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BARRIERS TO 
ENTRY HAMPER 
SUSTAINABILITY 
PROGRESS
As central banks’ mandates grow to 
include ESG considerations, so too 
does reserves managers’ interest in 
social bonds. By Taylor Pearce.

THOUGH late to the party compared to their 
institutional peers, central banks are continuing to 
expand their environmental, social and governance 
considerations. Social bonds, or bonds whose funds 
are earmarked for projects with positive social 
outcomes, are a new and notable asset class falling 
under the sustainable umbrella. This year’s GPI 
survey examined the ESG considerations of central 
banks with a specific focus on social bonds as a 
burgeoning ESG asset class. Consistent with our 
other ESG findings, we found that the majority of 
central banks expressed existing or future interest 
in social bonds – though significant barriers to their 
adoption as a suitable reserves asset class persist. 

CENTRAL BANKS EXPANDING ESG 
MANDATES 
This year, more central banks than ever reported 
implementing some form of ESG criteria. Compared 
to 2021, OMFIF's research reveals progress in central 
banks’ ESG practices across nearly all categories. 
These include investment in sustainable finance 
assets, exercising exclusion/negative screening, 
implementing ESG integration, implementing 

COMPARED 
WITH 2021, 
WE FOUND A 
MARGINAL 
INCREASE 
IN CENTRAL 
BANKS’ ESG 
PRACTICES 
ACROSS 
NEARLY ALL 
CATEGORIES.
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1. MORE CENTRAL BANKS THAN EVER IMPLEMENTING ESG CRITERIA
In which of the following ways do you implement ESG? Select all that apply. 
Share of respondents, %

2. INSUFFICIENT DATA HIGHEST BARRIER TO FURTHER ESG 
IMPLEMENTATION
What do you see as the barriers to ESG adoption/further implementation in your 
reserves management? Select all that apply. Share of respondents, %
Note: ‘Mandate to maintain market neutrality’ first included as option in 2022

Source: OMFIF GPI survey 2020-22

Source: OMFIF GPI survey 2020-22
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position screening/best-in-class strategies and 
practising thematic investing (Figure 1). 

Perhaps the most telling figure, however, was 
the share of respondents who reported that they 
do not implement ESG, which has steadily fallen to 
42% from 51% in 2020. This is a significant decrease 
and a promising indication that ESG is becoming a 
more mainstream factor in central banks’ reserves 
management strategies. 

Insufficient data or lack of information remains 
the biggest obstacle to further adoption/integration 
of ESG into central banks’ reserves portfolios, 
having increased steadily to 63% from 49% in 2020 
(Figure 2). This increase most likely indicates that a 
greater share of central banks are now considering 
investment in ESG assets, rather than a decline in 
available data. One respondent noted, ‘We gradually 
increase investment in green and sustainable bonds 
(sovereign and corporate), but this market is still 
immature. Classification criteria are not transparent 
enough and controversial in some cases.’

Two further trends have emerged on barriers to 
ESG implementation. First, the share of respondents 
reporting that ESG does not fit with their fund 
investment strategy has fallen to 31% from 38% in 
2020. At the same time, the share of respondents 
reporting lack of suitable projects as a main barrier 
to adoption and/or further implementation of 
ESG has risen steadily over the past few years, 
increasing to 17% from 9% in 2020 and 12% in 2021, 
suggesting that demand for ESG assets is outpacing 
supply. Respondents’ comments reflect this, with 
one stating, ‘Green bonds issued by highly-rated 
sovereigns are very limited and we cannot invest into 
corporate bonds or equities in reserves portfolios 
according to our guidelines.’ This lack of suitable 
asset class supply suggests significant potential for 
social bonds as an ESG asset. 

Taken together, these figures point towards 
the growing acceptance and importance of ESG 
considerations for reserves management, as more 
institutions develop ESG frameworks and strategies.  

Despite these challenges, 63% of central banks 
intend to increase allocation to green bonds and 42% 
intend to increase allocation to other sustainable 
bonds. In fact, net increases in central banks’ ESG 
asset allocation are anticipated across all categories 
over the next two years (Figure 3). As sustainability 
increases in global urgency, these trends in central 
banks’ asset allocation are likely to continue over the 
medium to long term. 

Of central banks investing in sustainable assets, 
98% invest in green bonds with ‘other’ sustainable 
bonds the next most popular sustainable asset class 
at 41% (Figure 4). Sustainable bonds, which include 
social bonds, were by far the biggest gainer since 
last year – up a sizeable 33 percentage points – 
outpacing investment in green equities, sustainable 
mutual funds and sustainable ETFs.  

The appetite for social bonds is confirmed by the 
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THE war in Ukraine has a massive impact on all four 
dimensions of sustainability: economic, environmental, 
social and governance. It has already cost the lives 
of thousands of civilians and displaced millions of 
people from their homes. Health, education and 
housing systems are facing a new test of endurance. 
Rising commodity prices and trade disruptions are 
exacerbating inflationary pressures. Higher food prices 
could push millions of people, especially in the poorest 
and most vulnerable countries, further into poverty.

Given the ‘weaponisation of gas’, the war is also a 
wake-up call to expedite the global transition to a more 
secure and cleaner energy future. It makes clear that 
a successful development agenda requires inclusive 
partnerships at global, regional, national and local 
levels.

The past has taught us that negative external 
shocks widen the sustainability financing gap, making 
it even more important to mobilise private capital and 
allocate it through the capital market to sustainable 
projects with positive impact. Even before the Russian 
invasion, the world was not on track to achieve most 
of the United Nations’ sustainable development goals. 
Unfortunately, many targets will be set back by the 
new geopolitical situation, so even more capital will be 
required in the future.

The war is increasingly becoming a test for the 
socially responsible investment movement. It will 
inevitably lead to a reassessment of ESG investment 
approaches and sustainable portfolios as it not only 
reveals Europe's high energy dependence on Russia 
and how vulnerable the global food system is, but 
also raises the question of geopolitical sustainability. 
Therefore, it is not surprising that the first sustainability 
rating agencies have revised their ESG risk assessment 
methodologies and added new geopolitical criteria.

The conflict has also renewed the question 
of how sustainable and safe invested capital is in 
countries with autocratic governments. In principle, an 
investment in government bonds and an investment 

in a company based or conducting business with 
authoritarian countries should be considered 
separately. But the boundaries are often not clear.

Corporates operating in authoritarian states are 
typically more exposed to sustainability risks than 
others operating only in democracies. Examples 
include human rights, corruption and reputational 
risks. Irrespective of a moral evaluation, such ESG risks 
have a negative impact on a company's performance. 
Hence, there is a question of how to treat companies 
that resume trading with Russia as concern becomes a 
source of systemic risk. The last few weeks have shown 
that more and more SRI investors are now excluding 
Russian companies as well as issuers with significant 
ties to Russia.

There is no question that the disruption of global 
energy markets has caused SRI investors to rethink 
energy strategies. Does the pace of fossil fuel phase-
out need to be adjusted until renewables, hydrogen 
and storage technologies can fill the gap reliably 
and affordably? Will nuclear energy and natural gas 
gain importance as bridging technologies? Without 
a doubt, this new thinking should focus on renewable 
energy sources, energy infrastructure and sustainable 
technologies to support the transition away from 
traditional energy sources.

Finally, the war in Ukraine has also brought 
a controversial ESG discussion back onto the 
front pages. How should the issue of security and 
defence be interpreted in a sustainability context? 
Is defence ESG-compliant? Is ‘Security the mother 
of all sustainability’ as the Federation of the German 
Security and Defence Industries argues? How should 
SDG 16 (peace, justice and strong institutions) be 
interpreted in this context? A large pension fund has 
already surprisingly changed its investment policy to 
include even certain defence companies in selected 
ESG funds.

Although the conflict has revealed some flaws 
in ESG investing and shifted priorities, it is too early 
to say if it will lead to a total rethinking of ESG in the 
long term. But one thing is certain: mitigating and 
combating the economic, environmental and social 
consequences of such negative external shocks 
requires the help of the capital markets – and this must 
be done in a sustainable manner. •

SPONSOR'S COMMENT

HOW THE NEW GEOPOLITICAL 
REALITY AFFECTS ESG
The war in Ukraine has enormous implications for sustainability goals, writes 
Marcus Pratsch, head of sustainable bonds and finance, DZ BANK AG.

UNFORTUNATELY, MANY TARGETS WILL BE SET BACK 
BY THE NEW GEOPOLITICAL SITUATION, SO EVEN 
MORE CAPITAL WILL BE REQUIRED IN THE FUTURE.
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THE GROWING IMPORTANCE OF ESG CONSIDERATIONS 
HAS COINCIDED WITH A PARTICULARLY CHALLENGING 
MACRO ENVIRONMENT AND GEOPOLITICAL 
LANDSCAPE. THIS MEANS THAT ESG OBJECTIVES MAY 
TAKE A BACKSEAT TO MORE ACUTE PRESSURES OVER 
THE SHORT TERM.
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3. SIGNIFICANT ANTICIPATED INCREASE IN INVESTMENT FOR GREEN 
AND OTHER SUSTAINABLE BONDS
Reserves managers’ anticipated allocation to the following sustainable assets 
over the next 12-24. Share of respondents, %

4. GREEN BONDS REMAIN FAVOURITE ESG ASSET CLASS
Which sustainable assets do you invest in? Select all that apply. Share of 
respondents, %

Source: OMFIF GPI survey 2022

Source: OMFIF GPI survey 2021-22
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finding that 38% of central banks plan to invest in 
social bonds as part of their ESG holdings and 28% 
plan to invest in social bonds in the next two years 
(Figure 5). As in other sustainable assets, availability 
remains an issue – 31% of respondents reported ‘lack 
of supply’ as a key obstacle to the incorporation of 
social bonds into their reserves portfolio (Figure 6). 

Interest in social bonds will not necessarily 
equate to investment, at least in the short term. 
Social bonds have some fundamental flaws. Nearly 
two-thirds of central banks reported lack of clarity 
about the definition of the asset class as a barrier 
to further investment in social bonds, while 55% 
reported lack of market depth and liquidity risk as a 
primary obstacle (Figure 6). In combination, these 
are perhaps the reason why none of the reserves 
managers surveyed by OMFIF reported investing in 
social bonds as a specific asset class in their portfolio 
(Figure 5)

In spite of these obstacles, however, 40% of 
reserves managers still stated that they plan to 
increase their allocation to social bonds over 
the next 12-24 months (Figure 7). This no doubt 
reflects the asset class’ significant potential as 
central bank reserves managers come to terms with 
ESG prerogatives as a permanent factor in their 
investment objectives.  

INCREASINGLY IMPORTANT, BUT NOT A 
TOP PRIORITY 
The challenges facing reserves managers looking to 
boost their sustainable investments are consistent 
with those facing other asset managers. Data and 
performance metrics need to be strengthened and 

standardised, as reserves managers report that 
‘reputational risk can arise due to lack of common 
socially responsible investment standards and a 
harmonised, reliable rating system.’ Another listed 
‘low quality of the ESG scoring, poor correlation 
between different ESG scoring institutions [and] 
greenwashing’ as persistent concerns. 

The growing importance of ESG considerations 
has coincided with a particularly challenging macro 
environment and geopolitical landscape. This means 
that ESG objectives may take a backseat to more 
acute pressures over the short term. One survey 
respondent lamented, ‘We have started a discussion 
about investing in ESG, but it has been delayed 
because of the pandemic in the last two years.’ 

Furthermore, in the face of increased inflationary 
pressure, a number of reserves managers noted the 
incompatibility of long-term ESG issues with short-
term portfolio duration. One stated that the ‘duration 
of the [ESG] projects do not comply well with our 
aim to maintain short duration of the portfolios,’ 
with another commenting that there is a ‘mismatch 
between our current average portfolio duration 
versus the usual long maturity tenor of ESG issues.’ 
This aspect of ESG investment has been exacerbated 
by exogenous geopolitical shocks (see Chapter 2).

Central banks are making progress in 
implementing ESG, but it is slow. It is worth 
remembering that although more institutions 
than ever are implementing ESG standards and 
frameworks, more than 40% of surveyed central 
banks have still not incorporated any ESG criteria. 
Reserves managers must learn to grapple with both 
short-term volatility and long-term climate risk. •

-

THE response to climate change is often hindered 
by a lack of public information. To many, the issues 
are too abstract or vague, contrasting with the 
tangibility of a global pandemic. Increasingly, 
however, environmental developments and 
advances in research have clearly illustrated the 
capacity of climate change to impact billions of 
people’s lives.  

At the Central Bank of Iraq, we believe that 
central banks are essential in combatting climate 
change. Although it is difficult for central banks to 
integrate climate change risks into their analytical 
frameworks and modelling, they can still play a 
role in acting, studying the impacts of climate 
change and encouraging the transition to net zero. 
It can do all of this while maintaining a functioning 
financial system and managing inflation, interest 
rates, growth, prudential policy and behavioural 
incentives. 

Climate-related risks pose distinctive 
challenges to central banks. The first problem 
is a one of reliable information about the green 
transition. Second, the real dangers of climate 
change and a disruptive green transition may not 
be linear and manifest over the medium to long 
term. Third, the future of environmental change 
and action is difficult to predict and relies heavily 
on political events.

Despite this, central banks have various ways of 
mitigating climate-related risks. They can reduce 
the size of polluting corporations and support 
new businesses that aim to reduce their carbon 

footprints through financing channels. They can 
help kindle broader reform – central banks can 
restrict the ability of commercial banks to provide 
financing to businesses that have a high carbon 
footprint while offering low interest loans to green 
and renewable energy projects. Given this, the 
focus now is on macroprudential management and 
guidelines, administrative assumptions and stress 
testing. 

In embracing greener monetary policy, the 
Central Bank of Iraq is deeply concerned about 
the impact climate change will have on the Iraqi 
economy. After dramatic weather events – with 
temperatures hitting record highs exceeding 50 
degrees – Iraq has experienced parched land and 
a lack of clean water from both the Tigris and 
Euphrates rivers and groundwater. We estimate 
that these trends could result in a decrease 
of Iraq’s real gross domestic product by 4%, 
regardless of any gains in GDP levels caused by 
higher oil prices. 

The central bank operates in one of the world’s 
major oil-exporting countries and is highly 
dependent on crude oil revenue, which constitutes 
over 95% of Iraq’s fiscal budget and around 60% 
of its GDP. Yet, the significant risks posed by 
climate change have pushed the central bank to 
take urgent action. For instance, we are currently 
offering 1tn Iraqi dinars ($800m) in low interest, 
eased-term loans for water, green and renewable 
energy projects. These loans will be provided 
through local banks. In addition, we are working 
with local government partners to raise awareness 
about the economic impacts of climate-related 
risks on the Iraqi people. Our hope is that, by 
taking such an approach, we can avoid accelerating 
the severity of climate risks and collaborate with 
government, media and private organisations to 
achieve a necessary cultural change. •

OPINION

CENTRAL BANKS CAN EASE 
GREEN ECONOMY TRANSITION 
WHILE MAINTAINING THEIR 
MANDATES
Even in oil-rich countries like Iraq, central banks can contribute to cultural 
change, writes Mazen Sabah Ahmed, director general, investments and 
foreign remittances department, Central Bank of Iraq.

THESE TRENDS COULD RESULT IN A DECREASE 
OF IRAQ’S REAL GROSS DOMESTIC PRODUCT BY 
4%, REGARDLESS OF ANY GAINS IN GDP LEVELS 
CAUSED BY HIGHER OIL PRICES.
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CENTRAL banks which invest in green bonds as part 
of their sustainability mandates, or a mandate to 
support the government's sustainability goals, have 
also started to show an interest in social bonds. These 
are less well-understood as social factors cannot be 
based on science, and therefore often appear to be a 
more challenging asset class to invest in. 

Social bonds are governed by the Social Bond 
Principles which, like the Green Bond Principles, 
have become the de facto global voluntary standard 
created by a market-led initiative consisting of 
issuers, investors and underwriters, supported by the 
International Capital Market Association. According 
to the SBP, ‘Social bonds are any type of bond 
instrument where the proceeds, or an equivalent 
amount, will be exclusively applied to finance or 
re-finance in part or in full new and/or existing 
eligible social projects… and which are aligned with 
the four core components of the SBP.’ These are: 
use of proceeds, process for project evaluation and 
selection, management of proceeds and reporting. 
The SBP recommend that issuers publish a bond 
framework and get an external review.

Similarly to the GBP, the SBP provide a list of 
eligible social project categories which can be 
financed. Social projects aim to address or mitigate 
a specific social issue and achieve positive social 
outcomes especially but not exclusively for a target 
population. Unlike the GBP, the SBP also list potential 
beneficiaries in the form of target populations.

Looking at the bond market, social bonds as 
well as sustainability bonds (a mix of green and 
social) experienced a surge in issuance during the 
pandemic. In 2020 and 2021, they proved to be 
suitable instruments to finance the socio-economic 
consequences of Covid-19. The European Union 
during that time became the largest social bond issuer 
with its €100bn Support to Mitigate Unemployment 
Risks in an Emergency programme for addressing 
unemployment risks.

The public sector is the largest issuer of 

social bonds with the lion’s share coming from 
sovereigns, supranationals and agencies, followed 
by financial institutions and corporates. According to 
Environmental Finance Data, France, the US and Chile 
– followed by Japan and Korea – had the most social 
bond issuances in 2021. LGX DataHub shows that the 
euro is the main currency that social bonds are issued 
in, followed by the Korean won, Japanese yen and the 
dollar – the first and last in particular help to attract 
an international investor base. There have also been 
issuances from emerging markets like Latin America, 
as well as smaller ticket items in Asia. 

This year, in light of the Russian invasion of 
Ukraine and other wars, the executive committee 
of the principles, supported by ICMA, underlined 
that existing guidance for social and sustainability 
bonds was appropriate for use in the support of 
fragile and conflict states. Eligible projects include 
direct emergency relief such as food, shelter and 
healthcare, and specific projects designed to alleviate 
unemployment caused by the circumstances.

Another topic that has gained importance in the 
last 18 months is diversity and inclusion. In the social 
bonds space, we have seen the emergence of gender 
finance and what is sometimes called ‘gender bonds’, 
which are a theme under social bonds. In November 
2021, ICMA – together with the International Finance 
Corporation and United Nations Women – published 
practical guidance on the topic.

With sustainable debt products such as social 
bonds, investors want to know whether their money 
is doing any good. For social bonds, ICMA provides 
a harmonised framework for impact reporting which 
is part of the reporting component under the SBP. 
Investors appreciate it when issuers show the intended 
contribution of the bond to the UN sustainable 
development goals, which seems especially popular 
for social debt products even though it is not part of 
the SBP. ICMA has created a mapping document to 
allow issuers to map eligible project categories to the 
SDGs.

Finally, it is becoming increasingly clear that the 
climate transition has to go hand in hand with a just 
transition on the social side. Social bonds should 
therefore continue to grow as a sustainable asset 
class, increasing liquidity along the way. •

OPINION

WHAT ARE SOCIAL BONDS?
Social bonds are less well-understood than green bonds, but the Social 
Bond Principles are designed to help issuers and investors in this field, 
explains Simone Utermarck, director sustainable finance, International 
Capital Market Association.

IN 2020 AND 2021, SOCIAL BONDS PROVED TO BE 
SUITABLE INSTRUMENTS TO FINANCE THE SOCIO-
ECONOMIC CONSEQUENCES OF COVID-19.

OMFIF GLOBAL PUBLIC INVESTOR 2022 / SUSTAINABLE BONDS

5. TWO-THIRDS OF 
CENTRAL BANKS 
EXPRESS CURRENT 
OR FUTURE 
INTEREST IN SOCIAL 
BONDS
Do you invest in social 
bonds? Share of 
respondents, %

6. SIGNIFICANT 
OBSTACLES TO 
INCORPORATION OF 
SOCIAL BONDS INTO 
PORTFOLIOS
Which of the following 
are obstacles to the 
incorporation of 
social bonds into your 
reserves portfolio? 
Select all that apply. 
Share of respondents, %

Source: OMFIF GPI 
survey 2022
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7. NEARLY HALF OF 
CENTRAL BANKS 
PLAN TO INCREASE 
ALLOCATION TO 
SOCIAL BONDS
Do you expect to 
increase your allocation 
of social bonds over 
the next 12-24 months? 
Share of respondents, %
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survey 2022

Source: OMFIF GPI 
survey 2022
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to increase 
allocation 
to green 
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42% intend 
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to other 
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sustainable 
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98%  
invest in 
green bonds
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