and attitudes with private investment activity
slowing as investors deal with uncertainty
regarding the impact and duration of the
Pandemic. Fiji’s experience is representative
of the situation in the region.

In all cases, extreme poverty increases
significantly with the lowest income countries
in the group – Federated States of Micronesia
16
17

Survey 2021. Towards post-COVID-19 Resilient Economies
Based on available figures in 2018.
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Figure 5: Total working hours lost and increase in poverty

Source: Economic and Social Survey of Asia and the Pacific 2021

Figure 6: Percentage of Population in Extreme Poverty (USD 1.90 per day)
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Tuvalu

Vanuatu

Box 3: Covid-19 Impact – Fiji
Example
In Fiji, tourism, the largest industry which
contributes around 34% of GDP and
employs 150,000 people, has seen over
40,000 layoffs with many more expected.
Most other sectors of the economy have
also been hard hit. Indications are that
COVD-19 will see many more people living
below the poverty line with some
economists predicting up to 50% due to the
impacts of COVID-19.
The property market has softened since
mid-2019 partly reflecting prevailing
economic conditions. Anecdotally, this has
been exacerbated by the COVID-19
Pandemic with prices, especially in the low
to mid-market segments, softening, which
reflects tightening economic conditions,
cost-cutting by businesses and a significant
reduction in expatriate demand as many
have moved back home. Consequently,
investors are showing some movement
away from this segment.
In general, there has been a “flight to
quality”
observed
with
institutional
investors. For the first half of the year,
investors generally suspended investment
activity, taking a “wait-and-see” approach.
With activity resuming, investors are
increasingly emphasising lower risk, high
liquidity and regular cashflow from
investments, favouring products such as
cash deposits and fixed income securities.

2.5 POTENTIAL FOR SUSTAINABILITY
BONDS
As the demand for sustainable development
funding increases, an emerging instrument in
sustainable
development
funding
internationally is the issuance of bonds
specifically aimed at funding initiatives that
make a positive contribution to sustainable
development. Examples include Green, Social,
Sustainability and Blue Bonds.18
However, employment of this method has so
far been limited in PSIDS and faces the
challenge of traditionally low participation by
the private sector in sustainable development
funding as discussed above. To date, the sole
bond issue of this type in the Pacific was a
Sovereign Green Bond launched by the Fiji
Government in 2017. There have been no
Social or Sustainability Bonds issued in PSIDS
thus far19.
Nevertheless, the global bond market is rapidly
gaining in importance for SDF and for PSIDS,
and products such as sustainability bonds
could potentially be an important method of
bridging the sustainable development funding
gap.
There is also scope for innovative instruments
like CAT (Catastrophe) Bonds which support
Green, Social, Sustainability and Blue Bonds.
For PSIDS, the cost of extreme events such as
cyclones, earthquakes, flooding or tsunamis
can be very high while insurance coverage for
such events are often difficult to arrange. CAT
Bonds can help insure against such impacts.
CAT bonds are outside the scope of this paper
but a summary of what they are and how they
work is provided in Appendix 3.

18

These bonds differ primarily in how the proceeds from bond issuance will be applied. Green Bonds and Social Bonds fund eligible
environmental and social projects respectively. Sustainability Bonds fund a mix of eligible environmental and social projects while Blue
Bonds fund eligible marine and ocean-based projects.
19
International Capital Markets Association (n.d.). Green, Social and Sustainability bonds database. https://www.icmagroup.org/greensocial-and-sustainability-bonds/green-social-and-sustainability-bonds-database/#HomeContent
13
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3. Feasibility of
Sustainability Bonds
3.1 WHY BONDS?
While sustainability bonds are just one tool for
raising sustainable development funding, as a
bond they offer several features that could
make them particularly useful for governments,
corporates and other entities looking to
arrange SDF for their sustainable development
projects:
For issuers:
Bonds offer considerable structuring
flexibility in tailoring yield, tenor, security,
priority over other debts as well as other
terms, to suit the needs of both target
investors and the issuer. A bond issue may
have several tranches, each with different
features, aimed at different groups of
investors. This is especially useful when
taking a blended finance20 approach.

•

•

Bonds with fixed coupons protect against
changing interest rates. In addition, by
deferring principal repayments to maturity,
bonds reduce cash outflows over the term.

•

For corporate issuers, bonds can be used
to raise capital without diluting equity
holders.

For investors
•

Each bond is a unique instrument that can
be readily transferred or traded. This
reduces liquidity risk by giving investors
greater flexibility in managing their
portfolios.

•

Bonds are an instrument which many
investors – governments, corporates,
multilateral agencies, and others - are
familiar with and are therefore more likely to
consider.
Bonds can tap into a new base of investors
that might not normally participate in equity
or loans.21

•

20

Blended finance refers to the use of capital from public, semipublic and philanthropic sources to encourage or “catalyse”
private sector participation in SDF. This is discussed in more
detail in Chapter 5.1.
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Thus, sustainability bonds, like the related
green, social, sustainability and blue bonds,
can be a feasible method for raising SDF to
cushion the immediate effects of COVID-19 as
well as funding long-term sustainable
development.
For PSIDS, several factors, discussed below,
need to be considered when trying to gauge
the feasibility of sustainable bonds

3.2 KEY FACTORS FOR PSIDS
There is support at all levels for sustainable
development. Climate change and now,
COVID-19, are heightening the sense of
urgency.
There is a rapidly growing awareness of the
extreme vulnerability to climate change of
PSIDS amongst all ages, not just millennials.
At the same time, the relatively high levels of
poverty in the Pacific remains a topical issue.
There is therefore natural support at all levels
of society to contribute to sustainable
development, including within governments
and at board and managerial levels of
corporates and other institutional investors.
While this does not mean that private sector
participation in SDF is guaranteed (many of
these organisations are still focused on
financial returns), the changing sentiment is
conducive to organisations at least seriously
considering well-structured bond offerings as
an investment class.
At the same time, COVID-19 has highlighted
the need for emergency intervention by donor
governments,
multi-lateral
agencies,
philanthropic organisations and the like. This
is an opportunity for private sector capital to be
invested alongside these entities in a blended
finance structure.

21

For example, a conservative investor might prefer lower-risk
products such as term deposits and property. Bonds could suit
this risk-return profile.
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Bonds are a trending product in the
sustainable financing space.
The global market for products such as green,
social, sustainability and blue bonds is rapidly
growing, exceeding USD 1 trillion, and
international indices have already been created
to track this new segment of the market. This
increases the acceptance by global investors
and makes such bonds more investable in the
long run.
In other countries, governments have even
been able to issue sovereign bonds branded as
“pandemic bonds” in response to COVID-19.
This has been the case in China, Indonesia, as
well as Thailand. There has been some strong
support by global investors, especially private
sector investors, for such securities and the
bonds have proved successful. A wellstructured sustainability bond issue in Pacific
is likely to hold appeal globally, riding the
bond-issuance “wave”.
Domestically, the private sector has been
under-utilized and has potential to be a
significant contributor to SDF.
Participation by the private sector in funding
sustainable development projects is relatively
low in PSIDS which suggests untapped
potential. Significant pools of funds do exist in
the Pacific within banks, superannuation funds,

wealth
funds,
insurance
companies,
corporates, and other institutional investors
(Table 2). For these investors, fixed income
securities like sustainability bonds can be
attractive as many institutional investors have
investment policies that require some portion
of their portfolios to be invested in relatively
low-risk products to safeguard capital. For
example, banks and insurance companies
typically have capital adequacy requirements
and therefore must have significant holdings in
cash, term deposits and fixed income
securities like bonds and notes.
In line with international trends, these
institutional
investors
are
increasingly
emphasizing the importance of social
responsibility and sustainable development
and are therefore more likely to seriously
consider a well-structured sustainability bond
offering. Indeed, the Fiji Green Bond 22 is a
good example, where domestic commercial
banks, insurance companies, the national
superannuation fund and unit trusts made up a
large proportion of the take-up.
Importantly, there is scope for mobilising
private sector funding alongside other sources
of finance using a blended finance23 approach.
This could de-risk investment for the different
stakeholders
and
encourage
wider
participation by the private sector.

Table 2 – Selected Sovereign Wealth and Superannuation Funds in PSIDS
Fund
Cook Islands National Superannuation Fund
Fiji National Provident Fund
Revenue Equalization Reserve Fund
Kiribati Provident Fund
Niue International Trust Fund
Mineral Resources Stabilization Fund
Nambawan Super
NASFUND
Solomon Islands National Provident Fund
Tokelau Trust Fund
Tuvalu National Provident Fund

Country
Cook Islands
Fiji
Kiribati
Kiribati
Niue
Papua New Guinea
Papua New Guinea
Papua New Guinea
Solomon Islands
Tokelau
Tuvalu

Assets (USD)
75
4,064
733
77
26
1,022
2,294
1,543
452
68
48

Source: Kontiki Capital Research, October 2020

There is a shift within the domestic private
sector towards lower-risk investments.
Products such as sustainability bonds are
therefore more likely to be of interest.
22
23

COVID-19 is leading to more risk-averse
behaviour by private sector investors,
emphasizing strong balance sheets and
preserving cashflows, and shifting preferences

Refer Chapter 4.2
See Chapter 5.1
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towards liquid, high yielding investments
backed by strong issuers, guarantors and/or
bankable recipients. This is a window of
opportunity for sustainability bonds.
The need for institutional investors to seek
investments that meet their return objectives,
including alternatives to the popular cash and
term deposits, and which are within their
mandates may dictate that a minimum
proportion of their portfolios must be held in
cash and fixed income securities like bonds.

Post-issuance, regulatory frameworks also
vary but regulators can rely on the widely
accepted guidance from sources such as the
International Capital Markets Association and
the Climate Bonds Initiative to ensure
international best-practice.
The proposed Sustainability Bond Framework
in Chapter 6 could also be helpful. This
framework is similar to that used by the Fiji
Green Bond.

Many PSIDS have relevant domestic
experience
with
bond
issuance.
International technical assistance is also
readily available.

Finally, stock exchanges in Papua New Guinea
and Fiji allow listings of issues in those
countries if required, and possibly for issues in
other PSIDS.24

Many central banks in PSIDS have historically
issued fixed income instruments as part of
monetary policy, therefore there is domestic
expertise and systems in place for bond
issuance which could be tapped into by
issuers. Technical assistance is also readily
available from organisations like the World
Bank, International Finance Corporation and
Asian Development Bank for both sovereign
and corporate issuers.

However, similar to international private
sector investor sentiments, there is a
prevailing view in PSIDS that MSMEs and
the informal sector carry high risk and
perform poorly.

In addition, widely accepted standards, such
as those developed by the International Capital
Markets Association, exist to guide bond
issuance and these can be readily adopted by
issuers.
Regulatory Frameworks vary widely in
PSIDS but are generally neutral-toconducive toward bond issuance.
Regulatory frameworks affect the nature and
terms of capital raisings. These vary amongst
PSIDS in relation to bond issuance, ranging
from jurisdictions with clear laws governing
offers of securities domestically to jurisdictions
which lack such laws. Incentives for capital
raisings (and listing) also vary. The extent that
regulations are unclear represent an added
layer of complexity for bond issuance but
overall, regulation in PSIDS tend to range
between neutral and conducive for bond
issuance.
Fiji, with one of the most developed regulatory
frameworks in the Pacific, provides a case
study.

This is not entirely without merit given the
history of start-up businesses, however there
is no reason why such activities cannot be
managed successfully. Indeed, microfinance
institutions such as SPBD have demonstrated
the ability to make consistent commercial
returns.
It is important to strongly counter this narrative
and to this end, options are available to PSIDS
issuers including:
•

Benchmarking against international bestpractice to provide legitimacy and a level of
assurance to investors that the bond meets
and will continue to meet, stakeholder
objectives and expectations.

•

Seeking additional capital enhancement
from multilateral agencies such as the
Asian Development Bank, International
Finance Corporation and others25.

Furthermore, financial return remains the
main objective for many investors.
While social and philanthropic objectives are
increasingly important for investors, making an
appropriate return is still paramount for many
private sector investors, both international and
domestic. This is where a blended finance

24

This could be in addition to a dual listing in one or more other jurisdictions, an approach which could attract a wider pool of investors.

25

Sustainability bonds are discussed further in Chapter 3.
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approach could be highly successful as
demonstrated by various bond issues globally.
Blended finance is examined in more detail in
Chapter 5.1.

3.3 CONCLUSION ON FEASIBILITY
Given heightened awareness of, and support
for, sustainable development world-wide,
growing international demand for sustainability
bonds and similar products, and domestic
environments that can be conducive to bond
issuance, both sovereign and corporate
issuance of sustainability bonds are feasible in
PSIDS.
The key will be to structure sustainability bonds
that meet diverse investor risk-return
objectives and international best-practice, as
demonstrated by the Fiji Green Bond issue.
The following chapters discuss this in more
detail.
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Box 4: Securities issuance – Fiji Example
The issue of securities in Fiji is governed by the Companies Act 2015 and Reserve Bank of Fiji Regulations.
Listing of securities is covered by the South Pacific Stock Exchange (SPX) Listing Rules.
Public vs Private Offer
Under Fiji law, an offer to the public of securities is subject to specific rules. “Public” is defined very widely to
include “any section of the public”. An offer of securities to the public generally requires a prospectus approved
by the Reserve Bank of Fiji (RBF). The Companies Act and RBF Regulations provide a detailed list of information
that must be included in this document.
There are exceptions to what constitutes an offer to the public, and in summary the ones most relevant to a
bond issue are:
• an offer to a person whose principal business is the investment of money
• an offer to no more than 10 persons or an offer made to more than 10 persons with a view to it being
accepted by no more than 10 persons in any 6-month period
• an invitation to enter an underwriting or sub-underwriting agreement
• an offer where the application amount is at least FJD200,000
Provided the bond meets any of the above, the prospectus requirements do not apply and there is flexibility in
how the security is structured and offered. This private placement approach is therefore simpler and less
costly.
Listing on the South Pacific Stock Exchange
For listing bonds on the SPX, the rules require that the issuer meets the general listing requirements, enters into
a trust deed and appoints a trustee. An issuer may be a foreign entity listed or dual listed on the SPX but the
rules are more stringent including: maintaining a percentage of securities, determined by SPX, on a Fiji register;
submitting audited accounts for the past three financial years; and obtaining prior exchange control and Reserve
Bank of Fiji approval. A foreign issuer may also be required to register as a foreign company under Fiji law.
Indicative Costs and Timeframes
Costs for issuance and/or listing vary widely. The South Pacific Stock Exchange (2016) estimates that costs of
listing range from 4% - 10% of capital raised or securities sold down1. This covers issue management and
investment advisory, valuation and research, selling, underwriting, independent accountants report, legal, audit,
statutory, and other costs. A public offer without listing would be expected to be no more than the lower end of
this range.
Typical timeframes for a public offer or listing vary depending on complexity but 3-6 months is typical.
Tax and Other Incentives
The Fiji Government recently introduced incentives for Fiji corporate bond1 issues in domestic currency.1 Under
the new changes:
• A company is allowed a deduction for 150% of the costs incurred in a tax year in preparation for listing
a corporate bond on the South Pacific Stock Exchange.
• A company is allowed a deduction for 150% of the amount of interest paid on a corporate bond.
• Interest income earned on a corporate bond is tax exempt.
For listing generally, the following incentives apply, some of which are relevant to fixed income securities:
• 10% corporate tax rate (vs. 20% standard)
• No capital gains tax on share trades
• No stamp duty on share trades
• No dividend tax on dividends paid to residents
• No stamp duty on trades / property transfers in preparation for listing
• 150% tax rebate on expenses incurred in listing process
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4. CASE STUDIES
No sustainability bond has been issued in the
Pacific to date, however Fiji issued a sovereign
green bond in 2018. In addition, there have
been various green, blue, social and
sustainability bond issues in developing
countries. Such bond issues can help guide
future sustainability bond issues in PSIDS.
In this chapter, two recent case studies are
presented - a corporate sustainability bond
and a sovereign green bond. Insights from
these case studies as well as general
experience with capital raisings in the Pacific
are discussed.

4.1 TROPICAL LANDSCAPES FINANCE
FACILITY SUSTAINABILITY BOND
Issued in 2018, the Tropical Landscapes
Finance Facility Sustainability Bond 26 (“TLFF
Sustainability Bond”) raised USD 95 million to
finance sustainable natural rubber production
in heavily degraded areas in the Jambi and
East Kalimantan provinces of Indonesia. This
was Asia’s first corporate sustainability bond
and was issued in several classes:
Class A notes – 15 year tenor and 4.14%
coupon. Notes are investment grade and
rated Aaa by Moody’s. This class targeted
institutional
investors
looking
for
commercial rates of return but with
exposure to sustainable investments.

•

Class B1 and B2 notes – Tenors ranging
from 5 to 15 years and coupon ranging
from 2.00% to 9.00%. These classes
targeted investors with appetite for impact
investment and greater risk.

•

USAID’s Development Credit Authority (DCA)
provided a partial credit guarantee prioritising
Class A Notes. In addition, a second party
opinion on the “sustainability” of the TLFF
Sustainability Bond was provided by Vigeo Iris.

international tire manufacturer Michelin of
France and Barito Pacific Group of Indonesia.
A key feature of this arrangement is the
agreement by Michelin to take at least 75% of
RLU’s future rubber production, ensuring a
ready-market for RLU.

Impact
The joint venture is projected to yield
significant benefits:
•

Out of a concession area of 88,000
hectares, 34,000 will be planted with
commercial rubber, while more than half
will be set aside for community livelihoods
and conservation purposes

•

A 9,700 ha Wildlife Conservation Area will
be established

•

Ultimately, RLU will employ 16,000 locals
and improve the livelihoods of 50,000
community members

•

Commercial plantations in Jambi will serve
as a buffer zone to protect the 143,000 ha
Bukit Tigapuluh National Park, which
contains important biodiversity and
endangered species such as Sumatran
elephants and tigers.

The outcomes of the joint venture will be
monitored annually by a third-party consultant
against an Environmental and Social Action
Plan. By the end of 2019, almost 21,000 Ha had
been planted with 10 million trees, 333
smallholder rubber farmers had been engaged
and 4,320 jobs had been provided amongst a
range of other environmental and social
achievements27.
Thus the TLFF Sustainability Bond, through its
financing of RLU, is already having a
substantial impact on sustainable development
in Indonesia.

Proceeds from the bond issuance were used to
provide a 15-year loan facility to Royal Lestari
Utama (RLU), a joint-venture between
26

Tropical Landscapes Finance Facility (n.d.). PT Royal Lestari Utama. TLFF. https://tlffindonesia.org/project-pt-royal-lestari-utama-2020/
Royal Lestari Utama (2019). 2019 Sustainability Report, p. 32. https://tlffindonesia.org/wpcontent/uploads/2020/07/SRRLU_2019Web.pdf

27
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under the Fiji Green Bond Framework in:

Insights from Issuance

•

Renewable Energy and Energy Efficiency

Convergence (2019)28 provides useful insights
on the TLFF Sustainability Bond for future
issuers:

•

Resilience to Climate Change for Highly
Vulnerable Areas and Sectors

•

Clean and Resilient Transport

There is substantial and growing appetite
from institutional investors for sustainable
investment products such as the TLFF
Sustainability Bond. A growing number of
institutional investors are seeking not only
commercial returns but also investments
that have positive sustainable development
impacts. Blended finance offerings such as
the TLFF Sustainability Bond can meet this
need for a variety of investors with differing
risk/return appetites.

•

Reducing Pollution and Greenhouse Gas
Emissions

•

Water
Efficiency
Management

•

Sustainable
Resources

•

Eco-efficiency.

•

•

Enhancements such as the USAID DCA
guarantee was critical to the success of the
issue and should be encouraged.
A
guarantee allows greater flexibility in
structuring a bond issue - for example,
having different bond classes tailored for
specific investor groups with different
risk/return objectives. By lowering the risk
for some or all classes, a guarantee could
stimulate participation by investors that
might not normally invest in such securities.

•

The TLFF Sustainability Bond involved
various stakeholders situated in different
legal jurisdictions and time zones, making
the coordination and management of
meetings,
negotiations,
legal
documentation, etc challenging. Careful
management of the various stakeholders to
ensure that all stakeholders are committed,
have clearly defined roles and share a
common vision is of vital importance.

•

Investor education is critical. The TLFF
Sustainability Bond had innovative features
in a blended finance structure. Such
complexity requires a significant amount of
time spent on ensuring investors
understand and appreciate the bond
structure and likely impacts.

4.2 FIJI SOVEREIGN GREEN BOND
The Fiji Sovereign Green Bond (“Fiji Green
Bond”) raised USD 46.5m (the target amount,
being FJD 100m) in 2017 and 2018. The
proceeds were used to finance green projects

and

Management

Wastewater
of

Natural

Approximately USD 75.4m worth of bids were
submitted and bonds were split into two
tenors: 5 years at 4% coupon and 13 years at
6.3% coupon. The issue attracted a range of
domestic and foreign investors and in Fiji was
well supported by the commercial banks, the
national superannuation fund, unit trusts,
insurance companies and other institutional
investors. Technical and advisory assistance
was provided by the International Finance
Corporation.
The Fiji Green Bond Framework was based on
the International Capital Markets Association
(ICMA) Green Bond Principles and addressed
the four key components: use of proceeds;
project evaluation and selection; management
of proceeds; and reporting. The issue was
supported by a second-party opinion by
Sustainalytics covering the Green Bond
Framework and the framework’s environmental
credentials. The Fiji Government has also
reported annually on project outcomes since.

Impact
By 2019, the full proceeds from bond issuance
had been utilised. Ultimately, the Fiji Green
Bond is projected to have significant benefits
for over 129,000 Fijians29 including:
•

Generation of 1.39m kilowatt hours of
renewable energy

•

Reduction of CO2 emissions by almost
2,000 tonnes annually

•

Providing access to 20,000 litres of treated

28

Convergence (2019). Design Grant Case Study - TLFF Inaugural Transaction: Corporate Sustainability Bond for Natural Rubber
Production, p.5.

29

Ministry of Economy, Fiji (2018). Fiji Sovereign Green Bond. Impact Report 2018, pp. 4,9.
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water daily
•

Planting of about 2,000 trees

•

Rebuilding almost 1,300 school buildings,
with over 33,000 students benefiting

•

Rehabilitation of 176 bridges

level of effort as a vanilla bond issuance to
meet regulatory requirements.
•

The development of a policy framework
should align with an internationally
recognized set of principles to ensure a
level of legitimacy in the investor’s eyes.
The framework will require a form of
external review, from second party
opinions to full ratings, with differing
associated transaction costs.

•

Listing on a stock exchange can assist in
pricing
transparency,
encourage
secondary trading and improve global
exposure of the bond, though trading
volumes are typically low. A bond listing
must comply with the same listing
requirements as a vanilla bond, in addition
to the requirements of external review, a
policy framework, and a commitment to
transparent reporting.

•

The issuer should allow sufficient time in
their calendar to explain the bond to
investors.

•

Transparency is critical to the success of
the bond market, so resourcing and
expertise must be applied to monitoring
and reporting on the use of the proceeds,
and over time, the impact of the projects
funded.

•

A phased approach to issuance can allow
the issuer to test the market and
strategically float each tranche to leverage
positive investor sentiment.

Insights from Issuance
The success of the two bond issues provides
important guidance not just for future
sovereign bond issues but for any bond in the
sustainable development (i.e. green, social,
sustainability, blue, etc.) space, and whether
issued by governments or corporates. Of
particular relevance to sustainability bonds are
the
following
observations
from
the
International Finance Corporation (2018)30 who
were key advisors to the bond issue:
•

A steering committee structure is critical to
organize and coordinate the relevant
stakeholders.

•

Identifying potentially eligible projects will
help determine the structure of the bond.

•

Any capacity gaps could be filled with
external expertise; Fiji drew on the World
Bank Group at each phase of the issuance.

The path for domestic versus international
issuances diverges, with differing transaction
costs, disclosure requirements and currency
considerations.
Whether
domestic
or
international, roadshows will need to take care
to explain the nature of the green bond.
International prospectuses will require a similar

30

International Finance Corporation (2018). Guidance for Sovereign Green Bond Issues With Lessons from Fiji’s First Emerging Economy
Sovereign Green Bond, p.5.
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5. Recommendations for
Structuring
In
view
of
the
foregoing,
general
recommendations for bond structure are
discussed below.

5.1 BLENDED FINANCE
Blended finance is the use of capital from
public and/or philanthropic sources to catalyse
private sector investment in sustainable
development.
Different investors will have different
investment objectives - financial return,
measurable impact, or a combination of the
two. For example, a corporate investor may
be focused mainly on financial return and must
weigh the bond’s return against alternative
investment options. On the other hand, a
philanthropic investor may be focused on
making a meaningful impact. Other investors
might fall in between.
A blended finance structure is recommended
as it allows different investors to invest
alongside each other while pursuing their own
investment objectives at the same time. This
has the benefit of:
•

Allowing different tranches to be tailored for
specific investor groups based on yield,
maturity, etc.

•

De-risking the overall investment by
introducing investor groups that will accept
below-market returns or take on higher risk.

•

Financing the issuance costs by providing
a reimbursement of listing fees, credit
rating costs, legal support, and other
expenses.

•

Increasing the likelihood of participation by
commercially focused investors that would
not normally participate in sustainability
financing.
Increasing the potential size of bond
proceeds due to wider participation.

•

Approaches to blended finance include:
1. Concessional Capital - This involves
public, semi-public, or philanthropic
investors investing on concessional terms
within the capital structure for example:
22

a. Entering a “first-loss” arrangement
where some investors bear a certain
level of losses before other investors
b. Accepting a below-market return.
Similar to leverage in a standard capital
structure, this lowers the overall cost of
capital, increases the theoretical
returns available for other investors and
lowers the overall risk of default in
repaying each group of co-investors. In
some cases, this may involve a grant or
subsidy.
2. Capital Enhancement - This involves
public, semi-public, or philanthropic
investors providing credit enhancement
through guarantees or insurance on belowmarket terms. This has a similar effect to
concessional capital, lowering the overall
risk to each group of co-investors.
A bond’s credit profile can be enhanced
with valuable collateral (e.g. real estate,
land, vehicles, etc.) which can provide
some assurance to investors that the
repayment is more secured.
A guarantee can also add to the bond’s
credit profile. It could be partial or full and
cover either payment made by funding
recipients to the issuer or coupon /
principal payments made by the issuer to
investors.
An insurance wrapper can be bought from
a commercial insurance company to
protect against some elements of structural
risk, such as project completion risk,
contractor’s default risk, contingent liability
risk or extreme natural disaster risk. This
form of capital enhancement can also make
the bond more acceptable to investors.
3. Technical Assistance - This includes
grant-funded technical assistance that can
be utilized to fund bond issuance design
and structuring, early-stage costs of
projects funded by issue proceeds, or to
strengthen commercial viability and
developmental impact of the same
projects.
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Box 5: Blended Finance Examples
TLFF Sustainability Bond
The TLFF Sustainability Bond is an example of a non-sovereign bond issue that involved
concessional capital, capital enhancement and technical assistance.
Class A Notes are investment grade, rated Aaa, which encouraged participation by investors
seeking exposure to sustainable investments but at commercial rates of return. Class B1 and B2
Notes on the other hand targeted investors with capacity for higher risk and offered different tenors
and expected returns to suit this class of investors. The issue was enhanced by USAID’s DCA
credit guarantee.
In addition, recipients of TLFF debt financing such as Royal Lestari Utama can benefit from the
TLFF Grant Fund which was established to provide technical assistance and co-fund early-stage
development costs. Contributors to the TLFF Grant Fund include multilateral, bilateral and
philanthropic donors.
Seychelles Sovereign Blue Bond (“Seychelles Blue Bond”)1
The Seychelles Blue Bond is an example of a sovereign bond issue benefiting from concessional
capital, capital enhancement and technical assistance. This issue raised USD 15 million from
international investors: Calvert Impact Capital, Nuveen and Prudential Financial.
Proceeds from the bonds were allocated to:
-

Expansion of marine protected areas

-

Improved governance of priority fisheries

-

Development of Blue economy, with grants and loans offered through a fund managed
by the Development Bank of Seychelles and the Conservation and Climate Adaptation
Trust.

The bond was guaranteed by a USD 5 million pledge from the World Bank and a USD 5 million
concessional loan from the Global Environment Facility. In addition, a donation from Rockefeller
Foundation to cover most of the transaction costs. A team from the World Bank helped structure
the bond and set up the platform for allocating the proceeds.
PRASAC Microfinance Corporate Bond1
A corporate bond issue benefitting from credit enhancement was the PRASAC Microfinance
Corporate Bond which raised USD 31.8m on the Cambodian Stock Exchange in April, 2020.
The bonds were fully guaranteed by the Credit Guarantee and Investment Facility (CGIF) and fully
subscribed by three institutional investors - Hong Leong Bank, Prudential Insurance and Shinhan
Bank. The proceeds will be used to finance rural micro, small and medium enterprises (MSMEs)
as well as female entrepreneurs in Cambodia.
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5.2 MECHANISM FOR ISSUANCE
Sustainability bonds may be issued via public
offering or private placement.
Both
approaches have been employed for sovereign
and corporate bond issues in PSIDS in the
past.
In a public offering, bonds are offered to any
member of the public while in a private
placement the offer is made to a targeted,
usually small, group of investors (Figure 7).
For private placements, bond pricing is
typically determined through direct negotiation
with targeted investors.
For public offerings, the issuing mechanisms
include underwritten offerings, best effort
offerings and auctions.
An underwritten offering involves an
investment bank underwriting the bond
issue i.e. the investment bank31 will buy any
portion of the underwritten amount that it
does not sell to investors.

•

•

In a best-efforts offering, the investment
bank acts as a broker, selling only what it is
able to sell.

•

An auction involves a competitive (bidding
or tender) process by investors.
For
example, bonds are allocated based on
yield that is tendered, ranked from lowest
to highest. This also helps in price
discovery.

•

In some cases, the issuer may have a
competitive
and
non-competitive
component. For example, investors may
choose either option, whereas those
choosing the latter agree to accept a
weighted average price based on
successful competitive tenders.

For both public offerings and private
placement, the offer may be made directly by
the issuer or through an investment bank.
International offerings typically employ one or
more investment banks. Domestic offerings
can follow either approach.

Figure 7: Bond Issuance Mechanism

BOND ISSUER
(Government or Corporate)

PRIVATE PLACEMENT

PUBLIC OFFERING

Underwritten
Offer

Best Effort Offer

General Public

Auction

Auction

Targeted Investors

Source: Author’s illustration

31

This may vary in some jurisdictions. For example, Fiji uses “Investment Advisor” and “Broker” designations.
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5.3 REGULATORY FRAMEWORK
The use of sustainability bonds requires that
regulatory frameworks be in place and that
such a bond is structured to meet investor
goals and expectations, and that bond
issuance follows international best-practice.
However, laws governing public offerings vary
widely in the Pacific.
As a minimum, especially where domestic
regulations are inadequate or non-existent, a
sustainability bond issue should involve an
offer document that contains important
information that an investor would reasonably
expect to make an informed investment
decision.
In addition to the terms and
conditions of the sustainability bond, the offer
document should include details of the Bond
Framework.
Regulators can rely on the widely accepted
principles released by the International Capital
Markets Association and the Climate Bonds
Initiative.
In addition, Governments could also consider
implementing tax and other incentives to
promote the issuance of corporate bonds, as
Fiji has done.

Bond Framework
Once bond issuance is complete, the on-going
management of the funds raised by the
issuance is critical. Key areas include how the
proceeds are used, how projects to be funded
are selected, how the proceeds are managed
and reporting by the Issuer back to investors.
These are key components of the Bond
Framework, which is discussed in detail in
Chapter 6.

5.4 GENERAL RECOMMENDATION
Given the inexperience within PSIDS
relating to sustainability bonds, issuers
should take advantage of appropriate
external technical expertise. This could
involve investment banking advisors or
assistance available through multilateral
agencies such as ESCAP, UNDP, and the
International Finance Corporation.
•

The private sector in the Pacific
typically associates MSMEs and informal
sector business activity with high risk, poor
returns and high failure rates. This is not
entirely without merit given the history of
•
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start-up businesses, however there is no
reason why such activities cannot be
managed successfully.
Indeed, microfinance institutions such
as SPBD have demonstrated the ability to
make consistent commercial returns.
Given the perceived risk of the likely endrecipients of bond proceeds, it is important
to strongly counter this narrative. In this
regard, a key aspect of any sustainability
bond issue would be to benchmark against
international best-practice to provide
legitimacy and a level of assurance to
investors that the bond meets and will
continue to meet, stakeholder objectives
and expectations.
•

The
monitoring,
reporting
and
verification of the proceeds allocation
performed by an international verifier (as
per the requirements to qualify as a
sustainability bond) will ensure that this
local expertise is checked by an
independent third party.
•

Ultimately, many private sector
investors seek financial returns in line with
their investment objectives, even if they
also have philanthropic or altruistic
motives. A bond must therefore meet these
objectives first and foremost. Generally,
this means the bond must be able to pay
market-based returns.
•

By extension, the underlying projects to
be funded by the bond issuance proceeds
should
be
bankable.
Therefore
sustainability-centric projects must have
stable financial returns and a clear
financing plan.
•

PSIDS often have either restrictive or
non-existent regulatory frameworks that
govern offerings of securities. Similarly,
many have restrictions on the ability of local
investors to invest in foreign entities,
securities, or currencies. This will have an
impact on bond structure including country
of domicile or issue currency. Bonds can
be issued in larger financial centers (e.g.
Sydney, Singapore, Hong Kong, etc.) and
the proceeds lent to the local project(s), but
issues such as capital controls and
withholding tax may be a constraint.
•

A domestic rather than the more
complicated cross-jurisdictional issue
should be considered in the initial years as
regional markets, regulatory frameworks
and capacity develop.
•
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A local currency bond would probably
be easier to place than a foreign currency
bond, as capital controls often limit the
ability of local investors to exchange their
domestic liquidity into foreign currency.

active throughout the Pacific region, or
through external fund managers such as
microfinance providers as part of their work
with funding recipients.

•

The nuances of the Pacific market often
require regional and local expertise in
selecting recipients, allocating funding and
tracking progress. An advisory or steering
committee with appropriate expertise to
assist is one option. Another would be to
allocate some or all of the proceeds to
specialist managers such as fund
managers or microfinance institutions who
have the expertise, local knowledge,
systems and networks to efficiently
disburse bond proceeds.
•

For offshore currency issuance (e.g.
USD or EUR), it is possible to swap the
currency exposure to local currency in
order to reduce the FX volatility on the
issuer, although this cost can be quite high
and make the return on the bonds
unattractive to investors.
•

Likewise, a locally incorporated entity
for the issuer would be simpler for the
typical Pacific regulatory regimes. A
steering committee or advisory body which
includes appropriate local expertise should
be in place.
•

The refinancing of an existing loan
through a bond issue is often a good way
to start an issuance program, as investors
can take comfort in the repayment
capability of the issuer through the loan
maturity.
•

A
listing
could
enhance
the
attractiveness of a bond issue and should
be considered. However only Fiji and
Papua New Guinea have stock exchanges
in the region, but the South Pacific
Exchange (SPX) can be an adequate listing
venue for other PSIDS. Listing a foreign
instrument could also be considered and is
possible under existing listing rules.
•

In PSIDS, one of the biggest constraints
to success of MSMEs is weaknesses in
financial and/or technical management.
Such skills are in relatively short supply at
the grassroots level and anecdotally, this
deficiency lies at the heart of perhaps the
majority of enterprise failures.
•

The provision of ongoing technical
support such as advisory services and
training is critical to the long-term success
of MSMEs and ultimately the success of
sustainability bond issues, how this form of
financing will be perceived and the
participation rates of the private sector.
However, such services come at a cost.

5.5 INDICATIVE TERMS
The specific terms of a bond issue will
necessarily vary from country to country
depending on domestic conditions and is
outside the scope of this paper. However,
some general comments can be made:
•

The bond could have several tranches,
each tailored to target investors.

•

Tenor will likely be in line with the life of
projects to be funded, usually medium to
long term (e.g. 2 – 5 years or longer).
Initially, shorter maturities would probably
be more attractive if the issuer is not as
well-known to investors. Longer-dated
bonds could follow later.

•

For the commercially oriented investors,
the bond yield should be set at or above
market-rates to be competitive with vanilla
bond issues.

•

Coupon rates may be lowered if credit
enhancements such as guarantees are
present or if bonds qualify for incentives
that are unique to such bonds. 32 In
addition, listing with its inherent benefits
could also have a similar effect.

•

For impact investors, a sustainability bond
offering close to market rate would be an
attractive value proposition, if the proceeds
are correctly directed at specific sectors.

•

Where public sector services or
subsidies in this area are limited, the
provision of support should be undertaken
through externally-funded programmes
such as Business Link Pacific which is
•

32

Sample terms for a sustainability bond issue in
Fiji are provided in Appendix 4. These reflect
prevailing conditions at the time of writing of
this report and are provided for illustrative
purposes only.

For example, corporate bond issues qualify for incentives that are not available to standard Government bond issues.
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6. Sustainability Bond
Framework
Even with appropriate enhancements to a
sustainability bond, the ethical and effective
management of the funds post-issue, including
identification, evaluation and selection of
recipients, and evaluation and reporting of fund
performance against set criteria, will be of vital
importance. Investors will require this to
further reduce the risk that the required returns
are not achieved.
The proposed Sustainability Bond Framework
(“the Framework”) is in line with the current
versions of the Green Bond Principles (GBP),
Social
Bond
Principles
(SBP),
the
Sustainability Bond Guidelines (SBG) and the
Sustainability-Linked
Bond
Principles
(SLBP) issued by the International Capital
Market Association (ICMA). The ICMA is
recognised globally for its guidance on green,
social and sustainability bonds. Benchmarking
against ICMA standards therefore ensures best
practice in bond issuance and a degree of
assurance for investors.
In line with the above principles, the
Framework is structured around the following
four key pillars:33
1. Use of Proceeds
2. Process for Project Evaluation and
Selection

3. Management of Proceeds
4. Reporting
The following sections outline proposals for
each component of the Framework.

6.1 USE OF PROCEEDS
The proceeds of a bond issue should be used
to finance or re-finance, in part or in full, new
and/or existing green and/or social projects
(“Funded Projects”) that meet the Eligibility
Criteria defined below.

Eligibility Criteria
In the first instance, all the categories defined
in the GBP or SBP (“Eligible Categories”)
should be considered when identifying
potential Funded Projects in order to maximize
coverage and impact. Identified projects will
then go through the Project Selection and
Evaluation process before final allocations are
decided.
The following table summarises the Eligible
Categories and links them to the Sustainable
Development Goals (see section 6.6).

33

This Framework is for a Sustainability Bond. For a Sustainability-Linked Bond, the Framework would have five pillars: 1. Selection of Key
Performance Indicators (KPIs); 2. Calibration of Sustainability Performance Targets (SPTs); 3. Bond characteristics; 4. Reporting; and 5.
Verification in line with the SLBP.
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Sustainable
Development Goals
SDG 1: No Poverty

Eligible Categories for Funded Projects

ICMA Green Bond Principle
Climate change adaptation

ICMA Social Bond
Principle
Employment generation
Food security and sustainable
food systems
Socioeconomic advancement
and empowerment

SDG 2: Zero Hunger

Eco-efficient and/or circular economy
adapted products, production
technologies and processes

Employment generation
Food security and sustainable
food systems
Socioeconomic advancement
and empowerment
Access to essential services

SDG 3: Good Health &
Well-Being

Socioeconomic advancement
and empowerment
Affordable basic infrastructure
Access to essential services

SDG 4: Quality Education

Socioeconomic advancement
and empowerment
SDG 6: Clean Water &
Sanitation

Sustainable water and wastewater
management

SDG 7: Affordable & Clean
Energy

Renewable energy
Employment generation
Socioeconomic advancement
and empowerment
Clean transportation

Affordable basic infrastructure

Green buildings
Socioeconomic advancement
and empowerment

SDG 10: Reduced
Inequalities
SDG 11: Sustainable
Cities & Communities

Socioeconomic advancement
and empowerment

Energy efficiency

SDG 8: Decent Work &
Economic Growth
SDG 9: Industry
Innovation & Infrastructure

Affordable basic infrastructure

Clean transportation

Affordable housing
Affordable basic infrastructure
Access to essential services

SDG 12: Responsible
Production &
Consumption

Pollution prevention and control

SDG 13: Climate Action

Climate change adaptation

SDG 14: Life Below Water

Environmentally sustainable management
of living natural resources and land use
Climate change adaptation
Terrestrial and aquatic biodiversity
conservation

SDG 15: Life on Land

Environmentally sustainable management
of living natural resources and land use
Climate change adaptation
Terrestrial and aquatic biodiversity
conservation
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resourcing in areas such as technical,
commercial, legal, financial, community
programmes and key relationships.

Examples of potential Funded Projects in each
category are provided in Appendix 2.
In addition, it is proposed that use of proceeds
emphasise populations that are vulnerable or
disadvantaged.
The commonly targeted
groups below are provided for guidance:
1.
2.
3.
4.
5.
6.
7.
8.

9.
10.
11.

Populations living below the poverty line
Excluded
and/or
marginalised
populations and /or communities
People with disabilities
Migrants and /or displaced persons
Undereducated individuals or groups
Underserved, owing to a lack of quality
access to essential goods and services
Unemployed individuals or groups
Women and/or sexual and gender
minorities that might be discriminated
against
Aging populations
Populations hit by natural disasters
Populations affected by COVID-19

•

Initial project identification / assessment
should be separated from project approval
to ensure objectivity in decision-making.
The latter could be conducted by the Fund
Manager’s board (or similar body) or
advisory committee.

•

In evaluating the eligibility of projects, the
Fund Manager will consider a project’s
potential positive green or social outcomes
for both the target population(s) as well as
the general public.

The following subsection will discuss a generic
structure of managerial resources.

6.3 MANAGEMENT OF PROCEEDS
Recommendations for managing proceeds are
summarised below:
•

The aim should be to mobilise the net
proceeds from a bond issue (i.e. net of
relevant issue costs) as quickly as possible
to avoid idle cash that earns a lower-thantarget return. Mobilisation however must
always be made in accordance with the
Eligibility Criteria and policies for Project
Selection and Evaluation.
Provided
potential Funded Projects are identified
prior to bond issuance, a 12-18-month
timeframe would be appropriate.

•

Any portion of the net proceeds of bonds
that have not been allocated to Funded
Projects should be carefully managed to
avoid loss of principal and to minimise
investment risk. In practice this would
usually involve investing unallocated funds
in some combination of cash deposits,
term deposits, Government or semiGovernment bonds and other lower-risk,
liquid investments that suit the bond’s
investment profile.

•

The net proceeds should be held in an
account established specifically for the
bond’s purposes and should not be mixed
with any other funds the Issuer may handle.

•

Payment of principal and interest will not be
directly linked to the performance of any
Eligible Project. To support monitoring and
reporting, a register should be maintained
that contains full details of Funded Projects
including amounts allocated and drawndown, transaction dates and net proceeds
yet to be allocated.

Finally, where appropriate, any exclusions that
apply should be clearly detailed.

6.2 PROJECT SELECTION AND
EVALUATION
The working structure for project selection and
evaluation will vary for each bond issue
depending on the regulatory requirements in a
particular jurisdiction. For example, in Fiji, an
offer of bonds other than by entities holding a
banking-related licence, requires a trustee to
be appointed in addition to the issue and/or
fund manager. Therefore, some degree of
flexibility is required in structuring the
managerial framework for selection and
evaluation.
However, some general
recommendations can be made:
Funded Projects should meet the Eligibility
Criteria and the relevant set of bond
principles discussed above.

•

Identification of existing or potential projects
should be carried out by a qualified team which
would be the Fund Manager and/or an External
Manager(s) such as a microfinance institution.
In addition, the appointment of an advisory
committee (or similar body) should be
considered. This committee would consist
of relevant advisors who bring additional

•
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Use of External Managers
In addition, part or all of the proceeds from a
bond issue may be allocated to one or more
External Managers such as a microfinance
institution, fund manager or other entity.
External managers may have certain
advantages such as economies of scale,
having systems and processes already in place
and local experience and relationships. In such
cases, the External Manager should follow the
Framework of the sustainability bond.

6.4 REPORTING
Transparency of reporting and disclosure will
be critical to investors as this is a key tool for
de-risking the investment – Investors are likely
to see adherence to industry best-practice (e.g.
GBP and SBP) and internal policies and
procedure as an indicator of good
management – and ensuring that investors’
objectives, both financial performance and
green/social, will continue to be met.
Recommendations
summarised below:

for

reporting

are

The Issuer should report on the use of net
proceeds at least annually until full
allocation. The report should include:

•

-

-

The methodology used to estimate
expected impact, including qualitative
and/or
quantitative
performance
measures as appropriate.

-

The balance
proceeds.

-

Where confidentiality agreements,
competitive considerations or number
of Funded Projects limit the ability to
report in detail, the report should still be
produced
but
with
information
presented in generic terms and/or
summarised
form.
Maximum
disclosure within applicable constraints
should be the aim.

-
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Details of Funded Projects that received
funding
allocations
including
a
description of each project, the
amounts allocated and the expected
impact.

of

unallocated

net

Confirmation that the use of proceeds
complies with the Framework.

•

The Issuer should also track and report on
the actual impact of the use of net
proceeds or Funded Projects. The report
should be issued annually until bond
maturity.

•

Reporting templates have been developed
by the ICMA and these could be adapted
for use by the Issuer.

6.5 EXTERNAL REVIEW
The Issuer should appoint one or more external
review providers to confirm that the bonds are
aligned with the four components of the GBP
and SBP.
An external review provides
legitimacy and an added layer of assurance for
investors that the bond meets international
best practice (namely the GBP and SBP) and
the bond’s stated objectives.
The GBP and SBP detail four types of
independent external reviews. Any of these
approaches, or a combination of them, would
be appropriate for a sustainability bond issue.
These approaches are:
1. Second Party Opinion: Normally entails an
assessment of alignment with the
GBP/SBP and other applicable principles.
2. Verification: Against a designated set of
criteria, typically pertaining to business
processes and/or green/social criteria.
3. Certification: Against a recognised
external standard or label. Tested by
qualified, accredited third parties.
4. Social Bond Scoring/Rating: Evaluation
or assessment of the bond, associated
Framework or a key feature such as Use of
Proceeds, by qualified third parties, such
as specialised research providers or rating
agencies, according to an established
scoring/rating methodology.
In practice, the choice of approach would
depend on factors such as:
•

Cost

•

Availability of independent external review
parties

•

Bond issuance structure and the type of
information available, which might favour
one approach over another

•

Stakeholder preference
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The external review may be partial or full and
details should be publicly-disclosed including:
•

The independent reviewer’s credentials
and relevant expertise

•

The scope of the assessment

•

Results of the assessment

6.6 ALIGNMENT WITH SUSTAINABLE
DEVELOPMENT GOALS
Sustainable development is a critical objective
of all SIDS, and more so in the Pacific where
countries are particularly vulnerable to both
social and climate issues at the same time.
Increasingly, there is a push in international
capital markets to link investment with the
Sustainable Development Goals (SDGs). In
this context, a sustainability bond framework
should ideally be aligned with national efforts
to promote, implement and monitor the SDGs.
It is recommended that the Framework detail
the linkage to the SDGs and a mapping of the
SDGs and SDG Targets to Eligible Categories
is provided in Appendix 1. The SDGs, SDG
Targets and Eligible Categories have been
identified using the following criteria:
•

Likely to yield projects that generate a
positive financial return.

•

Consistent
objectives.

•

Do not duplicate areas that are the domain
of government, which tend to be better
funded.

with

social

and

green

Ultimately however, the mapping is a guide
only and individual projects should be
assessed on their own merits. Given the size
of PSIDS, a flexible approach to project
identification, assessment and selection is
important to maximise coverage and
effectiveness of sustainability financing.
Figure 8 below is a summary of the key players
and fund flows in a bond issue.34

34

In general, fund managers, advisory committees and trustees are optional components.
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Figure 8: Flow of Funds and Key Players
Investors
Private sector investors

Multilateral agencies

Philanthropic
organisations

Other investors

Fund Manager and/or
Advisory Committee

Management /
advisory

Trustee

Trustee services

ISSUER
(Government or Corporate)

External reviewer
External Manager /
Microfinance
Institution

Funded Projects

= Funding

Technical
Assistance Provider

Technical
assistance

Source: Author’s illustration
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= Principal & Interest

Independent
review against
Framework

7. Conclusion
Pacific Small Island Developing States (PSIDS)
are particularly vulnerable to the effects of
climate change, environmental damage,
poverty, and other social challenges.
Addressing these issues comes at a high cost
which Government finances and foreign aid
cannot fully cover. This funding gap is likely to
get wider with the COVID-19 Pandemic.
Mobilizing non-public sector capital for
sustainable development projects is therefore
critical to support PSIDS’s sustainable
development objectives and to cushion the
impacts of COVID-19.
However, historically the participation of
private sector investors in funding sustainable
development has been limited, especially
domestically. An emerging method of securing
sustainable development funding is the use of
sustainability bonds (and the similar green,
social and blue bonds). These draw capital
from corporates, philanthropic organisations,
multilateral agencies and other nongovernment investors.
Co-investment by the various funding sources
in a blended finance structure is critical for
bond issuance as this de-risks the bond for the
various stakeholders, increases the bond’s
ability to generate market-based returns while
allowing different investor groups to pursue
their own investment goals. Importantly, a
blended finance structure could significantly
increase private sector participation.

To help address this, PSIDS issuers could use
a variation of the Sustainability Bond
Framework proposed in this paper, which
covers the use of proceeds, project evaluation
and selection, the management of proceeds
and reporting. This is based on the bond
principles developed by the International
Capital Markets Association (ICMA) and
ensures international best-practice.
Issuers should also use tap into the advisory
and technical assistance available from
organisations such as ESCAP, UNDP, and the
International Finance Corporation.
Overall, sustainability bonds, if well-structured,
could be a feasible method for raising
sustainable development funding to cushion
the immediate effects of COVID-19 in PSIDS
and support sustainable development in the
long-term.
While sustainability bonds, and indeed bonds
generally, are not the only method of raising
sustainable development funding, they can be
a useful tool for PSIDS. The recent Fiji Green
Bond issue demonstrates that, structured and
managed well, it is possible for PSIDS to raise
significant amounts of funding through the
issue of sustainability bonds.

However, the underlying issues preventing
wider participation by private sector investors
must be addressed.
These include a
perception that sustainable development
projects carry high risk for low returns and have
a high failure rate; a lack of awareness amongst
some investors of how sustainability bonds
work; deficiencies in regulatory frameworks
within PSIDS to support bond issuance;
inexperience with how to structure and
manage such issues; and deficiencies in
resources for allocating and monitoring bond
proceeds.
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Appendix 1 – SDG and Eligible Categories
SDG

SDG Target
1.5 Build the resilience of the poor and those in vulnerable situations and reduce their
exposure and vulnerability to climate-related extreme events and other economic,
social and environmental shocks and disasters

2.1 End hunger and ensure access by all people, in particular the poor and people in
vulnerable situations, including infants, to safe, nutritious and sufficient food all year
round
2.3 Double the agricultural productivity and incomes of small-scale food producers,
in particular women, indigenous peoples, family farmers, pastoralists and fishers,
including through secure and equal access to land, other productive resources and
inputs, knowledge, financial services, markets and opportunities for value addition
and non-farm employment
2.4 Ensure sustainable food production systems and implement resilient agricultural
practices that increase productivity and production, that help maintain ecosystems,
that strengthen capacity for adaptation to climate change, extreme weather, drought,
flooding and other disasters and that progressively improve land and soil quality
3.4 Reduce by one third premature mortality from non-communicable diseases
through prevention and treatment and promote mental health and well-being
3.5 Strengthen the prevention and treatment of substance abuse, including narcotic
drug abuse and harmful use of alcohol
3.8 Achieve universal health coverage, including financial risk protection, access to
quality essential health-care services and access to safe, effective, quality and
affordable essential medicines and vaccines for all
4.3 Ensure equal access for all women and men to affordable and quality technical,
vocational and tertiary education, including university
4.4 Substantially increase the number of youth and adults who have relevant skills,
including technical and vocational skills, for employment, decent jobs and

GBP / SBP Category
Climate change adaptation
Employment generation
Food security and sustainable food
systems
Socioeconomic
advancement
and
empowerment
Eco-efficient and/or circular economy
adapted
products,
production
technologies and processes
Employment generation
Food security and sustainable food
systems
Socioeconomic
advancement
and
empowerment

Access to essential services
Socioeconomic
advancement
empowerment
Affordable basic infrastructure

Access to essential services
Socioeconomic
advancement
empowerment

and

and

entrepreneurship
4.5 Eliminate gender disparities in education and ensure equal access to all levels of
education and vocational training for the vulnerable, including persons with
disabilities, indigenous peoples and children in vulnerable situations
6.1 Achieve universal and equitable access to safe and affordable drinking water for
all
6.2 Achieve access to adequate and equitable sanitation and hygiene for all and end
open defecation, paying special attention to the needs of women and girls and those
in vulnerable situations
6.3 Improve water quality by reducing pollution, eliminating dumping and minimizing
release of hazardous chemicals and materials, halving the proportion of untreated
wastewater and substantially increasing recycling and safe reuse globally
6.4 Substantially increase water-use efficiency across all sectors and ensure
sustainable withdrawals and supply of freshwater to address water scarcity and
substantially reduce the number of people suffering from water scarcity
7.1 Ensure universal access to affordable, reliable and modern energy services
7.2 Increase substantially the share of renewable energy in the global energy mix
7.b Expand infrastructure and upgrade technology for supplying modern and
sustainable energy services for all in developing countries, in particular least
developed countries, small island developing States and landlocked developing
countries, in accordance with their respective programmes of support
8.1 Sustain per capita economic growth in accordance with national circumstances
and, in particular, at least 7 per cent gross domestic product growth per annum in the
least developed countries
8.2 Achieve higher levels of economic productivity through diversification,
technological upgrading and innovation, including through a focus on high-value
added and labour-intensive sectors
8.3 Promote development-oriented policies that support productive activities, decent
job creation, entrepreneurship, creativity and innovation, and encourage the
formalization and growth of micro-, small- and medium-sized enterprises, including
through access to financial services
8.10 Strengthen the capacity of domestic financial institutions to encourage and
expand access to banking, insurance and financial services for all

Affordable basic infrastructure
Sustainable water and wastewater
management
Socioeconomic
advancement
and
empowerment

Renewable energy
Energy efficiency

Employment generation
Socioeconomic
advancement
empowerment

and

9.1 Develop quality, reliable, sustainable and resilient infrastructure, including regional
and transborder infrastructure, to support economic development and human wellbeing, with a focus on affordable and equitable access for all
9.2 Promote inclusive and sustainable industrialization and significantly raise
industry’s share of employment and gross domestic product, in line with national
circumstances, and double its share in least developed countries
9.3 Increase the access of small-scale industrial and other enterprises, in particular in
developing countries, to financial services, including affordable credit, and their
integration into value chains and markets
9.4 Upgrade infrastructure and retrofit industries to make them sustainable, with
increased resource-use efficiency and greater adoption of clean and environmentally
sound technologies and industrial processes, with all countries taking action in
accordance with their respective capabilities
9.c Significantly increase access to information and communications technology and
strive to provide universal and affordable access to the Internet in least developed
countries
10.1 Progressively achieve and sustain income growth of the bottom 40 per cent of
the population at a rate higher than the national average
10.2 Empower and promote the social, economic and political inclusion of all,
irrespective of age, sex, disability, race, ethnicity, origin, religion or economic or other
status
11.1 Ensure access for all to adequate, safe and affordable housing and basic services
and upgrade slums
11.2 Provide access to safe, affordable, accessible and sustainable transport systems
for all, improving road safety, notably by expanding public transport, with special
attention to the needs of those in vulnerable situations, women, children, persons with
disabilities and older persons
12.4 Achieve the environmentally sound management of chemicals and all wastes
throughout their life cycle, in accordance with agreed international frameworks, and
significantly reduce their release to air, water and soil in order to minimize their adverse
impacts on human health and the environment
12.5 Substantially reduce waste generation through prevention, reduction, recycling
and reuse

Clean transportation
Green buildings
Affordable basic infrastructure

Socioeconomic
empowerment

advancement

Affordable housing
Affordable basic infrastructure
Access to essential services
Clean transportation
Pollution prevention and control

and

13.1 Strengthen resilience and adaptive capacity to climate-related hazards and
natural disasters in all countries
13.3 Improve education, awareness-raising and human and institutional capacity on
climate change mitigation, adaptation, impact reduction and early warning
13.b Promote mechanisms for raising capacity for effective climate change-related
planning and management in least developed countries and small island developing
States, including focusing on women, youth and local and marginalized communities
14.2 Sustainably manage and protect marine and coastal ecosystems to avoid
significant adverse impacts, including by strengthening their resilience, and take
action for their restoration in order to achieve healthy and productive oceans
14.7 Increase the economic benefits to small island developing States and least
developed countries from the sustainable use of marine resources, including through
sustainable management of fisheries, aquaculture and tourism
14.b Provide access for small-scale artisanal fishers to marine resources and markets
15.1 Ensure the conservation, restoration and sustainable use of terrestrial and inland
freshwater ecosystems and their services, in particular forests, wetlands, mountains
and drylands, in line with obligations under international agreements
15.2 Promote the implementation of sustainable management of all types of forests,
halt deforestation, restore degraded forests and substantially increase afforestation
and reforestation globally
15.3 Combat desertification, restore degraded land and soil, including land affected
by desertification, drought and floods, and strive to achieve a land degradation-neutral
world
15.5 Take urgent and significant action to reduce the degradation of natural habitats,
halt the loss of biodiversity and protect and prevent the extinction of threatened
species

Climate change adaptation

Environmentally
sustainable
management of living natural resources
and land use
Climate change adaptation
Terrestrial and aquatic biodiversity
conservation
Environmentally
sustainable
management of living natural resources
and land use
Climate change adaptation
Terrestrial and aquatic biodiversity
conservation

Appendix 2 – Eligible Project
Examples
SUSTAINABLE BOND FUNDED PROJECTS

CATEGORIES IN SOCIAL BOND PRINCIPLES

CATEGORIES IN GREEN BOND PRINCIPLES
•

Renewable energy - Production, transmission,

•

water, sewers, sanitation, transport, energy

appliances and products
•

•

Energy efficiency

- In new and refurbished

•

and vocational training, healthcare, financing and

grids, appliances and products

financial services

Pollution prevention and control - Reduction of
emissions,

greenhouse

gas

control,

soil

remediation, waste prevention, waste reduction,
waste

recycling

and

•

Affordable housing

•

Employment generation - And programs designed
to

energy/emission-efficient

natural

Environmentally

resources

and

land

sustainable

use

-

agriculture;

•

sustainable

drip-irrigation;
fishery

and

environmentally-sustainable

needs and requirements; resilient agricultural
practices; reduction of food loss and waste; and

aquaculture;

forestry,

Food security and sustainable food systems nutritious, and sufficient food that meets dietary

environmentally

improved productivity of small-scale producers

including

afforestation or reforestation, and preservation or

•

Socioeconomic

Terrestrial and aquatic biodiversity conservation
- Protection of coastal, marine and watershed
environments

equitable participation and integration into the
market and society, including reduction of income
inequality

multi-modal

transportation,

infrastructure for clean energy vehicles and
reduction of harmful emissions
•

and

over assets, services, resources, and opportunities;

Clean transportation - Electric, hybrid, public, rail,
non-motorised,

advancement

empowerment - Equitable access to and control

restoration of natural landscapes

•

unemployment

Physical, social, and economic access to safe,

climate smart farm inputs such as biological crop
or

alleviate

microfinance

environmentally sustainable animal husbandry;
protection

and/or

through the potential effect of SME financing and

Environmentally sustainable management of
living

prevent

stemming from socioeconomic crises including

waste to energy

•

Access to essential services - Health, education

buildings, energy storage, district heating, smart

air

•

Affordable basic infrastructure - Clean drinking

Sustainable water and wastewater management
- Sustainable infrastructure for clean and/or
drinking water, wastewater treatment, sustainable
urban drainage systems and river training and other
forms of flooding mitigation

Sustainability
Bond for the Pacific Feasibility Study
• 40Climate change adaptation - Information
support

systems, such as climate observation and early

Appendix 3 – Introduction to
CAT Bonds
Climate change is causing significant
disruptions to our way of life. Extreme natural
patterns, such as drought, floods, tropical
storms, extreme temperatures, etc., are new
types
of
occurrences,
that
become
increasingly common. Sustainability Bonds are
a way for investors to direct their capital
towards assets and activities, that are
responding to climate change, with a social
mandate. These assets and activities are
clearly defined by existing market standards.
In additional to physical assets and existing
activities,
financial
markets
are
also
increasingly looking at ways to deploy capital
based on contingent risks. Against a specified
premium, which is calculated using tested
models, also called “tail risk” modeling, as they
look at low probability events in a distribution,
investors are willing to provide capital against
these extreme, rare events. These instruments
are commonly labelled as “CAT” (i.e.
“catastrophic”) bonds.
How does a “CAT” bond work?
For a CAT bond, the proceeds raised from
investors go into a secure collateral account,
where the capital is invested in various other
low-risk securities. Interest payments to
investors come from the secure collateral
account.
The CAT bond is structured so that the payout
occurs only if a natural disaster occurs, given
certain thresholds. The payout can be pegged
to the strength of a storm or the severity of an
earthquake, or to an average temperature over
a given period, the level of water levels in a
location or the wind speed at a given point.
Such natural disaster, when it happens,
triggers a payout to the beneficiary, funds for
which would also come from the secure
collateral account. The payout is automatic
upon reaching the agreed threshold or “trigger”
point.
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Who wins and who loses?
Investors gain the premium during the life of
the instruments, but they may lose in case of a
covered natural disaster. The fact that the
payout is not directly linked with actual losses,
as is normally the case in an insurance
contract, has some benefits: it is referred to as
a “parametric” insurance product. In terms of
the time taken to release the funds to the
beneficiaries, a CAT Bond is much quicker than
an insurance product as it does not need
experts to determine the level of losses before
the payout is made. The amount received is
more certain as well, an added feature for
beneficiaries. It is easier to standardize,
encouraging more contracts to be written for a
greater impact for end users.
Challenges of “CAT” instruments
The biggest challenge for the underwriters of
parametric insurance products is, first and
foremost, the availability of a reliable data
source on which the contract can be written.
For example, crop insurance needs a reliable
source of measuring the temperature at the
level of local fields, or even the humidity of
soils. A payout against a tropical storm needs
to be triggered by the measurement of wind
speeds, which, again, needs to be measured
reliably in order to create a robust market. In
many
developing
economies,
these
measurements are not available. Satellite
imagery may be a solution. Insurers may also
be incentivized to contribute to the
development of more data sources, given that,
for their own portfolios, developing new
products provides great benefits.

Sustainability Bond for the Pacific Feasibility Study

Opportunities of “CAT” instruments
Insurance companies and other investors
looking to underwrite such contracts are
relying on probability models, which predict
how much they stand to lose on average.
These models are based on a very important
variable: diversification. This is where the
opportunity lies for new markets. Investors will
be interested to provide capital to new
geographies, new types of events and new risk
profiles, in order to diversify their portfolios and
reduce their own concentration risk. The
science of insurance modeling is robust and
there are tested ways for insurers to feel
comfortable with even the most challenging
scenarios. This is an opportunity for many
geographies, which are increasingly impacted
by climate change and its consequences, to
leverage this science and benefit from these
new tools.
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Framework
instruments

for

issuance

of

“CAT”

The existing market standards are not yet fully
developed for the adoption of “CAT”
instruments under the Social or Sustainability
Bond Principles, mainly because the capital is
made available contingent on an event taking
place. But it is possible to design instruments,
whose purpose is to provide emergency
response or access to basic social services,
thus bringing them into the realm of social
bond principles. The potential for innovation is
significant and there will be more opportunities
to develop new tools in response to the risks
that our societies are facing.
[Source: First Degree Asset Management]
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Appendix 4 – Sample Terms for
a Sustainability Bond
Legal structure:

Locally-registered company

Enhancements:

1. Partial or full guarantee by external party(s)
AND/OR
2. Tranches with different risk-return profile:
a. Tranche 1: Residual return [for investors with higher risk
appetite]
b. Tranche 2: Market return [for typical Institutional / High
Net Worth Individual (HNWI) investors
c. Tranche 3: Below-market return [for Philanthropic
organisations, multilateral agencies, etc.]

Coupon (assuming $1
issue price):

•

Tranche 1: Variable depending on performance

•

Tranche 2: 5%-7% p.a. payable quarterly, in line with
market

•
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Tranche 3: < Market return

Term:

3-5 years

Use of funds:

Funds utilised in domicile country per ICMA sustainability bond
guidelines

Listing:

South Pacific Stock Exchange (SPX)

Tax incentives:

Structured to meet corporate bond incentives criteria
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Get connected. Follow us.
www.unescap.org
facebook.com/unescap
twitter.com/unescap
instagram.com/unitednationse
scap youtube.com/unescap
linkedin.com/company/united-nations-escap

