Blue Bonds:

The Next Wave of Sustainable Bonds
In April 2019, Morgan Stanley became the first financial
services firm to commit to developing systemic solutions
to help address the growing challenge of plastic waste.
Through the speed, scale and innovation of the capital
markets, and by partnering with our clients, employees and
non-profits, the Morgan Stanley Plastic Waste Resolution
aims to prevent, reduce and remove 50 million metric tons
of plastic waste from entering rivers, oceans, landscapes
and landfills by 2030.
As investors show growing interest in committing capital to solve
environmental challenges, blue bonds have emerged as the latest financing
instrument to help protect the world’s oceans and the economies that
rely on their health. Navindu Katugampola, Head of Green, Social and
Sustainability Bonds at Morgan Stanley’s Global Capital Markets, spoke with
Matthew Slovik, Head of Global Sustainable Finance, to explain this new
credit asset and how it can further boost sustainable investing.
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While there is not specific guidance for blue bonds
at this early stage, the widely accepted guidelines for
green, social and sustainability bonds are defined by
the Green Bond Principles, the Social Bond Principles
and the Sustainability Bonds Guidelines, set out by the
International Capital Market Association (ICMA)—a
trade association of major lenders, investors, law firms
and other capital market stakeholders. While not legally
binding, these approaches are intended for broad use
by issuers to help attract investment in projects with
environmental, social and sustainability benefits, and
to lend credibility and transparency to their bonds.
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THESE PRINCIPLES HAVE FOUR CORE COMPONENTS:

Use of Proceeds
2.	Process for Project Evaluation and Selection
3.	Management of Proceeds
4. Reporting
1.

MATTHEW SLOVIK:

Navindu, green bonds have steadily
grown across the global market in
the past decade, but we understand
that blue bonds are starting to break
ground as well. What can you tell
us about them?

Rating agencies and third-party verifications have also
established standards in order to assess how the bond’s
proceeds will be used in a sustainable manner. Adhering
to or adopting similar measures will be important for the
long-term legitimacy and market viability of blue bonds.

NAVINDU KATUGAMPOLA:

use of proceeds to marine projects, such as promoting
biodiversity and supporting economies reliant upon
healthy and sustainable fisheries.

Blue bonds are a relatively new type of sustainability
bond which finance projects related to ocean
conservation. Like green bonds, blue bonds operate
similarly to any other debt instrument by providing
capital to issuers who repay the debt with interest over
time. The main difference is that blue bonds dedicate

They gained attention in October 2018, after the World
Bank facilitated a bond agreement to offload a small
portion of the Republic of Seychelles’ debt in exchange
for marine protection.1 It served the dual purpose of
stabilizing the country’s credit rating and investing in its
economy, which is closely tied to the ocean.
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Green bonds
raise capital for
projects with dedicated
environmental benefits.

Social bonds
raise capital for
projects with dedicated
social benefits.

Sustainability bonds
raise capital for projects
with a mix of social and
environmental benefits.

Blue bonds
raise capital for
projects with marine or
ocean-based benefits.
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Protecting Marine Resources through
the Sustainable Development Goals

What is suddenly driving so much
interest in blue bonds?

NK

As the Seychelles’ blue bond demonstrated, this is
not purely an environmental issue; it’s an economic
one.2 In part, the broader emergence of aligning
business practices with the United Nations Sustainable
Development Goals (SDGs) has catalyzed this
conversation.3

The United Nations Sustainable Development Goals
(SDGs) are increasingly gaining traction as an organizing
framework for many investors, particularly those looking
for a thematic investment approach. The SDGs are a set
of 17 global goals focused on sustainable-development
themes ranging from poverty, equality, education, climate
change, infrastructure, land and water, and production/
consumption, with a target of 2030. Within the context
of thematic investing, the SDGs are both a framework
for thinking about and pursuing impact. A number of
companies, organizations and government entities have
committed to addressing SDG 6 (Clean Water and
Sanitation) and SDG 14 (Life Below Water).

Blue bonds are emerging as an instrument to finance
solutions at scale. As concerns grow about the millions
of tons of plastic waste added annually to the oceans,
blue bonds serve as one example of how the capital
markets can focus on reducing plastic waste, in this
case marine plastic waste. Investors have taken notice,
and are seeking new ways to generate economically
competitive solutions.

Blue bonds are emerging as an instrument to finance solutions at scale.
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$10 million

How is Morgan Stanley’s Global
Capital Markets group addressing
ocean conservation? Can you give
us an example of a blue bond the
firm has participated in?

Morgan Stanley served as sole underwriter
of a $10 million blue bond for the World Bank.
The bond helps to highlight the growing need
to protect the world’s oceans as well as
the economies that rely upon their
health and resilience.

NK

Earlier this year, Morgan Stanley served as sole
underwriter of a blue bond for the World Bank. The
$10 million in proceeds focused attention on plastic
waste reduction efforts in oceans, and the promotion of
the sustainable use of marine resources in developing
countries including scientific research, policy and
regulatory reform and cross-sector collaboration.
The bond helps to highlight the growing need to protect
the world’s oceans and the economies that rely upon
their health and resilience. This issuance is part of a
larger, thematic bond initiative from the World Bank
to support the Sustainable Development Goals.

MS

Where do blue bonds go from here?

NK

We’ve seen significant progress across sustainable
investing in recent years. It’s no longer viewed as the
niche market it once was. Sustainable investing assets
now total more than $30 trillion globally—up 34%
over the last two years.4 In the United States alone, one
in four dollars—$12 trillion—is sustainably invested.5
In 2016, the Paris Agreement heightened interest in
green bonds; in the years since, we’ve seen a spike in
companies, municipalities, sovereigns and banks issuing
green bonds.
It’s too early to tell whether the blue bond market
will grow with the speed of green bonds or if current
interest will, in fact, spur future investment. However,
the momentum seems high.

4

MORGAN STANLEY INSTITUTE FOR SUSTAINABLE INVESTING

|

2019

THE NEX T WAVE OF SUSTAINABLE BONDS

In May, the Asian Development Bank (ADB) committed
$5 billion over the next five years to promoting
more sustainable oceans through the Action Plan for
Healthy Oceans and Sustainable Blue Economies. This
commitment stands to infuse even more funding into
a topic already atop public consciousness, and seeks
to accelerate such investments by coupling technical
assistance grants and funding with private capital
through instruments like blue bonds.6
However, there remains a great deal of uncertainty
surrounding how such approaches fit within a larger
investment strategy. Even with 180 nations recently
agreeing to a UN accord on plastic waste, it’s unlikely
that any one event will trigger an uptick in demand
for blue bonds, as the number of offerings remains,
at least at the moment, very limited.7

Given the existing framework set forth by green, social
and sustainable bonds, the lag time between scale-up
and wider adoption could conceivably be shorter. Still,
it’s reasonable to expect that blue bonds will encounter
some of the early hurdles green bonds faced. Here, the
expertise and diligence of organizations like the ADB can
play an important role in navigating investor uncertainty.
What’s clear though is that if these instruments are to
gain traction, developing standards, measuring data and
sharing success stories will be critical. Thinking broadly
about the adoption and application of blue bonds can
direct the forces of the private sector and, in turn,
better aid the oceans we share.

Global Sustainable Bond Issuance
(in billions, USD)
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Source: Environmental Finance Database, 2019.
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Disclosures
This material was published on September 18, 2019 and has been
prepared for informational purposes only and is not a solicitation of
any offer to buy or sell any security or other financial instrument or to
participate in any trading strategy. This material was not prepared by
the Morgan Stanley Research Department and is not a Research Report
as defined under FINRA regulations. This material does not provide
individually tailored investment advice. It has been prepared without
regard to the individual financial circumstances and objectives of persons
who receive it. Morgan Stanley Smith Barney LLC and Morgan Stanley
& Co. LLC (collectively, “Morgan Stanley”), Members SIPC, recommend
that recipients should determine, in consultation with their own
investment, legal, tax, regulatory and accounting advisors, the economic
risks and merits, as well as the legal, tax, regulatory and accounting
characteristics and consequences, of the transaction. The strategies
and/or investments discussed in this material may not be suitable for
all investors. Morgan Stanley Smith Barney LLC recommends that
investors independently evaluate particular investments and strategies,
and encourages investors to seek the advice of a Financial Advisor. The
appropriateness of a particular investment or strategy will depend on
an investor’s individual circumstances and objectives.
The information and data in the material has been obtained from sources
outside of Morgan Stanley. Morgan Stanley makes no representations
or guarantees as to the accuracy or completeness of the information or
data from sources outside of Morgan Stanley.
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This material contains forward-looking statements and there can be no
guarantee that they will come to pass. Information contained herein
is based on data from multiple sources and Morgan Stanley makes no
representation as to the accuracy or completeness of data from sources
outside of Morgan Stanley. References to third parties contained herein
should not be considered a solicitation on behalf of or an endorsement
of those entities by Morgan Stanley.
The returns on a portfolio consisting primarily of sustainable or impact
aware investments may be lower or higher than a portfolio that is
more diversified or where decisions are based solely on investment
considerations. Because sustainability and impact aware criteria exclude
some investments, investors may not be able to take advantage of
the same opportunities or market trends as investors that do not use
such criteria.
Because of their narrow focus, sector investments tend to be more
volatile than investments that diversify across many sectors and
companies.
Diversification does not guarantee a profit or protect against loss in a
declining financial market.
Investing in the securities of such companies and countries involves
certain consideration not usually associated with investing in developed
countries, including political and economic situations and instability,
adverse diplomatic developments, price volatility, lack of liquidity and
fluctuations in the currency exchange.
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Equity securities may fluctuate in response to news on companies,
industries, market conditions and general economic environment.
Companies paying dividends can reduce or stop payouts at any time.
Bonds are subject to interest rate risk. When interest rates rise, bond
prices fall; generally the longer a bond’s maturity, the more sensitive it is
to this risk. Bonds may also be subject to call risk, which is the risk that
the issuer will redeem the debt at its option, fully or partially, before
the scheduled maturity date. The market value of debt instruments may
fluctuate, and proceeds from sales prior to maturity may be more or less
than the amount originally invested or the maturity value due to changes
in market conditions or changes in the credit quality of the issuer. Bonds
are subject to the credit risk of the issuer. This is the risk that the issuer
might be unable to make interest and/or principal payments on a timely
basis. Bonds are also subject to reinvestment risk, which is the risk that
principal and/or interest payments from a given investment may be
reinvested at a lower interest rate.
Income generated from an investment in a municipal bond is generally
exempt from federal income taxes. Some income may be subject to state
and local taxes and to the federal alternative minimum tax. Capital gains,
if any, are subject to tax.
Please note that there is currently no standard definition of blue or
green bond. Without limiting any of the statements contained herein,
Morgan Stanley makes no representation or warranty as to whether
these bonds constitute a blue or green bond or conforms to investor
expectations or objectives for investing in blue or green bonds.
For information on characteristics of the bonds, use of proceeds,
a description of applicable project(s), and/or any other relevant
information about the bonds, please reference the offering documents
for the bonds.

Morgan Stanley, its affiliates and Morgan Stanley Financial Advisors do
not provide tax, accounting or legal advice. Individuals should consult
their tax advisor for matters involving taxation and tax planning and their
attorney for matters involving legal matters.
This material may provide the addresses of, or contain hyperlinks to,
websites. Except to the extent to which the material refers to website
material of Morgan Stanley, the firm has not reviewed the linked site.
Equally, except to the extent to which the material refers to website
material of Morgan Stanley, the firm takes no responsibility for, and
makes no representations or warranties whatsoever as to, the data
and information contained therein. Nor do we guarantee their accuracy
and completeness. Such address or hyperlink (including addresses or
hyperlinks to website material of Morgan Stanley) is provided solely
for your convenience and information and the content of the linked site
does not in any way form part of this document. Accessing such website
or following such link through the material or the website of the firm
shall be at your own risk and we shall have no liability arising out of,
or in connection with, any such referenced website. By providing the
third party publication(s) and/or links to a third party web site(s), we
are not implying that Morgan Stanley has an affiliation, sponsorship,
endorsement, etc. with the third party or that any monitoring is being
done by Morgan Stanley or its affiliates of any information contained
within the publication(s) or web site(s). The opinions expressed by the
author(s) are solely their own and do not necessarily reflect those of
Morgan Stanley.

For more information about the Morgan Stanley Institute for Sustainable Investing,
visit morganstanley.com/sustainableinvesting.
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