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Oil and gas sector review

Oil & Gas: Climate performance and the cost of capital, 6 Mar 2023.

 Some pricing of relative climate-alignment in the front-end

 No effects seen in terms of curves, which suggests long-term steepeners could be suitable for poorly aligned 
O&G credits.

IS TENTATIVE ALIGNMENT BEING PRICED IN? CF. NZAOA “POSITION ON THE OIL AND GAS SECTOR"
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https://anthropocenefii.org/afii-big-oil-less-credit#be7df3e5-e141-4314-8420-727074a4a6dc
https://www.unepfi.org/industries/position-on-oil-and-gas-sector/
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Adani Group: Coal funding fallout

 Dollar bond markets were good 
indicators of corporate finance 
stress prior to domestic equity 
and bond dynamics: Adani 
Group: Bonds underperforming 
equities after report

 Using “good” parts of the 
business as collateral to get 
financing for coal business: 
Adani Green/Ports and 
Carmichael funding exposures

 Using joint-ventures and closely 
related party transaction to 
attempt to access hard 
currency funding: EQT 
Infrastructure investors and 
offshore capital raising

 Passive exposures: Adani 
Enterprises and passive ESG
index investors

THE ADANI/HINDENBURG SHORT SALES REPORT HAS HAD SEVERAL FI MARKET IMPLICATIONS
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https://anthropocenefii.org/afii-carmichael#a3ac80f9-99be-41d3-976e-d38a28a2c3cd
https://anthropocenefii.org/afii-carmichael#a3ac80f9-99be-41d3-976e-d38a28a2c3cd
https://anthropocenefii.org/afii-carmichael#a3ac80f9-99be-41d3-976e-d38a28a2c3cd
https://anthropocenefii.org/afii-carmichael#4c88a5c8-74db-427d-a5df-e7f98cffad3c
https://anthropocenefii.org/afii-carmichael#4c88a5c8-74db-427d-a5df-e7f98cffad3c
https://anthropocenefii.org/afii-carmichael#8ade6073-183f-49fe-af4e-95232332d949
https://anthropocenefii.org/afii-carmichael#8ade6073-183f-49fe-af4e-95232332d949
https://anthropocenefii.org/afii-carmichael#8ade6073-183f-49fe-af4e-95232332d949
https://anthropocenefii.org/afii-carmichael#4c88a5c8-74db-427d-a5df-e7f98cffad3c
https://anthropocenefii.org/afii-carmichael#4c88a5c8-74db-427d-a5df-e7f98cffad3c
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Fossil funding through public-to-private-to-public

 Greensaif transaction: using public bond 
markets ot get PE leverage for assets that 
public markets do not want to finance: 
GREENSAIF: A not-so-green, double-edged 
sword

 ... and yes, the Greensaif bonds go into ESG 
indices/funds: The arbitrage of a pipeline

 On another note, the Saudi SWF PIF is now 
the 2nd biggest owner of Aramco, 2nd

biggest issuer of green bonds: PIF: big on 
Aramco, big on green bonds

 Beware of sell-side buyouts, comment 
here. 

INCLUSION IN ESG INDICES (CONTINUED)
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https://anthropocenefii.org/afii-aramco-replacement#530afaaa-13f9-4eaf-b5a4-a1276b85a2c6
https://anthropocenefii.org/afii-aramco-replacement#530afaaa-13f9-4eaf-b5a4-a1276b85a2c6
https://anthropocenefii.org/afii-private-markets#0d7c2df5-9393-4a03-9b4e-f96a71a722a3
https://anthropocenefii.org/afii-aramco-replacement#3f5bb728-8f5d-40c1-a3d2-4a9fd5ff2fcf
https://anthropocenefii.org/afii-aramco-replacement#3f5bb728-8f5d-40c1-a3d2-4a9fd5ff2fcf
https://www.linkedin.com/posts/ulf-erlandsson_oilandgas-esginvesting-fixedincome-activity-7054100441969692672-UYK4?utm_source=share&utm_medium=member_desktop
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Greening the financial system

 Brought together, UBS and CS 
will become an intermediate 
rather than two small players, 
and relatively green (Before: 
UBS #1, CS #5). Net green/fossil 
bond syndication - Mar23 
(CS/UBS update)

 Recent press on RBC confirmed
by our data, which can be made 
available at a rolling basis.

 Being applied by AOs for 
counterparty selection 
processes.

AFII NET GREEN VS FOSSIL FUNDING FEE LEAGUE TABLES/INDICATORS
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https://anthropocenefii.org/afii-the-box#a95f01dc-1ae3-44eb-b5da-79d3a0df2b91
https://anthropocenefii.org/afii-the-box#a95f01dc-1ae3-44eb-b5da-79d3a0df2b91
https://anthropocenefii.org/afii-the-box#a95f01dc-1ae3-44eb-b5da-79d3a0df2b91
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Kunming-Montreal agreement: FI impact

In Kunming-Montreal agreements: A bond perspective we study the effects 
on a government bond portfolio that aligns to the KM targets:

 Unacceptable switch from USTs in a simplistic procedure

 We suggest using “utility functions” to generate a more gradual re-
allocation.

 Also see recent UNEPFI paper: Stepping Up on Biodiversity: What the 
Kunming-Montreal Global Biodiversity Framework means for 
responsible investors

THE ROLE AND EVOLUTION OF THE US WILL BE KEY FOR PORTFOLIO TARGETS
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https://anthropocenefii.org/afii-biodiversity#4907bf7f-feff-42d0-b54d-aa75db438b58
https://www.unepfi.org/industries/investment/stepping-up-on-biodiversity/
https://www.unepfi.org/industries/investment/stepping-up-on-biodiversity/
https://www.unepfi.org/industries/investment/stepping-up-on-biodiversity/
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SLBs: A “greenback” SLB standardization proposal

A greenback SLB is defined as an SLB 
where the option value of the step is at 
least 1%/$1 in bond price terms.

For example, a 5x5 greenback would have 
a 54.1bp step-up, with an SLB fixed 
coupon 12.1 bp inside the EVB.

EVB: 10yr at 4.5% for a EUR BBB credit

SLB: 10yr 4 3/8% with a 55bp step-up in 
year 6 if targets are not met, for a EUR BBB 
credit

Forthcoming work from AFII: previous 
work on option pricing of SLBs in An 
option pricing approach for sustainability-
linked bonds and Notes on Risk-Neutral 
Pricing of SLBs and Step-down Structures

THE PROPOSAL IN PRACTICE: SIGNIFICANTLY HIGHER STEPS, SIGNIFICANTLY LOWER COST-OF-CAPITAL
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Option value
Disc: EUR BBB
Coupon step 3s5s 5s7s 3s7s 7s10s 5s10s

0 0.000 0.000 0.000 0.000 0.000
0.125 0.106 0.098 0.204 0.133 0.231

0.25 0.212 0.196 0.408 0.266 0.462
0.375 0.317 0.294 0.611 0.400 0.693

0.5 0.423 0.392 0.815 0.533 0.925
0.625 0.529 0.490 1.019 0.666 1.156

0.75 0.635 0.588 1.223 0.799 1.387
0.875 0.741 0.686 1.427 0.932 1.618

1 0.847 0.784 1.630 1.065 1.849
1.25 1.058 0.980 2.038 1.332 2.312

1.5 1.270 1.176 2.446 1.598 2.774
2 1.693 1.568 3.261 2.131 3.698

Step-up 118.1 127.6 61.3 93.9 54.1
Fixed discount -22.3 -16.5 -16.5 -12.2 -12.2
Bp delta 0.847 0.784 1.630 1.065 1.849

with 50% prob /4.5% fixed coupon

Step structure

∑𝑖𝑖=0
𝑡𝑡−1 𝛷𝛷𝑖𝑖 � 𝐶𝐶𝐸𝐸𝐸𝐸𝐸𝐸 − 𝐶𝐶𝑆𝑆𝑆𝑆𝑆𝑆 = 𝜋𝜋1 �

∑𝑖𝑖=𝑡𝑡𝑇𝑇 𝛷𝛷𝑖𝑖 � 𝐶𝐶𝑆𝑆𝑆𝑆𝑆𝑆∗ − 𝐶𝐶𝐸𝐸𝐸𝐸𝐸𝐸 − 𝜋𝜋2 �
∑𝑖𝑖=𝑡𝑡𝑇𝑇 𝛷𝛷𝑖𝑖 � 𝐶𝐶𝐸𝐸𝐸𝐸𝐸𝐸 − 𝐶𝐶𝑆𝑆𝑆𝑆𝑆𝑆

“No arbitrage condition”

https://anthropocenefii.org/afii-slb-ii#1aa3ac8c-71ae-474f-9473-d6e2870e545a
https://anthropocenefii.org/afii-slb-ii#1aa3ac8c-71ae-474f-9473-d6e2870e545a
https://anthropocenefii.org/afii-slb-ii#1aa3ac8c-71ae-474f-9473-d6e2870e545a
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4258897
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4258897
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IMPORTANT DISCLAIMER:
This report is for information and educational purposes only. The Anthropocene Fixed 
Income Institute (‘AFII’) does not provide tax, legal, investment or accounting advice. This 
report is not intended to provide, and should not be relied on for, tax, legal, investment or 
accounting advice. Nothing in this report is intended as investment advice, as an offer or 
solicitation of an offer to buy or sell, or as a recommendation, endorsement, or sponsorship 
of any security, company, or fund. AFII is not responsible for any investment decision made 
by you. You are responsible for your own investment research and investment decisions. 
This report is not meant as a general guide to investing, nor as a source of any specific 
investment recommendation. Unless attributed to others, any opinions expressed are our 
current opinions only. Certain information presented may have been provided by third 
parties. AFII believes that such third-party information is reliable, and has checked public 
records to verify it wherever possible, but does not guarantee its accuracy, timeliness or 
completeness; and it is subject to change without notice.

https://anthropocenefii.org/afii-home
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