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ESG Bond Intel: July Monthly
Recap

ESG issuance slumped in July, to $58bn, a decline m/m of 42%,
which is more than the broader market, with total EUR-
denominated supply across corps and SSAs down 16% m/m
overall in July and USD ex TSY down 2%.

Sustainability

1. YTD ESG-labeled bond issuance surpasses $600bn. Corporate YTD
issuance ($213bn, +$23bn in July) is about 18% behind 2021 supply at this
point, while SSA issuance ($338bn, +$28bn in July) is just 3% below this
point in 2021. Both have surpassed 2022 supply, which marked a downturn
in issuance as rates increased rapidly around the world.

2. Versus the market, EUR supply lagged in July... We estimate that just
$15bn of EUR-denominated ESG-labeled supply came to market during the

month, about 5% of the total amount issued (vs. an average of 12% in TH23).

The EUR ESG-labeled supply fell about 60% m/m, while total supply dipped
less, by 16%.

3. ...though USD issuance was a rare bright spot. USD issuance (excluding
munis, mortgages, and Treasuries) fell 2% m/m by our estimates, but ESG-
labeled USD issuance in fact increased 21%, to $14bn. On a monthly basis,
USD-denominated ESG-labeled bonds have accounted for around 6% of
USD issuance.

4. Green bond supply fell in July by 55%, to $30bn, but after two strong
quarters, we think this is just a summer slump rather than the end of a
trend. Green bond supply has experienced impressive momentum this year,
with the last two quarters each setting record amounts of $176bn and
$185bn each. Masdar, a renewable energy company in the UAE, issued a
green bond sized at $750mm, marking a new and somewhat controversial
entrant to the space given its affiliation with heavy-emitting UAE. Germany
and the UK both tapped previous issues of green bond as well.

5. Chile issued a series of Sustainability-linked bonds in July, including its
first SLB denominated in local currency, for a total of around $6bn
including taps. Chile now has 5 sustainability-linked bonds in USD, EUR and
CLP (total of $8bn) and is the second-largest issuer of SLBs behind utility
company and SLB pioneer Enel ($29bn). Chile's SLB supply boosted SLB
supply to a y/y increase of 111%, to $9bn, though SLB issuance has struggled
to regain momentum in 2023. Heathrow Airport also issued an SLB for
£650mm, with targets that notably include Scope 3 emissions. See: What's
going on with sustainability-linked bonds?

6. Green bond indices outperformed in Europe and globally. All three
(Europe, US, and the global) indices were up again in July, with just the US
underperforming its vanilla counterpart, by 0.11%. In Europe, the index beat
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the vanilla by 0.22%; globally, the index beat the vanilla by 0.27%.

7. Our recent study on sovereign greeniums found a deteriorating greenium
over time, with supply outpacing AUM growth. The greenium is a supply/
demand phenomenon, and as supply in green issuance has picked up y/y and
AUM growth in dedicated ESG fixed income funds stagnates, the DM
sovereign greenium has traded closer to zero. In France, we find that green
bonds trade rich by around 1.5bp to their fair value curve, while for Germany
that differential is closer to O. In Italy and the UK, we find that green bonds
trade cheap on average in the secondary markets by around 2.6bp and 7.3bp
respectively, as of June 2023. See: What happened to the greenium?
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ESG-Labeled Bond Supply

Overall Supply

UPDATE

Exhibit 1:  $58bn of ESG-labeled bonds were issued in July (-42% m/m), the slowest
month thus far in 2023. Total ESG-labeled issuance in 2023 stands at $609bn.
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Exhibit 2: SSA issuance fell 49% m/m, to $28bn, while
corporate issuance fell 28% m/m, to $23bn.
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m Corporate SSAs  m RoW Securitized Munis US Securitized
Jul-23 I
Jun-23 |
May-23 |
Apr-23 u
Mar-23
Feb-23 1
50 100 150

Source: Bloomberg, Morgan Stanley Research

Exhibit 4: EUR issuance dipped, accounting for 26% of overall
supply (vs. 6-month avg. 45%). USD issuance rose to 35% (6-
month avg. of 25%).
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Exhibit 3:  After a strong 1H23, where green bond issuance
averaged $60bn/month, it came in at $30bn in July. SLB
issuance rose 172% m/m, to S9bn.
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Exhibit 5:  $19bn of supply came out of Europe, just 32% of
overall supply as the summer season truly takes hold.

Monthly Issuance by Region ($bn)

m Africa mAPAC = Central/South America ~ Europe m North America

100
||
o g = =
50 .
I B B B B
Feb-23 Mar-23 Apr-23 May-23 Jun-23 Jul-23

Source: Bloomberg, Morgan Stanley Research



Morgan Stanley | researcw

UPDATE

Exhibit 6:
We provide YTD and July 2023 totals across label and issuance type in Sbn

Social Sustainability Sustainability-linked Total
YTD $ 39235 $ 78.62 $ 9549 $ 4278 $ 609.26
Jul-23 S 3050 $ 682 $ 1136 S 9.01 $§ 57.68
vy -13% 5% 14% 111% 4%
m/m -55% -47% -29% 172% -42%
Corporate SSA Munis US Securitized Other
YTD $ 21354 $ 33767 $ 1411 °§ 2412 $ 19.82
Jul-23 S 2312 $ 2830 $ 178 §$ 390 $ 0.57
vy 62% -18% -45% 112% -72%
m/m -28% -49% -44% 16% -90%

Source: Bloomberg, Morgan Stanley Research

Exhibit 7:  We look at the proportion of ESG-labeled issuance vs. total corporate and
SSA issuance (ex Treasuries).
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Source: Bloomberg, Morgan Stanley Research. Total market issuance excludes all US treasury issuance, any SSA supply with <2y tenor (i.e.,
bills), all US Agency issuance, and US muni issuance. Total issuance does include the ESG-labeled issuance

Corporate Issuance

Exhibit 8: Corporates issued $23bn in July. 28% ($6.5bn) of the corporate issuance
came from banking. Non-green bonds accounted for 35% of supply.

ESG-labeled Issuance by Sector ($bn)
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Exhibit 9: USD IG corporate issuance rebounded in July to Exhibit 10: ..and overall issuance, while ahead of 2022 totals,
$4.5bn, ahead of EUR's $1.8bn. continues to lag the peak year of 2021.
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Exhibit 11: ESG-labeled corporate issuance was steady at 4% of Exhibit 12: ..while USD remains lower, at just 2% of USD
total EUR supply... corporate supply in July.
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Exhibit 13:
The largest ESG-labeled bonds from corporates in July
Source: Bloomberg, Morgan Stanley Research
SSA Issuance
Exhibit 14: SSA slumped to $28bn of issuance in July, tracking Exhibit 15: Supranationals are the only laggards vs 2021, during
slightly behind the 2021 pace YTD. which pandemic programs boosted SSA supply.
SSA Issuance YTD Equiv. ($bn) 140 SSA Issuance YTD Equiv. ($bn)
2023 I 120 m2019 2020 m2021 2022 m2023
2022 —— 100
80
2021 — 60
2020 | 40
2019 = m Green Social  m Sustainability Sustainability-linked 20 .J
100 200 300 400 Agency Local Authority Supranational Sovereign

Source: Bloomberg, Morgan Stanley Research Source: Bloomberg, Morgan Stanley Research



Morgan Stanley | researcs

Exhibit 16: Euro area issuance slumped to $5.5bn in July. USD
issuance remained relatively constant at $9bn.

SSA Issuance by Currency ($bn)
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Exhibit 18: EUR SSA ESG-labeled bond issuance fell to just 10%
in July, after averaging 25% in TH23.
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Source: Bloomberg, Morgan Stanley Research. Total market issuance includes only new issues and does
not include bills or other instruments with <2y to maturity.

Exhibit 20:

UPDATE

Exhibit 17: In APAC, roughly $8bn bonds were issued. Chile's
SLB supply boosted LATAM issuance to $6.5bn.
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Exhibit 19: In USD, issuance is proportionally higher when
treasuries are excluded, at 18% in July.
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Source: Bloomberg, Morgan Stanley Research. Total market issuance includes only new issues and does
not include bills or other instruments with <2y to maturity. All US treasury issuance is exclude. Munis and
mortgages are also excluded, both from ESG-labeled bonds and from total issuance

The largest ESG-labeled bonds from SSA issuers in July.
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ESG-Labeled Bond ETF Performance

Global Index

Exhibit 21: The global green bond index rose 0.5% in July...
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EUR Index

Exhibit 23: The European green bond index climbed 1.05% in
July...
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Exhibit 25: The US green bond index rose 0.79% in July...
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Exhibit 22: ..outperforming the vanilla index by 0.27%.
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Exhibit 24: . beating the vanilla index by 0.22%.
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Exhibit 26: ...below the vanilla index by 0.11%
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