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 Social, green and sustainability issuance is the fastest growing

segment in the SSA sector

 EUR remains the dominant currency but USD volumes are

rising 

 S&A supply in social bond format currently dominates but

green issuance to rise in light of EU recovery fund volumes

Fighting climate change and tackling the COVID-19 pandemic are currently two of the 

biggest challenges facing governments around the world. But thanks to growing 

investor interest in the ESG space, the huge financing required for both battles is 

proving easier to access than might otherwise be the case. Few parts of the financial 

markets are being left untouched by these developments, and that includes the 

Sovereigns, Supranationals and Agencies section of the bond market.   

Indeed, issuance of green, social and sustainability (GSS) bonds is currently the 

fastest growing part of the SSA market. Issuers are finding strong demand for their 

bonds, but also ways to broaden their investor bases. KfW, the German state-owned 

development bank, recently noted that its green bonds have attracted 100 new 

investors since 2014 ie buyers who had not previously subscribed to its new issues.   

The GSS sovereign market is growing very fast. According to Bloomberg, since 2018 

the size of the sovereign GSS bond market has almost doubled each year to reach a 

total outstanding amount equivalent to USD142bn. More than 80% of these bonds are 

denominated in EUR while 12% are USD bonds. European sovereigns account for 

almost four-fifths of the outstanding volume, followed by Latin America (12%) and the 

Asia-Pacific region (8%).  

Almost 90% of these bonds are green bonds. And green supply is set to rise further, 

given plans to issue as many as EUR250bn of green bonds over the next five years 

under the EU’s recovery fund – New Generation EU. This could be a real game changer. 

In the social bond space, another major EU initiative has already had a huge 

influence. This is the SURE (Support to Mitigate Unemployment Risks in an 

Emergency) programme that is designed to help protect workers whose jobs have 

been made less secure by the COVID-19 pandemic. However, the EU has already 

raised almost 90% of the programme’s maximum size of EUR100bn.  
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The laggards are sustainability bonds. Although they fund a mix of green and social projects, 

which broadens the eligibility criteria and typically increases the number of qualifying projects, in 

supply terms they currently form a much smaller segment than green or social bonds. 

What does all this mean for pricing in a sector which has repeatedly shown in recent years that 

it is possible for GSS bonds to trade at a premium – a so-called greenium – to their 

conventional peers?  

Going forward, we expect this differentiation to widen for three reasons: 

 Demand exceeds supply: The number of ESG investors is currently increasing at a faster 

rate than the GSS supply volumes, resulting in an imbalance between supply and demand. 

 Broader investor base: GSS issuance broadens the investor base as it can attract new 

investors and a higher share of asset managers than in conventional bonds, as highlighted 

by KfW.  

 More buy-and-hold investors: The supply-demand imbalance points to a shortage of 

bonds. As many investors want to increase their share of GSS bonds, they might be more 

inclined to sell non-GSS bonds rather than GSS bonds.  

Furthermore, we think an increasing number of investors will have internal guidelines or even 

external requirements such as the Sustainable Finance Disclosure Regulation (SFDR) pushing 

them into the GSS space.  

While all the above suggests a firm underpinning for greeniums, there is a constraint on the 

outperformance potential of GSS bonds – namely, that the underlying credit risk for GSS bonds 

and conventional bonds from the same issuer is usually identical. 

This report is the latest in a series of reports by HSBC’s Fixed Income team in the ESG space. 

The full report is split into three parts. Parts one and two discuss GSS developments, supply 

trends and outstanding volumes in the sovereign sector and the supra & agency space 

respectively.  

Part three discusses the spread differentials in the SSA sector between GSS and conventional 

bonds, the differences in the performance of the two segments and analyses the ESG investor 

base for supras and agencies.  
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their recommendations. Investors should carefully read the definitions of the recommendations used in each research report. In 
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Definitions for fundamental credit and covered bond recommendations 

Overweight: For corporate credit, the issuer’s fundamental credit profile is expected to improve within the next six months.  For 

covered bonds, the bonds issued in this country are expected to outperform those of the other countries in our coverage over the 

next six months. 

Neutral: For corporate credit, the issuer’s fundamental credit profile is expected to remain stable for up to six months.  For covered 

bonds, the bonds issued in this country are expected to perform in line with those of the other countries in our coverage over the 

next six months. 

Underweight: For corporate credit, the issuer’s fundamental credit profile is expected to deteriorate within the next six months.  

For covered bonds, the bonds issued in this country are expected to underperform those of other countries in our coverage over 

the next six months. 

Definitions for trades (Rates & Credit) 

Buy and Sell refer to a trade call to buy or sell a bond, option on an interest rate swap ("swaption"), interest rate cap or floor, 

inflation cap or floor, or Total Return Swap ("TRS"). The buyer/seller of a TRS receives/pays the total return of the underlying 

instrument or index at the end of the period and pays/receives the funding leg. 
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Buy protection and Sell protection refer to a credit default swap (CDS): the protection buyer/seller is effectively selling/buying 

the reference entity's credit risk. 

Pay and receive refer to a trade call to pay or receive the fixed leg of an interest rate swap (IRS), a non-deliverable IRS, the first-

named leg of a basis swap, the realised inflation leg of an inflation swap, or a forward rate agreement (FRA). An investor that 

executes a pay or receive trade is said to be "paid" or "received." 

Payer and receiver refer to inflation caps or floors and to swaptions: a payer is an option giving the right but not the obligation to 

enter a paid position in an interest rate or inflation swap, and a receiver is an option giving the right but not the obligation to enter 

a received position in an interest rate or inflation swap. 

ASW (also asset-swap, Buy on asset swap, Buy on an asset-swapped basis): Buy a bond packaged with a swap that is tailored 

to eliminate the bond’s interest rate risk, effectively transforming the bond to a floating rate instrument whilst preserving the credit 

exposure to the bond issuer. 

RASW (also reverse asset-swap, Sell on asset swap, Sell on an asset swapped basis): Sell a bond packaged with a swap that is 

tailored to eliminate the bond’s interest rate risk, effectively transforming the bond to a floating rate instrument whilst preserving 

the credit exposure to the bond issuer. 

Distribution of fundamental credit and covered bond recommendations 

As of 24 May 2021, the distribution of all independent fundamental credit recommendations published by HSBC is as follows: 

 All Covered issuers Issuers to whom HSBC has provided Investment Banking in the past 12 months 

 Count Percentage Count Percentage 

Overweight 120 26 64 53 
Neutral 223 49 93 42 
Underweight 112 25 35 31 

Source: HSBC     

For the purposes of the distribution above the following mapping structure is used: Overweight = Buy, Neutral = Hold and 

Underweight = Sell. For rating definitions under both models, please see "Definitions for fundamental credit and covered bond 

recommendations" above. 

Distribution of trades 

As of 31 March 2021, the distribution of all trades published by HSBC is as follows: 

 All Covered instruments Issuers to whom HSBC has provided Investment Banking in the past 12 months 

Recommendation Count Percentage Count Percentage 

Buy 133 76 84 63 
Sell 41 24 22 54 

Source: HSBC     

For the purposes of the distribution above the following mapping structure is used: Buy/Sell protection/Receive/Buy Receiver/Sell 

Payer = Buy; and Sell/Buy protection/Pay/Buy Payer/Sell Receiver = Sell. ASW is counted as a buy of the bond and a paid swap, 

and RASW as a sell of the bond and a received swap. For rating definitions under both models, please see "Definitions for trades 

(Rates and Credit)" above. 

For the distribution of non-independent ratings published by HSBC, please see the disclosure page available at 

http://www.hsbcnet.com/gbm/financial-regulation/investment-recommendations-disclosures. 

Recommendation changes for long-term investment opportunities 

To view a list of all the independent fundamental recommendations disseminated by HSBC during the preceding 12-month period, 

and the location where we publish our quarterly distribution of non-fundamental recommendations, please use the following links 

to access the disclosure page: 

Clients of Global Research and Global Banking and Markets: www.research.hsbc.com/A/Disclosures 

Clients of HSBC Private Banking: www.research.privatebank.hsbc.com/Disclosures 
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liquidity provider in the securities/instruments mentioned in this report. 

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment banking, 

sales & trading, and principal trading revenues.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

Non-U.S. analysts may not be associated persons of HSBC Securities (USA) Inc, and therefore may not be subject to FINRA 

Rule 2241 or FINRA Rule 2242 restrictions on communications with the subject company, public appearances and trading 

securities held by the analysts.  

Economic sanctions imposed by the EU, the UK, the USA, and certain other jurisdictions generally prohibit transacting or dealing 

in any debt or equity issued by Russian SSI entities on or after 16 July 2014 (Restricted SSI Securities). Economic sanctions 
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designated by the US Government as “Communist Chinese military companies” (CMCs) or any securities that are derivative of, 

or designed to provide investment exposure, to the targeted CMC securities (collectively, Restricted CMC Securities). This report 

does not constitute advice in relation to any Restricted SSI Securities or Restricted CMC Securities, and as such, this report 

should not be construed as an inducement to transact in any Restricted SSI Securities or Restricted CMC Securities. 

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that company 

available at www.hsbcnet.com/research. HSBC Private Banking clients should contact their Relationship Manager for queries 

regarding other research reports. In order to find out more about the proprietary models used to produce this report, please contact 

the authoring analyst. 
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