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ABSTRACT
Green bonds are one of the most prominent innovations in the area
of sustainable finance over the past decade. However, to date there
have only been a few academic studies on green bonds, and these
have tended to focus on what impact green labels have on bond
yields. Our analysis is one of the first empirical studies designed to
address the broader questions of what attracts investors and
issuers to the green bond market, the role of green bonds in
shifting capital to more sustainable economic activity, and how
green bonds impact the way organisations work with sustainability.
Using Sweden as a case study, this paper provides insights into the
rapid growth of the green bond market and how green bonds
affect market participants’ engagement with sustainability that are
easily missed if one focuses only on how green bonds are marketed.
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Introduction

One of the most prominent financial innovations in the area of sustainable finance over
the past ten years has been the development of green bonds and the growth of the
green bond and other ‘labelled bonds’ markets (e.g. sustainability and social bonds).
Green bonds tend to be structured in the same way as conventional investment grade
bonds, with the exception that that the bond has a ‘use of proceeds’ clause that states
that the financing will be used for green investments. This means that unlike ‘vanilla’
bonds that finance the general working capital of the issuer, green bonds should be
used for financing or re-financing only green projects or assets. At the same time, the
buyer of a green bond will usually have recourse to the issuer’s entire balance sheet,
meaning that the investor is not exposed directly to the financial risks of the specific pro-
jects the green bond finances (Climate Bonds Initiative n.d.).1

TheWorld Bank, in cooperation with the Swedish bank SEB, issued the first green bond
in 2008 (World Bank 2019). Since then the global green bond market has grown from 11
billion USD issued in 2013 and 36 billion USD issued in 2014 (OECD 2016) to 167 billion
USD issued in 2018 (Climate Bonds Initiative 2019). Cumulative issuances up to 2018 are
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521 billion USD (Climate Bonds Initiative 2019), while the total green bond market is just
over one percent of the global bond market (Chasan 2019). The green bond market is thus
small but growing rapidly. Yet, despite significant growth there has to date been very little
academic research on green bonds.

In the finance literature there has been some work examining if the green label makes a
difference to bond yields/pricing of green bonds (Ehlers and Packer 2017; Baker et al. 2018;
Zerbib 2019). This is a central question but there remain a number of other important
questions that need to be addressed if we are to better understand the role of this
financial innovation in helping to make our economies more sustainable. What attracts
investors and issuers to the green bond market? To what extent is it financial, business-
case, or legitimacy/institutional-oriented incentives that explain engagement with the
green bonds market? Do participants in the green bond market view green bonds as an
important tool for shifting capital from less sustainable to more sustainable investments?
What do investors’ and issuers’ reported experience tell us about the role of green bonds in
advancing sustainability in practice?

This paper is one of the first empirical academic studies based in interview data to take a
broader look at the role of green bonds as an instrument for ‘greening’ the financial sector
in pursuit of greener economies. Sweden is selected as a case study because it is widely con-
sidered to be a frontrunner in sustainable finance and in the green bond market. In 2018
green bonds accounted for 10% of the total SEK bond market (Danske Bank 2019). Figure
1 shows the rapid growth of the green bond market in Sweden since 2013.

Given similarities in the structure of financial markets, particularly within Europe and
North America, there should be an expectation of similar incentive structures driving the
growth of green bonds in a number of markets. However, Sweden does represent an inter-
esting case given that it is a recognised leader in the green bond market and given that the

Figure 1. Green Bonds Issued in Sweden (million SEK). Source: Graph based on data from Environ-
mental Finance Bond Database (accessed January 28, 2020). https://www.bonddata.org/.
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level of green bond issuances compared to total issuances is moving green bonds out of a
niche asset class and into the mainstream. Sweden thus represents a comparatively mature
green bond market and analysing the benefits and limitations of green bonds in the
Swedish market can provide insights into the role green bonds may play in regions
with still emerging labelled bond markets.

Finance as a site for driving sustainability

The finance sector is increasingly seen as vital for accelerating the transition to sustainabil-
ity and climate neutrality. One reason is the need to mobilise large amounts of private
capital in order to meet the investments needs for achieving the climate targets of the
Paris Agreement and the UN Sustainable Development Goals (SDGs) (UNEP 2015; Bie-
lenberg et al. 2016; IEA 2017). Another reason is because of the finance sector’s role in
allocating capital efficiently. This makes the finance sector a key arena for impacting
what happens in economies broadly all over the world (Hourcade and Shukla 2013;
Grubb 2014).

There are a number of pathways through which finance can be a catalyst for advancing
sustainability. These include fiscal and monetary policy, investor concerns about unsus-
tainable business practices leading to stranded assets (McGlade and Ekins 2015; Material
Economics and SEI 2018), investor concerns about climate policy and climate impact risks
(Bloomberg et al. 2017), better transparency on who is financing unsustainable economic
activity (Global Canopy Programme 2016; Galaz et al. 2018; Folke et al. 2019; Gardner
et al. 2019), and better understanding of how so called environmental social and govern-
ance (ESG) dimensions impact the financial performance of assets (Busch, Bauer, and
Orlitzky 2016).

There are now many active initiatives with the purpose of ensuring that the finance
sector does contribute to achieving sustainability, such as the United Nation’s Principles
for Responsible Investment and the Financial Stability Board’s Task Force on Climate-
related Financial Disclosures. The European Commission’s ongoing Action Plan on Sus-
tainable Finance involves the development of legislative proposals designed to facilitate the
movement of capital into sustainable investments. Two key elements of the plan are the
development of a taxonomy of sustainable economic activity and the establishment of
standards for sustainable financial products including a new voluntary EU green bonds
standard based on the taxonomy (European Commission 2018, 2019).

Green bonds

Green bonds are an important development because they are a financial innovation
designed to facilitate sustainable investing for institutional investors such a pension
funds, insurance companies, mutual funds, and sovereign wealth funds. For example,
green bonds are sometimes highlighted as an innovation that can help increase sustainable
infrastructure investments from institutional investors by improving the liquidity of infra-
structure assets (Merk et al. 2012; Della Croce and Yermo 2013; Bhattacharya, Oppen-
heim, and Stern 2015; OECD 2016).

With the exceptions of green bonds issued in China and India, what makes a bond
green has to date not tended to be regulated. Instead, a common practice for establishing
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the ‘greeness’ of a bond has been alignment of the bond’s use of proceeds clause with the
Green Bond Principles (GBPs), or other similar voluntary standards. The GBPs have been
developed and endorsed by financial actors through the International Capital Markets
Association (ICMA). The GBPs list renewable energy, energy and resource efficiency, pol-
lution reduction, water and waste management, conservation, and climate adaptation as
the types of projects that can be financed with a green bond (ICMA 2018).

Over 90% of green bonds are investment grade issuances (Tiftik, Mahmood, and
Nozema 2019), meaning that they have high to medium credit quality ratings (i.e. AAA
& AA or A & BBB ratings). A recent study of green bonds issued between 2013 and
2017 finds that the yields of green bonds are on average two basis points (bps) lower
than those of comparable conventional bonds (Zerbib 2019). One common explanation
for this yield difference is the high demand for and limited supply of green bonds.
However, the presence of any pricing difference and its level is still debated in empirical
studies (e.g. Larcker and Watts 2019). Irrespective of this debate, what is clear is that
the vast majority of green bonds could have been issued as conventional bonds with
little difference to the issuers’ ability to raise capital at favourable rates.

The structure of the green bond market todays raises several questions. If green bonds
are nearly identical to regular investment grade bonds in terms of financial performance
why are issuers making the extra effort to go through the green bond labelling, verification,
and reporting process? Similarly, if the financial characteristics of green bonds do not
differ significantly from conventional bonds, what explains the high demand for green
bonds among investors? What value are green bonds delivering to issuers and investors,
and what difference do they make to the way issuers and investors interact with each
other? Understanding the motivations of actors participating in the green bond market
is central to understanding what role green bonds can play in directing investment
towards sustainable development and how we should understand green bonds as a new
financial innovation.

Theory

To date there has been very little theorisation of the growth of the green bond market in
the academic literature. For this study we use the literature on corporate social responsi-
bility (CSR) and socially responsible investing (SRI), and in particular the different strands
of organisational theory that underpins this literature, to demarcate motivations for
engagement with the green bond market (Aguilera et al. 2007; Campbell 2007; Bengtsson
2008; Kurucz, Colbert, and Wheeler 2008; Matten and Moon 2008; Weber 2008; Van der
Laan 2009; Greenwood et al. 2011; Brammer, Jackson, and Matten 2012; Scholtens and
Sievänen 2013; Fernando and Lawrence 2014; Jansson and Biel 2014; Pedersen and
Gwozdz 2014; Hockerts 2015; Strand, Edward Freeman, and Hockerts 2015; Majoch,
Hoepner, and Hebb 2017). The CSR and SRI literature is directly relevant to understand-
ing the bottom up growth of the green bond market because it provides us with an exten-
sive body of theoretical and empirical work that examines why organisations engage in
sustainability and social responsibility practices beyond what is legally mandated and
regulated.

Importantly, we do not conceptualise participation in the green bond market as equiv-
alent to SRI and even less so as a form of CSR. The phenomena may be related, but we use
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work on CSR and SRI for the purpose of developing a theoretical framework that dis-
tinguishes between three categories of motivations or drivers for engagement with sustain-
ability practices: direct financial benefits, business case benefits, and legitimacy and
institutionally-oriented incentives.

Direct financial incentives

The potential financial incentives for investing in green bonds are straightforward to
identify as they are no different than for any other asset class. For an investor there is a
direct financial incentive to invest in a green bond if this bond provides lower risk,
and/or better returns, and/or better diversification benefits than other comparable non-
labelled bonds or other assets they could invest in. For issuers, there is a direct financial
incentive to issue a green bond as opposed to a non-labelled bond if the green bond
reduces their cost of capital and/or improves their access to capital, i.e. reduces capital
availability risks.

Note that another potential financial incentive for investors is associated with the size of
the institutional investors. It is sometimes argued that because large institutional investors
are exposed to the economy very broadly, they have financial incentives to ensure the long-
term sustainability of the economy and the correction of market failures and negative
externalities that undermine long-term economic efficiency (Hawley and Williams
2002). On this view universal investor incentives for engaging with various forms of sus-
tainable finance could be part of a strategy to shift investment towards assets considered to
be consistent with long-term sustainability and away from ‘brown’ assets with negative
externalities that are expected to undermine long-run economic sustainability.

Business case

The business case for investing or issuing green bonds refers to incentives related to the
economic performance of the investor or issuer that is not directly related to the
financial performance of the green bond for the respective parties. Following from Hock-
erts (2015) we highlight four types of non-financial business case incentives; branding,
operational efficiency, creating new markets, and reducing risk.

The business case for the branding benefits of engaging in sustainable finance could be
to attract and retain customers and clients or to charge premium prices for products and
services (Menon and Menon 1997; Du, Bhattacharya, and Sen 2007; Belz and Schmidt-
Riediger 2010; Dangelico and Vocalelli 2017). Operational efficiency may be enhanced
by, for example, attracting high quality employees, impacting the productivity of employ-
ees motivated by sustainability commitments of the organisation, or identifying new oper-
ational efficiency gains (Branco and Rodrigues 2006; Morsing 2006; Sen, Bhattacharya,
and Korschun 2006; Grolleau, Mzoughi, and Thomas 2007; Henriques and Sadorsky
2007; Ali et al. 2010).

Creating new markets could entail developing new investment products for customers
interested in sustainable investing and/or attracting new classes of customers to existing
and new product offerings (Renneboog, Horst, and Zhang 2011; Jansson and Biel 2014;
Riedl and Smeets 2017). There could also be incentives associate with reducing risk that
are not directly related to financial risks. For example, reputational risks and risks
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associate with potential future regulation related to sustainability (Davis 1973; Banerjee
2008; Barnett and Hoffman 2008; Gond and Piani 2013; Haufler 2013).

Legitimacy and institutional-oriented drivers

The academic literature on corporate engagement with sustainability identifies a number
of incentives and pressures that are not narrowly based in specific business strategies but
instead in broader forces relating to the legitimacy of the organisation and its so called
‘license to operate’ at a societal level (Gray, Kouhy, and Lavers 1995; Bansal and Roth
2000; Moir 2001; Deegan 2002; Sharfman, Shaft, and Tihanyi 2004; De Villiers and Van
Staden 2006; Campbell 2007; Bolton, Kim, and O’Gorman 2011; Brammer, Jackson,
and Matten 2012). Prominent theoretical perspectives adopted to understand these
types of drivers are institutional theory (Meyer and Rowan 1977; DiMaggio and Powell
1983; Oliver 1991; Campbell 2007; Scott 2008), stakeholder theory (Roberts 1992;
Freeman 1994; Donaldson and Preston 1995; Mitchell, Agle, and Wood 1997; Harrison
and Edward Freeman 1999; Freeman 2001), and legitimacy theory (Deegan 2002; Deep-
house and Carter 2005; Deegan 2019).

In our theoretical framework we follow Fernando and Lawrence (2014) in grouping
legitimacy, stakeholder, and institutional theory together as a set of theories that either
predict similar motivations for engaging with sustainability and social responsibility or
that make predictions that are largely complimentary. Common to legitimacy, stake-
holder, and institutional theory is the idea that organisations face incentives to conform
to norms and expectations that are imposed on the organisation by pressures that are
external to the organisation’s primary mandate (although pressures can come from
both external and internal stakeholders). These pressures can come from institutions, sta-
keholders, and social conditions/norms (Fernando and Lawrence 2014). Following from
this understanding, engagement with sustainable finance could be explained by an organ-
isation’s efforts to:

. secure legitimacy in the face of societal level pressures to demonstrate sustainable
business practices,

. demonstrate accountability to identifiable stakeholders with sustainability demands on
the organisation,

. conform to the sustainability practices of other like-organisations that are facing the
same institutional level pressures to engage with sustainability.

Especially institutional theory predicts that organisations facing similar institutional
conditions will tend to adopt similar policies and procedures (isomorphism). This can
be because organisations have to respond to the same types of stakeholders (Deegan
2009), because they face competitive reasons to adopt new trends other organisations
are engaging with (e.g. for efficiency, management of uncertainty, and legitimacy
reasons) (DiMaggio and Powell 1983; Unerman and Bennett 2004), or because actors in
these types of organisations aim to adopt emerging professional expectations within a
specific sector (DiMaggio and Powell 1983; Deegan 2009).

The theoretical predictions of institutional, stakeholder and legitimisation theory all
relate in one way or another to securing or bolstering the survival and success of the
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organisation and its employees. As such it is difficult to make a sharp distinction between
legitimacy and institutionally oriented theories of actor motivations and the business case
for engaging with sustainability and social responsibility activities. However, there is a
useful distinction to be made between reasons for engagement based (i) a business strategy
where investments in sustainability activities are expected to directly improve the financial
performance of the organisation over the short to medium term versus (ii) a more general
goal of maintaining the status of the company or organisation as viable and successful at a
broader sectoral or societal-level.

Table 1 summarises the theoretical framework adopted to understand the motivations
of issuers and investors in the Swedish green bond market and to design our interview
protocol.

Materials and methods

The aims of this study are to better understand what attracts investors and issuers to
the green bond market, to assess the role of green bonds in shifting capital from less to
more sustainable economic activity, and to provide insight on how green bonds in
practice impact the way organisations work with sustainability. To address these ques-
tions, we conducted twenty-two in-depth interviews with actors in the Swedish green
bond market over the fall of 2017 and spring of 2018. We interviewed nine issuers
of green bonds from both the public and private sectors that have issued green
bonds in Swedish Kronor (SEK). Three of the issuers interviewed have also issued
green bonds in other currencies. We interviewed nine Swedish investors in green
bonds, including public pension funds, private pension & investment funds, and insur-
ance companies. We also interviewed two Swedish banks that underwrite green bonds
in the Swedish green bond market, one exchange, and an expert in the Government of
Sweden’s recent inquiry on green bonds. Interviews were sought from issuers and
investors until well-grounded patterns in the data were found to be repeated (Bowen
2008).

We developed interview protocols structured to provide answers to three research
questions:

(1) What are the incentives of investors and issuers to engage in the GB market? To what
extent is it financial, business-case, or legitimacy/institutional-oriented incentives that
explain engagement with the green bonds market?

(2) Do participants in the green bond market view green bonds as an important tool for
shifting capital from less sustainable to more sustainable investments?

Table 1. Three categories of motivation for engagement in the green bond market.
Financial case Business Case Legitimacy/institutionally oriented drivers

. Better financial returns

. Reduced financial risk

. Universal Investor Incentives

. Lower cost of capital

. Better capital access

. Branding

. Operational efficiency

. Creating new markets

. Reduced business risks

. Legitimacy seeking and the social license to operate

. Accountability to identifiable stakeholders

. Institutional pressures
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(3) What difference do green bonds make to the ways in which issuers and investors work
with sustainability? What do investors’ and issuers’ reported experience tell us about
how we should understand the role of green bonds in advancing sustainability?

Interviews followed two semi-structured protocols that were similar but modified to
reflect the differing perspectives of bond issuers and bond investors. For the two banks,
questions from the issuer and investor protocols were used but some questions were
modified to reflect the bank’s role as an intermediary or dropped due to not being relevant.
For the exchange, service provider, financial regulator, and the member of the Govern-
ment of Sweden’s green bond inquiry the interview protocols were used as a thematic
guide, but the interview questions were less structured and developed organically
during the interviews.

The interview protocol for issuers and investors included (i) an introductory section
with general questions on the importance of sustainability for the finance sector, the
tools used by investors to advance sustainability, and assessments of the effectiveness of
these tools, (ii) a section specifically on the incentives for engaging in sustainable
finance – delineating financial, business case, and non-business case incentives, (iii) a
section on the incentives for either issuing green bonds or investing in them – again deli-
neating between financial, business case, and non-business case incentives, (iv) a section
on the perceived impacts of green bonds on shifting capital towards sustainable invest-
ments and on the operations of organisations, (v) a section on the barriers to scaling up
green bonds and sustainable finance more generally.

Informants were offered anonymity and interviews were recorded with handwritten
notes and transcribed to digital form according to the structure of the interview guide
directly after each interview. The majority of interviewees were willing to be quoted for
this study, sometimes with and sometimes without needing to give explicit consent to indi-
vidual recorded statements. However, some respondents were less willing to be directly
quoted, and given some perceived caution among our respondents in the first interviews,
the decision was made to anonymize the reporting of results in order to create a trusting
and open interview exchange.

Data was assessed by analysing the most grounded patterns in interview data using
open coding (Coffey and Atkinson 1996). The set of overarching code categories were;
(a) the incentive structure, (b) the impact of green bonds, and (c) the accelerators and bar-
riers to growth of the market. Under incentives (a) we coded for (i) financial, (ii) business
case, and (iii) non-business case incentives. Under impacts (b) we coded for (i) increasing
sustainable investment, (ii) greening business models, and (iii) operational/organisational
improvements. Under accelerators & barriers (c) we coded for (i) project supply, (ii) risks
and bankability, (iii) policies and standards.

Results

Incentives to invest in green bonds

All respondents in our sample expressed that the clearest advantage to investing in green
bonds is that one can invest in specific green projects or assets that are independently
verified as green without taking on any meaningful additional risk. As one respondent
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put it, being able to make a certified green investment at the same risk as the other bonds
we might invest in is a ‘no brainer’. In addition to the ease of investing in green bonds,
respondents also highlighted that having a specified use of proceeds makes it very easy
to communicate to clients and stakeholders how investments are contributing to sustain-
ability. This makes green bonds a good first step into green investing and a strong signal-
ling tool.

Respondents largely frame their incentives for investing in green bonds in terms of the
non-financial business case rather than financial incentives. Green bonds are a way of
attracting customers to the company and investors often referenced increasing demand
among their customers either for specific sustainable investments vehicles or for demon-
strating how the company is contributing to sustainability. Thus, we see incentives
grounded in both branding (Menon and Menon 1997) and offering new premium pro-
ducts to customers (Jansson and Biel 2014; Riedl and Smeets 2017).

Respondents did not tend to ascribe any financial advantage associate with investing in
green bonds, but rather described green bonds as on par with other relevant fixed income
investments. Some respondents did suggest that because those companies that issue green
bonds are high performers in terms of sustainability there should be some risk reduction
advantages of investing in a green bond versus regular bonds. These perceptions are
similar to perceptions ESG investors express on the benefits of integrating ESG factors
into investment decisions (Duuren, Plantinga, and Scholtens 2016).

There was a consensus among respondents that the yields for green bonds were slightly
lower than for other comparable bonds due to high demand for these investments. Although
respondents did not give specific quantifications for this yield difference, estimates offered
ranged from 2 to 6 basis points. At the same time, respondents were consistent in indicating
that they were not able to accept lower returns from green bonds. Thus, there was some
inconsistency in responses on this point. Only one respondent suggested that investing in
green bonds was potentially inconsistent with their investing mandate due to the lower
comparative yields green bonds are able to secure (i.e. the so-called ‘greenium’).

With respect to the non-financial business case for investing in green bonds, respon-
dents consistently pointed to benefits such as attracting not only customers but also staff
and skilled competence (Sen, Bhattacharya, and Korschun 2006). Importantly, all of our
investor respondents have well established sustainability agendas within their organis-
ations. As such, green bonds are part of a larger profile of work on sustainability. Interest-
ingly, some respondents thought and wished that customer demand would be stronger,
indicating that the organisation was moving ahead of customer demand to some extent
with respect to sustainability work. This response was particularly prevalent among asset
managers adopting a strategy to offer customers new sustainable investment vehicles.

Another major benefit consistently noted by our respondents was the improved dialo-
gue on sustainability with issuers and internally within the organisation. Green bonds
provide an opportunity for investors to learn about what counts as good sustainability per-
formance and to use that knowledge in dialogue with organisations they invest in going
forward. Respondents also indicated that green bonds helped to further integrate a sus-
tainability perspective throughout the organisation (Ali et al. 2010).

None of our respondents explicitly framed investing in green bonds as motivated by
legitimacy seeking or institutional pressures. For example, none of the investors indicated
that they faced significant pressure from NGOs to engage with sustainable finance.
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However, investors all agreed that engagement with sustainability within the financial
sector has increased significantly over the past five years, and that in Sweden most
major financial actors are strengthening their sustainable finance profiles.

Investors cite a large number of sector initiatives related to sustainable finance, and a
level of activity that can make it difficult engage everywhere. These responses combined
with the evidence above that investors’ have some willingness to accept weaker returns
in order to invest in green bonds suggests that there may be legitimacy seeking and insti-
tutional incentives for investing. Based on our interview responses it does appear that for
large investors in the Swedish context their good standing within the sector and among
stakeholders requires that they engage with sustainable finance. This provides support
to theories that point to institutional and legitimacy oriented explanations for why organ-
isations tend to adopt similar practices (DiMaggio and Powell 1983)

Incentives to issue green bonds

For issuers, it is the banks underwriting their bond programmes that typically initiate the
idea of issuing a green bond. The three most widely held incentives to issue green bonds
among our issuer interviewees were: broadening the investor base, lower capital costs, and
meeting investor demand for sustainable investment products. Here, we see that financial
incentives are more prominent amongst issuers compared to investors. This is not surpris-
ing of course given that it is the issuers that benefit financially from the high demand for
green bonds and the lower interest rates they can secure. However, even if the financial
incentives among issuers are stronger than for investors, we still judge the financial
drivers to be weak among issuers.

Although nearly all our responding issuers say that the rebate they receive by issuing
green bonds more than covers the added cost of green certification and reporting, the
cost of capital benefits still appear to be small. Only one issuer suggested that the difference
in the cost of capital between a green versus regular bond could make an investment in a
green project viable when it would not otherwise be financially viable. The example given
was about the level of green certification of a new building and not whether or not the build-
ing would be constructed. In general, however, issuers concluded that the rebate associated
with issuing a green bond made no significant difference to the issuing company’s overall
investment decisions. Still, the effect is large enough for some issuers that they indicated
that good financial practice calls for issuing ‘green’ when possible. Issuers did not expect
that preferential yield rates could increase much beyond current levels.

Securing access to capital was actually the most often cited financial benefit among
issuers. At the same time, the large majority of respondents indicated that they did not
currently have challenges with regard to access to capital. Instead, issuers argued that
access to capital will increasingly be contingent on demonstrating green credentials and
that for this reason there are first mover advantages to engaging with sustainable
finance. This expectation that access to financing will increasingly be dependent on the
sustainability of borrowers was shared among the large majority of our respondents.

Given that the issuers we interviewed indicted that access to capital is not currently a
challenge, it is to some extent surprising that this was the dominant response for the
advantage of issuing green bonds. However, we argue that these responses should be inter-
preted in the context in which our issuers typically first issued green bonds. It is on the

10 A. MALTAIS AND B. NYKVIST



advice of a bank or a funding agency that has expertise on issuing green bonds and that sees
the demand for green bonds among investors that issuers tend to first enter into this market.
Thus, although access to capital is not judged to be a challenge, issuers are receiving signals
from their main stakeholders in the finance sector on the desire to have access to sustainable
investment opportunities. This supports the theory that when organisations face expec-
tations from stakeholders they are dependent on, e.g. economically, this will impact their
willingness to engage in sustainability practices (Roberts 1992).

Other incentives for issuing green bonds focused on the non-financial business case.
Issuers tended to argue that the work they already do on sustainability and sustainability
reporting makes issuing a green bond relatively unproblematic. Issuing a green bond can
thus help to consolidate internally the sustainability work the company is already doing. In
a similar way, issuing a green bond is also viewed as a good means to communicate this
work externally. Being able to issue a green bond is also perceived as a stamp of quality for
the organisation. Such perceptions support theories that companies seek out and can
secure customer demand and loyalty by demonstrating the integration of sustainability
into their business practices (Du, Bhattacharya, and Sen 2007). Thus, we see clear brand-
ing incentives among issuers. Yet, a difference here is that the target of this branding is not
clearly directed towards the customers of issuers.

For example, a real estate company may market its rental spaces as environmentally
friendly to its customers but the fact that the building has been financed (or more likely
re-financed) by a green bond is not information that looks to be important from the
renter’s perspective. Rather, it is green building rating and certification systems that the
real estate company’s customers can relate to. Green financing is added on to the building
once it is complete, and this labelling or branding is satisfying the interests of the com-
pany’s lenders (i.e. institutional investors or banks).

Many issuers, especially companies that are not ‘pure play’ issuers, cite the further
mainstreaming of their sustainability work into the overall operations of the organisation
as a benefit of issuing a green bond. For example, by linking the sustainability and financial
management functions of the organisation. Issuing a green bond is also viewed as one
means to further consolidate the investments in sustainability already made by the
company and to further incorporate sustainability into the strategic decisions of the com-
pany’s leadership.

Investor perspectives on green bonds and shifting capital

In the beginning of our interviews we asked investors to identify and rank the most impor-
tant tools they employ to move the sustainability agenda forward and to realise more green
investments. Most often mentioned were integrating ESG criteria into investment
decisions and active ownership, particularly in collaboration with other owners that
share sustainability objectives. Other tools often mentioned were positive and negative
screening and longer-term investment strategies. Green bonds were rarely ranked as
one of the most impactful tools. Issuers, for their part, did not claim that green bonds
made the projects they finance viable when they otherwise would not be. As a financial
instrument, green bonds are not judged by our respondent to play a large role in shifting
capital from unstainable to sustainable investments, a result that confirms results from
earlier assessments of the market (Shishlov, Morel, and Cochran 2016).
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Importantly our results should not be interpreted as showing green bonds to be judged
negatively or ineffective by our respondents. We find that the large majority of intervie-
wees are highly positive to green bonds, with only one investor indicating that lower
yields from green bonds were bringing into question their ability to invest in this asset
class. Investors in general find that green bonds are impactful because they incentivise
bond issuers to shift to greener business models. The growth of the green bond market
is also viewed as the first steps to raising sustainability demands broadly in capital
markets. Investors also find that green bonds are an important tool for creating awareness
among their customers and the public on the links between sustainability and finance.

Issuer perspectives on green bonds and shifting capital

Issuers make similar arguments and see issuing green bonds as a catalyser for raising the
‘green ambitions’ of specific projects and the company as whole. Thus, even if issuers do
not indicate that green bonds affect their cost of capital in a way that can impact their
overall investment strategies, they do indicate that green bonds can lead to more invest-
ment into the environmental performance of the projects they do decide to invest in.
This is an interesting finding in light of recent empirical evidence that green bonds are
correlated with overall better comparative environmental footprints for issuing companies
(Flammer 2020).

Many of the interviewed issuers argue that green bonds help to ‘make the case’ for the
sustainability work the company is already doing, further consolidating the sustainability
profile of the company. An important governance impact is that the reputation of green
bond issuers becomes dependent on ensuring that any assets financed by a green bond
remain within certification. Finally, issuers see green bonds as serving an important signal-
ling function, highlighting that other comparable investments are not green and that there
is investor demand for green investments.

Throughout our interviews, both investors and issuers highlighted the ability to link
investment to a specific and verified project as the crucial advantage of green bonds.
Reporting impact to investors on metrics such as avoided emissions or improved water
efficiency allows the investor to demonstrate to its customers and stakeholders how
capital is being put to work for sustainability. However, a key finding of our study is
that when market actors reflect on the impact of green bonds on moving economies
towards sustainability, they tend not to highlight the actualisation of green projects and
investments. Instead, respondents point to indirect impacts on the internal operations
of both investors and issuers, elevated sustainability ambition levels, raising the status
of sustainability work within their organisations, and broader signalling effects as the
central benefits of green bonds.

Discussion

What explains the growth of the green bond market in Sweden?

Based on our responses on the incentives for engaging in the green bond market we can
identify a number of key drivers for the growth of the green bond market in Sweden. We
see that there are weak financial incentives, but stronger financial incentives for issuers
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compared to investors. We see that non-financial business case advantages are most cited,
but more so for investors while issuers are more balanced in citing financial and business-
case advantages. We see clearly that green bonds represent a familiar and low risk financial
instrument for both investors and issuers. This leads to a strong matching between issuer
and investor incentives. Issuers in our study hold green assets that are appropriate for
bond financing while green bonds are designed to fit into to existing capital markets
with little additional investment analysis required from investors. This means that inves-
tors and issuers are able to contribute to sustainability mandates they already have and to
respond to their stakeholders’ sustainability interests at relatively low cost.

This strong matching of investor and issuer incentives explains both the rapid growth
of the green bond market and limits to its growth. Our respondents all argue that there is
no lack of demand for green bonds among Swedish investors, but rather a lack of good
green projects/assets appropriate for bond financing. The demand for green bonds has
incentivised public and private actors that borrow on capital markets and that have
green assets/projects to meet investor demand. But all respondents cited the need to
improve the pipeline of bankable green projects in order grow the market for green bonds.

Although we do not perform a comparative analysis in this study, most of the results
with respect to issuer and investor incentives look like they could easily be generalised
to similar financial markets, especially in Europe. However, our interview subjects did
emphasise the extent to which having a strong sustainability profile has become a norm
in Sweden linked to the reputation and standing of financial actors. The broad internalis-
ation of this agenda may explain why Sweden has a comparatively high share of green
bonds within its domestic bond market and is an interesting research question for
future comparative work.

Another interesting result for this study was the extent to which both investors and
issuers called for more leadership, long-term planning, and stronger climate policy
from the state as the most important factors in increasing the availability of bankable
green investments. Issuing of sovereign green bonds is another avenue for increasing
the asset class, and Sweden appears ready to follow France and others in issuing a state
green bond (Regeringskansliet 2019). However, at the time of our study there was no
clear pattern among respondents on this policy. Some respondents viewed the issuance
of a Swedish sovereign bond as important while others were sceptical or unaware of the
issue.

How does engagement in the green bond market advance sustainability?

Given that green bonds tend to finance or re-finance projects that would have happened
without this financial instrument, there has been a large debate on what ‘additionality’ or
added value green bonds deliver. This debate is understandable given that green bonds are
for the most part structured as typical investment grade municipal and corporate bonds,
while the ‘use of proceeds’ innovation does not appear to lead to significant changes in
how capital is allocated. Are green bonds an important innovation for sustainability or
just the status-quo in new green packaging?

Based on our analysis we find that it is a legitimate concern that green bonds falsely give
the impression that they are more impactful that they actually are. Although actors in the
Swedish market are careful to note that green bonds are not very different as financial
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instruments than other bonds, they also market green bonds in terms of the projects they
fund and the environmental impacts they have. This can create the impression that invest-
ments in green bonds are moving capital into novel investments, while in practice our
respondents have largely shifted capital from state bonds to investment grade municipal
and corporate bonds. At the same time, our evidence shows the investors and issuers
are actually changing the way they interact in capital markets and that these changes
have positive impacts for sustainability at the operational level within organisations.

It is the ‘use of proceeds’ clause that is the most significant innovation in labelled bonds
markets, and it has created a system for standardising and scaling the environmental
engagement of investors on capital markets. Green bonds have created a new infrastruc-
ture within capital markets consisting of: guidelines for what counts as a green investment,
the development of company frameworks providing transparency on how proceeds will be
used, external validation of the credibility of issuers’ green bond frameworks, and report-
ing back to investors on the use of proceeds and their environmental impacts (Alfsen et al.
2018).

Our analysis shows that there are many similarities between active ownership and the
way green bond markets are structure that are easily missed if one focuses only on the way
green bonds are marketed to external stakeholders. Although buyers of bonds do not have
the voting rights they have when they invest in equity, all of our respondents have high-
lighted that engaging with the green bond market leads to dialogue on sustainability
expectations between investors and issuers that would not have occurred without green
bonds. Of course, green bonds only represent a small fraction of the bond market, but
there does appear to be opportunities to expand ‘use of proceeds’ thinking more
broadly in capital markets and in other parts of the financial system. This is important
because investors already indicate that active ownership is one of the most impactful
instruments they have to bring about changes in the real economy (Amel-Zadeh and Ser-
afeim 2018).

A relatively new trend is for fixed-income institutional investors to engage with com-
panies on ESG factors (Hanson et al. 2017), at least to the extent that these have not be
addressed by traditional credit ratings. Green bonds are part of this trend, a trend
which could arguably be more impactful than equity ESG investing. If capital markets
and banks raise demands on borrowers to demonstrate improved sustainability perform-
ance this could lead to more significant impacts on the cost of and access to capital.

Conclusions

In this study we find that the incentives for engagement with the green bond market in
Sweden are dominated by business-case incentives rather than financial incentives.
There are some direct financial incentives, especially for issuers who highlight small
reductions in the cost of capital and better access to capital. However, respondents are
more consistent in pointing to benefits such as attracting customers and staff, mainstream-
ing sustainability into internal operations, and broader signalling effects.

Within the context of a Swedish financial sector in which engagement with sustainabil-
ity has become a clear norm, we also see evidence of legitimacy seeking, stakeholder, and
institutional incentives for engagement in the green bond market. Among investors this is
reflected in their willingness to accept weaker returns from green bonds than those they
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expect from comparable non-labelled bonds. Among issuers these types of incentives are
reflected in their willingness to do the extra work needed to issue green bonds despite very
good access to capital.

Overall, we find that the bottom up growth of the green bond market is due to the
strong matching of incentives between issuers and investors. Green bonds are designed
to be a familiar and low risk financial instrument that allows both investors and issuers
to contribute to sustainability mandates at relatively low cost. Our respondents do not
judge green bonds to play a large role in shifting capital from unstainable to sustainable
investments. Green bonds are however perceived to provide incentives to issuers to
raise the ‘green ambitions’ of specific projects and their organisations.

Overall, when market actors reflect on the impact of green bonds in practice, they tend
not to highlight the actualisation of green projects. Instead, they emphasise the main-
streaming of sustainability consideration into the ways investors and issuers interact
with each other and internally within their organisations. However, because green
bonds are marketed in terms of metrics such as renewable energy generated, emissions
avoided, or waste managed we find that green bonds do risk giving market outsiders
the impression that they are more impactful that they actually are in terms of shifting
capital. Our analysis shows that as a financial tool green bonds are a quite conservative
innovation. They do not appear to be unlocking new sources of capital for green invest-
ment or making green investments financially viable when they otherwise would not be.

Our analysis shows that there are many similarities between active ownership and
the way green bond markets are structure that are easily missed if one focuses only on
the way green bonds are marketed. The green bond market has evolved into a new
infrastructure within capital markets consisting of green guidelines, use of proceeds
commitments, external validation, and reporting. This new infrastructure is changing
the way actors interact on capital markets, raising expectations with regards to ESG
performance.

Note

1. Some green bond issuers, such as renewable energy producers, consider their entire business
model to be green and issue green bonds as ‘pure play’, meaning that the use of proceeds is for
general corporate purposes.
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