
13. April 2021

https://blog.en.erste-am.com/impact-bonds-are-here-to-stay/

Impact bonds are here to stay
Martin Cech

It started with the first climate awareness bonds of the European Investment Bank. Even back then, the issue proceeds were earmarked for explicitly sustainable projects of the
supranational bank.

In recent years, the volume of such bonds has increased rapidly. The issue volume rose from USD 300bn in 2019 to USD 500bn in 2020. The capital markets have been inundated by green
bonds, social bonds, sustainability bonds (i.e. projects that contain both environmental and socially sustainable aspects), and sustainability-linked bonds (i.e. the issue terms are linked to
defined goals such as CO2 reduction, reduction of waste, or the maintenance of high ESG ratings from rating agencies). The umbrella term for all of these bonds is impact bonds – as they
are meant to have an impact.

Impact bonds funnel capital in a targeted fashion towards the sustainable projects of companies or states, regions, or municipalities. The idea is to effect change within their activities.

In terms of rating, impact bonds have the same status as traditional bonds of the same issuer. The added advantage is the fact that prior to the bond issue, the issuer specifies clearly what
the proceeds will be used for.

The range of activities of the issuers that qualify for such assets is wide, with hardly any area of private or public life being off limits.

The following are examples of projects funded by impact bonds:

Energy and energy efficiency

Renewable energy accounts for 20% of total energy production worldwide, with the pressure to resort to sustainable forms of energy production rising gradually. New technologies will
become ever more relevant and transform the economy – e.g. e-motors, hydrogen, and biofuels. In Europe, about 1 million public charging stations are to be installed by 2025 in order to
promote the use of electric vehicles. At the same time, the energy efficiency of appliances has to be improved.

Sustainable building and living

The construction of sustainable real estate that conserves resources, and the restoration of existing buildings.

Infrastructure and urban development

Today, 55% of all people live in cities. By 2050, this number will have increased to 70% due to rural exodus. Public infrastructure and mobility in the urban areas have to be upgraded
significantly.

Other areas of importance are water supply and wastewater treatment, recycling and waste treatment, and agriculture, ecological systems, and biodiversity.

In addition, so-called Covid-19 Response Bonds (social bonds) have been issued from 2020 onwards. Their focus is the containment of the current pandemic, or on an operational level
projects in the healthcare sector such as research, job creation, and reintegration/resocialisation.

Greenwashing is to be avoided at all costs. This means projects that don a green coat in order to just create an environmentally friendly and responsible image. Erste Asset Management
operates credibly in the field of impact bonds. Our sustainability team scrutinises potential issuers thoroughly in order to guarantee they comply with the strict requirements of the
sustainability approach and do not violate any criteria of exclusion.

The positive change created by impact bonds is measurable. We have the entire portfolio of our ERSTE RESPONSIBLE BOND GLOBAL IMPACT fund analysed on an annual basis. The
breakdown of the projects into the 17 sustainable development goals (SDGs) yields crucial insights.



Legal note:
Prognoses are no reliable indicator for future performance.

This document is an advertisement. Unless indicated otherwise, source: Erste Asset Management GmbH. The language of communication of the sales offices is German and the languages of communication of the
Management Company also include English.

The prospectus for UCITS funds (including any amendments) is prepared and published in accordance with the provisions of the InvFG 2011 as amended. Information for Investors pursuant to § 21 AIFMG is
prepared for the alternative investment funds (AIF) administered by Erste Asset Management GmbH pursuant to the provisions of the AIFMG in conjunction with the InvFG 2011.

The currently valid versions of the prospectus, the Information for Investors pursuant to § 21 AIFMG, and the key information document can be found on the website www.erste-am.com under “Mandatory
publications” and can be obtained free of charge by interested investors at the offices of the Management Company and at the offices of the depositary bank. The exact date of the most recent publication of the
prospectus, the languages in which the key information document is available, and any other locations where the documents can be obtained are indicated on the website www.erste-am.com. A summary of the
investor rights is available in German and English on the website www.erste-am.com/investor-rights and can also be obtained from the Management Company.

The Management Company can decide to suspend the provisions it has taken for the sale of unit certificates in other countries in accordance with the regulatory requirements.

Note: You are about to purchase a product that may be difficult to understand. We recommend that you read the indicated fund documents before making an investment decision. In addition to the locations listed
above, you can obtain these documents free of charge at the offices of the referring Sparkassen bank and the offices of Erste Bank der oesterreichischen Sparkassen AG. You can also access these documents
electronically at www.erste-am.com.

N.B.: The performance scenarios listed in the key information document are based on a calculation method that is specified in an EU regulation. The future market development cannot be accurately predicted. The
depicted performance scenarios merely present potential earnings, but are based on the earnings in the recent past. The actual earnings may be lower than indicated. Our analyses and conclusions are general in
nature and do not take into account the individual characteristics of our investors in terms of earnings, taxation, experience and knowledge, investment objective, financial position, capacity for loss, and risk tolerance.

Please note: Past performance is not a reliable indicator of the future performance of a fund. Investments in securities entail risks in addition to the opportunities presented here. The value of units and their earnings
can rise and fall. Changes in exchange rates can also have a positive or negative effect on the value of an investment. For this reason, you may receive less than your originally invested amount when you redeem
your units. Persons who are interested in purchasing units in investment funds are advised to read the current fund prospectus(es) and the Information for Investors pursuant to § 21 AIFMG, especially the risk
notices they contain, before making an investment decision. If the fund currency is different than the investor’s home currency, changes in the relevant exchange rate can positively or negatively influence the value of
the investment and the amount of the costs associated with the fund in the home currency.

We are not permitted to directly or indirectly offer, sell, transfer, or deliver this financial product to natural or legal persons whose place of residence or domicile is located in a country where this is legally prohibited. In
this case, we may not provide any product information, either.

Please consult the corresponding information in the fund prospectus and the Information for Investors pursuant to § 21 AIFMG for restrictions on the sale of the fund to American or Russian citizens.

It is expressly noted that this communication does not provide any investment recommendations, but only expresses our current market assessment. Thus, this communication is not a substitute for investment
advice, does not take into account the legal regulations aimed at promoting the independence of financial analyses, and is not subject to a prohibition on trading following the distribution of financial analyses.

This document does not represent a sales activity of the Management Company and therefore may not be construed as an offer for the purchase or sale of financial or investment instruments.

Erste Asset Management GmbH is affiliated with the referring Sparkassen banks and Erste Bank.

Please also read the “Information about us and our securities services” published by your bank.

Subject to misprints and errors.

Martin Cech
Senior Fund Manager, Erste Asset Management
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