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The greenium of German public issuers

As is the case with other issuers, greenium pricing on German public
curves lacks in coherence, but it exists. Calmer market conditions this
year have helped a recovery in green bond pricing

Our multi-year quest for a coherent greenium among public bond issuers have uielded many
interesting insights into the way green bonds trade, but not a unified way to price green
bonds. We find that the greenium, the difference in yield between a green bond and its non-
green equivalent varies from one bond to the next, and from one issuer to the other. In short,
we find that the greenium exists on average, ie, that green bonds tend to have lower yields
than their non-green peers, but that the dispersion around that average, or median, is large.

The German greenium exists but is more significant for more
established issuers

We reach the same conclusion when looking at the greenium of a group of public issuers from
a single country. In this publication, we focus on public issuers from Germany, a group that
include the federal state, an issuer with its own policy when it comes to green bond issuance
and greenium management, KFW, a green bond pioneer and plentiful issuer, and some
Laenders with more-or-less sporadic green bond issuance patterns.

The majority of German green bonds trade with a lower
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yield than their theoretical non-green equivalents

We find that, by and large, our earlier conclusions hold. The majority of German green bonds
trade with a lower yield than their theoretical non-green equivalents, but that the dispersions
are large. Across the group of issuers considered, we find a greenium worth between Obp and
1bp, with a greater value for more established issuers like KFW and the federal state, between
1bp and 2bp. Note that in our graphs, a positive greenium is typically shown as a negative
value, as it denotes a lower yield for green bonds than their non-green peers.

German public debt greenium exists, but dispersion is large

German SSA median greenium (bp)
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Using KFW, one of our best-in-class as an example, we find seven green bonds on its euro-
denominated curve have a positive greenium, and two have a negative one. Not bad, but our
result might be less conclusive had we only used bonds with similar maturity to estimate the
theoretical ‘non-green’ yields of its green bonds. More importantly, only 11 of the 45 possible
green bond pairings actually show a correlation is higher than 0.5, suggesting the greenium of
each bonds still trades largely independently from others.
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Not all green bonds on the KFW curve have lower yields than
their non-green peers
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The greenium survived coordinated monetary tightening

Developments during the recent global monetary policy tightening, as well as the sea change
it brought to financial markets, also resulted in a reduction in the overall size of the greenium.
Our, tentative, conclusion was that the reduction in global bond market liquidity made the
relative pricing of green vs non-green bonds more difficult. Another potential explanation
could have been the maturing of the green bond market, with the first few years being
characterised by abundant demand but constrained supply. As supply catches up with
demand, the theory goes, the justification for lower yields on green bonds should disappear.

Since the turn of the year, and the return of more benign market
conditions, the greenium has recovered

Our analysis on German public issuers is also an opportunity to update our results. It seems
that since the turn of the year, and the return of more benign market conditions relative to the
end of 2022, the greenium has recovered. Things are relative however. Implied and realised
rates volatility remain elevated by historical standards and the summer months tend to see a
deterioration of market conditions. As much as we are reasonably confident in our conclusion
that we are seeing a more coherent greenium among German issuers than in late 2022, we
should also caveat our conclusions as it assumes milder market conditions.
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EUR denominated public sector green bond issuance
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The good news is that the second potential explanation for a shrinking greenium in 2022,
supply and demand coming into balance, is looking less valid now.

Looking at the narrower slice of ESG bond market to accompany the above analysis, EUR-
denominated public sector green bond issuance this year has already topped €75bn, well
ahead of last year's issuance at this stage. 2022 saw €108bn of public sector green bond
issuance in total, which so far still marks the highest annual issuance volume.

The German public sector has started to play an important role in the green bond markets
over the past five years, where it has accounted from 20% to over 30% of the annual EUR-
denominated public sector green bond issuance. This year-to-date its issuance share stands
just shy of 30%. Since 2020 the central government does account for a good slice of this with
its green Bunds.
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part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
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for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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