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Recently news broke that two Kenyan issuers are considering green bonds. Is this a portent of good things to
come? Are other markets, not just in East Africa but more globally, likely to tap this new avenue of revenue? And
how will it impact our evaluation of potential issuers, as investors in emerging markets debt?
Green bonds are much like traditional bonds, except they raise capital for sustainable projects—renewable energy,
green transportation, and waste-water treatment, for example.
We have seen sharp growth in the issuance of not only green bonds but also sustainability bonds and social bonds,
which are closely related. When thinking about issuance outside of the corporate space, sovereigns and stateowned enterprises in Latin America are leading in that respect, with Asia closely following. And there was recently
a debut of a sustainability bond in Sub-Saharan Africa. The Republic of Benin issued a bond with a sustainability
feature, making it one of the first in Sub-Saharan Africa to do so.
The latter provided a helpful framework for debt analysis in that it was very clear what the money was earmarked
to do, and there was third-party opinion as to how it contributes to sustainable development goals and the
achievement thereof.
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But sustainability bonds are still a relatively new concept, and we think the effectiveness is yet to be tested. There
clearly are transactional costs involved in designing a framework like that and ensuring that funds are used for
intended purposes.
In comparison, proceeds raised through Eurobond issuance are intended for general budgetary purposes and this
money is therefore fungible. But the proceeds of sustainable or green bonds can only be used for specific projects
that meet strict guidelines in terms of meeting environmental objectives, and these frameworks have yet to be
tested in terms of how they may be avoiding some of these fungibility issues.
Specifically, a country can develop a sustainable bond, but still fund other activities that are not green. A country
may have a sustainable bond that is investing in renewable energy, but coal-fired power plants are being funded
through other means. How do you think of a sovereign that is issuing money in that way? How green is the
sovereign itself?
That said, bonds whose proceeds must be used for very specific purposes, and have very clear mapping to
sustainable goals, in our minds can be very helpful in understanding the impact on environmental and social
outcomes.
We definitely see scope for this across East Africa. There are issuers that are actively speaking to banks about
designing these frameworks and ensuring that within the public money-raising system, earmarking processes are
enacted that would allow for activities to be funded directly through a sustainable fund.
From an investor perspective, there is clearly a large pool of funds actively investing in sustainable activities, and
sustainable funds are growing in size as allocators see this. We’re seeing asset owners, particularly in Europe,
focusing on sustainability. And in the context of European legislation, we’re seeing a change in demand for
sustainable products. That’s filtering through to issuers, who are looking to issue an increased number of green
and other labelled bonds.
There’s a gap, in particular, for the lower-income countries and the single B-rated or lower-rated countries that
don’t necessarily have the frameworks in place to allow for that earmarking and have not yet completed the
process of ensuring these frameworks are tested by third parties.
But we’ve found the development helpful in creating more transparency and specifically help in elevating the
focus on sustainability within our own portfolios. Labelled bonds are helpful in mapping expenditure to objectives
within environmental, social, and governance (ESG) factors and with sustainable outcomes.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
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