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Introduction

he United Nations and other internation-

al bodies continue to issue dire warnings

about the detrimental global impacts of

climate change and rising temperatures.
Meanwhile, capital investment and mobilization
of finance to address the imminent crisis con-
tinues to lag. That is, money to tackle the press-
ing challenges facing the world — food security,
water scarcity, quality infrastructure, climate
change-driven displacement, and the creation
of well-paying, sustainable jobs, among others.
The World Economic Forum and the International
Monetary Fund estimate there remains a $2-4
trillion annual funding shortfall to achieving the
Sustainable Development Goals (SDGs), all of
which are impacted by the global environmental
crisis. Likewise, the G20’s Global Infrastructure
Hub forecasts a $15 trillion gap between project-
ed investment and the amount required to provide
adequate global infrastructure by 2040.
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What has become more evident in recent years
is that funding committed by governments and
multilateral organizations — at current levels and
generated via traditional mechanisms like tax
revenues and public debt spending — is simply
not enough to address these immense challeng-
es. Governments around the world, multilateral
organizations, the private sector, and everyday
citizens — at least those with investable income
— must be a part of the solution and work to pro-
actively generate the financial resources to not
only save the planet, but create a more sound,
equitable, and lucrative global economy for all.

One tool is the green bond — a means for gov-
ernments and private sector companies to pro-
cure financing to specifically invest in key envi-
ronmental, sustainability, and climate-related
projects.
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https://news.un.org/en/story/2022/04/1115452#:~:text=A%20new%20flagship%20UN%20report,limit%20global%20warming%20to%201.5
https://www.sustainablegoals.org.uk/filling-the-finance-gap/
https://www.sustainablegoals.org.uk/filling-the-finance-gap/
https://outlook.gihub.org/?utm_source=GIHub+Homepage&utm_medium=Project+tile&utm_campaign=Outlook+GIHub+Tile
https://www.climatebonds.net/market/explaining-green-bonds#:~:text=Green%20bonds%20were%20created%20to,the%20issuer's%20entire%20balance%20sheet.

What are Green Bonds?

Bonds are a common investment instrument,
familiar to even passing investors and observ-
ers of international economics. A fixed-income
commodity, bonds are a favorite of national and
sub-national governments around the world.
But they are also a popular source of financing
among private enterprises, too. When a govern-
ment or a company finds itself in need of cash
it can spend on priorities — like building a new
highway or expanding a delivery fleet to ser-
vice customers — they often turn to bonds as a
simple means to attract the requisite funding.

Meanwhile, investors see bonds as virtually risk
free because they are confident the government
will honor its commitment to repay the debt.

Governments around the world, especially munic-
ipal governments, issue bonds to fund their oper-
ations and special projects, like infrastructure and
other capital projects, and tend to garner signif-
icant interest from the international investment
markets. There is even a history of “war bonds”:
The United States issued its first Defense Saving
Bonds in 1941 to help fund its military operations.

The United States Treasury Bonds are one of the
most popular investments for Americans and non-Americans,
as they are seen as a “premier safe asset” around the world.

Investors, both institutional and individual, find
bonds an attractive landing place for their mon-
ey because they will receive back not only their
principle after a predetermined amount of time,
but also a profit in the form of interest. This cer-
tainty of repayment, plus a premium, albeit small
in many cases, is often a draw for investors who
want to avoid ever-changing geopolitical and
economic variables that can drastically impact
the performance of corporate stocks.

The United States Treasury Bonds are one of
the most popular investments for Americans
and non-Americans, as they are seen as a “pre-
mier safe asset” around the world. Often issued
as a long-term commodity — not maturing for
10, 20, or 30 years — bonds are critical to the
U.S. Government's ability to invest in projects.
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Green bonds function in precisely the same
manner as traditional bonds with one crucial
difference — they raise funds to finance proj-
ects that have a positive environmental impact.
For example, a municipal green bond aimed at
enhancing citywide mass transit might seek to
finance a fleet of electric buses, or it may even
explore alternative options like electric rail. Just
like a classic bond, the borrower will then make
the investment, with the promise of paying back
investors in the future. Often, with large capital
investments like those in municipal infrastruc-
ture, the borrower will pay back the principle,
with interest, by some combination of increasing
taxes, charging user fees, and, ideally, through
long-term costs savings — particularly as it be-
comes clear that renewables and sustainable in-
vestments are cheaper over time.


https://americanfundsretirement.retire.americanfunds.com/planning/what-is-asset-allocation/stocks-and-bonds.html
https://www.treasurydirect.gov/indiv/products/prod_tbonds_glance.htm
https://www.nber.org/reporter/2020number3/are-us-treasury-bonds-still-safe-haven
https://www.nber.org/reporter/2020number3/are-us-treasury-bonds-still-safe-haven
https://www.treasurydirect.gov/indiv/research/history/history_sb.pdf
https://www.treasurydirect.gov/indiv/products/prod_tbonds_glance.htm
https://www.nber.org/reporter/2020number3/are-us-treasury-bonds-still-safe-haven

What does the Green Bond
market look like today?

The World Bank released the first green bond in
2008. In 2010, the World Bank’s sister institu-
tion, the International Finance Corporation (IFC),
followed suit and soon led green bond market
when they oversaw two separate $1B issuances
in 2013.

Since the World Bank issued its first green bond,
demand for these commodities has grown ex-
ponentially. In just the last ten years, estimates
show a jump from $4.2B in 2012 to approximate-
ly $300B in 2020. This trajectory follows the in-
ternational trend of investors, companies, and
governments emphasizing environmental and
climate considerations in how they spend mon-
ey and plan for the future. Data from recent years
indicates the vast majority of green bond issu-
ance emanating from the United States, Asia,
and Europe, with the U.S. accounting for the
largest financial share of past and current green
bonds. Europeans have proved to be the savvi-
est in systematizing a strong green bond market
by ensuring the EU plays a leading role in raising
funds and spearheading investment.

Some observers are already projecting that 2022
may be the year global sales of green bonds of-
ficially hit the $1 trillion mark. More than half of
sales are from private sector companies, while
national and sub-national governments account
for approximately 30 percent, and international
financial institutions and development banks
issue about 1 in every 5 green bonds. Some of
the world’s most recognizable brands and larg-
est cities have contributed to the growth and
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popularity in green bonds as awareness and
confidence in the commodity increases among
all investor groups.

Examples of innovative and successful green
bonds in recent years include:

Apple

The global technology provider issued three
green bonds between 2016 and 2019, totaling
approximately $4.7 billion to invest in new mate-
rials and processes that shrink the organization’s
carbon footprint. One of the key successes has
been to develop new technologies that are envi-
ronmentally friendly, like a new aluminum smelt-
ing process that does not create any direct car-
bon output. Apple’s use of aluminum produced
through this cleaner process in new iPhones
and the popular MacBook has contributed to the
company’s 70 percent decrease in carbon emis-
sions. Hundreds of millions of dollars raised by
Apple through its green bonds have also sup-
ported clean energy projects around the world,
including wind turbines to power their data cen-
ters and help suppliers shift to clean power.

City of Cape Town, South Africa

Cape Town, South Africa issued its first green
bond in 2017 amidst a water and environmental
crisis in the city. The bond issuance raised $76
million and the city's government paid for and
refinanced key infrastructure projects across
the municipality. Specifically, city leadership
addressed concerns over water shortages and
the drought due to inadequate rainfall in the



https://www.worldbank.org/en/news/immersive-story/2019/03/18/10-years-of-green-bonds-creating-the-blueprint-for-sustainability-across-capital-markets
https://www.worldbank.org/en/news/feature/2021/12/08/what-you-need-to-know-about-ifc-s-green-bonds#:~:text=In%20late%202007%2C%20a%20group,for%20eligible%20climate%2Dfocused%20projects.
https://www.weforum.org/agenda/2021/10/what-are-green-bonds-climate-change/
https://www.weforum.org/agenda/2021/09/3-paradigm-shifts-in-corporate-sustainability-to-esg/
https://www.climatebonds.net/market/data/
https://www.reuters.com/business/sustainable-business/eu-starts-sale-debut-green-bond-ifr-2021-10-12/
https://www.environmental-finance.com/content/the-green-bond-hub/sustainable-bonds-to-exceed-the-trillion-dollar-barrier-in-2022-for-second-consecutive-year.html
https://www.rand.org/blog/2021/11/the-growing-green-bond-market-could-plateau-how-can.html
https://www.apple.com/newsroom/2022/03/apples-four-point-seven-billion-in-green-bonds-support-innovative-green-technology/
https://www.gihub.org/innovative-funding-and-financing/case-studies/cape-town-green-bond/
https://www.gihub.org/innovative-funding-and-financing/case-studies/cape-town-green-bond/

preceding years. This included large invest-
ments in new water metering technologies, re-
habilitation of key coastal areas to protect po-
table water resources, and more robust sewage
treatment capabilities. The city also used green
bond funding to finance a strategic investment
in clean transportation — a fleet of electric buses
for the city’s public transit system. Cape Town’s
bonds are set to mature in 2027, ten years after
issuance.

Inter-American Development Bank /
IDB Invest

In early-2021, the Inter-American Development
Bank, through its private sector investment arm,
IDB Invest, launched a new Sustainable Debt
Framework initiative. Under the framework, IDB
Invest has issued several investment opportuni-
ties on environmental and climate challenges,
including a “Decarbonization Bond” issuance in
October 2021 valued at just under $50 million.
The funds raised are earmarked for distribu-
tion to clean energy and water conservation
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projects. For example, the funds support an IDB
project in Chile to shift from fossil fuel power
generation to sustainable energy platforms like
wind power. Projections indicate the change
could reduce greenhouse gas outputs by nearly
2,500 tons for each coal-fired or geothermal
power plant shuttered in favor of wind-generat-
ed power.

Green bonds have become an increasingly popu-
lar destination for investors’ money over the past
decade, with individuals and organizations seek-
ing safe and effective places to put their funds to
work. Even with exponential growth in the mar-
ket, the total share for these assets, approaching
$1 trillion annually, is still just one percent of the
colossal global commodities market. This is sure
to tick up in forthcoming years. Governments,
the private sector, and global leaders should be
strategically planning how to shift the trillions
of investable dollars in the world economy to-
ward combatting prevailing climate and other
environmental crises.


https://www.idbinvest.org/en/news-media/idb-invest-issues-decarbonization-bond-green-private-sector-projects#:~:text=October%205%2C%202021,intensity%22%20per%20unit%20of%20production.

How is the U.S. Government
engaging with green bonds?

Despite rapid growth in the international finan-
cial system, there is one surprising phenome-
non about the green bond market: the United
States Federal Government's (USG) absence of
serious engagement in this investment area.
Even though the U.S. Government is the world’s
largest issuer of debt, they have yet to take ad-
vantage of the green bond as a strategic tool to
tackle environmental and climate challenges. In
fact, none of the more than $23 trillion in U.S.
Treasuries are explicitly tied to environmentally
focused projects or priorities. The USG is well

on the part of the federal government, but still
places the USG’s immense financial and invest-
ment potential on the backburner, as it does not
appear that any bonds will be issued by the U.S.
government directly. The planned support for CIF
also raises the question of the USG and the Biden
Administration, which has positioned climate as
a centerpiece of its policy agenda, of what role
green bonds can play. Specifically, it is unclear
if green bonds and other climate financing tools
are seen as a means to support projects inter-
nationally — as the CIF initiative indicates — or

The United States is playing a key role in the global push to
institutionalize proactive financing of environmental and
climate-focused projects via green bonds, but the effort is led
by the private sector and municipal governments.

behind the curve in this regard, not only trailing
behind progressive-minded countries like those
in Scandinavia or investment-savvy nations in
Asia, but also middle-income and developing
states like Egypt, Chile, and Nigeria.

In November 2021, while addressing the COP26
climate conference in Glasgow, Scotland,
Treasury Secretary Janet Yellen announced
that the United States would formally back the
Climate Investment Funds’ (CIF) Capital Market
Mechanism, which will issue green bonds aimed
at generating $50 billion for projects in devel-
oping countries. This indicates a serious interest
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if USG would consider leveraging them for large-
scale investments in domestic infrastructure.

While the U.S. has maintained limited engage-
ment with the green bond market, municipal
and state governments, as well as the American
private sector, have demonstrated leadership,
spearheading ambitious efforts to transform en-
ergy production, mass transportation, and san-
itation systems, among others. Massachusetts
was the first sub-national government to issue
a green bond in 2013, selling approximately
$100 million worth to fund a statewide sus-
tainable energy program. As of mid-2021, the



https://www.usnews.com/news/best-countries/articles/2018-10-23/america-takes-the-largest-share-in-the-global-debt-pie
https://www.oecd.org/coronavirus/en/data-insights/increasing-sovereign-green-bond-issuance-helping-to-promote-green-growth
https://www.nytimes.com/2021/11/03/world/yellen-green-bonds-climate-change.html
https://www.whitehouse.gov/briefing-room/statements-releases/2021/04/22/fact-sheet-president-biden-sets-2030-greenhouse-gas-pollution-reduction-target-aimed-at-creating-good-paying-union-jobs-and-securing-u-s-leadership-on-clean-energy-technologies/
https://www.governing.com/archive/gov-massachusetts-green-bonds-a-first.html

municipal green bond market is valued at just
over $65 billion according to Refinitiv and is
growing rapidly — nearly 60 percent year over
year. Approximately 90 percent of states, plus
the District of Columbia and Guam, have issued
green bonds, as well as dozens of American
cities and counties, including both large mu-
nicipalities like New York City and Atlanta, and
small-to-medium sized governments like those
in Hays County, Texas and Beauregard Parish,
Louisiana.

The private sector has been at the vanguard of
green bond issuance and adoption in the United
States. The proactive policies and willingness
of these private sector companies to dedicate
time and resources toward the development of
their own bonds has made the United States the
largest green bond market in the world, despite
resistance from the federal government and
policymakers. This engagement with and use
of green bonds by private enterprises has prov-
en effective, with analyses of corporate green
bonds indicating both a positive, long-term en-
vironmental impact and a financial return that
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often outpaces non-green investments. Despite
a hands-off approach by the federal government,
American corporations and other private busi-
nesses have spearheaded the growth of the mar-
ket in the United States, helping push forward the
role of the private sector in tackling environmen-
tal issues, namely the climate crisis.

The United States is playing a key role in the
global push to institutionalize proactive financ-
ing of environmental and climate-focused proj-
ects via green bonds, but the effort is led by
the private sector and municipal governments.
More robust engagement on the part of the U.S.
Federal government would enhance the U.S.
green bond market and mobilize the trillions of
dollars required to deal with the imminent glob-
al environmental crisis. Most importantly, the
USG should consider issuing its first-ever green
Treasury bond — which all signs indicate would
have no problem attracting buyers — as an ini-
tial move, while also developing regulations and
a sufficient monitoring framework for issuing
Treasury green bonds.



https://www.refinitiv.com/content/dam/marketing/en_us/documents/white-papers/re1503462-municipalmarket-brochure.pdf
https://www.climatebonds.net/cbi/pub/data/bonds
https://www.climatebonds.net/cbi/pub/data/bonds
https://www.bu.edu/gdp/files/2018/11/GEGI-GDP.WP_.Corporate-Green-Bonds.pdf
https://www.climatebonds.net/2021/01/record-2695bn-green-issuance-2020-late-surge-https:/www.climatebonds.net/2021/01/record-2695bn-green-issuance-2020-late-surge-sees-pandemic-year-pip-2019-total-3bnsees-pandemic-year-pip-2019-total-3bn
https://www.bu.edu/gdp/files/2018/11/GEGI-GDP.WP_.Corporate-Green-Bonds.pdf
https://news.yahoo.com/climate-change-cost-deloitte-162424899.html
https://news.yahoo.com/climate-change-cost-deloitte-162424899.html
https://www.six-group.com/dam/download/the-swiss-stock-exchange/trading/markets/bonds/franklin_templeton_green_bond_etf_listing_six_en.pdf

Concerns and Risks
Associated with Green Bonds

While green bonds have proven to be a popular
commodity for both individual and institutional
investors, questions remain about the efficacy
and legitimacy of the financial tool. Some inves-
tors and observers have suggested that green
bonds do not do enough — or run the risk of
doing too little — to affect the challenges they
are designed to address. These concerns stem
from green bonds inherent design; they operate
as a traditional bond, with only the promise of
the issuer that the funding will tackle environ-
mental, sustainability, or climate issues. Despite
the continued growth of green bonds, there are
still some who posit the environmental impact
and benefits may be a veneer and achievements
limited.

Specific concerns by analysts and critics include:

e Greenwashing

At the heart of green bonds and climate in-
vesting is the assumption that money is being
raised and spent on projects that will have a
net positive impact on the environment. Since
the advent of green bonds, critics have ex-
pressed concern over the possibility of “gre-
enwashing” — exaggerating or providing false
or misleading information about a project’s
potential environmental impact. This is es-
pecially true in China. Because there are no
international standards (and in many cases,
there are not even country- or industry-level
standards) about what constitutes a “green”
project, it can be challenging for investors to
determine if their money will truly contribute
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to tackling environmental challenges. While
more governments, multilateral organiza-
tions, and industry groups have published
guidance on what qualifies for financing un-
der a green bond, the lack of universal agree-
ment on these terms may continue to raise
suspicions in the market.

e Impact Monitoring

Much like the lack of agreement and standard-
ization over green bond financing qualifica-
tions, there are also questions and concerns
about the monitoring and evaluation frame-
work for green bonds and financed projects.
Often, it is not evident how green bond funded
projects are being assessed, particularly after
they are operational and should be bringing
about a net positive impact on the environ-
ment (i.e., providing “X” amount of renewable
energy or decreasing “Y” tons of pollution).
Lacking this important evaluation piece, green
bonds may not be as attractive to investors
who want assurance their money generating
a positive impact and could result in market
growth plateauing if left unaddressed.

e Green Premium

Investors look to green bonds to deliver value
for money while also producing a net good for
the planet. It might seem the desired impact
would carry additional costs, but many green
bonds deliver as much, if not better, return for
investors as traditional bonds, making them
competitive in the investment landscape.
Recent research suggests, though, that


https://econreview.berkeley.edu/are-green-bonds-as-good-as-they-sound/
https://mail.sevenpillarsinstitute.org/green-bonds-without-greenwashing/
https://mail.sevenpillarsinstitute.org/green-bonds-without-greenwashing/
https://www.unpri.org/download?ac=213
https://www.greenbiz.com/article/green-bonds-grow-more-popular-its-time-clearer-standards

WBD

investors may be paying a green premium, or
“greenium,” for green bonds, as demand for
the commodities continues to significantly
outpace supply. In short, those purchasing
green bonds might be handing over more
money on the front end for what is a fixed
amount on the back end, meaning their net
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return may be smaller than a non-green bond.
Many individuals may be comfortable pay-
ing this — especially knowing their money is
contributing to a worthy cause — but it could
pose a risk for continued growth if investors
look to maximize their gains.




What’s Next for Green Bonds?

Green bonds are only going to continue their ex-
ponential growth and positive trajectory in the
years ahead. With warnings about the climate
crisis and other existential environmental con-
cerns — like water and food shortages, extreme
storms, and more — growing more dire, govern-
ments, companies, and individuals will be look-
ing to find a way to contribute to solutions. Green
bonds and financing environmentally friendly
projects, especially large capital infrastructure
investments, is one of the most approachable
ways to do just that. It is now time for the U.S.
Federal Government to take on a more active
role in the global green bond market. It is un-
tenable for the world’s largest sovereign debtor

economy and international leadership. Green
Treasury Bonds would likely carry the same cred-
it rating as existing bond offerings, making them
an attractive commodity for investors, while fill-
ing the demand gap in the global green bond
market. Most importantly, the issuance of green
bonds would allow the federal government to
generate large sums of investable funds for proj-
ects both domestic and international. The USG
has been particularly innovative and visionary
in recent years in identifying projects that could
be transformative, for both the climate and the
global economy, but financing them is another
story. A U.S. Treasury Green Bond would be one
powerful solution.

The issuance of green bonds would allow the federal
government to generate large sums of investable funds for
projects both domestic and international.

to remain on the green bond sidelines, especially
as global supply continues to lag behind high de-
mand while at the same time the USG intends to
take a leading role in addressing climate change
and pressing environmental challenges.

Here are three immediate actions the USG

should take to strengthen the use of green

bonds to tackle climate challenges: The
Department of the Treasury should issue green
bonds for the first time. The United States is al-
ready the largest issuer of bonds in the world,
with nearly $21 billion in outstanding obliga-
tions. U.S. Treasuries are viewed as one of, if not
the safest investment in the world today, given
the United States’ central position in the global

The federal government should spear-

head an effort to develop universal

green bond standards. The United States
government is uniquely positioned to provide the
necessary resources and legitimacy to standard-
ize rules in the green bond market. While regu-
lations and standards have improved in the last
decade-and-a-half — thanks in part to leading
organizations like the Climate Bonds Initiative
(CBI) — stakeholders still need to agree on what
precisely should qualify as “green.” The USG,
through appropriate agencies like the Treasury
Department and the Securities and Exchange
Commission, should work with key organiza-
tions, including CBI and the International Capital
Market Association, as well as other leading
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https://www.etftrends.com/etf-strategist-channel/green-treasuries-is-now-the-time-for-the-federal-government-to-jump-on-the-green-bond-bandwagon/
https://www.climatebonds.net/standard
https://www.climatebonds.net/standard
https://www.icmagroup.org/sustainable-finance/the-principles-guidelines-and-handbooks/green-bond-principles-gbp/
https://www.icmagroup.org/sustainable-finance/the-principles-guidelines-and-handbooks/green-bond-principles-gbp/

voices in this space. These might include U.S.
municipal governments and the European Union
— who released guidance in 2020 — to develop
a universal set of standards that can help legit-
imize the global green bond market and quell
potential concerns from investors about a green
bond’s efficacy.

USG should create its own infrastruc-

ture bank and empower other agencies

to leverage green bonds to tackle envi-
ronmental and climate challenges. One signifi-
cant proposal is for the United States to estab-
lish a national infrastructure bank to help fund
large capital investments in the U.S. and abroad.
Policymakers might consider taking this a step
further and labeling such an entity a green infra-
structure bank and equip it with the ability to is-
sue its own green bonds. This could substitute
or complement proposed Green Treasury Bonds
and provide an additional layer of confidence to
investors that their investments will be spent on
projects that will have an environmental impact.

U.S. federal agencies should utilize green bonds
to help finance their own work. For domestic

projects, this might look like the Department of
Housing and Urban Development raising funds
for construction of environmentally friendly af-
fordable housing. Agencies like the Development
Finance Corporation and the United States
Agency for International Development (USAID)
could also utilize green bonds to help finance
critical infrastructure projects overseas, espe-
cially in developing countries that are still large-
ly reliant on fossil fuels and in areas where the
United States has a strategic interest, such as
Southeast Asia.

The green bond market is here to stay, and
the United States federal government can and
should play an increasingly vital role in shep-
herding its continued growth to help combat the
climate crisis. This requires immediate active
steps on the part of USG and policymakers. As
the largest bond issuer in the world, the United
States has an obligation to take a leading role in
shaping the future of the green bond market and
climate finance. Based on current trends, it may
be a strategic opportunity for the U.S. to spear-
head yet another key piece of the global climate
agenda.
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https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/european-green-bond-standard_en#:~:text=The%20European%20green%20bond%20standard,of%20the%20European%20green%20deal.
https://sgp.fas.org/crs/misc/IN10572.pdf
https://www.dfc.gov/
https://www.dfc.gov/
https://www.whitehouse.gov/wp-content/uploads/2022/02/U.S.-Indo-Pacific-Strategy.pdf
https://www.whitehouse.gov/wp-content/uploads/2022/02/U.S.-Indo-Pacific-Strategy.pdf
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How WBD is Helping

Washington Business Dynamics (WBD) is proud
to help the United States Government make bet-
ter decisions on climate and environmental chal-
lenges as a consultant for internationally focused
federal agencies. Our team is actively working
with the Development Finance Corporation, U.S.
Agency for International Development (USAID),
and the Millennium Challenge Corporation in
key regions of the world — including South and
Southeast Asia, Latin America, and West Africa
— to address infrastructure financing and other
development and climate-related challenges. In
India and Bangladesh, under the USAID-funded
Cross-Border Infrastructure and Connectivity
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project, WBD is working to identify and secure
financing for key waterway and shipping infra-
structure projects that will enhance regional
trade connectivity and integration while im-
proving environmental outcomes. For example,
our team is assessing existing inland waterway
fleets and spearheading new vessel designs that
will shift transportation providers away from
highly-pollutant diesel fuel to renewable energy,
which will save not only money, but transit time
in the long-term. This is the exact type of proj-
ect that would benefit from financing via a green
bond from the United States Government, the
World Bank, or a regional state.
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