
Green Bonds

Green bonds are fixed-income instruments whose proceeds finance projects with environmental or climate 
benefits. They offer the same credit terms as conventional bonds, with the key difference being that their 
proceeds are earmarked for sustainable projects and are reported on environmental impact.

RISKS ADDRESSED
•	 Credit Risk: By attracting a wider pool of long-term ESG investors, green bonds can lower borrowing 

costs (typically 2–5 bps; up to 8–12 bps in standout cases such as Chile) and reduce refinancing risk, 
strengthening sovereign credit profiles.

•	 Liquidity Risk: Green bonds open access to deep international capital markets, even where domestic 
markets are shallow. This provides reliable, large-scale financing for climate projects without crowding 
out domestic credit.

•	 Market Risk: Many adaptation and resilience investments (e.g., flood defenses, water systems) deliver 
high social and climate returns but limited commercial cash flows. Green bonds earmark funds for these 
areas, ensuring they receive financing that normal markets would otherwise underprovide.

APPLICATION AND IMPACTS
Green bonds are relevant across many sectors:

•	 Energy and buildings each account for around 30% of recent global allocations.

•	 Transportation for around 20%.

•	 Water/wastewater for around 5–10%.

•	 Focus tends to be on mitigation, where revenue scale suits bond financing. That said, adaptation and 
nature-based solutions are increasingly included via sovereign frameworks (e.g., coastal protection, 
watershed management).

KEY STAKEHOLDERS
A. Commercial providers

•	 Institutional investors (pension funds, insurance companies, asset managers): Provide the bulk 
of demand for green bonds. Their appetite depends on the credibility of green bond frameworks, 
transparency, and alignment with ESG mandates.

•	 Commercial banks and underwriters: Structure and distribute green bonds, manage investor roadshows, 
and support pricing.
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Examples:

•	 ICBC (China): Multiple benchmarks funding renewables, among the world’s largest corporate green 
issuers.

•	 State Bank of India (2018): USD 650m to finance renewable energy.

•	 Williams Caribbean Capital (Barbados): Corporate issuances supporting clean energy/green buildings.

B. Concessional / public providers

MDB/DFI green bonds

•	 AAA-rated issues by multilateral/regional banks with proceeds on-lent to client climate projects.

•	 Examples: World Bank (>USD 200bn cumulative; >USD 20bn/year), EIB (first in 2007; >USD 60bn 
cumulative), AfDB (USD 10bn+), ADB (~USD 5bn/year).

MDB/DFI green bonds with guarantees or credit enhancement

•	 Partial/full guarantees and credit enhancement to lift ratings, reduce coupons, and expand market 
access.

•	 Examples: Green Guarantee Company (launched in 2023) targeting USD 1bn guarantees for EMDE 
issuers; IFC structuring/anchor investments; IDB Invest blended-finance guarantees for LatAm 
corporates.

C. Key technical assistance providers

•	 Platforms & Standards Bodies: ICMA (Green Bond Principles), Climate Bonds Initiative (sector criteria), 
ASEAN/EU taxonomy initiatives ensure credibility and international recognition.

DEBT SUSTAINABILITY
Direct effect: No direct reduction in debt stock or service, green bonds are standard debt obligations.

Indirect effect:

•	 Lower cost of borrowing: Greenium typically 2–5 bps; up to 8–12 bps in Chile’s early sovereign deals, 
lowering lifetime interest costs. 

•	 Investor diversification and market access: Stabilizes demand across cycles; can lengthen maturities 
once the curve is established.

•	 Policy signaling: Credible frameworks/reporting support ratings dialogue and fiscal credibility over time. 

https://www.icbc-ltd.com/en/column/1438058327061184645.html
https://www.climatebonds.net/files/documents/publications/Green-bonds-The-state-of-the-market-2018.pdf
https://www.wrel.com.bb/pages/about-us/
https://treasury.worldbank.org/en/about/unit/treasury/ibrd/ibrd-green-bonds
https://data.adb.org/dataset/green-and-blue-bond-impact-report
https://www.climatepolicyinitiative.org/wp-content/uploads/2022/10/GGC-report.pdf
https://www.icmagroup.org/sustainable-finance/the-principles-guidelines-and-handbooks/green-bond-principles-gbp/
https://www.climatebonds.net/expertise/standard-sector-criteria-certification/sector-criteria
https://www.theacmf.org/sustainable-finance/publications/asean-green-bond-standards
https://finance.ec.europa.eu/sustainable-finance/tools-and-standards/eu-taxonomy-sustainable-activities_en
https://www.ca-cib.com/sites/default/files/Credit-Agricole-CIB-First-Ever-Sovereign-SLB-Mar112022.pdf
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INTERNAL CAPACITY REQUIREMENTS
A. Minimum requirements (to issue a debut sovereign green bond)

•	 Develop a Green Bond Framework (eligible sectors, selection, reporting, governance). Align with 
international principles (e.g., Green Bond Principles) or regional standards (e.g., ASEAN, EU taxonomy).

•	 Build an expenditure pipeline (current budget + pipeline projects).

•	 Put in place proceeds tracking and annual use-of-proceeds and impact reporting.

•	 Engage an external reviewer/second-party opinion provider.

B. Requirements for full integration

•	 Climate budget tagging across ministries to sustain the green bond pipeline.

•	 Integrate with NDCs/Long-Term Strategies and national adaptation plans.

•	 Dedicated investor relations within DMO/MoF for ESG investors, which is critical to prime the market 
and ensure sustained demand.

•	 Innovations: Asset-backed/project green bonds, multi-label (green/social/sustainability) issuance; 
pursue Climate Bonds Standard certification where relevant.

C. Pathways

•	 Technical assistance (TA) from MDBs/DFIs (e.g., World Bank, IMF, IFC, AfDB) to design frameworks, 
establish budget tagging, and develop reporting systems.

•	 Peer learning through exchanges with recent sovereign issuers (Chile, Indonesia, Nigeria, Egypt) to learn 
from their frameworks, roadshows, and reporting practices.

•	 Pilot with a smaller inaugural issuance (USD 50–200m equivalent) to test systems, then scale up 
volumes once credibility and internal processes are established.

•	 Institutionalize governance systems: Set up inter-ministerial working groups (Finance, Environment, 
Planning, Central Bank) to coordinate project selection, reporting, and investor engagement.

•	 Example: Access Bank (Nigeria) partnered with IFC and Climate Bonds Initiative to stand up internal 
processes and pipeline.

REGULATORY CAPACITY REQUIREMENTS
A. Minimum requirements (to allow issuance)

•	 Ensure legal authority for governments and public entities to earmark proceeds for climate projects and 
commit to annual reporting.

•	 Put in place basic safeguards against misleading claims (“greenwashing”), minimally through voluntary 
codes or disclosure checklists.

https://www.theacmf.org/sustainable-finance/publications/asean-green-bond-standards
https://www.accessbankplc.com/AccessBankGroup/media/Documents/Sustainable%20Reports/GREEN-BOND-ANNUAL-IMPACT-REPORT.pdf
https://www.accessbankplc.com/AccessBankGroup/media/Documents/Sustainable%20Reports/GREEN-BOND-ANNUAL-IMPACT-REPORT.pdf
https://www.accessbankplc.com/AccessBankGroup/media/Documents/Sustainable%20Reports/GREEN-BOND-ANNUAL-IMPACT-REPORT.pdf
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B. Requirements for full integration (to scale issuance and investor confidence)

•	 Develop national guidelines or a taxonomy that defines eligible green sectors and activities, aligned with 
international standards (e.g., EU, ASEAN, Climate Bonds Initiative), so domestic bonds are recognizable 
to global ESG investors.

•	 Encourage stock exchanges to create green bond segments with fast-track listings, visibility, and 
possibly reduced fees to incentivize issuance.

•	 Set strong disclosure and verification requirements, including mandatory second-party opinions or 
certified external reviews.

•	 Integrate green bonds into the rules for pension funds, insurers, and central banks (e.g., eligibility 
for investment mandates or collateral frameworks). This helps attract investors and build credibility, as 
public entities often have longer investment horizons. 

C. Pathways

•	 Begin with voluntary guidance or market-led principles (as in many ASEAN markets), which can help 
early issuers test the market.

•	 Progressively move toward formal guidelines and national taxonomies, using international standards 
as reference points to avoid fragmentation.

•	 Introduce targeted incentives such as fee waivers for listings, subsidies for external reviews, or 
recognition schemes for issuers.

•	 Establish a sustainable finance roadmap coordinated by the Ministry of Finance, market regulator, 
central bank, and environment ministry to ensure alignment of fiscal, financial, and climate policy 
objectives.

FINANCIAL MARKET READINESS
A. Shallow markets

•	 Characteristics. Few domestic institutional investors, a thin secondary market, and a limited issuer track 
record.

•	 Constraints. Small deal sizes, high fixed issuance costs, and higher sovereign/country-risk spreads.

•	 Applicable solutions. Sovereign benchmark green bond first; DFI anchor/guarantee; private placements 
as bridge; project aggregation to reach scale.

•	 Readiness pathways. Pair inaugural issue with TA and visibility (exchange green segment); use 
guarantees (e.g., GGC) to lift ratings. Nigeria (2017) illustrates a demonstration-effect strategy in a 
shallow market. 

https://www.fsdafrica.org/wp-content/uploads/2022/04/Green-Bond-Impact-report-2018-2021.pdf
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B. Emerging markets

•	 Characteristics: Growing ESG interest; some national guidance; early issuers present.

•	 Constraints: Fragmented standards; moderate liquidity; limited verification supply; FX risk for foreign 
issues.

•	 Applicable solutions: Harmonize standards with ICMA/ASEAN; fee waivers or review grants; consider 
local-currency issuance and hybrid structures (e.g., green sukuk).

•	 Readiness pathways: Build a repeat-issuance program (e.g., Indonesia’s green sukuk), promote inclusion 
in global green bond indices. 

C. Mature markets

•	 Characteristics: Deep investor pools; robust disclosure; active sovereign/corporate/municipal issuance.

•	 Constraints: Ensuring impact integrity at scale; greenium can fluctuate; innovation increases complexity.

•	 Applicable solutions: Advance taxonomy alignment, high-quality impact reporting, and product 
innovation (e.g., resilience/covered/securitized green bonds).

•	 Readiness pathways: Scale volumes across currencies/tenors; export expertise and investment to 
EMDE markets via funds and partnerships. 

PRICING CONSIDERATIONS
In many markets, sovereign green bonds have been priced at a slight discount compared to conventional 
bonds (“greenium”), typically 2–5 basis points but as high as 8–12 bps in Chile. Oversubscription is common, 
which can further improve pricing.

A. Drivers of cost

•	 The cost of issuing a green bond is influenced by the issuer’s credit rating, bond tenor (maturity), and 
size/liquidity of the issuance.

•	 Credibility of data and reporting matters: strong frameworks, second-party opinions, and transparent 
impact reporting can lower investor risk perception.

B. Role of concessional support

•	 Donors and DFIs can reduce costs by funding external reviews and reporting systems, providing partial 
guarantees or anchor investments, or offering tax/fee incentives for issuers.

•	 This support is especially valuable for first-time issuers and smaller markets, where transaction costs are 
relatively higher.



6

Green Bonds

AVERAGE TIMEFRAME TO DEPLOY 
•	 Sovereign (debut). ~6–12 months to develop framework, project pipeline, governance, and external 

review; 2–3 months to mandate/market/price once ready.

•	 Corporate/municipal (debut). ~8–12 weeks if projects/data are organized; repeat issuers can be faster 
using existing frameworks.

•	 With guarantees/DFI anchors. Add ~1–2 months for due diligence/agreements; timelines shorten as 
programs standardize. 

KEY CHALLENGES TO UPTAKE
•	 Underdeveloped capital markets: Shallow domestic markets with limited liquidity and investors make it 

harder to price bonds competitively and attract global buyers.

•	 Limited project pipeline: Especially in adaptation and nature-based solutions, few projects meet investor 
requirements for scale and measurable impact.

•	 High transaction costs: Frameworks, external reviews, and impact reporting add fixed costs that can 
deter smaller issuances (<USD 200m).

•	 Credibility concerns: Weak taxonomies or verification raise greenwashing risks, undermining investor 
confidence. A further issue is the lack of legal/contractual protections for investors. There is currently no 
liability mechanism if issuers fail to uphold their green bond frameworks

•	 Currency and macro risks: Foreign-currency issuance exposes governments to FX volatility and 
refinancing risk, particularly in fragile economies.

•	 Building investor demand: Efforts often focus on supply-side risks, but investor appetite is equally 
fundamental for effective uptake

HOW TO ADDRESS KEY CHALLENGES
Practical steps for Ministries of Finance (MOFs):

•	 Pilot a small sovereign green bond to set a benchmark.

•	 Build a cross-government project pipeline and climate budget tagging.

•	 Publish a Green Bond Framework with independent review; commit to annual impact reporting.

•	 Coordinate fast-track listing and green exchange segment.

•	 Enhance transparency as a trust-building tool: move beyond impact reporting to include clear disclosure 
on use of proceeds, independent verification, and participation in platforms such as the Green Bond 
Transparency Platform (GBTP).

•	 Build capacity for data tracking, monitoring, and management to sustain credibility and investor 
confidence.
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Role of donors/DFIs:

•	 TA (frameworks, tagging, impact metrics) and capacity building for MoF/DMO/line ministries.

•	 Cost-relief (review grants), credit enhancement (partial guarantees), and anchor orders.

•	 Support aggregation/pooled vehicles to reach efficient ticket sizes.

EXAMPLES
•	 Nigeria (2017): Africa’s first sovereign green bond for afforestation and renewables, aligned to Climate 

Bonds Standard (NGN 10.7bn, ~USD 30m), oversubscribed; powered by World Bank TA; catalyzed 
corporate follow-ons.

•	 Egypt (2020): First in MENA (USD 750m, ~5x oversubscribed), financing clean transport and water.

•	 Indonesia (2018): Green sukuk program (multiple USD/IDR deals) financing renewable energy and 
resilience.

•	 World Bank & DFIs: >USD 20bn/year in AAA green issuance; templates and reporting norms widely 
adopted; frequent anchor roles and TA for inaugural sovereigns.

RELEVANT SOURCES WITH LINKS
•	 ICMA (2025). Green Bond Principles 

•	 Climate Bonds Initiative (2025). Channeling trillions into climate solutions.

•	 World Bank Group (2025). Green Bonds

•	 ACMF (2019). ASEAN Green Bond Standards

•	 GBTP (ND). Green bond market status and trends in Latin America and the Caribbean (LAC)

https://www.climatebonds.net/news-events/press-room/press-releases/nigeria-first-nation-issue-climate-bonds-certified-sovereign-green-bond
https://furtherafrica.com/2020/10/20/egypt-maintains-3-6-gdp-growth-in-fy20-despite-pandemic/
https://climatepromise.undp.org/research-and-reports/indonesias-green-bond-sukuk-initiative
https://blogs.worldbank.org/en/climatechange/green-bonds-market-tops-20-billion-expands-new-issuers-currencies-structures
https://www.icmagroup.org/sustainable-finance/the-principles-guidelines-and-handbooks/green-bond-principles-gbp/
https://www.climatebonds.net/
https://treasury.worldbank.org/en/about/unit/treasury/ibrd/ibrd-green-bonds
https://www.theacmf.org/initiatives/sustainable-finance/asean-green-bond-standards
https://www.greenbondtransparency.com/
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KEY TERMS

Greenium Small discount in borrowing costs (2–12 bps) achieved when issuing a green 
bond relative to a conventional bond

ICMA International Capital Market Association; sets the Green Bond Principles (GBP) 
used as global voluntary standards

CBI Climate Bonds Initiative; develops sector criteria, certifications, and market 
data for green bonds

ESG Investors
Institutional investors that incorporate environmental, social, and governance 
factors into investment decisions (e.g., pension funds, insurers, asset 
managers)

Green Bond 
Transparency Platform 
(GBTP)

Initiative that enhances disclosure and transparency on the use of proceeds and 
impact reporting of green bonds

Vertical Climate & 
Environment Funds

Global funds that channel grants and concessional finance into climate projects 
(e.g., GCF, GEF, CIF, Adaptation Fund)

Sovereign Green Bond Issued by national governments, backed by sovereign credit, with proceeds 
earmarked for climate or environmental use

Green Sukuk Sharia-compliant green bond issued in line with Islamic finance principles, e.g., 
Indonesia’s program


