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Covid bonds – an emergency aid funding 
method worth addressing selectively

              June 2, 2020 

The health and economic crisis that has swept the world is of unknown magnitude, and it soon became clear that Co-
vid bonds offer a sustainable solution to finance the post-coronavirus world and address the funding needs required 
to stem the effects of the pandemic. Almost $100bn in Covid bonds have already been issued on the market since 
the start of the health crisis, and Ostrum AM expects robust issue volumes over the months ahead. On the back of its 
overlapping expertise in bond fund management and socially responsible investment (SRI), Ostrum AM has taken a 
closer look at this market to assess its features, opportunities and limitations of this new product.

With the Covid-19 crisis affecting most of the planet, the UN called on all investors worldwide to join forces to organize the funding 
needed to curb the severe economic and health problems triggered by the pandemic. A new funding instrument has thus emerged: 
Covid bonds, built on the same principles as green bonds. These impact investments are aimed at supporting two areas i.e. on the 
one hand direct investment in solutions to fight against the virus, such as research into treatments, vaccinations, and production of 
ventilators or masks, and on the other hand emergency support to reduce social impacts, including financing solidarity mechanisms 
and job protection measures.

For the moment, Covid bonds are primarily issued by sovereigns, supranationals and agencies (SSA), such as the World Bank, which 
has embarked on a $160bn program to combat the effects of Covid-19, with a significant portion of this naturally allocated to Covid 
bonds. The European Investment Bank (EIB), the African Development Bank and the Nordic Investment Bank are also involved, while 
governments are among the issuers too. As at May 4, 2020, 38 Covid bond issues had already been conducted, with only four of 
these not launched by SSA i.e. two by pharma companies (Pfizer and Getinge) and the other two by financials.

Is a new standard emerging?

These bonds have enjoyed stellar growth, and at the start of May, amounts issued came to $50bn – 40% of which was euro-denomi-
nated – while the figure has since doubled to $100bn. This trend is far from over as the environment is particularly buoyant. Several 
investors are keen to invest in this type of financial product given the urgent need to kick-start the world economy, particularly as these 
bonds fit neatly with their impact investment strategies. This explains why the first issues enjoyed strong success, with order books 
oversubscribed between four and seven times.

These bonds have got off to an impressive start, but it now remains to be seen whether we are truly in the throes of the creation of 
a new market. Initial issues admittedly went very well as Covid bonds are broadly speaking very similar to social bonds, which enjoy 
a well-established market. However, a number of pitfalls must be avoided if Covid bonds are to become a new standard. Several 
issuers could in theory request support to mitigate the social impact, or even countries for long-term stimulus plans: it may be difficult 
to demonstrate their social impact. A report from Natixis’ Green Hub recently revealed that most investors primarily want to finance 
emergency aid to combat the effects of the Covid-19 epidemic, rather than long-term stimulus plans. A second obstacle is issuer qua-
lity, as they are not all SRI-driven. ICMA (International Capital Market Association) does not wish to hinder emergency financing and 
has been fairly flexible on the use of these new bonds, as long as they use the pre-existing social bonds framework, and are clear on 
the use of proceeds, that should be specifically devoted to alleviating the effects of Covid-19, at least for a great part. However, there 
are no checks on this, although for the moment, the risk of “Covid bond washing” has not really materialized, as issuers are primarily 
supranational agencies that are driven by social impact goals and generally have solid social bond issue processes. However, in the 
future, this could change, and corporate issuers that do not have a pre-existing social bond framework or, worse, that are subject to 
severe controversy, may issue on the markets, thereby compromising the SRI quality of investments on this theme. 

Conviction-driven market seeks maturity

Beyond impact and solidarity aspects, it is worth remembering that Covid bonds are ultimately a type of bond and their assessment 
will depend on the yield they carry and the related credit risk, which is obviously connected to the bond issuer’s quality. Issuers’ credit 
quality – or at least for those that have issued Covid bonds (mostly AA/AAA rated) – broadly offers an additional reason for investing 
in these bonds, but the performance and particularly the absolute return on offer may be problematic in the current environment with 
very low bond yields. 
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One investor category that could be particularly interested in this type of bond involves those focusing on their portfolios’ social pur-
pose – first and foremost insurers. However, these investors also have certain requirements on absolute returns, and looking at the 
currently available products with this yield-based goal in mind, pickings are slim.

Just like for other bond assets, we think that financial interest in Covid bonds will primarily hinge on the investment format: invest-
ment that is seen to be optimal for a mutual fund may not be ideal in an insurance bond mandate that is built position by position and 
focuses on total return as opposed to relative performance, while the opposite is also true. The limitations involved in purchasing 
at very low or even negative yields may not be a hindrance to investment for a mutual fund format, but investment mandates with a 
position-by-position approach would logically be less inclined to invest in these bonds in the current context. Absolute return is still 
very low, with for example Covid bond issues from the IBRD – both rated AAA – and the EIB 8-year, respectively offering yields of 
-0.11% and -0.35%. However, issues such as the 6-year from Unedic, and the bond from Agence Française de Développement, both 
rated AA, with yields of 0.11% and 0.30% respectively (additionally with pickup to the OAT), are examples of issues that can meet 
success with insurers. 

It is worth noting that despite interest already witnessed, and expected, from investors, Covid bonds issued so far have not required 
an additional premium compared with similar issues without the Covid bond label, as is currently the case for green bonds. We have 
actually seen the opposite situation, with subscribers on the primary market for some Covid bond issues even benefiting from the 
customary issue premium. The BBVA 5-year senior preferred issue is a good example, as it was valued at 112bps over mid-swap, or 
a premium of around 10bps to its curve on the secondary market, despite strong demand, with the order book coming out at €4.8bn 
for a €1bn issue volume. In our view, this is understandable as it is a new market that is seeking to attract interest.
While the trend is promising, the road is still long for this asset category and we think it is still too early to describe the Covid bond 
market as fully-fledged. In our view, there are at least four challenges to tackle:

Challenge of market depth: as we outline above, the market seems to be growing fast in terms of volumes, with outstanding 
amounts now exceeding €100bn in the space of just three months. However, this market remains primarily focused on a single issuer 
category – supranationals and agencies – which is understandable given these issuers’ objectives. Meanwhile, the private sector’s 
interest in this market is restrained for now, although we have recently seen the beginnings of a trend that seems to be developing. 
In addition to the two corporates that were the first to issue these bonds (Pfizer and Getinge), two banks also played an active role 
in this trend i.e. Bank of America, which issued a 4-year $1bn bond on May 14 (which came out at T-note +130 bps), followed by 
Spanish bank BBVA, which issued a 5-year bond with 0.85% yield on May 27 (112bps over mid-swap) for a total of €1bn. We can 
also expect other banks to follow their lead, which is particularly crucial for the development of this market given the hefty weighting 
of banks’ issues on the credit market. Of course the arrival of corporates – excluding banks – on this market will provide additional 
motivation to extend the investor base, particularly those that are forced or prefer to buy at strictly positive yields, such as insurers as 
part of their so-called line-by-line portfolios. The private sector’s involvement in Covid bond issues would no doubt provide assurance 
of development for this market. 

Challenge of timing: corporates’ reticent presence on Covid bonds is a hindrance to the market’s appeal for the moment. In the 
current environment and in light of the high price of sovereign, supranational and agency debt issues (very low sovereign rates and 
swaps), the credit asset class still remains competitive, despite the rally on the market since its peak in late March/early April. Since 
the period of widening spreads from mid-March, the bond market has essentially been a credit market, with credit spreads at conti-
nued attractive levels. In this respect, potential corporate Covid bond issues should enjoy considerable success.
Challenge of liquidity: a market’s maturity is also assessed via the liquidity it provides for participants – both buyers and sellers. In 
light of the profile of investors that should be interested in this market – for example insurers – we would not be surprised if these 
securities then did not trade on the secondary market. These investments are intended to be held in their portfolios, with the aim of 
holding to maturity, and it is also worth remembering that Covid purchases are primarily motivated by investors’ engagement goals. 
All else being equal, like green bonds for example, we expect Covid bonds to be less liquid that bonds without these labels, pending 
development of this market. However, compared to a standard illiquid bond such as private placements, which often offer a yield 
premium, weaker liquidity on Covid bonds as a result of their rareness would ironically promote increased prices over time.

Challenge of maturity: a bond market needs to provide liquidity across all segments of the curve if it is to be attractive. Buy and hold, 
and buy and maintain type investors, who seek steady income over time, would be more interested in issues on longer maturities, 
from 10 years and over, yet most of the currently available market is focused on short and medium-term maturities. The average 
maturity of Covid bond issues denominated in both euros and dollars currently stands at around 5-6 years at this stage: 53% have 
5-year maturity. This reduces interest from investors who are seeking carry, particularly as the short-medium part of the reference 
curve (swap) is fairly pricey, especially in Europe with the ECB’s ultra-accommodative approach, with historically low and mostly 
negative absolute rates.

The depth of the available market is admittedly limited for the moment for the reasons outlined above, but the market’s development 
can also be faced with a more broad-based SRI issue, as at this stage there are not enough high-quality impact assets or projects 
to finance. 
 
In conclusion, Covid bonds are an emergency mechanism to be used on a selective basis. This is a conviction-driven 
market that certainly provides an attractive vehicle for SRI investment, but in terms of performance, it is still a developing 
market, and we will probably see a change over the months ahead on projects that carry attractive yield.
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Support measures:

 1.  The client relationship department is available and responsive: 
        contact@ostrum.com; ClientServicingAM@natixis.com

 2.  A dedicated client portal is always available: this secure platform enables our clients to monitor holdings in their de 
      dicated portfolios: http://www.extranet.ostrum.com. Information on our open-ended funds is available on our website  
      in  the “Our products” section www.ostrum.com and on the website of our distribution platform Natixis Investment     
           Managers : www.im.natixis.com 
       

       Follow us : 

  

  @ostrum-asset-management      @OstrumAM      @Ostrum Asset Management      

Ostrum Asset Management 
Asset management company regulated by AMF under n° GP-18000014 – Limited company with a share capital of 27 772 359 euros
Trade register n°525 192 753 Paris – VAT: FR 93 525 192 753 – Registered Office: 43, avenue Pierre Mendès-France, 75013 Paris – www.ostrum.com
Tél. : 01 58 19 09 80

This document is intended for professional clients in accordance with MIFID. It may not be used for any purpose other than that for which it was conceived and may not be 
copied, distributed or communicated to third parties, in part or in whole, without the prior written authorization of Ostrum Asset Management.
None of the information contained in this document should be interpreted as having any contractual value. This document is produced purely for the purposes of providing 
indicative information.

This document consists of a presentation created and prepared by Ostrum Asset Management based on sources it considers to be reliable. Ostrum Asset Management 
reserves the right to modify the information presented in this document at any time without notice, and in particular anything relating to the description of the investment 
process, which under no circumstances constitutes a commitment from Ostrum Asset Management.

Ostrum Asset Management will not be held responsible for any decision taken or not taken on the basis of the information contained in this document, nor in the use that 
a third party might make of the information.

Figures mentioned refer to previous years. Past performance does not guarantee future results. Any reference to a ranking, a rating or an award provides no guarantee for 
future performance and is not constant over time. Reference to a ranking and/or an award does not indicate the future performance of the UCITS/AIF or the fund manager.

Under Ostrum Asset Management’s social responsibility policy, and in accordance with the treaties signed by the French government, the funds directly managed by  
Ostrum Asset Management do not invest in any company that manufactures, sells or stocks anti-personnel mines and cluster bombs.
 
 
 
Additional notes

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when 
required by local regulation, only at their written request.  This material must not be used with Retail Investors. 
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. 
is a Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and 
registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: 
Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 
1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz 
Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). 
Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish 
Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano 
n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch, Louizalaan 120 Avenue Louise, 1000 Brussel/Bruxelles, Belgium.
In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the Autorité des Marchés Financiers (French Finan-
cial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 
329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris.
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its 

http://contact@ostrum.com
http://ClientServicingAM@natixis.com 
http://www.extranet.ostrum.com.
http://www.ostrum.com
http://www.im.natixis.com 
https://twitter.com/OstrumAM
https://www.youtube.com/channel/UCUDy4xHvASFdK8uxE-KyZZg
https://www.linkedin.com/company/ostrum-asset-management/
http://www.ostrum.com
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- registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be 
made to persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and profes-
sional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be 
communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is 
intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only 
financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008. 
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related 
financial products or services are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, 
and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material.  Registered office: Office 504-D, 5th 
Floor, South Tower, Emirates Financial Towers,  PO Box 118257, DIFC, Dubai, United Arab Emirates. 
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content 
of Business: The Company conducts discretionary asset management business and investment advisory and agency business as a Financial Instruments Business 
Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo. 
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the 
Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license 
number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational purpo-
ses only.  Natixis Investment Managers  Singapore is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D). Registered address 
of Natixis Investment Managers Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808.
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only. 
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of 
financial advisers and wholesale clients only .  
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute financial advice. This is not a 
regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the 
requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand.
In Latin America: Provided by Natixis Investment Managers S.A. 
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. 
Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 
18,627. 
In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted 
under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a 
public offering in Colombia and  is addressed to less than 100 specifically identified investors. 
In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an investment manager in terms of the 
Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican 
authority. Any products, services or investments referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of 
certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore the 
accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by 
or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or 
any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment 
management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in 
and from the jurisdictions in which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is 
the responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the 
relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation 
or an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any 
investment carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio 
manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that develop-
ments will transpire as may be forecasted in this material. Past performance information presented is not indicative of future performance. 
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the 
accuracy, adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.


