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Sustainability-Linked Products Are 

Increasingly Popular  
Sustainability-linked loans (SLLs) and bonds (SLBs) are growing in 
popularity among corporates as a tool to raise capital while publicly 
declaring their intention to improve environmental or social 
performance targets.  

The establishment of international principles on sustainability-
linked debt in the past few years has led to a rapid expansion in 
borrowers using these structures. They offer companies some 
flexibility in identifying areas where sustainability practices can be 
improved, while not binding them to a strict use of proceeds.  

Expanding Range of Sectors and 

Sustainability Targets  
The sectors represented by borrowers of SLLs, initially dominated 
by energy companies with targets linked to greenhouse gas (GHG) 
emissions, has broadened. This has led to increased diversity in the 
type of key performance indicators (KPIs) to which the facilities are 
linked, with greater incorporation of social and non-emissions 
environmental targets.  

Policy and Regulatory Support for 

Sustainability-Linked Structures 
Regulators and stock exchanges in several major financial markets 
have introduced mandatory environmental and sustainability 
reporting requirements for companies. As more large firms disclose 
and monitor non-financial metrics, it becomes easier for them to 
enter into borrowing arrangements tied to improving against those 
metrics.  

In Europe, changes to the eligibility of SLBs in asset-purchase 
programmes remove a hurdle for market expansion.   

Acceptance of Sustainability-Linked Debt 

Remains Unclear 
The limited record of SLLs and SLBs makes it difficult to determine 
how much they contribute to material changes in corporate 
behaviour on environmental and social risk factors. It remains 
unclear how SLBs are viewed by investors and how they fit into the 
development of sustainability fund mandates and regulatory 
frameworks.  

While they offer an opportunity to reduce borrowing costs in 
exchange for achieving sustainability goals, the small size of 
sustainability-linked products as part of most companies’ overall 
debt structures means the impact so far has been limited. 

“We believe the primary short-term impact of 
sustainability-linked debt will be in borrowers 
publicly committing to a defined ESG strategy. 
Even if they fail to fully meet bond or loan 
performance targets, companies entering into 
these structures still have to invest in the 
internal resources required to achieve them.” 

Nneka Chike-Obi, ESG Research, Fitch Ratings 
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Sustainability-Linked Instruments Are 

Growing in Popularity  
There are two main types of available ESG-oriented debt 
instruments. The first is the green bond, which includes similar 
instruments such as social, sustainability, transition, and pandemic 
bonds. They are also commonly referred to as “GSS” bonds. The 
Green Bond Principles (GBP) framework was created in 2014 by a 
consortium of banks and is now managed and overseen by the 
International Capital Market Association (ICMA). Green bonds are 
distinctive in having a defined use of proceeds for green projects, 
such as renewable energy, climate change adaptation and 
biodiversity conservation. Issuers must agree to third-party 
evaluation both for the eligibility of the use of proceeds and for 
reporting on whether the funds are being appropriately allocated. 
The Green Loan Principles (GLP), issued by the Asia Pacific Loan 
Market Association (APLMA), Loan Market Association (LMA), and 
Loan Syndication and Trading Association (LSTA), are built upon the 
GBP and use the same list of eligible green projects.  

The Social Bond Principles and Sustainability Bond Guidelines (also 
issued by the ICMA) only differ from green bonds in the types of 
eligible projects. If the primary use of proceeds for the bond is a 
project that seeks to achieve a positive social outcome, such as 
affordable housing or widened access to essential services, it can be 
categorised as a social bond. Where the use of proceeds combines 
environmental and social projects, the issuer may label it a 
sustainability bond.  

Transition bonds, typically issued by companies with large 
environmental risk exposures, are used to fund activities that reduce 
negative impacts but do not qualify as eligible green projects. For 
example, a utility could issue a transition bond to replace a coal-fired 
power plant with a gas-fired one. This would reduce the company’s 
overall GHG emissions, but gas-fired power is not considered a green 
activity. There are no formal principles specifying eligible activities or 
reporting requirements for transition bonds, so they are essentially 
self-labelled by issuers. ICMA has established a working group on 
transition instruments in 2019, and the Climate Bonds Initiative 
released a white paper on how to establish a framework for the 
transition label in September 2020.  

The second category is the sustainability-linked instrument. APLMA, 
LMA, and LSTA formalised the Sustainability-Linked Loan Principles 
(SLLP) in March 2019. This was followed by the Sustainability-Linked 
Bond Principles (SLBP) from ICMA in June 2020.  

For both types, the borrower or issuer receives either a discount or 
a premium to the established interest rate or bond coupon based on 
achievement of KPIs against sustainability performance targets 
(SPTs) that are meaningful to the company’s normal course of 
business. These can be specific measurable targets related to areas 
like emissions or energy consumption – for example, a commitment 
to increase the share of renewable energy consumed over a defined 
time period.  

The SLLP and SLBP also allow for loans to be linked to external ESG 
scores or ratings provided by independent companies, or inclusion 
in a sustainable equity index. Unlike green bonds or loans, there is 
no defined use of proceeds, and they are normally used for general 
corporate purposes.  

GSS Versus Sustainability-Linked Bonds 

 Green Sustainabilty-linked 

Use of 
Proceeds 

Eligible green/social 
projects or activities 

No restrictions; can be used for 
general corporate purposes 

Performance 
Indicators 

None Specific and quantifiable SPTs 
meaningful to borrower’s or 
issuer’s business 

Coupon Dependent on borrower 
credit rating and market 
demand 

In addition to credit rating, 
discount or premium to coupon 
based on achievement of or 
failure to meet SPTs 

Reporting Annually, with a list of 
the projects to which 
proceeds have been 
allocated and the 
expected impact 

Annually to lenders on SPT 
status. Encouraged to publicly 
report.  

Source: Fitch Ratings, ICMA, LMA 

 

The loan is the most common sustainability-linked debt product at 
present. This is not only because it was developed and marketed 
earlier than the SLB, but also because it provides the borrower with 
a greater degree of flexibility compared to a bond. The structure can 
be applied to revolving credit facilities (RCFs), working capital 
facilities, term loans, and trade finance, and in many cases, 
companies have converted existing loans into sustainability-linked 
products. This allows borrowers to extend the tenor of a facility and 
potentially reduce its cost through the interest rate discount if SPTs 
are achieved. 

 
 

We have analysed the publicly available details of all reported 
sustainability-linked transactions over the past few years and have 
observed trends about the product as its use has expanded. The 
deals included in this dataset are not exhaustive but represent the 
vast majority of loans in this space over the past four years. Not all 
transactions have made their pricing or KPIs public. All references 
are to those where such information was available. 

In 2017 there were just 12 companies that reported borrowing 
through SLL facilities. This had risen to 134 by 2019. Growth in this 
area (by value) has been even more significant, reaching nearly 
USD140 billion in 2019 and around USD72 billion so far in 2020.  
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Italian energy company Enel S.p.A. (A-/Stable) issued the world’s 
first SLB in 2019, with performance targets linked to the UN’s 
Sustainable Development Goals (SDGs). Enel will pay a coupon of 
2.65% plus a one-time step-up of 25bp on the USD1.5 billion five-
year bond if it does not have 55% of its installed capacity from 
renewable energy by 31 December 2021 – a goal linked to SDG 
“Goal 7: Affordable and Clean Energy”. In October 2020, Enel 
issued a second SLB of GBP500 million with the step-up linked to 
having 60% renewable capacity by 31 December 2022.   

Three new SLB issuers entered the market in 2020: Brazilian pulp 
and paper company Suzano S.A. (BBB-/Negative), luxury retailer 
Chanel and pharmaceutical manufacturer Novartis AG (AA-
/Stable). The Novartis bond is the first linked to social rather than 
environmental targets. The EUR1.85 billion zero-coupon bond has 
a 25bp step-up if the company fails to expand patient reach in low- 
and middle-income countries, with a focus on treatment of leprosy, 
malaria, Chagas disease, and sickle cell disease by 2025. Additional 
details about this transaction are in our Fitch Wire Novartis Bond 
Highlights ‘Social’ as Key to Pharmaceuticals’ ESG (September 
2020). 

Chanel’s EUR600 million SLB issuance in September 2020, 
consisting of two bonds with 5.5-year and 10.5-year tenors, came 
one week after fellow luxury retail brand Burberry raised GBP300 
million through a sustainability bond. This was both companies’ first 
entrance into the international bond market. The pair of 
transactions serves as a useful comparison between the similarly-
named products. 

Luxury Sector ESG Bonds – September 2020 

 Burberry Group Plc Chanel International BV 

Bond type Sustainability (UOPa) Sustainability-linked (KPI) 

Issued September 2020 September 2020 

Maturity September 2025 July 2026/2031 

Size GBP300m EUR300m/EUR300m 

Coupon 1.125 0.50/1.00 

Step-up margin - 0.50/0.75 

 
 
 

                                                                                       
1 A voluntary certification issued by non-profit B Lab based on meeting minimum 

environmental, social, and sustainability standards.  

Luxury Sector ESG Bonds – September 2020 (Cont.) 

 Burberry Group Plc Chanel International BV 

Use of 
proceeds 

Green buildings 
certification; sourcing 
certified cotton, paper 
and packaging; 100% 
recyclable nylon  

- 

KPIs - Reduce Scope 1 and 2 
emissions 50% by 2030, Scope 
3 by 10% by 2030; 100% 
renewable eletricity by 2025 

Sustainability 
coordinator 

JP Morgan BNP Paribas 

Subscriptions 
(x) 

7.8 2.25 

a Use of proceeds.  
Source: Fitch Ratings Bloomberg, ICMA 

 

SLBs are still a very small part of the ESG bond market, although the 
success of these early issues and the establishment of the SLBP earlier 
this year should make it easier for other companies to use the product. 
The four issuers so far cover different sectors, span the range of 
investment-grade debt, and include a first-time entrant to the bond 
market (Chanel). Although the current sample size is small, this 
indicates that the sustainability-linked structure may be widening the 
appeal of using bonds to raise capital to different types of companies. 

 
 

Lender Types, Sustainability Targets Are 

Diversifying 
In 2018, 44% of SLLs where KPIs were disclosed were based on an 
external ESG rating or inclusion in a listed equity sustainability 
index. This dropped to 27% and 28% in 9M19 and 9M20, 
respectively. BNP Paribas’ EUR2 billion Positive Incentive Loan in 
2018 to food manufacturer Danone was a landmark transaction for 
structure. It tied the interest rate to two criteria: first, the average 
of its ESG scores from Sustainalytics and Vigeo Eiris; and second 
gaining B Corporation1 status for as many of its subsidiaries as 
possible. Several other deals in 2018, such as German manufacturer 
Henkel’s EUR1.5 billion RCF and Singaporean real estate company 
CapitaLand Limited’s SGD300 million term loan/RCF, were also 
linked to multiple ESG ratings or index inclusions.  
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Over the past few years, however, SLLs are being increasingly 
linked to more individualised and targeted KPIs. Borrower-specific 
targets have become more widely used, as has the percentage of 
lenders whose facilities are linked to a combination of ESG factors. 
In 2019, 14% of reported loans had targets in more than one 
category, compared to 22% in 2020 so far.  

This may be due to concerns about the accuracy of ESG ratings. In 
BNY Mellon’s 2020 investor relations survey, only 12.3% of 
respondents said they agree with their company’s assessment by 
ESG ratings providers. A team at the Massachusetts Institute of 
Technology’s Sloan School of Management compared ESG scores 
for the same companies by six major ESG rating firms and found an 
average correlation of 0.54, dropping to 0.42 for social ratings and 
0.3 for governance ratings2. This means that, outside of 
environmental factors, ESG ratings for the same company can vary 
significantly depending on the criteria and methodology used.  

It may be the case that in the product’s earlier years, borrowers felt 
more comfortable fully outsourcing the evaluation of their ESG 
performance to a specialised firm. In 2018, 38% of SLL borrowers 
were utilities or energy companies; sectors that have historically 
had stricter regulatory requirements related to GHG emissions and 
energy fuel sources. Companies outside of the energy industry 
would likely have had less experience with sustainability reporting.  

 
 

In general, sustainability targets for non-energy firms reflect a 
wider range of environmental and social concerns. Sugar producer 
Tereos SCA’s (BB-/Negative) USD105 million export prepayment 
facility has KPIs linked to emissions but also water consumption and 
the amount of certified sugar cane purchased a year. Resort 
operator Club Med SAS signed a EUR300 million loan in 2019 tying 
its interest rate to achieving eco-construction and sustainable 
tourism certifications and reducing single-use plastics. Within the 
social category, KPIs for transactions in 2019 and 2020 have 
included increasing the number of women in management roles, 
creating job opportunities for underrepresented minority groups, 
and reducing workplace injury rates.  

Both the SLLP and SLBP allow for wide latitude in selecting 
performance targets, as long as they are measurable or quantifiable, 
and externally verifiable. Of the 10 examples that the LMA provides 
in a list of potential sustainability targets, only one is social 
(affordable housing).  

                                                                                       
2 Aggregate Confusion: The Divergence of ESG Ratings, Florian Berg, Julian F. Koelbel, 

and Roberto Rigobon. MIT Sloan School of Management Working Paper 5822-19 

Neither the bond nor loan requires a second-party opinion to 
determine whether or not the targets set actually achieve any 
sustainability goals or are appropriate for the business, although it 
is strongly recommended. This means that as the number of 
transactions under these structures grows, there may also be some 
linked to KPIs that are either not verified as green or sustainable, or 
are not achievable or material for the borrower in question. We 
expect this to be more of a concern for loans, given the public nature 
of the bond market and its participants, who are primarily large 
entities, international banks and institutional investors. 

 
 

Regulation Increasingly Supportive of 

Sustainability-Linked Structures 
Changes in regulatory requirements in major financial markets 
have increased the number of companies who track metrics on their 
environmental and social impact, making it easier to enter into a 
financial transaction built around those indicators.  

In 2010, the US SEC issued guidance to public companies indicating 
where climate change may require disclosures, such as the impact 
of international accords, physical impacts, and indirect 
consequences of business trends. Amendments to the UK’s 
Companies Act in 2013 required companies to issue annual reports 
including information on environmental matters, staff, and social, 
community, and human rights issues. Publicly listed companies 
must also disclose their GHG emissions.  

The EU Non-Financial Reporting Directive, effective from 2014, 
requires companies with more than 500 employees to report on 
their policies addressing environmental protection, social 
responsibility, human rights, anti-corruption, and diversity on 
company boards. Jurisdictions such as Brazil, Canada, China, 
Singapore and South Africa require sustainability disclosures from 
large and publicly listed companies. 

More companies participate in voluntary sustainability standards 
(VSS), which require higher reporting and due diligence standards 
related to environmental and social factors. Commodity producers, 
particularly those operating in emerging economies, are facing 
increasing pressure from buyers in developed markets to have VSS 
certification as evidence that their supply chains are free of harmful 
practices such as child labour, pollution, or illegal land-clearing. As 
we wrote about in our report Financial Sector Confronts 
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Deforestation as a Key ESG Risk (September 2020), a growing 
number of global banks’ ESG policies require clients producing 
commodities including palm oil, soybeans, and cotton to have one or 
more VSS certifications to qualify for financing.  

This may explain why the range of industries represented among 
companies entering into sustainability-linked facilities has 
expanded. While initially dominated by energy sector companies, 
firms associated with consumer staples such as agribusinesses, food 
manufacturers, and retailers have begun making up a larger share 
of borrowers in the past few years, rising to around 23% of reported 
SLLs in the first nine months of 2020.  

 
 

On the demand side, the ECB looks set to become an important 
purchaser of SLBs. In September, it announced that from January 
2021 SLBs will be eligible both as collateral for credit and for the 
ECB’s asset-purchase programmes, as long as at least one of the 
performance targets meets an objective listed in the EU Taxonomy 
or the UN SDGs. This means that SLBs can be considered equally 
alongside vanilla bonds or use-of-proceeds bonds for purchase 
consideration. However, the ECB is also considering, as part of its 
current strategic review, whether or not it may favour bonds with a 
green or sustainability element over others in the future. Although 
the SLBs issued so far have had sizable demand from investors, the 
additional participation of a central bank buyer could encourage 
more euro-denominated issuances from 2021.  

In Asia, the Monetary Authority of Singapore launched a 
sustainable bond grant scheme in 2019 that subsidises the costs of 
a second-party opinion for companies wishing to issue green and 
social bonds and SLBs. In July 2020, it announced that it will open a 
new grant program for green loans and SLLs, to reduce costs for 
both borrowers and banks in establishing targets and lending 
frameworks. 

Lack of Consensus on Sustainability-Linked 

Debt Credentials 
SLLs seem to be an attractive option for companies seeking to 
bolster their sustainability credentials without having to commit to 
funding specific green or social projects. For deals where pricing 
details have been disclosed, the discounts for achieving the linked 
SPTs are not as large as the step-ups built into the SLBs issued so 
far. For example, if Spanish utility Iberdrola, S.A. (BBB+/Stable) 
achieves targets for its five-year EUR1.5 billion syndicated loan, it 
will pay Ibor plus 23.5bp; a saving of 4bp compared to its previous 
standard credit. It is unclear if this level of financial incentive or 
penalty is significant enough to make borrowers ensure that they 
meet their facilities’ targets. 

Investor acceptance of SLBs remains unclear, given the small 
sample size so far. One issue that regulators may need to address 
for investors is if and how sustainability-linked products fit into 
green or sustainability standards, such as the labelling of ESG funds 
that hold these instruments. External ESG ratings companies can 
provide a third-party opinion on the quality of the KPIs and targets 
set, but such ratings are still optional under the SLLP and SLBP. In 
the case of a bond where the issuer fails to achieve targets, the only 
recourse to investors is the step-up margin. At that point, the bond 
no longer has any connection to the achievement of a green or 
socially-positive outcome.  

In a recent research report3, the Bank for International Settlements 
analyses the green bond market and finds that “green bond labels 
are not associated with falling or even comparatively low carbon 
emissions at the firm level”. This is because simply directing a 
portion of debt towards green projects does not change a 
company’s overall environmental footprint. SLBs, on the other 
hand, have a mechanism to incentivise issuers to embed sustainable 
activities into their overall corporate practices. We expect SLBs to 
initially attract a large but perhaps less ESG-focused group of 
investors compared to green or social bonds, until there is a longer 
record of the product’s performance as an investment, and its 
impact on the sustainability practices of issuers. 

We believe the primary short-term impact of sustainability-linked 
debt will be in borrowers publicly committing to a defined ESG 
strategy. Even if they fail to fully meet the bond or loan performance 
targets, companies entering into these structures still have to invest 
in the internal resources required to achieve them. We expect to 
see an increased integration of sustainability factors within 
corporate policies for borrowers as a result. The immediate credit 
implications are limited, however, as the pricing that borrowers can 
achieve remains driven primarily by their overall creditworthiness, 
not their sustainability credentials. 

 

                                                                                       
3 Green bonds and carbon emissions: exploring the case for a rating system at the firm level, 

Bank of International Settlements’ Quarterly Review, September 2020 

Agriculture & livestock
27%

Fish - aquaculture/wild capture
13%

Processed 
food
10%

Consumer 
products

10%

Textile/garment
10%

Energy products & mining
9%

Services
6%

Forestry
5%

Industrial 
products

4%

Other
6%

Source: Fitch Ratings, UNCTAD

Active Voluntary Sustainability Standards by Sector

https://app.fitchconnect.com/search/research/article/RPT_10134822
https://www.bis.org/publ/qtrpdf/r_qt2009c.htm


 

Sustainable Insight  │  12 November 2020  sustainablefitch.com 6 

 

  

 

Sustainable Finance 
Global 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

An ESG Rating is an assessment of the Environmental, Social and Governance (“E”, “S” and “G”) qualities of financial instruments and/or entities. An ESG Rating 
is not a credit rating. ESG Ratings are provided by Sustainable Fitch, a separate division of Fitch Ratings. Sustainable Fitch has established certain policies and 
procedures intended to avoid creating conflicts of interest and compromising the independence or integrity of Fitch Ratings’ credit rating activities, as well 
as its ESG rating activities. For a description of the methodology, limitations and disclaimers of Sustainable Fitch’s ESG Ratings, please use this link: 
www.sustainablefitch.com.  

Please note, that individuals identified in an ESG Rating report are not responsible for the opinions stated therein and are named for contact purposes only. A report providing an ESG Rating is neither a 
prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in connection with the sale of financial instruments and securities. ESG Ratings are not 
considered investment advice and they are not and should not be considered as a replacement of any person’s own assessment of  the ESG factors related to a financial instrument or an entity. Fitch Ratings does 
not represent, warrant or guarantee that an ESG Rating will fulfil any of your or any other person’s particular purposes or needs. Fitch Ratings does not recommend the purchase or sale of financial instruments 
or securities nor gives investment advice or provides any legal, auditing, accounting, appraisal or actuarial services. ESG Ratings are not an opinion as to the value of financial instruments or securities. Fitch 
Ratings does not audit or verify the accuracy of the information provided to it by any third party for the purpose of issuing an ESG Rating, including without limitation issuers, their representatives, accountants 
and legal advisors and others. Fitch Ratings does not represent, warrant or guarantee the accuracy, correctness, integrity, completeness or timeliness of any part of the ESG Rating. The information in an ESG 
Rating report is provided "as is" without any representation or warranty of any kind, and Fitch Ratings does not represent or warrant that the report or any of its contents will meet any of the requirements of a 
recipient of the report. 

Fitch Ratings receives fees from entities and other market participants who request ESG Ratings in relation to the analysis conducted to assign an ESG Rating to a given financial instrument and/or entity. The 
assignment, publication, or dissemination of an ESG rating by Fitch Ratings shall not constitute a consent by Fitch Ratings to use its name as an expert in connection with any registration statement filed under 
the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. 

Copyright © 2021 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries.  33 Whitehall Street, NY, NY 10004.  Telephone: 1-800-753-4824, (212) 908-0500.  Fax: (212) 480-4435. Reproduction or 
retransmission in whole or in part is prohibited except by permission.  All rights reserved. 

 

http://www.sustainablefitch.com/

