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Green Bonds in the Development of Sustainable Financing

Abstract. Considering the level of development of financial markets, their efficiency and economic growth
rates, it is possible to draw conclusions about the state of national economies and the entire world economy as
a whole. Given the strategic importance for economic development, investors and scientists have been
considering, studying and analyzing numerous models for a long period of time in order to determine the vector
of stock market instruments. To this day, this remains a difficult task. Stock market prices have become even
more unpredictable. This is influenced by numerous factors, ranging from economic to specific. Real realities,
crises and, accordingly, the volatility of stock markets require an immediate search for both flexible and effective
investment tools and methods of forecasting them. The relevance of this study lies precisely in this.

The ESG trend is interesting not only for investors. There is every opportunity to expand the offers, focusing
on green bonds in order to further finance sustainable development projects.
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Introduction

The success of the green finance market in raising capital for the 2030 agenda is stimulating strong
interest in a growing number of countries to develop national green bond mechanisms that link international
best practices with local priorities.

Financial markets are a reflection of the state of global and national economies, demonstrating the
effectiveness of their development or, conversely, a slowdown in economic growth. Therefore, the key task of
investors and researchers for many years has been the development and testing of models for identifying the
direction of financial instruments in the stock markets. However, analysis of price movements and behavior
in the stock market is extremely complicated due to a number of economic, political, psychological and specific
factors. Moreover, the high volatility of stock markets in times of crisis makes it necessary to find the most
effective investment tools and optimal methods for predicting their dynamics, which actualized the topic of
the research.

The growing interest in ESG from investors is a huge opportunity to expand the product line with a
focus on green and other bonds to financing sustainable development projects.

“Green” bonds are one of the assets of responsible investing (ESG), an approach in which the choice
of securities is based on environmental, social and governance factors. By investing in “green” bonds, an
investor connects his interests with environmental protection, as they are issued to financing environmental
projects.

In terms of mechanics, “green” bonds do not differ from conventional bonds - they are the same fixed-
income debt securities. In order to obtain official “green” status, the bond issue must comply with special
principles - Green Bond Principles (GBP) formulated by the International Capital Markets Association (ICMA)
or meet the requirements of the Climate Bonds Initiative.

The European Investment Bank debuted green bonds for the first time in 2007, calling them Climate
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Awareness Bonds. The purpose of this placement was to raise funds to finance alternative energy
sources. Then the International Bank for Reconstruction and Development issued Green Bonds a year later.
Then other supranational institutions and development banks began to issue similar securities. The turning
point came in 2013, when large companies entered the market with Green Bonds. Since then, the issuance of
such bonds has been growing steadily.

Methodology
The article uses such research methods as analytical method, observation methods, systematic
approach, generalization methods.

Discussion

According to the international organization Climate Bonds Initiative by September 30, 2022,
cumulative green, social, sustainability, sustainability-linked, and transition bonds captured by Climate Bonds
had topped USD3.5tn [1]. Cumulative green bond issuance passed the USD2tn milestone at the end of
September (Fig. 1).

The GS5+ market has spread across the globe and now includes debt originating from 99 sources, i.e.,
98 countries plus supranational. Supranational remains the largest source with 17% due to its status as the
largest component of cumulative sustainability issuance, the second largest contributor to social bonds, and
the fifth most prolific source of green bonds. The USA, France, and China are the countries responsible for the
largest shares of the G55+ market.
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Fig. 1. Cumulative GSS+ debt

GSS+ debt has been issued in 63 currencies, and the concentration is more acute compared to the
country breakdown, with 82% of the market being EUR, USD, or CNY denominated. The prominence of the
climate agenda in Europe has contributed to the EUR financing 42% of the market, supported by EU
sustainable finance regulation, including the EU Taxonomy which enables issuers to easily identify
appropriate assets for inclusion in green finance instruments.

Financial corporate, non-financial corporate, local government entities, and development banks
together account for 80% of cumulative GSS+ volumes. This reflects the dominance of utilities, banks, and real
estate companies in the green bond space, and supranational and development banks in the social and
sustainability markets (Fig. 2).
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Supranationals are the largest source of GSS+ debt
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Fig. 2. Sources of GSS+ debt

At the end of Q3 2022, the three largest issuers of GS5+ debt were the World Bank (USD165bn), the
European Union (USD141bn), and Caisse d’Amortissement de la Dette Sociale (CADES) (USD120bn). 40
nations have priced sovereign GSS+ bonds with a combined value of USD286bn. However, sovereigns are
responsible for just 8% of overall volumes, suggesting huge potential for this issuer type (Fig. 3).
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Fig. 3. Issuer types of GSS+ debt

Year-to-date GSS+ volumes Year-to-date (YTD) volumes of GSS+ debt had reached USD635.7bn by the
end of Q3. More than half of the total (52%) came from green bonds. Sustainability bonds supplied 22.4%,
social 14.8%, SLBs 10%, and transition contributed the smallest share at 0.5% (Fig. 4).
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52% of 2022 GSS+ volumes were green
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Fig. 4. 2022 GSS+ volumes

At the end of Q3 2022, Climate Bonds had recorded GSS+ bonds from 40 sovereigns with combined
volumes of USD286.9bn. Green is the largest component with USD230.9bn from 26 issuers, led by France
which as the largest single source of sovereign G55+ debt had priced volumes of EUR49bn (USD55bn) by the
end of September (Fig. 5). In Q3, five sovereign issuers priced GSS+ bonds.

40 countries have priced GS5+ debt worth USD286bn
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Fig. 5. 2022 GSS+ structure

“Green” bonds are issued by corporations, developers, municipalities, national and regional
governments, supranational institutions. Globally, the majority of “green” bonds are issued by financial and
manufacturing companies, as well as development banks. The largest issuers include the financial
conglomerate Fannie Mae and such companies as SNCF, Berlin Hyp, Apple, Engie, ICBC, Credit Agricole.
However, in 2020, the public sector is also actively issuing “green” bonds: central and regional governments
and state corporations (Fig. 6).
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Fig. 6. The share of sovereign bonds among “green” bonds

By issuing “green” bonds, organizations receive a number of significant benefits: improved
reputation, inflow of new investors and attraction of resources for eco-projects on favorable terms. In foreign
practice, some issuers of “green” bonds receive special benefits. For example, they do not have to pay coupons
(interest payments on bonds) themselves - this function is fully or partially assumed by the state. Investors, in
their turn, can be exempted from paying income tax on the interest on “green” bonds. The U.S. actions with
regard to Clean Renewable Energy Bonds (CREB) and Qualified Energy Conservation Bond (QECB) are an
illustrative example. The government pays 70% coupon on them, so issuers locally benefit from developing
alternative energy and resource conservation programs.

Result

As a result, the state receives a guarantee for the implementation of the necessary environmental
project, the issuer receives a loan on favorable terms, and investors receive tax-free income. This is another
reason for the popularity of “green” bonds.

To track “green” bonds and determine their average profitability, special indices have been created
on global exchanges. The largest of these are:

v' Bloomberg Barclays MSCI Green Bond Index

S&P Green Bond Index
Bank of America Merrill Lynch Green Bond Index
The Solactive Green Bond Index
There are also exchange-traded funds which track these indices. For example, iShares Global Green
Bond ETF with ticker symbol BGRN and VanEck Vectors Green Bond ETF (GRNB) [2].

To contribute to the development of green finance in Kazakhstan and Central Asia, activities continue
to promote green investment principles among financial institutions in Central Asia and to scale up

ANRNIRN

sustainable financing in the region. The volume of green and social bonds issued at the end of 2021 through
the CGF was $158 million (KZT 68 billion) for social and renewable energy and energy efficiency projects.
With the comprehensive support of the CGF, the total sustainable financing market in Kazakhstan exceeded
USD 250 million (KZT 110 billion).

The ESG-financing market in Kazakhstan is actively developing, new financial instruments and
mechanisms to support companies appear. In July 2022 the president of Kazakhstan K. Tokayev said that in
2021 the volume of sustainable financing market in Kazakhstan increased 500 times, exceeding $ 250 million
[3]. According to the Center for Green Finance of the International Financial Center "Astana" (CGF Astana), in
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2020-2021, three major green loans totaling $62 million were issued in Kazakhstan:

- In September 2021, the Eurasian Development Bank (EDB) and Batys Transit JSC signed a $9.6 million
loan agreement to finance the construction and operation of street lighting networks in Atyrau city [4];

- In November 2021, the Development Bank of Kazakhstan provided a $35.3 million loan (purpose and
recipient unknown [5]);

- In December 2021, Halyk Bank issued a $ 16.5 million loan to Kaz Green Energy company for the
construction of bioelectric power plant in Zhezkazgan city [6]. In addition, since 2011, the European Bank for
Reconstruction and Development (EBRD) has invested in seven environmental projects in Kazakhstan, a total
of $ 63.12 million [7].

Entrepreneurship Development Fund "Damu" implements several programs aimed at the sustainable
development of the economy of Kazakhstan. Three programs of preferential financing are implemented within
the framework of the UN Development Program project to reduce the risks of investing in renewable energy
sources:

- Subsidizing up to 10% of the loan rate for renewable energy projects [8];

- Subsidizing up to 10% of the loan interest rate for projects with energy saving potential and reduction
of greenhouse gas emissions [9];

- SME financing [10].

In addition, Damu is implementing a project to finance SMEs on the principles of Islamic
entrepreneurship and participates in a loan guarantee program under the National Entrepreneurship
Development Project 2021-2025, aimed at supporting sustainable and green businesses, among others [11].

The first ESG bonds in Kazakhstan were issued in 2020 - the issuer was the state fund for the
development of entrepreneurship "Damu" under an agreement with the UN Development Program to reduce
the risks of investing in renewable energy sources. The amount was $420,000 [12].

A total of eight issues of green and social bonds worth $170 million were conducted, the main issuers
being the Asian and Eurasian Development Banks. According to the state program of business support and
development, green bonds must meet the standards of CBI (Climate Bond Initiative) [13].

In December 2021, the Government of Kazakhstan approved a taxonomy of green projects to be
financed through green bonds and green credits. In the future it is planned to develop a taxonomy of social
projects for Kazakhstan and update the existing taxonomy of green projects, taking into account the latest
priorities in the decarbonization and energy transformation of the country.

During 2021 the Exchange established ESG infrastructure, defined minimum listing fees, concluded
agreements with a number of companies on verification of bonds for compliance with ESG criteria. As of
January 1, 2022, there were already six sustainable development bond issues on KASE's official list: three green
bond issues worth KZT34 billion and three social bond issues worth over KZT29 billion. In recent years, the
green financing market has grown several times over and has become more complex due to the variety of
instruments and financing targets [13].

Climate Bonds Initiative accredited AIFC Green Finance Centre

On 23 June 2022 GFC was included in the list of accredited verifiers by an international organization
that defines green finance standards globally, the Climate Bonds Initiative. GFC is the only institution in
Central Asia recognized by two major international organizations developing sustainable financing principles
and taxonomies across the world (ICMA and Climate Bonds Initiative), as well as by the London Stock
Exchange for bonds traded under the Sustainable Bond Market (SBM) label.

The status of an accredited verifier allows GFC to verify an issuer's green bond policy and related
projects against the CBI Standard and Taxonomy under the Initiative's Certification Scheme. Thus, green
bonds of companies that are positively assessed by an accredited verifier, subject to confirmation from the CBI
Board, are recognized as certified issues under the CBI Standard.

There are clear certification standards specifically for climate bonds that meet the goals of the Paris
Climate Agreement. All issuers, state governments and financial market players work using this scheme. This
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is indeed a solution in the fight against climate change.

AIFC Green Finance Centre has been providing external review services for sustainable bonds and
loans since 2020. Among the largest projects reviewed by GFC were a green loan from Halyk Bank in the
amount of 7.9 billion tenge, as well as green bonds of Samruk-Energy in the amount of 18.4 billion tenge. 60%
of green bonds and loans in the Republic of Kazakhstan were externally reviewed by AIFC Green Finance
Centre [14].

Sustainable Development Bonds (ESG bonds) are aimed at financing projects in the field of ecology,
environmental protection and social field. Both green bonds and social bonds are issued to finance sustainable
development projects.

The compliance of green, social bonds with the applicable principles and standards is determined by
the relevant authorized body or organizations that independently evaluate funding projects aimed at issuing
sustainable development bonds, the list of which is determined by the Exchange.

In order to develop the ESG business, KASE provides relief for the payment of listing fees to issuers
of sustainable development bonds, as well as appropriate consulting support (Fig. 7).

SUSTAINABLE FINANCE MARKET IN KAZAKHSTAN

STABLE BOND MARKET EXCEEDS $250 MILLION IN KAZAKHSTAN

ISSUER / LENDER CATEGORY VOLUME DATEOF ISSUE  MATURITY DATE  COUPON, %

Ay Eoo Green loan 7900 000 000 KZT N2

2o iptaines A Green bonds 18 400 000 000 KZT =Nz 250528 4
Development Bank of Kazakhstan Green loan 16 950 000 000 KZT 212 2115

Eurasian Development Bank Social bonds 20 000 000 000 KZT osn.2 0sn24 106
Eurasian Development Bank Green bonds 20 000 000 000 KZT 2092 041024 105
RSSO DIRYWORIME Sachs Green loan 3600 000 000 KZT 200921

Spensiip Dovopenmnt Fund-Samit Social bonds 1000 000 000 KZT 15092 150926 18
AR DINSOIREE Bt Social bonds 8400000 000 KZT 150221 171230 1015
AR NOpe: R Green bonds 3875 505 000 KZT 191120 2102 10,12
ANSHECPIL Sank Green bonds 10097 018 000 KZT 197120 20123 10
SNpenauEYR Diveiopnert Fand- Do Green bonds 200 000 000 KZT 10.0820 10823 175

Fig. 7. The share of sovereign bonds among “green” bonds
Note - based on the source [15]

Therefore, the following conclusions can be made:

— Kazakhstan began to pursue a policy of sustainable development back in the early 2010s and has one
of the most developed ESG legislation in the CIS.

— The key structures in Kazakhstan's ESG agenda include the Ministry of Ecology, Geology and Natural
Resources, Astana International Financial Center (AIFC) and AIFC Green Finance Center, Kazakhstan
Stock Exchange.

— Kazakhstan's ESG-finance market was estimated at $250 million in July 2022.

— ESG-reporting in Kazakhstan is voluntary, the possibility of introducing mandatory reporting in the
medium term is being discussed. Voluntary reports are prepared by about 57% of listed companies.
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— Kazakhstan has its own taxonomy of green projects, it is planned to develop a taxonomy of social
projects.

— The leaders of the ESG agenda in Kazakhstan are large oil and gas companies.

— Kazakhstan has set a goal to achieve carbon neutrality by 2060. Kazakhstan has already achieved the
first intermediate goal - to achieve 3% of energy generation from RES by 2020; RES account for 4% of
electricity generation.

The basis of Kazakhstan's energy sector is made up of coal-fired power plants.

— Carbon exchange in Kazakhstan has been operating since 2013. The cost of carbon units is $ 1 per ton,
which is 50 times less than in the EU and 3.6 times less than in Singapore.

— In 2026, the construction of one of the largest green hydrogen projects in the world will begin in
Kazakhstan.

However, it should be noted that there is no general assessment of compliance with ESG principles in
Kazakhstan yet. There are no ESG-ratings in Kazakhstan, which would assess compliance with ESG principles,
their quality and results, both in the country as a whole, and in the context of companies. The only available
rating prepared by PwC Kazakhstan is aimed at evaluation of disclosure of quality and availability of ESG
information in public reporting of Kazakhstan companies. There are also separate ratings on selected
Kazakhstan companies from Sustainalytics and RAEX-Europe, to a greater extent on companies in the oil and
gas sector. Consequently, there is no general assessment of compliance with ESG principles in Kazakhstan yet.

Nevertheless, Kazakhstan is actively advancing in the implementation of and compliance with ESG
principles, following the global trend. And here the main task is not just to position itself as a country with
socially responsible business activities, but to actually improve the impact on the environment and on
important social indicators, which, in addition, will increase the investment attractiveness of the country in
the world stage [16].

Conclusion

Strong growth in sustainable bond market to continue in 2022 We forecast that sustainability-themed
bonds will continue to grow strongly in 2022. Our Baseline Scenario assumes that new issuance of green, social,
sustainability and sustainability-linked bonds will continue to increase at a rate of 35% YOY.

In our Green Growth Scenario new issuance in the sustainable bond market would grow even stronger
— by 53% next year. While we don’t expect another doubling of the market like in 2021, we are still very
confident that sustainable bonds will continue to sharply increase and outperform conventional bonds next
year.
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Growth drivers: Carbon and renewable energy prices, COP26, and corporate commitments Driven by
a sudden increase in the price for gas, the carbon price under the EU’s Emission Trading System has rocketed
more than 50% since November 2021. With gas supply in jeopardy due to maintenance of major gas
infrastructure and political tensions with Russia, the European benchmark carbon price could hit EUR 100 this
winter. This, together with the ever-improving economics of renewables, could drive sustainable bonds next
year as more and more corporates want to lower their energy costs and increase security of supply.
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H. A. T'ymap?, E.O. Teaarycosa?, A.2K. Omip3
IKacnuii Kozamovix yrueepcumemi, Aamamol, Kasaxcman
2Kasax yammoix nedazozukaivix yruueepcumemi, Aamamol, Kasaxcman
SEypasus mexHoA0ZusSAbIK yHusepcumemi, Avamut, Kasaxcman

TypaxkThl Kap>KbL1aHABIPYABI AaMBITY AQFbI )Xacbla o0AuraIsiaap

AnBoTanms. Kap>Kbl HapbIKTapbIHBIH JaMy AeHTelliH, 041apAblH TMiMAiAiri MeH YKOHOMMKAABIK, 6cy
KapKbIHBIH €CKepe OTBIPBII, YATTHIK SKOHOMUKaJAapAbIH >KoHe >KaAIlbl 91eMAiK SKOHOMUKAaHbBIH Kal-Kyiii
TypaAbl KOPBITBIHABI JKacayfa 004aabl. DKOHOMUKAABIK AaMy YIIIiH CTpaTernsAblK MaHbI3ABIABIFBIH ecKepe
OTEHIPHII, MHBECTOPAAP MEeH FaAbIMAap Y3aK yaKbIT OOIBI KOp HapBIFBI KYpaaAAapBIHBIH BeKTOPBIH aHBIKTaY
MaKcaTBIHAA KOIITETEH MOAeAbAePAl KapacTEIpaAbl, 3epTTelii JKoHe Taajaliabl. byTiHri KyHre geitiH Oy KUBIH
MiHJeT 004bIll Kada Oepeai. Kop HapbIFbIHAaFbl OaFasap OdaH Aa KyTIlereH 6044bl. byFaH ®KOHOMMKaAABIK,
Jaxropaapaan H6acran HakTh daKkToOpAapra AeliHri KemrereH ¢pakropaap acep eredi. HakTsl mIBIHABIKTAp,
AafFjaprIcTap >KoHe ColiKecCiHIlle KOP HapbIKTapBIHBIH KYOBIAMAaABIABIFBI MHBECTUIIMSAAAYABIH UKeMAL JKoHe
THiMA4i KypaajapsiH 4a, oaapAbl 00aXKay 94icTepiH Ae gepey i3aeyai Taaan ereai. bya seprreyain esexriairi
292 OCHI.

ESG Tpenai Tek wmHBecTOpAap YIIiH KBI3BIKTEI eMmec. TypakTel daMy >koDalapblH OJaH opi
Kap>KbLAaHABIPY MaKcaThIHAa >Kachla o0AUTaIiMsAapra Oaca Hasap ayAapa OTBIPBII, YChIHBICTapAbl KeHeTyTe
OapABIK MYMKiHAIKTep Gap.

Tyriiu cesaep: Xacoia obanraimsaaap, TypakTh Kap>KplaaHABPY, ESG, Kap>Ksl Kypaadapsl.

H.A.T'ymap?, E.O. Teaarycosa?, A.2K. Omup?
IKacnuiickuil o0uyecmeenmotii ynusepcumem, Aamamol, Kasaxcmarn
2Kasaxckuii HauuoHarvHolil nedazozuveckuil ynusepcumem, Aavamot, Kasaxcmarn 3Espasutickuii mexHoA0zuueck i
yrusepcumem, Aamamu, Kasaxcman

3eaeHbie o61mrau1/m B pa3sBuTmNmn y€TOI7[‘II/IBOI‘O (l)I/IHaHCI/IpOBaHI/IH

AnnpoTanms. PaccMarpuBast ypoBeHb pa3BUTOCTY (PMHAHCOBBIX PHIHKOB, 1X 9(P(PEKTUBHOCTH U TEMIIBI
HKOHOMUUYECKOTO POCTa, MOXHO JeAaTh BHIBOABI O COCTOSIHMM HallIOHAABHBIX SKOHOMMK U BCel MUPOBOI
DKOHOMUKIH B I1e10M. YUNUTEHIBasI MX CTPaTeIMIecKyIO BaXKHOCTD 4451 DKOHOMIIECKOTO Pa3BUTIA, MIHBECTOPHI U
Hay4yHble JedATeAl Ha MPOTSKeHMM AAUTEABHOTO IIepuoja BpeMeHM paccMaTpMBalOT, U3y4aloT U
aHaAM3MPYIOT MHOTOYMCAEHHbIE MOJEAN B IIeAsX OIlpeAeAeHNs BEKTOpa MHCTPYMEHTOB (POHAOBOTO PbhIHKA.
A0 CeToAHAIIHEIO AHS DTO OCTaeTcs CAOXKHON 3adaveil. lleHel Ha ¢QoHAOBOM pbIHKe craau elle 6ozee
HelrpeAcKazyeMbpIMI. Ha 9To BANI0T MEHOTOUMCA€HHBIE (PAaKTOPHI, HAYMHAsI OT DKOHOMMYECKNX I 3aKaHIMBasI
cnenuduaeckumn. Hacrosmme peaann, KpM3MCH U, COOTBETCTBEHHO, BOAATMABHOCTh (POHAOBBIX PHIHKOB
TpeOyIOT He3aMeAANTeABHOTO ITOMCKa KaK TMOKNX M pe3yAbTaTUBHBIX MHCTPYMEHTOB MHBECTMPOBAHIL, TaK U
caMIIX MeTO/0B MX IIPOTHO3MPOBaHMs. AKTyaAbHOCTb AaHHOTO MCCAeJ0BaHM 3aKAI0UaeTCsl UIMEHHO B 5TOM.

Tpena ESG unTepeceH He TOABKO MHBecTOpaM. ECTh Bce BO3MOXKHOCTM pacIIMpPUTh IpeA0KeHNs],
Jdelasl yIOp Ha 3eleHbple O0AMTanmy B LeAdX JaAbHeNInero (pUHaHCHPOBAHMA IIPOEKTOB YCTOIYMBOIO

Ppa3BUTILA.

KaioueBble caoBa: 3eaeHble oOauranmy, ycroidmsoe ¢uHaHcuposaHue, ESG, ¢unHanHcOBbIE
VMHCTPYMEHTEL.
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