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Abstract

Green bonds are issued to raise money to finance climate or environmental projects. The green bond market started in 2007 with less than $1 
billion and has been growing fast to $270 billion by 2020. The pricing of green bonds in the primary market has attracted much attention. 
The paper “Survey of Green Bond Pricing and Investment Performance.” Surveyed the literature and showed that several publications 
provided evidence of green premium, some did not support such conclusion, and there is also evidence of mixed results. In addition, Liaw 
also examined investment returns from select green bond funds and green bond indexes. The paper provided clear summary of 
publications on green bond pricing at issuance but did not evaluate each of the theoretical models that produced the reported findings. The 
green bond market is expected to continue the impressive growth. The specific issue, the market environment, and investor demand will 
continue to impact on the pricing in the primary market and the trading in the secondary market.
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Description
Green bonds aim to provide capital to meet the funding 

requirement to promote climate or other environmental 
sustainability purposes. The need to finance climate or 
environmental solutions in combination with growing investor 
demand will continue to lift green bond issuance. The market 
started in 2007 with $0.8 billion and reached $270 billion by 
2020. It is still a small segment of the fixed-income market, and 
many observers expect fast growth in the coming years. Several 
factors contribute to the growth of the market. The first is strong 
government policy support. The Paris Climate Agreement requires 
large sums of funds to facilitate the transition towards a low-carbon 
economy. 

Furthermore, private institutions have increased fundraising 
from the green bond market. For borrowers, issuing green bonds is 
consistent with corporate social responsibility and, in some cases, 
saves financing costs. The Green Bond Principles add clarity and 
increase demand for green bonds from investors. In addition, 
rating agencies track and provide assessment of green bond’s 
adherence to the stated promises [1].

Since the first corporate green bond was issued in 2013, there 
have been anecdotes of green bonds pricing being tighter than 
similar conventional bonds. Many green bonds are similar to 
their conventional bond equivalents. Thus, we would not expect 
them to be more expensive than conventional vanilla bonds. 

A green premium is therefore somewhat of an anomaly, might be due 
to unmet demand from investors for green debt. The demand is 
driven largely by investors with a green mandate but also by 
regular investors interested in green bonds as a way to gain exposure 
to the green theme

The paper “Survey of Green Bond pricing and Investment 
Performance” [1]. Surveyed the literature and documented evidence 
for mixed empirical observations on the green bond premium (called 
greenium). The green bond premium is calculated as the difference 
between the yield of a green bond and that of an equivalent 
conventional bond by the same issuer. Liaw 2020 reported there are 
three types of observations in the Literature: Evidence of greenium, 
no evidence of greenium, and mixed results. In the case of greenium, 
several publications showed empirical evidence of green bond 
premiums [2-6]. In such case, investors are willing to accept a lower 
yield to support bonds with environmental and climate benefits. 
However, several reports showed no evidence of green bond yield 
discount at issuance [7,8]. For the third type of observations of mixed 
results, Liaw reviewed all studies by Climate Bonds Initiative 
(CBI), from 2016 to 2019, and documented that some green 
bonds are priced below while some are priced on or above their 
own yield curve. This paper concluded that there is no guarantee 
that green bonds enjoy a lower cost. The conflicting results are likely 
explained by differences in sample selections, time periods, 
methodologies, ratings, currencies, and the properties of the 
respective issuing entity and the bond.
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The paper surveyed the literature and provided a clear summary of 
pricing in the primary market. There is no conclusive evidence 
on whether the yield of a green bond is lower or higher than that 
of a similar conventional bond by the same issuer. The paper 
mentioned but did not evaluate the theoretical models that produced 
the results in those published reports. In addition, the paper 
examined returns from select green bond indexes and green bond 
funds. The sizes of those funds are still small, and their returns 
underperformed their benchmark indexes during the sample period.

The continued growth in green bonds will finance or refinance 
projects to support the environment. Recent report from Climate 
Bonds Initiative showed that, in 2020, the largest issuers 
included Fannie Mae ($13 billion), Federal Republic of 
Germany ($12.8 billion), Société du Grand Paris ($12.2 billion), 
KfW ($9.4 billion), Republic of France ($6.9 billion), Republic of 
Chile ($4 billion), New York MTA ($4 billion), Volkswagen 
($2.2 billion), and China Development Bank ($1.2 billion). This is 
clear evidence of continued strong support from sovereigns. 
Transport operators are now among the top issuers. Finance 
companies (including banks) are significant players in the green 
bond market [9-15].

Conclusion
The cumulative issuance volume reached $1 trillion in 2020. As 

the green bond market continues to grow, it is becoming a significant 
segment of the fixed-income market. There are numerous 
opportunities for research. Pricing of green bonds in the 
primary market is still a fruitful research area. Over time, more 
research projects are likely to focus on secondary market 
trading and investing.

References
1. Liaw, K Thomas. “Survey of Green Bond Pricing and Investment 

Performance.” J Risk Financial Manag 13 (2020): 193.
2. Baker, Malcolm, Daniel Bergstresser, George Serafeim and Jeffrey 

Wurgler. 2018. “Financing the Response to Climate Change: The 
Pricing and Ownership of US Green Bonds.” Cambridge: National Bureau 
of Economic Research, (2018): 1-45.

3. Gianfrate, Gianfranco and Mattia Peri. “The Green Advantage: 
Exploring the Convenience of Issuing Green Bonds.” J Clean Prod 219 (2019): 
127-1 35.

4. Kapraun, Julia and Christopher Scheins. “(In)-Credibly Green: Which Bonds 
Trade at a Green Bond Premium?” Frankfurt: Goethe Universitat, Frankfurt, 
(2019).

5. Preclaw, Ryan and Anthony Bakshi. “The Cost of Being Green.” In: Credit 
Research: US Credit Focus. New York: Barclays, United states, 18 
(2015): 1-12.

6. Zerbib, Olivier David. “The Effect of Pro-Environmental Preferences on Bond 
Prices: Evidence from Green Bonds.” J Bank Financ 98 (2019):
39-60.

7. Larcker, David F and Edward M Watts. “Where’s the Greenium.” J 
Account Econ 6 (2020): 101312.

8. Partridge, Candace and Francesca Romana Medda. “The Evolution of 
Pricing Performance of Green Municipal Bonds.” J Sustain Finance Invest 
10 (2020): 44-64.

9. Climate Bonds Initiative. “Green Bond Treasurer Survey.” London: 
Climate Bonds Initiative. (2020).

10. Deschryver, Pauline and Frederic De Mariz. “What Future for the Green Bond 
Market? How can Policymakers, Companies, and Investors Unlock the 
Potential of the Green Bond Market? J Risk Financial Manag 13 (2020): 
61.

11. Fatica, Serena, Roberto Panzica and Michela Rancan. 2019. The Pricing of 
Green Bonds: Are Financial Institutions Special? J Financial Stab 54 (2019): 
100873.

12. Hachenberg, Britta and Dirk Schiereck. 2018. “Are Green Bonds Priced 
Differently from Conventional Bonds? J Asset Manag 19 (2018): 
371-83.

13. Hyun, Suk, Donghyun Park and Shu Tian. “The Price of Greenness: The Role of 
Greenness in Green Bond Markets.” Accoun Finance 60 (2019):
73-95.

14. Liaw, K Thomas. “Asset Allocation and the Green Bond Market.” In: 
Research Handbook on Investing in the Triple Bottom Line. Sabri 
Boubaker, Douglas Cumming and Duc K Nguyen. Northampton: 
Edward Elgar Publishing, Inc, England, (2018).

15. Nanayakkara, Madurika and Sisira Colombage. “Do Investors in Green Bond 
Market Pay a Premium? Global Evidence.” Appl Econ 51 (2019):
1-13.

How to cite this article: Liaw, Thomas. "Survey of Green Bond Pricing 
and Investment Performance: A Commentary." Arabian J Bus Manag Review11 
(2021) : 408.

Liaw T Arabian J Bus Manag Review, Volume 11:4, 2021

Page 2 of 2

https://doi.org/10.3390/jrfm13090193
https://doi.org/10.3390/jrfm13090193
https://dx.doi.org/10.2139/ssrn.3275327
https://dx.doi.org/10.2139/ssrn.3275327
https://dx.doi.org/10.2139/ssrn.3275327
https://dx.doi.org/10.2139/ssrn.3275327
https://doi.org/10.1016/j.jclepro.2019.02.022
https://doi.org/10.1016/j.jclepro.2019.02.022
https://doi.org/10.1016/j.jclepro.2019.02.022
https://dx.doi.org/10.2139/ssrn.3347337
https://dx.doi.org/10.2139/ssrn.3347337
https://dx.doi.org/10.2139/ssrn.3347337
https://doi.org/10.1016/j.jbankfin.2018.10.012
https://doi.org/10.1016/j.jbankfin.2018.10.012
https://doi.org/10.1016/j.jbankfin.2018.10.012
https://doi.org/10.1016/j.jacceco.2020.101312
https://doi.org/10.1016/j.jacceco.2020.101312
https://doi.org/10.1080/20430795.2019.1661187
https://doi.org/10.1080/20430795.2019.1661187
https://doi.org/10.1080/20430795.2019.1661187
https://doi.org/10.3390/jrfm13030061
https://doi.org/10.3390/jrfm13030061
https://doi.org/10.3390/jrfm13030061
https://doi.org/10.3390/jrfm13030061
https://doi.org/10.1016/j.jfs.2021.100873
https://doi.org/10.1016/j.jfs.2021.100873
https://doi.org/10.1016/j.jfs.2021.100873
https://doi.org/10.1111/acfi.12515
https://doi.org/10.1111/acfi.12515
https://doi.org/10.1111/acfi.12515
http://dx.doi.org/10.1080/00036846.2019.1591611
http://dx.doi.org/10.1080/00036846.2019.1591611
http://dx.doi.org/10.1080/00036846.2019.1591611

	Contents
	Survey of Green Bond Pricing and Investment Performance: A Commentary
	Abstract
	Description
	Conclusion
	References




