New biodiversity SLB underpins Chile’s leading role

Jonas David

Back in March 2022, Chile (ticker CHILE) was the first sovereign to issue a Sustainability-Linked
Bond (SLB). This complemented its issuance of other ESG-labelled debt, including green, social,
and sustainable bonds. Because of its high share of labelled bonds and continued innovation in
this arena, Chile is considered a leader in sustainable debt markets.

The announcement on 7 January 2026 of a new 10-year biodiversity SLB issuance underlines
Chile’s commitment to these instruments." In this note, we assess the new bond from a pricing
perspective and discuss key considerations for investors with the following takeaways:

*  With the addition of biodiversity KPIs, this  Figure 1. Matrix of coupon adjustments depending on
will be the first SLB linked to the Global achievement of SPTs. Source: AFIl, Ministry of Finance.
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=  From 2021-2024, all of Chile’s international bonds were issued in ESG-labelled format, but
since 2025 more bonds have been issued in plain vanilla format. Chile targets a 40-50%

proportion of total debt being in labelled format, and reported share of approximately 40%

as of late.? The share is even higher for its international debt.

= Embeddinginternational commitments in bond structures can strengthen the credibility
and effectively signal a country’s efforts. At some point, however, the currently used 2030
targets will no longer be fit for purpose and the market will have to pivot to 2035 targets.
Chile appears well prepared for this and further innovation in bond structures is a
possibility.

! For previous analysis, see “Chile's Peso SLB issuance”, AFll, 27 Jul 2023, “Offi-Chile the largest sovereign
SLBissuer”,29 Jun 2023, “Chile sustainability-linked bond: Optionality analysis”, 5 Apr 2022.

2Using the following probabilities: 60% for scenario A, 20% for scenario B, and 20% for scenario C, as
discussed later.

3 “Ministerio de Hacienda informa su plan de financiamiento 2026”, Chile, 5 Jan 2026.

Not investment advice. First published 7 January 2026. Important disclaimers at end of the document.
(*) Anthropocene Fixed Income Institute (www.anthropocenefii.org). Author for contacts: jda@anthropocenefii.org

FIXED

anth
ropo
cene

INSTITUTE

AWOON |


https://anthropocenefii.org/slb/chiles-peso-slb-issuance
https://anthropocenefii.org/sovereigns-centralbanks/offi-chile-the-largest-sovereign-slb-issuer
https://anthropocenefii.org/sovereigns-centralbanks/chile-sustainability-linked-bond-optionality-analysis
https://www.hacienda.cl/noticias-y-eventos/noticias/ministerio-de-hacienda-informa-su-plan-de-financiamiento-2026
http://www.anthropocenefii.org/

A first SLB based on 30x30 target

Chile’s latest SLB Framework — published in July 2025 — builds on the previous versions, and

includes additional KPIs linked to Kunming-Montreal Global Biodiversity Framework (GBF).* Under
the 30x30 target established under this framework, countries committed to effectively conserve at

least 30% of terrestrial, inland water, and coastal and marine areas by 2030.°

The new KPI covers two sustainability performance targets (SPTs):

» SPT 4a: Achieve at least 30% of the total national land surface area, including inland

waters, covered by protected areas and/or Other Effective Area-Based Conservation

Measures (OECMs) by 2030. This represents one part of the GBF commitments.

* SPT 4b: Achieve at least 10% of total national land surface area, including inland waters,
under protected areas that meet all key effectiveness metrics of governance, planning,

personnel, and monitoring by 2030.

According to Protected Planet data,®
the reference dataset for protected
areas, Chile’s terrestrial and inland
waters areas coverage was at 21.64%
in 2024 (162,596 km?). This implies an
increase of 63,000 km? is required to
achieve the target. Historical data is
shown in Figure 2.

Chile has already achieved protecting
more than 30% of its marine areas.
With 41.24% the share of protected

marine areas is well above the regional

average (27.41%) and the GBF’s 30%
target.” Note this is not included in the
SLB structure.

Figure 2. Terrestrial protected areas (% of total land area), including

SPT 4a. Source: AFIl, Protected Planet.
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It is therefore positive to see the SLB focus on the areas of protection that are lagging (i.e.
terrestrial and inland water), where efforts can most effectively be directed.

SPT 4b goes a step further and addresses the need for effective conservation besides the
protection of areas, covering four key sub-components: governance, planning, personnel, and

monitoring. Considering this is a new methodology without prior implementation, the baseline

level is set at 0%.%

4“Chile’s Sustainability-Linked Bond Framework”, Ministry of Finance, Jul 2025.

®“GBF - Target 3”, Convention of Biological Diversity, accessed 5 Jan 2026.

¢ “Protected Area Profile for Chile from the World Database on Protected Areas”, UNEP-WCMC, accessed 5

Jan 2026.

"“Protected Planet Report 2024”, UNEP-WCMC and IUCN, Oct 2024.
8 This seems a prudent approach due to the inability to accurately measure performance retroactively.

However, it does not mean that there is no progress regarding each of the four components. According to
information provided by Corporacidn Nacional Forestal (CONAF), 1.9% of the national land surface complied

with the governance standard, 7.2% with planning, 0.1% with personnel, and 3.3% with monitoring.
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Importantly, the framework emphasises the participation of local and indigenous communities,
where applicable, and acknowledges the role of these communities in conserving biodiversity. This
matters for a just and inclusive implementation of biodiversity targets in a local context.

In terms of policies, the new Biodiversity and Protected Areas Service (SBAP) under Law No. 21,600
will unlock more resources for the management of protected areas, but a funding gap remains.
Required funding for effective management of protected areas is estimated at CLP 50bn annually
for operations and an additional CLP 77bn for investment. In total, this would amount to around
CLP 327bn, and it is assumed that the funding gap is about half of this.’

Finally, the framework is aligned to the ICMA Sustainability-Linked Bond Principles, while the
second-party opinion (SPO) assesses the new KPIs as ‘very strong’ and the related SPTs as ‘highly
ambitious’.*®

Pricing the new SLB

The new SLB adopts biodiversity KPIs in a step-up/step-down structure. Such dual structures have
become popular among sovereign SLB issuers (e.g. Uruguay, Thailand and Slovenia) and set a
balanced outcome structure between issuers and investors.

In this case, however, the structure is not symmetric, with SPT 4a being the primary KPI, and SPT
4b only impacting the coupon if 4a is achieved. Figure 1 on the front page illustrates the coupon
adjustments depending on achievement of SPTs 4a and 4b:

= If SPT 4ais not achieved, the coupon will step up by 25bps, irrespective of achievement of SPT
4b (Scenario A).

» IfSPT 4ais achieved but SPT 4b is not, the coupon will remain unchanged (Scenario B).
» Ifboth SPTs are achieved the coupon will step down by 25bps (Scenario C).
To price the option value, market participants need to assign probabilities to these scenarios.

For illustration: Using a 60% probability of not achieving SPT 4a (Scenario A), implying a 40%
probability of achieving it, results in conditional probabilities of 20% (Scenario B) and 20%
(Scenario C) based on an assumed 50%/50% probability of achieving SPT 4b.

The observation date for the SPTs is December 2030, with reporting in December 2031. Following
the coupon rate determination, the adjusted coupon would cover the last four annual coupon
payments of the bond, implying a cumulative adjustment of up to 100bps.

Using an illustrative 60% probability of a coupon step-up (Scenario A) and 20% probability of a
coupon step-down (Scenario C), the option value is positive (upfront: 0.326%, running: 3.6bps)
based on our option pricing approach.™ Therefore it is possible that the SLB could price at a
somewhat lower spread than a plain vanilla bond.

° For details, please see “Chile’s Sustainability-Linked Bond Framework”, page 37-39.
0 “Second Party Opinion: Chile’s Sustainability-Linked Bond Framework”, Sustainalytics, 18 Jul 2025.
1 For details please see “An option pricing approach for sustainability-linked bonds”, AFIl, 8 Nov 2022.
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A high share of labelled debt

Chile is an active issuer in the international and domestic bond markets. In 2026, a maximum
amount equivalent to USD 17.4bn is estimated to be issued. Adjusted for amortizations, net
borrowing would be closer to USD 10.2bn. The split between foreign and local currency bonds is
anticipated to be 30%/70%, with an ongoing commitment to ESG-labelled debt. Such labelled
bonds currently account for around 40% of total debt, in line with the target range of 40-50%,
making Chile a leader in this field.?

From 2021 to 2024, all of Chile’s international bonds were issued in labelled format, but since 2025
more bonds have been issued in plain vanilla format.*? For investors who value these instruments,
this trajectory could be a motivation to reiterate the value of ESG-labelled debt in conversations
with the debt management office and signal market demand for these instruments.

Figure 3. CHILE bond curve in USD. Source: AFll, Bloomberg  Figure 4. CHILE bond curve in EUR. Source: AFll, Bloomberg

Finance L.P., accessed 6 Jan 2026. Finance L.P., accessed 6 Jan 2026.
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The existing bond curves in Figure 3 (USD) and Figure 4 (EUR) illustrate the wide variety of
instruments across different maturities.

Looking at the USD bonds, the SLB 2036s trades well with some signs of positive option value,
whereas the 2042s and 2054s trade somewhat wider than the interpolated curve would suggest.
It’s important to keep in mind that the payout profile of the 20365 is more front loaded, with a
potential 25-50bps adjustment from 2034, compared to 5-10bps for the 2054s. Meanwhile, the SLB
2034sin EUR s currently not pricing in any option value, with a spread close to the conventional
2035s.

In total, there are currently seven SLBs outstanding in foreign and local currency with different
SPTs, as summarised in Table 1 and Table 2 in the Appendix. All of them have the same SPTs linked
to emissions (SPT 1a: Achieve annual GHG emissions of 95 MtCO,e by 2030. SPT 1b: A maximum of
1,100 MtCO,e between 2020 and 2030). For most bonds, the third SPT relates to women
representation in boards of directors at companies by 2031, except for the inaugural SLB which
targets electricity generation derived from non-conventional renewable sources by 2032.

2 For details on how the largest corporate issuer of SLBs has used vanilla bonds in its capital structure please
see “Enel’s ‘transition’ from SLBs”, AFIl, 30 Sep 2025.

B For a case study on the effect of decorrelating KPIs between structures, please see “A review of social KPI
usage in SLBs”, 18 Nov 2025.
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Bonds linked to international commitments

As the first sovereign SLB issuer, Chile was a trailblazer and an early adopter of KPIs linked to GHG
emissions. Now it follows with the first SLB linked to the GBF’s 30x30 target. A key measure to build
confidence in such structures is the external verification of data.

Embedding international commitments in bond structures can strengthen a country’s credibility
and effectively signal their efforts to the market. Such structures also allow the market to price the
likelihood of achieving these targets.

At some point, however, the currently used 2030 targets will no longer be fit for purpose and the
market will need to pivot to 2035 targets. Such targets exist for NDCs, but not yet for biodiversity.

Also, further innovation in bond structures is a possibility. In a recent paper, for instance, we
outlined what so-called ‘transition linkers’ could look like in Latin America.* Building on the
principles of performance-linked debt, this concept envisions bonds linked to NDCs or the GBF
with a single KPI focused on GHG emissions and multiple strike levels.

Featuring a dual step-up/step-down mechanism, the defining feature is a coupon that adjusts in
steps depending on whether the issuing country meets, exceeds, or falls short of its targets. Such a
structure could provide lower cost-of-capital for a government if targets are achieved, creating a
strong incentive to deliver. For investors, higher payouts offer a built-in hedge against
underperformance on commitments.

Conclusions

Chile’s upcoming issuance reinforces its leadership on SLBs and commitment to innovation. After
becoming the first sovereign to issue an SLB in 2022 and an early adopter of SPTs tied to its NDCs,
Chile is setting a best-in-class example by including biodiversity targets aligned with the GBF’s
30x30 goal.

The new bond adopts KPIs in a step-up/step-down structure. Based on illustrative probabilities
(60% for scenario A, 20% for scenario B, and 20% for scenario C), this implies positive option value
(upfront: 0.326%, running: 3.6bps).

Embedding international commitment in bond structures can strengthen the credibility and
effectively signal a country’s efforts. At some point, however, the currently used 2030 targets will
no longer be fit for purpose and the market will have to pivot to 2035 targets. Chile appears well
prepared for this and further innovation in bond structures is a possibility.

1 “Transition linkers in Latin America”, AFIl, 1 Oct 2025.
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Appendix

Table 1. Overview of Chile’s SPTs. Source: Ministry of Finance.

Sustainability performance targets (SPTs)

SPT 1a: Achieve annual GHG emissions of 95 MtCO2e by 2030

SPT 1b: A maximum of 1,100 MtCO2e between 2020 and 2030

SPT 2a: Achieve 50% electric generation derived from nonconventional Renewable (NCRE) sources by

2028

SPT 2b: Achieve 60% electric generation derived from NCRE sources by 2032

SPT 3: Achieve at least 40% of women representation in board of directors at companies that report to the

CMF by 2031

SPT 4a: Achieve at least 30% of the total national land surface area (including inland waters) covered by
protected areas and/or Other Effective Area-Based Conservation Measures (OECMs) by 2030

SPT 4b: Achieve at least 10% of total national land surface area (including inland waters) under protected
areas that meet all key effectiveness metrics of governance, planning, personnel, and monitoring by 2030.

Table 2. Overview of Chile’s SLBs. Source: AFIl, Bloomberg Finance L.P., Ministry of Finance.

Description

ISIN Issue date

Maturity Currency

Coupon adjustment

BTPCL 5.8%
2034

BTPCL 5.3%
2037

BTUCL 3.4%
2039

CHILE
4.125%
2034

CHILE
4.95% 2036

CHILE
4.34% 2042

CHILE
5.33% 2054

CL0002886803  30/10/2023

CL0002862937

24/07/2023

CL0002885532 20/10/2023

XS2645248225 05/07/2023

US168863DZ80 05/07/2023

US168863DY16 07/03/2022

US168863EA21 05/07/2023

01/10/2034 CLP

01/11/2037  CLP

01/10/2039 CLP

(inflation
linked)
05/07/2034 EUR
05/01/2036 usD
07/03/2042 usD
05/01/2054 usD

X

55bps if either SPT 1a
or 1bis missed / 55bps
for SPT 3 if missed

15bps if either SPT 1a
or 1bis missed / 15bps
for SPT 3 if missed

3.75bps if either SPT
laorlbis missed/
3.75bps for SPT 3 if
missed

50bps if either SPT 1a
or 1bis missed / 50bps
for SPT 3 if missed

25bps if either SPT 1a
or 1bis missed / 25bps
for SPT 3 if missed

12.5bps if either SPT
laorlbis missed/
12.5bps for SPT 2b if
missed

5bps if either SPT 1a or
1b is missed / 5bps for
SPT 3 if missed
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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, accounting, or any reqgulatory or requlated
advice or services. This report is not intended to provide, and should not be relied on for, tax, legal,
investment, accounting, or requlatory or requlated advice or services. Nothing in this report is
intended (i) 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, issuer, or fund or (ii) to
express a particular investment proposal in respect of a financial instrument or an issuer, or (iii) to
propose a particular investment decision in respect of a financial instrument or an opinion as to the
present or future value or price of any financial instrument or (iv) to recommend or suggest any
investment strategy.

AFll 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. AFIl does not take into account your own
circumstances or assets and AFIl assumes no direct or indirect responsibility or liability for any
investment decisions you make, and you remain fully responsible for your own research, legal and
requlatory compliance, and decisions.

Certain information presented may have been sourced from third parties. AFll 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.

Any reference to an issuer’s creditworthiness or likelihood of positive or negative performance in the
current or future market is purely observational and should not be taken as a recommendation,
endorsement or advice in relation to such issuer or its securities.

AFll is a non-profit organisation that provides fixed income investors with the insights and tools they
need to align their portfolios with ambitious climate and nature targets. For more information about
the Institute, please visit www.anthropocenefii.org.
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