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SEB Financial Strategy: ESG opportunities in shipping In order for shipping to achieve the
50% CO2 reduction target, it is crucial for shipping companies and their stakeholders to
invest in innovative solutions that can reduce the carbon intensity of future ships.
Teekay: Teekay E-Shuttle Tanker When Teekay Offshore embarked on a fleet renewal
program back in 2016, we saw the importance of building vessels which will maintain their
relevance throughout their 20+ year lifespan.
CICERO Shades of Green: The importance of including shipping and other high-emission
sectors in the green transition The green bond framework from Teekay Shuttle Tankers
LLC delivers important efficiency improvements and supports lower emission shipping
through innovation, but does not provide a long-term solution to a low-carbon future
Alfred Berg: Teekay Shuttle Tanker green bond – an investor’s perspective Alfred Berg
Income invested in Teekay Shuttle Tanker’s green bond because we like that the proceeds
go to a new ship design that will reduce CO2 emission by 50%, and NOx and SOx by 98%.
This is an achievement, which fulfills the requirements to reach the Paris Agreement of
climate change.
AFRY: Grid capacity challenges in Sweden Decarbonizing the whole economy means more
than just building wind farms. In this article we focus on one area that creates a barrier to
economy-wide decarbonization – that of grid constraints – and we focus on the situation in
Sweden which faces a particular set of challenges.
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Letter to the reader
Best. Year. Ever.
2019 is shaping up to be the best year ever for green bonds with more than
USD 250bn of issuance and heading towards USD 350bn+ in 2020.
Growth has been driven by “new” markets like Germany, Japan and Denmark,
a recovery of the US and strong engagement from Agencies and the corporate
sector. This is all showing a strong response to increasing investor demand for
the green bond market.
We are also seeing new players from the tanker industry (Teekay), mines (ionore, LKAB) and airports (Swedavia) entering the market – all with Green
labels – a fact which has initiated discussions and talks about the difference
between Green and Transition.
Without all sectors embracing the Paris agreement and an invitation for them
to contribute, it will be hard (if not impossible) to reach the Paris Agreement.
Consequently, actions from high polluting sectors and their relevance for the
Paris Agreement should not be a topic of discussion, but the name Green or
Transition could be?
With the willingness to use the Green label, issuers invite NGOs and investors
to assess their strategy, credibility and governance to assure delivery on the
Green label. However, without a strict border between Green and Transition,
there might be a risk of “name-washing”. Hence, the label discussion.
As an underwriter, our role is to assure transparency and, if possible, a second
opinion indicating the likelihood of an asset being “green” and its place on the
Green scale.
But it is also our role to enable key players, leaders and strong performers to
understand the green market and allow them access, both to illustrate their
leadership but also to keep the dialogue on how to move forward alive.
All three transactions mentioned above were successful. We saw new
investors, new questions, new challenges and new solutions being presented
in all of them. The issuers have also initiated a dialogue which will bring more
clarity, definitions and contribute to a better understanding of the outlook for
their sectors. But again, some investors who didn’t participate have argued
that the transactions, all representing challenging sectors to evaluate, should
have been labelled transition, and to assess when and how to use various
labels to allow scalable strategies to be clearly communicated.
The privilege of working together with a large number of leaders allows my
team to reflect and discuss these issues on a daily basis, digest them and
include them in instruments and strategies, and learn about the perception of
the frontline based on the reactions from the rest of our stakeholders.
A few weeks ago, we hosted our annual Climate Summit in Frankfurt and the
EBA (speaking) raised the awareness of their Action Plan on Sustainable
Finance. Suddenly the thoughts and considerations around disclosure and
potential supporting factors, which has been the main topic for most of 2019
found a home. The EBA have now shared their thoughts by announcing their
plans (we are thankful for EBA’s test later in this paper). This is an excellent
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example of how the market foundations are being built, stone by stone, owner
by owner and strategy by strategy, and provide a strong root system to ensure
a well-structured and governed inclusive financial market.
We expect the discussion on transition to remain on the forefront of the market
for the first half of 2020, but we do expect, as with the disclosure and
supporting factors, that the discussion will find a home and that we as a
society will continue to embrace new contributions and finetune our models.
Alongside the EBA, we also have reflections from the Teekay transaction
provided by 1) Teekay 2) “CICERO, shades of Green” as a reviewer 3) Alfred
Berg as an investor alongside SEB Financial Strategy who share their view on
the transition in shipping. Lastly, AFRY (engineering service provider) have
provided insight into challenges of grids, exemplified by Sweden, and how the
lack of efficient grid systems reduces economic potential, notably, the
potential created by renewable energy.
Enjoy your Reading
Christopher Flensborg
Head of Climate and Sustainable Finance
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Transition update
The transition to an emission-free energy system hit a road-bump in 2019,
and the pace of the transition is falling well short of what is needed to fulfill
the ambition of net zero emissions by 2050. We need to see both a faster
increase in the production of renewable energy and a new wave of
innovation among energy users to complete the Great Electrification.
The transition to an emission-free energy system hit a road-bump in 2019, and
right now the pace of the transition is falling well short of what is needed to
fulfill the ambition of net zero emissions by 2050. The lack of breakthroughs at
the COP25 in Madrid, both when it comes to nationally determined
contributions and tools like global carbon trading rules, suggests this situation
is unlikely to change in the near future.
The technology drivers behind the transition remain in place, however, as the
cost of producing renewable energy continues falling along with the cost of
storage. Temporary factors have contributed to the slowdown in renewable
energy capacity growth and 2020 is likely to see a renewed acceleration, not
least in China as the new market-based system begins to settle in.
Nonetheless, even when it comes to producing primary energy from solar and
wind, where cost is competitive and technology is well developed, the annual
increase in capacity is still far from covering the annual increase in total energy
consumption and will likely remain so in the next few years.
Furthermore, the focus is also shifting to the fact that renewable power
generation is the easy part of the transition process, because it essentially just
involves allocating more capital – lots of capital, of course, but into investment
that we know how to do. The bigger challenge is the secondary wave of
innovation that is needed to replace fossil fuels with electricity in sectors that
have locked in technological solutions based on direct input of fossil energy
and where cost-competitive alternatives don’t exist today.
Renewable energy is priority #1
The first part of the energy transition is about changing the way we produce
energy Reducing the cost and increasing the scale of producing renewable
energy is the first step in the technology revolution that will be needed to
reverse the climate crisis, and this process has been underway for decades
Over the past few years, we have reached the point where the cost is below
fossil alternatives when it comes to new facilities. Auction results from
different parts of the world confirm that while there is regional dispersion
depending on climate and weather, subsidies are no longer strictly needed to
make renewable energy profitable, even without carbon taxes and other
possible attempts to price the externalities of the incumbent technologies.
Nonetheless, phasing out subsidies early may slow down the expansion at a
point in time when it really should be accelerating. This appears to be the
problem we’ve faced in 2019, not least in China, where BNEF now expects a
decline in renewable investment of 37% as an expected H2 rebound failed to
materialize. Chinese authorities did go back on their decision to cut subsidies,
but apparently took the steps too late in the year to avoid a second year of
falling solar investment. India is also expected to install less than in 2018. A
decline of 3% means that India is overtaken by the US as the world’s secondlargest investor.
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Europe, on the other hand, is on track for the highest solar installations since
2010 with an increase of 16.7GW according to SolarPower Europe, with Spain
and Germany in the lead. This is twice as much as last year, but China is by far
the world’s largest investor and India is in the top-3, so this will not prevent
world capacity growth slowing. BNEF expect a total of 121 GW of solar power
to be installed this year, which is 8GW less than they estimated a quarter ago.
This still marks an increase of 12% compared with 2018, but it is well below
what was hoped for. .
Figure 1: number of PV new-build in 2018 and 2019

Figure 2: changes in PV new-build from 2018 to 2019
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The outlook for wind is a little better with weakness in China and India being
off-set by strong growth in US installations. BNEF expects a capacity increase
of 67.5 GW in 2019, ensuring that total renewable energy capacity still posts
a gain of more than 15% this year, and next year Chinese solar installations
should pick up again as the new system is phased in. However, that will not
prevent another sharp increase in fossil fuel consumption, which has been
gaining momentum again in recent years.
If we are to halt the increase in oil and gas consumption, capacity will have to
expand by more than 400 GW annually to keep up with global energy
consumption. The primary constraint here is capital for investment but
expanding electricity production at this pace will also require additional
investment in grid upgrades to remove bottlenecks. This burden is likely to fall
on governments and government-induced private investors.
Electrification is the innovation challenge
However, looking a bit further ahead, it is increasingly clear that we need more
than just clean, cheap electricity to complete the transition. Many parts of our
economy, in sectors like transportation, parts of manufacturing, mining and
construction, currently lack the technology to actually use electricity in key
processes.
The processes currently used to produce steel and cement, for instance,
require fossil fuel for heating. In shipping, no viable alternative to diesel
engines currently exists. For heavy trucks, EV batteries are unlikely to scale up
anytime soon, and airplanes are even further from using such technologies.
This is a bigger challenge as the problem will not be solved just by throwing
money at it. It will require long-term investment in developing new
technologies, which is both costly and risky and typically involves a long gap
between investment and ultimate reward.
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Electric vehicles are a case in point. In spite of rapid declines in the cost of
batteries and fundamental advantages compared with combustion-engine
cars like lower maintenance and operating costs, the price/quality combination
available today is simply not good enough to drive a broad shift in the absence
of subsidies. This is likely to change within the next few years as economies of
scale in EV production kick in and batteries improve further, but it will take
time, and this is probably the easiest part of the transportation system to
produce such a change.
Figure 3: price of storage continues to decline but broad shift to EV’s not happening yet

Source: BNEF, Macrobond

Looking at earlier technology cycles, the secondary innovation wave is likely to
be driven by the corporates that ultimately will use the technologies and it
starts while the primary technology, which in this case is cheap clean
electricity, hasn’t fully materialized yet.
The solutions are likely to involve some kind of transformation of electricity
into other kinds of stored energy, like hydrogen or other fuel types that might
be produced with electricity and deployed in various processes where
electricity in itself or via batteries may not work.
Complex issues in innovation
There are many complex issues in this development process. Some solutions,
like synthetic diesel or jet fuel, may work with the existing machinery, saving
both time and money and still reduce emissions, but they may also cause lockin effects that delay the diffusion of more radical superior technologies. There
is no easy answer, only trial-and-error and experimentation, and sustainabilityoriented investors have a key role to play in allocating capital to companies
that undertake this role with the best chance of success.
Over time, this is likely to be rewarded with higher risk-adjusted returns. If you
can get close to break-even at today’s electricity and fossil prices, you will
have a huge advantage in 10-20 years. At that point, the price of renewable
electricity will have gone through another huge decline and even before that
time, we are likely to see political intervention to drive up the cost of using
fossil fuels.
Important. Your attention is drawn to the statement at the end of this report which affects your rights. Securities transactions in the
United States conducted by SEB Securities, Inc., Member FINRA/SIPC. This communication is intended for institutional investors only
and not intended for retail investors in any jurisdiction.

Climate & Sustainable Finance

The Green Bond December 2019

17 December 2019

7

There are currently many interesting initiatives underway in areas like steel,
mining, trucking and shipping that may one day make emission-free production
both feasible and profitable. However, there will also be failures with
technologies that fail to scale, and there will be costs involved in the early
stages of development.
That’s why we think it is important that regulators create incentives that help
shift the gains forward. The EU Taxonomy framework is an important first
step, as it provides a toolbox for investors to assess the claims of high-emission
companies claiming to be on a Paris-aligned transition path (as they will all do)
and invites investors to work within the high-emission sectors to reduce
emission levels rather than excluding them.
At the time of writing, the EU taxonomy proposals have not been formally
passed into EU law. However, the taxonomy has already changed the market’s
discourse about the energy transition and how to invest in it, paving the way
for a new type of sustainable financing in the shape of transition bonds and
other instruments issued by companies in high-emission sectors.
Looking further ahead, the regulation of the banking system could serve a
similar purpose, raising the cost of (or access to) capital for companies that lag
in the transition and fail to provide credible transition plans. Ultimately, it is
also likely to be necessary to change relative prices with CO 2 emission pricing
or carbon taxes to bring forward the rewards for innovation and speed the
transition process up.
Equity investors have already started attaching a bigger weight to long-term
transition plans, understanding that a failure to develop and deploy new
technological solutions may undermine long-term competitiveness and
increase financial risk.
In this part of the transition process, sustainable finance is likely to serve a
dual role. Green bonds may be used to finance research and development
directly (LKAB) or indirectly through funding of capital equipment (Teekay)
and may also be used purely to signal commitment to transition targets (Enel).
In all these cases, the bonds are used to raise capital, but also to signal
intentions, ambitions and credibility directly to the investor community, also by
establishing a credible transparent framework for disclosure of key data.
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Green bond market update

The
Green
Bond

The green bond market has continued to grow in 2019 and, with year to date
of issuances of USD 247.6bn as of 30 November, has already exceeded both
our Organic Evolution scenario for 2019 (USD 210m) and our Green Growth
Scenario (USD 240bn). This brings the accumulated total green bond issuance,
since the inception of the market in 2008, past USD 800bn.

Kristoffer Nielsen
Advisor
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kristoffer.nielsen@seb.se

Figure 4: green bond accumulative issuance (USDbn)

Figure 5: green bond issuance, last 12M (USDbn)

Source: SEB analysis based on Bloomberg and SEB data, as of 30 November 2019

Source: SEB analysis based on Bloomberg and SEB data, as of 30 November 2019

We expect this trend of growth to continue and have prepared new forecasts
for 2020; a Green Evolution scenario of USD 350bn and a Green Growth
Scenario of USD 375bn, that will be presented later in this section.
Figure 6: cumulative annual green bonds issuance & scenarios (USDbn)
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The green bond market has been bolstered since our last update in September,
with green bond issuances for October and November totaling USD 35.9bn
and USD 28.1bn, respectively. These months together are already larger than
Q4 2018, which ended at USD 60bn. It should also be noted that the growth of
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the sustainable finance debt market in 2019 has not been limited to green
bonds as sustainability, social bonds and sustainability-linked loans have
added more than USD 100bn to the total market for sustainable debt
products.
The largest sectors in this period have, as usual, been financials (USD 19.0bn
of green bond issuances) and corporates (USD 12.2bn of green bond
issuances) - who in total accounted for 50% of the green bond market as of 30
November year to date. Financials were up 28% compared to last year, whilst
corporates outperformed last year by an impressive 82%. Government
agencies had total issuance of USD 9.8bn in the October and November
(2019) and as a result are 250% ahead of last year. Municipals and
supranationals, two sectors that historically have been a driving force for
green bonds, added USD 7.2bn and 6.4bn, respectively, of issuance in October
and November. Fannie Mae issued mortgage backed securities totaling USD
5.1bn in October and November. Combined with smaller ABS/MBS issuances,
this resulted in a total volume of USD 6.7bn for the period.
Figure 7: sector - green bond market growth (USDbn)

Figure 8: sectoral evolution (% share of annual issuance)

Source: SEB analysis based on Bloomberg and SEB data, as of 30 November 2019

Source: SEB analysis based on Bloomberg and SEB data, as of 30 November 2019

The North American green bond market was very active in October and
November with issuances of USD 21.7bn. As usual, Fannie Mae was the
largest issuer (USD 5.1bn in October and November), but the last two months
have also seen large financial, corporate and ABS issuers from the United
States. In fact, October and November are the months with the highest ever
volume of green bond issuance in the United States.
Europe (excl. Nordic) had a total of USD 19.9bn green bond issuance in
October and November with issuers spread across several sectors; including
sovereigns, financials, corporates, municipals and government agencies from
across the continent. France was the most active country in the region with
issuances from the financial, corporate and government agencies sectors
totaling 5.8bn for the period, followed by the Netherlands with a total of USD
3.9bn.
Asia had green bond issuances totaling USD 9.8bn in October and November primarily from financial and government agency issuers in China and Japan.
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Figure 9: green bond issuance by countries (USDbn)

Source: SEB analysis based on Bloomberg (BNEF) and SEB data, as of 30 November 2019

November was the most active month of the year for the Nordics with USD
3.8bn of green bond issuance, despite the market not surpassing USD 2bn per
month for the four previous months. This was partly due to the USD 1bn green
bond issuance from Kommuninvest - the largest Nordic green bond issuance of
the year. It was also a strong signal when a group of Danish asset owners,
including ATP, PFA Pension and MP pension, invested in a 20y DKK 3bn (USD
443bn) World Bank green bond, the second large DKK green bond issuance
since June. This is a strong sign that DKK is now joining the Green Bond market.
Figure 10: green bond issuance as a percentage of total bond issuance
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The green bond market continues to control a significant share of the total
bond market in Sweden, although it has decreased slightly from 20% by YTD
September 2019 to 19% by YTD 10 December. The EUR green bond market
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has also performed well in November, increasing its share of the total EUR
market from less than 2.2%, by the end of October, to 2.5% by 10 December.
USD issuances have also increased significantly in recent months and green
bonds are on track to end at approximately0.5% of the total bond market,
which is five times higher than the ratio was in 2018. GBP green bond issuance
is at 1.0% of the total market, with a threefold increase in the green bond/total
bond ratio from 2018. NOK has made the most significant increase; from 0.4%
of total bond issuances being green in 2018 to 3.7% YTD 10 December 2019.
Sector analysis
The financial sector raised USD 19.0bn in October and November. As a result,
the total for 2019 by the end of November was USD 73.3bn, up from USD
57.5bn for the same period last year. The largest issuer was Bank of America
with a USD 2.0bn green bond - their fifth issuance of its kind after they entered
the green bond market in 2013. The Credit Agricole Group had one EUR 1bn
green bond (USD 1.1bn) issued in October by Credit Agricole S.A., as well as a
EUR 1.3bn (USD 1.4bn) green covered bond issued by Credit Agricole Home
Loan SFH for the purpose of financing newly built residential buildings. Other
notable financial sector issuances include CNP Assurances from France with a
EUR 750bn green bond (USD 830bn), Banco Santander from Spain with a EUR
1.0bn green bond (USD 1.1bn) and China Construction Bank with a USD 1bn
issuance - the largest Asian financial sector green bond in the period with a
considerable margin. France was the largest market for green bonds from the
financial sector with a total of six issuances totaling USD 3.4bn.
The corporate sector was particularly strong in November with issuances of
USD 7.4bn, which was the second highest volume of the year, while issuance in
October was USD 4.8bn. The most interesting country for the corporate sector
in October and November has been the United States, where several large
corporations have issued green bonds. Apple issued dual-tranche EUR
denominated green bonds totaling EUR 2.0bn (USD 2.2bn), with the proceeds
being eligible for projects within the areas of low carbon design and
engineering, energy efficiency, renewable energy, carbon mitigation and
carbon sequestration. Other corporate issuers from the United States in
October and November were PepsiCo (USD 1bn green bond issuance in
October), Duke Energy with a USD 700m green bond and MidAmerican Energy
with a USD 600m new issue and a USD 250m tap, both for the purpose of
financing wind projects.
Eight corporations across Europe also issued green bonds in October and
November, of which the largest were French energy company Engie with a
EUR 900bn (USD 1.0bn) green bond and Italia energy company Iren with a
EUR 500bn issuance (USD 549bn). DTEK Renewables issued a EUR 350bn
green bond (USD 360bn) - the first from an Ukrainian issuer. The largest
issuance in the Nordics was Danish energy company Orsted with a EUR 600bn
(USD 660bn) green bond, while the largest issuances from Asia and South
America were Japanese company Nidec Corp with a JPY 50bn green bond
(USD 460bn) and AES Gener from Chile with a USD 450bn green bond.
Government agencies issued a total of USD 9.7bn in green bonds in October
and November, of which more than two-thirds were issued in November. The
largest issuances in the period came from China Development Bank, with a
CNY 10bn (USD 1.4bn) green bond focused on the protection of the Yangtze
River and green development, including ecological construction projects in
Chongqing Municipality, and KfW with a EUR 1bn (USD 1.1bn) green bond.
KfW is, with this issuance, the second largest issuer of green bonds in 2019 so
far - with a total volume of USD 9.5bn. Several government agencies across
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the world have been active in the green bond market in 2019 and this trend
continued in October and November with issuances from France, Denmark,
Sweden, South Korea, Japan and the Netherlands.
Supranationals issued green bonds totaling USD 6.4bn in October and
November, which were the two best months for the sector so far of 2019 and
represents more than a third of the USD 15.8bn issued by supranationals by
the end of November. The sector has increased by 23% year-on-year by the
end of November, which is impressive but more modest when compared with
other sectors. A reason for this could be that several supranationals have
significantly increased sustainability and social bond issuance, which has
increased to USD 12.2bn so far in 2019 from 4.7bn in all of 2018. Although
these are often complementary, it could also indicate that some of the
supranationals are taking a broader approach by including eligible project
categories with both green and social impact in the same bond issuance.
Municipalities issued green bonds totaling USD 7.2bn in October and
November, of which 5.9bn was issued by 31 municipalities in North America.
The remaining issuers came from Sweden (six municipalities) and Japan (two
issuances from the government of Tokyo).
Fannie Mae issued USD 3.4bn of mortgage backed securities in October. This
combined with 10 other smaller ABS issuers resulted in a total of USD 4.8bn
ABS/MBS issuances in October, a record month in 2019. November was
slower than usual with USD 1.9bn of issuance, of which USD 1.7bn was issued
by Fannie Mae. November was slower than usual with USD 1.9bn of issuance,
of which USD 1.7bn was issued by Fannie Mae
Figure 11: sustainable debt finance annual issuance (USDbn)
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Sustainable finance debt products beyond green bonds
Sustainable finance debt products, other than green bonds, where by YTD 30
November 2019 is already USD 43.2bn higher than full year 2018. Most of
this growth comes from sustainability bonds, which use the same use of
proceeds methodology as green bonds whereby eligible projects are defined in
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the bond framework, and sustainability-linked loans, which uses the
performance-based approach whereby the loan margin is typically linked to
relevant targets. Performance based products are applied to the sustainability
performance of the entire corporation and can be utilized by companies which
don’t necessarily have a large portfolio of green and/or social assets.
As such, they are often particularly well suited to companies in transition - a
theme we cover extensively in this issue. In our last issue we wrote about the
SDG-linked bond from Enel, which is the first bond using the performancebased approach. There have not been any more issues of this kind in 2019, but
it is an area we will continue to follow with interest in 2020.
December update
The green bond market has been rather slow in the first two weeks of
December. By 13 December, only USD 2.6bn of green bond issuances has
been reported. The financial sector has been the most active with six issuances
totaling USD 1.1bn. Welltower Inc, a U.S based real estate investor focused on
the healthcare sector, did the largest green bond issue so far in December of
USD 500m. Swedavia, which as an airport operator represents the growing
transition theme discussed in this publication, also raised funding in December
with a SEK 1bn green bond issuance.
Figure 12: green bond issuance in the period 1-10 December, by sectors (USDmn)
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Source: SEB analysis based on Bloomberg and SEB data

Green bond market outlook for 2020
As in previous years, SEB has developed a forecast for the green bond market
based on regional and sector trends. Our track record has been quite accurate
in recent year and last year the green bond market totaled USD 183bn versus
our Base-Case Scenario prediction of USD 175bn. However, we did not foresee
the growth trajectory being as steep as it has been in 2019 as the final
issuance volume for the year is on track to surpass even our 2019 Green
Growth Scenario of USD 240bn.
In 2020, our Organic Evolution Scenario forecast a green bond market totaling
USD 350bn. This is our reference scenario and it assumes that the green bond
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market will grow at a steady pace across most sectors and major countries in
2020, with some additional growth factored in for the corporate sector due to
assumptions described later in this section.
Figure 13: cumulative annual green bonds issuance & scenarios (USDbn)
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The 2020 Green Growth Scenario of USD 375bn assumes that the market
exceeds our expected growth rates across all sectors and major countries,
which we could see in an environment of good economic development coupled
with the introduction of new policy and regulations.
Figure 14: green bond issuance, last 12M moving sum in major regions (USDbn)

Source: SEB analysis based on Bloomberg (BNEF) and SEB data, as of 30 November 2019

Figure 14 shows that the last 12 months growth trend for most major regions,
particularly Europe (excl. Nordic) and North America, have increased in the
later part of 2019. An extrapolation of issuance volumes in the last three
months (September - November), totaling USD 91.8bn, reveals that four
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quarters at the same level would result in issuances of USD 367.3bn of green
bonds on a twelve-month basis.
It should be noted that this does not consider seasonality and the historical
trend shows that the fall is indeed usually more active than the average. That
being said, the same exercise for the period September – November 2018
gives an annualized volume of USD 242.1bn, already USD 3.8bn below YTD
November 2019. As such, we consider it a reasonable indicator for further
growth in 2020.
Further to this, we see several positive trends that should drive the market
forward in 2020. New issuer types within each sector have entered the
market in force in 2019 and created a more diversified pool. A good example is
the corporate sector, which by YTD 30 November is already USD 25.1 higher
than in 2018. This sector is no longer limited to the energy companies that
dominated the corporate sector in previous years, but include companies
within the consumer goods, technology, telecommunications, chemical, and
transportation sub-sectors.
The growth of the corporate green bond market has been particularly
prominent in the United States where it has increased from USD 4.8bn to USD
13.7bn, of which USD 6.9bn of issuance has taken place since September. We
expect this trend to continue and as such believe that the corporate sector will
be a significant contributor to the green bond in 2020. Another significant
contributor in the later part of 2019 is green bonds issued by government
agencies, which is on track to double in size in 2019. A continuation of the
recent issuance volumes from government agencies would have a solid impact
on their share of the green bond market in 2020. In addition, Fannie Mae has
stabilized at USD 3-5bn of mortgage backed securities issued per month and
this will lead to a robust increase of their total issuances if this trend continues
in 2020.
The positive development of green bond issuance as a percentage of total
bond issuance for key currencies shows that the market is gaining influence
across global financial markets. Although we do not expect the other
currencies to reach the same ratio of green bond to total bond issuance as SEK
(19 %), it is encouraging to see that the ratio of green bonds to total bonds
issued in USD, GBP, AUD EUR and NOK are all increasing.
A key driver for both issuers and investor demand is the role of new policies
and regulations. There is considerable movement in the EU with the Action
Plan on Sustainable Finance, including the workplan outlined by the European
Banking Authority in this issue and the EU Taxonomy that we have covered in a
previous issue of this publication. At the time of writing, the EU co-legislators
have reached a deal on the Taxonomy. This is still subject to formal
endorsement by EU Parliament and EU countries, and the timing of this remains
unclear, but a compromise regarding e.g. nuclear has been reached.
In addition, our projections are of course subject to the economic outlook of
2020, which can be characterized as uncertain in the threat of increased trade
disagreements and a weakening outlook for manufacturing activity. However,
the green bond market has shown itself to be more resilient than the overall
bond market, particularly in October last year when there were more green
bonds out in the primary market than traditional bonds.
We also expect the sustainable finance debt market to increase in 2020 and
we will continue to report on this development with interest in the coming
year. We expect use of proceeds products, such as sustainability and social
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bonds and loans, and performance-based debt products, such as
sustainability-linked loans and SDG-linked bonds, to continue expanding in
2020 and project that they will exceed USD 180bn in 2020. It should be noted
that the development of new sustainable debt products could to some extent
cannibalize green bonds and, as noted in the market update, this trend is
already having an impact on green bond issuance in the supranational sector.
However, it is nonetheless a positive sign for the overall market if the new
product types are developed with a strong governance structure and we
believe a wider range of solutions will have beneficial effects for both issuers
and investors.
Publicly announced green, social & sustainability bond pipeline1
●

Ivanhoe Cambridge II (Canada) CAD 300m green bond priced

●

Sagax (Sweden) to issue minimum SEK 500m green bond in December

●

Seiko Epson (Japan) set to issue JPY 20-30bn green bond in 2020

●

Spain set to issue green bonds in 2020

●

Santander Consumer Bank Nordics publishes green bond framework

●

Alerion Cleanpower (Italy) plan to sell green bonds of EUR 150-200m by
Q1 2020

●

ING Bank Hipoteczny (Poland) plans to issue green covered bonds in H1
2020

●

ECB Group (Brazil) considers USD 400m green bond for biofuel project in
Paraguay

●

Credit Agricole CIB (France) priced EUR 100m transition bond with the
aim of helping carbon intensive companies finance gradual shift away
from fossil fuels

●

Bank of Montreal (Canada) exploring transition financing for carboncapture project

●

CapitaLand Commercial Trust JPY 10bn (USD 124m) green bond

●

Hungary planning to issue green government bonds

●

Indonesia planning USD green Islamic bond

●

Fana Sparebank Boligkreditt mandates NOK 300m green bond

1

As of 11 December 2019
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In March 2018 the Commission (COM) published its Action Plan on sustainable
finance2 to support the EU's climate and sustainable development agenda. The
COM's Action Plan aims to boost the role of the financial sector in achieving a
well-performing economy that delivers on environmental and social goals.
A cornerstone of the Commission’s Action Plan is transparency, including the
disclosure of climate change information by institutional investors and by
corporations. The COM published in June 2019 its non-binding guidelines (COM
NBG) on reporting of climate-related information3 by corporations. The COM
NBG implement the TCFD recommendations and build on the COM’s taxonomy,
another important part of its Action Plan.
The COM’s Action Plan, the new banking package4 and the amended EBA
regulation include sustainability mandates to the EBA. Accordingly, the EBA
has recently published its Action Plan on sustainable finance:
●

Fostering transparency on ESG risks by institutions is a key element of the
EBA Action Plan. ESG Pillar 3 disclosures, including transition and physical
risks, will be mandatory for large institutions as soon as June 2022. The
EBA is asked to implement these disclosures in a way that conveys
sufficient comparable information on institutions’ risk profiles 5. By end
2020, the EBA will consult on a technical standard (ITS) with granular
quantitative and qualitative information on ESG risks, notably transition
and physical risks.

●

The EBA will build on the COM’s taxonomy and on existing disclosure
initiatives, like the COM NBG, and particularly on those KPIs which set
targets in terms of percentage of green assets in institutions’ portfolios
(Green Asset Ratios - GARs). The EBA will also include disclosures on
carbon related exposures. The ITS will include templates with granular
and consistent information on the composition of the KPIs.

●

In the short term, the EBA encourages institutions to focus on
implementing the COM NBG, particularly the KPIs on GARs, informing how
they plan to build them and to embed climate considerations into their
strategy and risk management. This will usefully inform the EBAs work.

●

Following action 10 of the COM’s Action Plan to address short-termism,
the EBA will soon publish a report identifying potential undue short-term
pressure from capital markets on corporations that may compromise their
long-term sustainability objectives.

●

The EBA recently consulted on its guidelines on loan origination and
monitoring6, which include a green lending dimension, setting
requirements for the institutions to consider environmental factors and
risks in their credit risk policies.

Link to the Action Plan
https://eba.europa.eu/eba-pushesearly-action-sustainable-finance

2

https://ec.europa.eu/info/publications/180308-action-plan-sustainable-growth_en
https://ec.europa.eu/finance/docs/policy/190618-climate-related-information-reportingguidelines_en.pdf
4
Amended capital requirements regulation (CRR2), amended capital requirements directive
(CRDV), investment firms’ regulation and directive (IFR and IFD)
5
Articles 434a and 449a of CRR2.
6
https://eba.europa.eu/regulation-and-policy/credit-risk/guidelines-on-loan-origination-andmonitoring
3
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●

The EBA amended founding regulation asks the authority to develop
common environmental stress test methodologies. In the medium/longterm the EBA will aim to develop a dedicated climate change stress test. In
the short-term, a sensitivity analysis for transition risks may be
undertaken in the second half of 2020 for a sample of volunteering banks.

●

Article 98.8 CRD and the IFD mandate the EBA to assess the potential
inclusion of ESG risks in the institutions’ review and evaluation process by
supervisors. The EBA will publish a discussion paper by the end of 2020
and its final report in 2021. Based on the conclusions of the report, the
EBA may issue specific guidance for supervisors.

•

Finally, and following Article 501c of the CRR, the EBA will assess whether
a dedicated prudential treatment of exposures related to assets or
activities associated substantially with environmental and/or social
objectives would be justified. The EBA will also publish an interim
discussion paper before delivering this mandate in 2025.

Figure 15: milestones for the EBA regulatory mandates on sustainable finance

Source: EBA
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ESG opportunities in shipping
During the last couple of months, there has been an increased focus on
shipping and how the sector intends to navigate in the ESG space. The
International Maritime Organization (IMO) has set an ambitious target of
reducing the total sector carbon emissions by 50% in 2050 as compared to
2008. The shipping sector is facing an enormous hurdle of achieving this
goal. The industry is likely to face significant challenges if it does not reach
the target. Customers are expected to deselect shipping companies
without ambitious goals and strategies striving towards the 50%
reduction. In addition, shipping companies may find it increasingly hard to
achieve financing if not complying with environmental requirements.
As of today, there exists no technologies that would make it possible to
achieve the 50% CO2 reduction target. The average life-span of a shipping
fleet is 20-25 years, which makes it essential to develop carbon neutral ships
by 2030 in order to reach the goal by 2050. Therefore, it is crucial for shipping
companies and their stakeholders to focus investments on innovative solutions
that can reduce the carbon intensity of future ships. A quantum leap in relation
to technological innovation is required and at the same time the sector is
expected to illustrate efforts to improve its sustainability in the short term. In
this way, each individual company is facing a dilemma of how to weigh the
improvement of its existing fleet against its future transformative investments.
For a shipping company to survive in the sustainability race, it must ensure that
it is firmly committed to invest in transformational sustainable solutions
alongside possessing readiness to adopt to such technological changes. As A.P.
Møller-Mærsk (APMM) illustrate in Figure 16, the shipping industry is likely to
experience rising demand due to an increase in global trade. At the same time,
the industry must reduce its carbon emissions significantly. APMM believe that
current technology can reduce emissions by the projected amount until 2030.
However, APMM do not currently possess the technology it would require
reaching the 2050 goal of zero emissions. This underlines the necessity of
developing transformational innovations.

Figure 16: scenario 2050 - decoupling CO2 from trade growth

Source: A.P. Møller-Mærsk, 2018 Sustainability Report, 2018, p. 12
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The costs of the short-term initiatives are likely to be transferred to customers.
However, customers may be willing to incur such costs if it helps them improve
their overall scope 3 emissions. In the end of November 2019, it was
announced that A.P. Møller-Mærsk, Wallenius Wilhelmsen, BMW Group, H&M,
Levi Strauss & Co. and Marks & Spencer have joined forces to try developing a
new fuel that potentially can enable more sustainable shipping in the future 7.
Such collaboration shows engagement and willingness to invest across
stakeholders and is believed to be essential for the future sector
transformation.
There are a variety of trade-offs between choosing to invest in near-future
sustainability improvements as opposed to investing heavily in transformative
technologies. Improving emissions in the short-term may allow for a
competitive advantage over less efficient competitors. Meanwhile, such
advantage will only persist if the company simultaneously is able to succeed
with the necessary long-term transformation. There is no clear-cut answer to
how a company should weigh its short-term and long-term sustainability
efforts, but one thing is certain; both aspects need to be invested in and
considered thoroughly as part of a company’s strategic ESG transformation.
Transparency of sustainability efforts
It is important for shipping companies to signal their sustainability
development in order for investors and stakeholders to properly evaluate each
company’s progress. Several companies in the industry have taken their first
steps towards providing more transparency on ESG initiatives and the
reporting relating hereto. Performing a screening of the content in the
companies’ sustainability reports shows that there are both similarities and
differences in what is defined as important ESG factors. Similar for most
companies is the focus on carbon emissions and SOx and NOx emissions. In
addition, several companies touch upon the importance of health and safety
for employees and have set various targets for these. The focus of this article
will be on the ESG factors related to carbon emissions. This is due to significant
carbon emission reduction being on the top of the IMO’s agenda. In addition,
carbon emission is the focal point of the proposed EU Taxonomy framework.
Even though shipping is not included in the first edition of the Taxonomy,
investors and other stakeholders are likely to apply a similar analytical
approach to assess ESG initiatives for industries not included in the framework.
Various steps have already been taken by industry participants. The
“Poseidon Principles” and “Moving Towards Zero” are examples of initiatives
seeking to establish cross sector guidelines, goals and strategies towards a
more environment-friendly future. The initiatives are founded based on
collaboration between shipping companies and some of their important
stakeholders such as suppliers, banks and customers.
As an example of what such initiatives entail, the four pillars of the Poseidon
Principles focus on the Assessment of climate alignment, Accountability,
Enforcement and Transparency8. Each pillar is formed as a means of ensuring a
global standardized framework on how to assess and disclose climate
alignment. In turn, this should help investors properly align their portfolios with
environmentally responsible investments. On 28 November 2019, 15
signatories were supporting the principles. The ones behind the initiative hope
that 80%-90% of all significant shipping lenders will join the group of
7

A.P. Møller-Mærsk, Maersk join forces with industry peers and customers to develop LEO, 29
October 2019. https://www.maersk.com/news/articles/2019/10/29/maersk-join-forces-withindustry-peers-and-customers-to-develop-leo
8
Poseidon Principles, Aligning ship finance with society’s gaols, 2019.
https://www.poseidonprinciples.org/principles/, viewed 3 December 2019
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signatories within the next 12 months9. Such support and commitment from
the lending market shows the importance of including a wide variety of
stakeholders on the sustainable journey in order to create a business
environment in which it pays off for shipping companies to engage in ESG.
Underlining this, some banks have communicated considerations of providing
discounts to loans from which the proceeds will be used towards a reduction in
carbon emissions10. In line with these initiatives, some of the key takeaways
from the SEB Tanker Seminar in New York in November 2019 were that future
access to finance will be affected by an ESG focus from investors and
financiers. During the same seminar, shipping industry participants indicated
an expectation of consolidation in the industry because of ESG restrictions
potentially limiting operations for some shipping companies in the future.
Peer group screening results
For most companies in the industry, environmental reporting is at its very early
stages. There are still several companies that do not provide such reporting,
and for the ones that do, there is a wide spread in the quality of the content
provided. During November 2019, SEB undertook a screening of ESG reporting
in the industry. The screened ESG factors were; Carbon Intensity, Water
Intensity, Waste Intensity, Gender Equality, Board Independence and Fair Pay11.
The data set analyzed contained 38 global shipping companies from five
different shipping sectors; Tankers, Dry Bulk, Container, LNG/PNG and RoRo.
Initial analyses reveal that only few companies provide data within each ESG
category. Taking a closer look at the Carbon Intensity category, only 24% of
the companies had reported figures according to the data provider 12.
A manual screening of all the companies with estimated values revealed that
an additional four companies provide reported carbon emission figures. Hence,
the data providers have not captured these figures in their ESG screenings of
the four companies. The actual carbon emission figures were significantly
higher for three out of the four companies. Based on this, some companies may
draw the conclusion that non-reporting will improve their ESG scores.
However, there are several drawbacks of not reporting. For some ESG dataand rating providers, a lack of reporting will have a significant negative effect
on their overall ESG assessment and scoring of the company. Another point to
consider is that if reporting becomes the industry standard or even a
requirement, shipping companies with weaker actual figures than the ones
that have been estimated may experience noticeable negative sentiment from
investors. This is likely to be the case if investors have seen significantly lower
figures during several historical reporting periods. Being pro-active by
reporting sooner than later is likely to mitigate this negative sentiment.
Combining SEB’s findings with the output from data providers, the final
analysis showed that 34% of the total data sample provided reported carbon
emission figures. As can be seen in Figure 17, the highest emitting sub-sectors
are Tankers and LNG/PNG, while RoRo and Container companies have lower
carbon intensity scores. A comparison of equal-sized sub-sectors in the sample
show that the percentage of reporting companies within sub-sectors varies
significantly across the industry. As an example, only 22% of the nine
9

Birkett, H. “Two more shipping lenders sign up to Poseidon Principles”, TradeWinds, 28 November
2019
10
A.P. Møller-Mærsk, Maersk join forces with industry peers and customers to develop LEO, 29
October 2019. https://www.maersk.com/news/articles/2019/10/29/maersk-join-forces-withindustry-peers-and-customers-to-develop-leo
11
These follow the categories included in SEB Solutions’ Impact Metric Tool
12
Data providers are companies such as Thomson Reuters, Bloomberg, Sustainalytics etc.
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LNG/PNG companies have reported carbon emission figures, while 56% of the
Tanker companies publicly provide such values. This underlines the necessity
of cross-sector collaboration in which more developed ESG reporting sectors
can provide guidance and inspiration for lower reporting sectors.
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Figure 17: carbon intensity in the shipping industry
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Room for improvement in reporting
There are several important take-aways to note based on the analysis of the
shipping industry’s ESG reporting. It is apparent that there is general room for
improvement on reporting across the sector. The fact that data providers do
not capture all reported data signals a strong need for the shipping industry to
formulate guidelines on standard reporting practices. Such guidelines should
consider how to report in a way through which data providers gather correct
reported information. Forming sector-wide work groups to help create
universal ESG reporting standards would ensure comparability across the
industry. In addition, the shipping sector should seek to influence which ESG
factors are the most relevant for the industry going forward and highlight
these to the data providers. In this way, investors and other stakeholders will
be able to follow each shipping company’s progress on reduction of shippingrelevant factors such as SOx, NOx and CO2 rather than focusing, e.g., on water
intensity and fair pay. Shipping companies will thereby be able to focus on
making progress on the most environmentally material factors relating directly
to the companies’ operations. Of course, each company should make an
individual assessment of whether additional ESG factors are of material
importance and should be included as reported figures in their sustainability
report.
Another important aspect for shipping companies to consider is the need to
create a common approach on how to calculate ESG figures. As an example,
Carbon Intensity is currently calculated by several data providers as “tons of
total carbon emitted/USDmn revenue”. Companies with a volatile revenue
stream will therefore suffer from volatility in their carbon intensity scores even
though the actual carbon emission level might be relatively stable. Figure 18
underlines this point by illustrating the volatility in earnings across the shipping
industry since 2008. Shipping stakeholders should seek to find a meaningful
formula that will reflect the development in yearly emissions in line with actual
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changes in carbon emissions. One suggestion could be to calculate carbon
intensity as some fraction of sailed nautical miles. Such consistency should be
sought established across all relevant ESG measures.
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Besides providing quantitative reporting, it is important for shipping companies
to report on more qualitative aspects. Examples of this could be to inform
customers and investors about what the company is planning to do about its
current fleet as well as providing a detailed strategy on how the company
views its future transformation into a new and more environmentally friendly
world. In relation to long-term transformation, it is equally important for the
shipping industry to create a common framework in which individual
companies can report on their transformative progress. The exact reporting
measures should be created in collaboration with sector-wide stakeholders.
An example could be to report capital expenditure as a percentage of total
revenue on sustainability related projects.
Importance of formulating ambitious sustainability goals
Stakeholders engaging in the transformation of the industry will most likely
evaluate sustainability factors based on a company’s ESG targets and whether
they reach these. Companies with the lowest emissions will therefore not
necessarily be viewed as the best performers if they are unable to convince
stakeholders of an ambitious transformational strategy in relation to which
they deliver consistent results. Even though no technology currently exists to
reach the 50% carbon emission reduction, there is lots that can be done by
industry participants to start the journey towards reaching the goal. Besides
investing heavily in developing such technology, shipping companies can also
reduce their emissions in the near term. This can be done by initiatives such as
longer transportation times, ensuring proper coatings that can improve
environmental performance or applying the SilverStream® technology to
reduce fuel emissions. However, the industry is likely to face significant
challenges if it is unable to achieve a successful sustainable transformation
before 2050.
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Groundbreaking Environmental
Performance
When Teekay Offshore embarked on a fleet renewal program back in 2016,
we saw the importance of building vessels which will maintain their relevance
throughout their 20+ year lifespan. The technological advances seen today is
progressing at a rate many times faster than what we have seen over the last
20 years. We also see, and applaud, tightening of environmental regulations.
Therefore, to safeguard the substantial investments newbuild shuttle tankers
represent, we decided to turn every stone in coming up with the most futureproof design available.
Shuttle tankers are highly sophisticated specialized tankers transporting crude
oil from oil fields which are not connected to land via pipelines. Therefore, they
have state of the art bow loading systems and dynamic positioning (IMO DP 2
type) allowing for safe loading of the vessel offshore in harsh weather in close
proximity to the offshore installations. The crude is then transported and
offloaded to crude oil terminals in the market.
The design of the vessel combined with technological advances will enable
Teekay to achieve groundbreaking environmental performance in the
following three areas:
•

•

•

Fuel optimized design. The vessel has a varied operational profile and
short transit legs. Combining that with the technologically advanced
electric propulsion systems, a gas-electric propulsion system was
selected. This allows for better year-on-year fuel optimized design, rather
than the conventional optimization around a specific laden transit contract
speed. The electric propulsion system reduces the required total
mechanical installed power by 14%, increasing the overall fuel
performance compared to traditional power distribution concepts.
LNG as fuel. LNG has an inherent CO2 reduction “Well to Wake” (WTW) of
approximately 15% compared to MGO. As LNG infrastructure is ever
expanding, we see that security of supply is no longer an issue, and the
logistics cost is coming down. Also, the price trend due to the decoupling of
gas and oil price is an indicator of LNG becoming an increasingly attractive
fuel. Furthermore, having the ability of utilizing LNG onboard allows for
future use of biogas and synthetic methane when these fuels becomes
available.
Turning emissions into fuel. Volatile Organic Compounds (VOCs) are
produced in a gaseous state from evaporation occurring in the oil cargo
tanks. On average 100 tons of VOC is emitted per offshore loading.
However, by installing VOC Condensation plants onboard, these VOCs can
be captured and liquified. The liquified VOC is essentially a propane mix,
and this can further be mixed with LNG as fuel for the engines. This
enables our new shuttle tankers to travel on their own waste gas rather
than releasing it into the atmosphere. This will reduce both emissions and
bunkering requirements considerably.

The innovative E-shuttle design is what we call a revolution rather than the
conventional design evolution we have seen in recent history. This has led to
the most environmentally friendly shuttle tankers ever built. We are excited to
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set new standards for both fuel consumption and emissions for our industry
with significant environmental impact estimated to:
●

Annual CO2 emissions reduced by 47%

●

Annual NOx emissions reduced by more than 80%

●

Annual SOx emissions reduced by more than 95%

●

Annual fuel consumption reduced by 22%

Figure 19: the Teekay E-shuttle tanker

Source: Teekay
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The importance of including
shipping and other highemission sectors in the green
transition
Looking at how much greenhouse gas (GHG) emissions we need to mitigate to
reach the target set out in the Paris Agreement of limiting global warming to
two degrees Celsius or lower, we need all sectors to contribute to the
transition. Traditional ‘dirty’ sectors such as shipping, aviation, oil and gas have
a pivotal role to play in transitioning to a low carbon economy. These sectors
have the possibility to contribute important emission reductions and
technological developments.
Real green transition in dirty sectors should realize significant emission
reductions, but also guard against locking-in fossil-based infrastructure in the
long run and deliver on building climate resilience. For a green bond issuer, this
means having the governance structure in place to manage and reduce GHG
emissions over time. External reviews, such as CICERO Shades of Green
second opinions, provide transparency not only on the degree to which green
projects are expected to contribute to the transition, but also provide a
governance assessment to indicate the policies and follow-up measures in
place to guide this transition going forward. Substantial efficiency
improvements in the oil and gas sector that do not directly lead to increased oil
and gas production can contribute to the green transition if projects accelerate
adoption of lower emission technology in other sectors.
The case of the recently published green bond framework from Teekay Shuttle
Tankers LLC illustrates the role of the fossil fuel industry in the transition as
well as a governance system that has the potential to manage emission
reductions over time. Teekay provides a short-term solution for important
efficiency improvements and supports accelerating lower emission shipping
through innovation but does not provide a long-term solution to a low-carbon
and climate resilient future.
E-Shuttles achieve an almost 50% GHG emission reduction from shipping
operations (not counting emissions from construction of the ships and use of
the oil transported). The risk of rebound effects is reduced as E-Shuttles
directly replace older, conventional vessels of Teekay’s fleet servicing already
committed field developments.
Especially in the shipping sector, where no zero-emission solutions currently
exist for long haul, a combination of fuel switch and substantial efficiency
improvements is required to move the sector into a greener direction. We
expect air pollution regulations and scrutiny on supply chain emissions to be
additional drivers for transition in the future. In many cases, shipping is more
energy efficient than air and road transport making shifting cargo from road to
sea part of a comprehensive transport policy in addition to other climate
policies. The Nordic shipping sector may serve as a laboratory, in which the
governments support development of green solutions which may later provide
export opportunities.
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Battery-LNG based technology can play an important role as a viable shorterterm solution for transitioning the sector. The International Maritime
Organization (IMO) set a target to reduce emissions from shipping by at least
50% from 2008 levels by 2050 – and switching to LNG alone is not enough to
achieve this target. Advanced battery technology could be a complementary
solution, which the E-Shuttles combine with LNG today. Further, by allowing
competitors to utilize these innovations, spill-over effects to the rest of the
shipping sector are possible.
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Teekay Shuttle Tanker green
bond – an investor’s
perspective
Alfred Berg is 100% owned by BNP Paribas Asset Management and this
influences our investment processes when it comes to ESG factors. BNP
Paribas Asset Management has for many years focused on sustainable
investments and has a large sustainability department. BNP Paribas
Sustainability Center produces ESG scores on an important part of the global
universe. Further to this, our local teams in the Nordics analyses the holdings
of Alfred Berg funds. The local team uses external ESG providers (such as
Sustainalytics, MSCI and Bloomberg) plus our own internal research. The
ambition is that all companies should get an ESG score, and the process ends
up with a list of companies that are non-investable. For example, we cannot
invest in Swedish Match and Volkswagen. All companies are assessed
according to the BNP Paribas standards which includes 10 principles covering
Human Rights, Labor, Environment and Anti-corruption, including the UN global
compact watch list. In addition, all funds are strictly excluding controversial
weapons, coal, tobacco and asbestos. There are also some other exclusions
(such as palm oil, mining, oil sands etc.). In addition to this, Alfred Berg is
excluding the alcohol sector. Examples of exclusions are Arcus and Carlsberg.
Alfred Berg Income falls under the basic category and is not a specific ESG
fund (which have extra requirements).
When it comes to green bonds, we support the trend of increasing awareness
to climate issues. The universe of green bonds is still small, especially in the
Nordic high yield bond market. At the moment, we don’t have any green bond
targets. The investment decision is based on our normal decision parameters
including ESG factors. Green bonds are interesting as long as they do not get
too expensive. Clearly, the increased focus on ESG factors and climate is a
trend to watch. It is now even more important to evaluate ESG factors in the
same way as we have historically looked at general business risk, sector
trends and financial factors in the credit analysis. This makes green bonds, and
bonds issued by companies with high ESG standards, attractive, both because I
believe it reduces the risk in the portfolio and because it is ethically wise. In my
view, the credit risk has increased in companies that have high CO 2 emissions
and certainly in companies that care little about ESG factors. These companies
may have to pay higher coupons leading to higher financing costs, and perhaps
struggle to get financing over time. Therefore, this has led me to put extra
effort in finding ESG risks in my portfolios.
Alfred Berg Income invested in Teekay Shuttle Tanker’s green bond because
we like that the proceeds go to a new ship design that will reduce CO 2 emission
by 50%, and NOx and SOx by 98%. This is an achievement, which fulfills the
requirements to reach the Paris Agreement of climate change. We would like
to see all shipping companies to follow the example of Teekay Shuttle Tankers.
The design is developed in cooperation with Norwegian government entities,
academia, and technical service providers. We need more research of this kind,
because there are still no technical solutions available to cut emissions to zero
for heavy shipping. Therefore, this is one big step forward, which we support.
Furthermore, we like the company’s business. It operates in a more stable part
of the oil shipping sector (which usually is very volatile) since it operates under
long-term contracts with strong counterparties. The oil sector will persist yet
for many years, but the sector needs to reduce emissions as soon as possible
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where it can. Further, the new e-shuttles of Teekay can transport other goods
if demand for oil would decline. Over time, we believe “impact investing” will
increase and then this type of bonds is the way to go.
ESG investment processes in different investment houses are far from
standardized. The Teekay Shuttle Tanker bond showed a large disagreement
in the ESG investment community between those who believes that green
bonds are only meant for dark green issuers (those who don’t emit at all) and
those who accepts different shades of green. I don’t agree that green bonds
need to be dark green. I mean that green bonds shall make a difference - help
the world to get closer to the Paris Agreement. Many investors use hard
exclusions of fossil fuel industries. I agree that exclusion is ok as long as you
exclude the bad guys. Teekay Shuttle Tankers is, in my view, one of the good
guys. The bond did only get a small price premium for being green at issuance.
Over time, I expect the bond to perform well when impact investing increases.
I believe that Transition Bonds – bonds issued by brown industries where the
proceeds go to investments to make them greener - will outnumber green
bonds in only a few years’ time. The universe of brown companies is just much
bigger than the number of green companies. If we really want to make an
impact, we need to focus on the emitters. Brown industries will not disappear
in the short run. We will continue to need miners, cement producers, etc. I even
argue that the investments needed for transition to a non-polluting world can
provide jobs and economic growth because clients will increasingly demand
that products are manufactured in sustainable production facilities. The
industries that do not invest in this may struggle.
Some industries such as heavy transport (shipping, aviation, and heavy trucks)
have no technologies available to reduce emission to zero, but the Teekay
Shuttle Tanker case show that they can still cut them by 50%, by using new
technologies. That is better than staying as it is.
I believe that when EU launches the EU Taxonomy framework and when ESG
research becomes more standardized focus on impact will increase. Then,
transition bonds should be a very effective way to help companies become
more compliant with the EU Taxonomy. It will be very interesting to follow this
development in coming years.
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Grid capacity challenges in
Sweden
Kjetil Ingeberg
Head of Oslo Office
AFRY Management Consulting
kjetil.ingeberg@poyry.com
ÅF and Pöyry have come together as
AFRY.
AFRY is an international engineering,
design and advisory company
supporting its clients to progress in
sustainability and digitalization.
AFRY has 17,000 devoted experts
within the fields of infrastructure,
industry and energy, operating across
the world to create sustainable
solutions for future generations.

Against a backdrop of growing concerns over climate change, COP25 took
place in Madrid in early December 2019. De-carbonization of the whole
economy is rising higher on the political agenda. Net zero targets are being
set by more and more countries and are discussed now at a European level.
The 1.5 degrees Celsius ambition already targeted in the Paris Agreement
translates for Europe to a 95% economy-wide decarbonization target.
Whether it is a 95% reduction or net zero by 2050 (or earlier), what is
clear is that building renewables in electricity sector will not solve the
challenge alone. Decarbonizing the whole economy means more than just
building wind farms. But even if we can build low cost wind farms, we still
need to transport the electricity they produce to the end consumers.
In this article we focus on one area that creates a barrier to economy-wide
decarbonization – that of grid constraints – and we focus on the situation in
Sweden which faces a particular set of challenges.
Sweden is growing and things are moving fast. The traditional industry is being
renewed, and growth in robots, cloud services, artificial intelligence (AI) and
other digitalization phenomena are leading to a strong increase in the demand
for power. At the same time, utilization of the once well-dimensioned
electricity grids is reaching unprecedented levels. As a result, providing grid
access for new users and connections is no longer straightforward. Adding to
the challenges, several large grid development projects have lingered for
years in complex concession processes, for up to as much as 15 years.
A study conducted by AFRY in 2018 shows dramatic implications of grid
capacity restraints; if the situation is not improved, as much as 16 GW of new
connections representing an annual socio-economic value 150 billion SEK may
be lost by 2030. Already today, the estimated socio-economic cost of
insufficient grid capacity is as high as 80 billion SEK per year, not counting
indirect effects. By comparison, the value of the full, Swedish electricity
network is 170 billion SEK.
The lack of capacity hurts economic development, especially in southern and
mid Sweden, by limiting electrification of transport, establishment of new
companies, development of new urban areas, business and residential
buildings. In particular, lack of grid capacity limits regional development in the
larger urban areas like Stockholm, Gothenburg and Malmö.
There is no shortage of power generation, the issue is transmission and grid
capacity. Growing demand is balanced by increased generation, especially
from wind power plants. However, the majority of added wind power capacity
comes from the north, while the ageing nuclear plants in the south are phased
out one block at the time starting this and next year for Ringhals 2 and
Ringhals 1. The large power lines from the north to the south will not fully
absorb the change and the transfer capacity (NTC) between Northern and
southern Sweden will be a bottleneck to a larger extent than it is today. It
currently maxes out at 7000 MW NTC. Relatively little wind generation comes
online in the south and it is not enough to compensate for the strong demand
growth foreseeable. In low wind operational hours, southern Sweden relies on
net import of energy from neighboring countries. This deficit will be
accentuated and calls for more exchange capacity or more generator capacity
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or a combination of both. The increased pressure on the backbone in the 400
kV-grid means that operational margins will diminish over the coming years.
The system will be more exposed to faults in the system during high
transmission hours. Faults in these hours are shown to be more challenging to
mitigate. All in all, the over utilization of the existing grid will have an impact on
the reliability of the system, but it is difficult to quantify by how much.
Figure 20: power demand in Sweden’s four electricity areas

Figure 21: development of power demand by sector

Source: AFRY. Electricity areas: SE1 Luleå, SE2 Sundsvall, SE3 Stockholm, SE4 Malmö

Source: AFRY. Electricity areas: SE1 Luleå, SE2 Sundsvall, SE3 Stockholm, SE4 Malmö

To deal with the lack of capacity, multiple measures and actions are required.
While building more grid capacity is a high priority action and the ultimate
solution, better use of existing rights of way combined with demand side
flexibility provides a different set of tools to manage the crisis. Regarding the
latter, the key issue is how to adjust demand with minimized socio-economic
cost, and how to create efficient market places to ensure this is happening.
Regarding the former, the current operational rules for use of rights of way
and the existing grid may be changed to improve the utilization. Along with
better market design for flexibility and simpler and targeted investments in
alternatives to grid, like grid size battery storage, these two families of
measures could mitigate at least some of the capacity constraints. There is an
obvious need to weigh socioeconomic costs of chosen reliability levels with
socio economic costs of severe grid capacity constraints.
Speeding up grid concession and construction
Democratic processes take time. While a fundamental and highly valued part
of our democracy, streamlining concession and investment processes will be
necessary in order to catch up with the current backlog in grid capacity. This is
especially true for transmission grids, where lead time for construction
regularly exceed ten years. At the same time, insufficient communication and
coordination between stakeholders aggravate the challenges and the time
spent on decision processes. Enhanced planning and coordination processes
should be introduced to ensure that all important elements in understanding
the future need for capacity is properly dealt with. Better coordination not only
contributes to better investment decisions, it also clarifies “the good story” to
the wider public and strengthens public acceptance of new capacity projects.
Economic incentives and financing are other important elements. Many of the
larger grid owners will be required to lower their tariffs and thus their income
in the forthcoming regulatory period. Lower tariffs are justified with consumer
protection; however, lowered tariffs are also likely to result in reduced grid
investments.
Finally, both the organization and the capacity in public bodies could be
strengthened and improved. Instead of sequential proceedings, parallel
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processes across different public bodies should be developed when possible.
Manning in the relevant bodies and offices should also be increased to avoid
unnecessary delays in public proceedings.
Demand side management (DSM)
DSM can be defined as the array of activities to alter utilities’ load shape
and/or energy consumption patterns. It can be utilized to shift part of the
electricity demand from peak demand hours or unfavorable electricity
generation hours, to valley hours or favorable electricity generation hours. The
fundamental idea is to guarantee that demand and production are
continuously being balanced, whilst reducing the stress on the transmission
and distribution lines.
The incorporation of DSM into the electricity market has been made possible
through technological advancement in communication and the rollout of smart
meters. Its implementation in the electricity market can be facilitated, amongst
other strategies, by load-based time varying grid tariffs. These could be
employed in order to reflect the necessity of decreasing load by showcasing
high prices, or, conversely, to incite power consumption by exhibiting low
prices. More advanced, dynamic grid tariff models may be much more
targeted at resolving acute congestion and capacity constraints. However, our
studies on end user behavior and preferences clearly show that end users are
unlikely to accept and react to complicated, dynamic pricing models unless
combined with automated load and energy management systems. In
consequence, third party players like energy service companies (ESCOs) are
crucial in order to help end users utilize their available flexibility. New business
models require a financial basis: this could be realized either directly through
the price signal in the grid tariff, while it could also be organized as regional
and local flexibility market places, where the grid operators pay aggregators
like ESCOs to provide flexibility in specific locations when needed.
Figure 22: incorporating DSM into the electricity market

Source: AFRY

The demand side flexibility reserve is already substantial, and with the rise of
e-mobility it is growing. In the building sector, electric space- and water
heating, ventilation and cooling are all to some extent flexible loads that can be
shifted at least between hours. EV charging, especially at home, is highly
flexible and can easily be shifted from daytime to night-time.
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Introduction of behavioral incentives, like neighborhood competitions, could be
equally important to mobilize the flexible demand resources in the system. In
this regard, new and customer-focused players like energy service companies
will play a central role.
Enhance the use of the existing grid
New technology and digitalization not only enable end users to play a much
more active role and providing flexibility and load control; it also provides the
grid companies with entirely new knowledge and tools to utilize the existing
grid capacity better. New sensors, big data collection and analytical tools
based on machine learning (ML) and artificial intelligence (AI) provide a range
of new opportunities. Better information and control enable system operators
to adjust risk assessments and operational rules for maintaining the desired
level of safety and security of supply. Predictive analysis and targeted fault
prevention will contribute to reduce down-time and revision periods. Real-time
ambient- and grid temperature data enables optimal use of the grid through
dynamic line rating (DLR) – where the available capacity increases during cold
periods, at the same time as the typical Nordic demand is peaking due to
heating load.
A part of the capacity challenge is related to short-term situations, like
unexpected outages and system faults, or demand peaks of short duration.
There are alternatives to building grids to handle such situations. Grid-sized
batteries can help stabilize the grid, avoid outages and reduce system costs.
Under current EU legislation, however, battery ownership and operation are
outside of the regulated network business, and new business models and
access to markets for relevant flexibility services must therefore be put in
place first.
When designing the framework for new and relatively unknown types of major
power system assets, a holistic perspective is required for provision of fit-forpurpose framework rules as functionality, value and usage will most likely
span the range from grid capacity constraint alleviation to advanced real time
power system control. These are very different values brought to the system
and the overall investment case will most likely be dependent on several
different revenue streams that need be co-optimized in order to prove a viable
investment case.
In summary, with some intelligent choices it will be possible to optimize the use
of the existing and future grid and make sure that electricity consumers get the
best value for money possible while also delivering on decarbonization.
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make a market or act as principal in any transactions in such securities (c) may, acting as principal or as agent, deal in investments in or
with companies mentioned herein, and (d) may from time to time provide investment banking, underwriting or other services to, or
solicit investment banking, underwriting or other business from the companies mentioned herein. Information on any SEB or employee
positions may be obtainable from SEB’s Compliance Department upon request.
Recipients
In the UK, this report is directed at and is for distribution only to (i) persons who have professional experience in matters relating to
investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (The
‘‘Order’’) or (ii) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together being referred to as
‘‘relevant persons’’. This report must not be acted on or relied upon by persons in the UK who are not relevant persons. In the US, this
report is distributed solely to persons who qualify as ‘‘major U.S. institutional investors’’ as defined in Rule 15a-6 under the Securities
Exchange Act. U.S. persons wishing to effect transactions in any security discussed herein should do so by contacting SEB Securities
Inc. (SEBSI).
The distribution of this document may be restricted in certain jurisdictions by law, and persons into whose possession this document
comes should inform themselves about, and observe, any such restrictions.
The SEB Group: members, memberships and regulators
Skandinaviska Enskilda Banken AB (publ) is incorporated in Sweden, as a Limited Liability Company. It is regulated by
Finansinspektionen, and by the local financial regulators in each of the jurisdictions in which it has branches or subsidiaries, including in
the UK, by the Prudential Regulation Authority and Financial Conduct Authority (details about the extent of our regulation is available
on request); Denmark by Finanstilsynet; Finland by Finanssivalvonta; Norway by Finanstilsynet and Germany by Bundesanstalt für
Finanzdienstleistungsaufsicht. In the US, SEBSI is a U.S. broker-dealer, registered with the Financial Industry Regulatory Authority
(FINRA). SEBSI is a direct subsidiary of SEB.
For a list of execution venues of which SEB is a member or participant, visit https://sebgroup.com/large-corporates-and-institutions

Important. Your attention is drawn to the statement at the end of this report which affects your rights. Securities transactions in the
United States conducted by SEB Securities, Inc., Member FINRA/SIPC. This communication is intended for institutional investors only
and not intended for retail investors in any jurisdiction.

