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This study compares the performance of green bonds to traditional bonds (non-green) during the
market recovery following “Liberation Day” week, when President Trump announced so-called
“reciprocal tariffs” on most countries. Our previous study looked at green bond performance
during the extensive sell-off period immediately following the tariff turmoil and found little
evidence of preferential treatment for green bonds.! This paper asks a similar question: Did green
bonds outperform the overall market rally?

This paper conducts a broad-based, cross-sectional study of large European and US investment
grade bond indices, with USD 11 trillion outstanding between them. Bonds are classified into two
categories: ‘green’ and ‘non-green’. Comparisons are made within the same currency to control for
currency-related pricing effects. We further disaggregate the indices by sector to examine
idiosyncratic dynamics during the market recovery phase and compare these with trends observed
during the preceding market sell-off.

We find key differences between these two phases. When the market rallied back, the recovery was
faster in green bonds than in traditional bonds. No such dynamic was observed during the sell-off.
This information could help investors optimise portfolios to take advantage of fluctuations in
‘greenium’ (the premium at which green bonds potentially trade relative to their non-green
counterparts). Our findings suggest green bonds have a shorter recovery time following
drawdowns. However, as a rally matures and markets enter a stable volatility regime, green bonds
could then underperform as their short-term higher betas converge towards longer-term market
beta levels. This means investors must take an active approach to generate alpha returns.

The markets continue to rally, supported by incrementally positive news on tariffs and the dovish
stance of central banks, which together are helping to bolster the recovery. Primary markets have
also reopened. This study highlights the potential liquidity advantages of green bonds, particularly
within US markets.

We conclude green bonds have performed well overall through the “Liberation Day” aftermath

» Green bonds have benefited in the recovery phases both in European and US markets.

= Credit spreads have largely recovered from the widening seen in the first two weeks of
April.

* Sectors with more green bonds — like Utilities and Real Estate — have seen green bond
outperformance, while the situation for Financials was more mixed.

! “Green bond performance post Liberation Day”, AFIl, 15 Apr 2025.
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Introduction

Green bonds, or use-of-proceeds bonds, are a significant segment of the sustainable fixed income
universe. They are now prevalent in the credit markets, and comparisons between green and non-
green instruments are a popular topic of study.?

Past analysis explored the heightened volatility of UK credit markets that occurred in 2022, when
then-Prime Minister Liz Truss catalysed a mini financial crisis., We concluded then that there was
no difference in volatility or performance between green and non-green bonds in the UK markets.?
In contrast, the events of “Liberation Day” were not confined to a specific country; they had global
ramifications.

Indeed, they make for an Table 1. Composition of investment grade corporate bond market (Bloomberg
excellent real-world case LPO5TREU and LUACTRUU indices), with amount outstanding in Sbn, count of bonds
and avg duration. Source: Bloomberg, AFll, accessed 13 May 2025.
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been refreshed since our

2“The Green Corporate Bond Issuance Premium?”, J Caramichael, AC Rapp, Journal of Banking & Finance,
May 2024.
3 “Environmental gilt”, AFIl, Oct 2022.
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last study. The population is largely stable. We note only minor changes with small duration

reductions and a slight increase/decrease in the number of bonds for some sectors . Our dataset
includes USD 2.8 trillion of outstanding bonds in Europe, with green bonds making up 10%. The US
universe is 2.5 times the size of the European, but green bonds make up only 1.6% of this market.
This suggests the US green bond market is underdeveloped, and/or that there are greater

incentives to issue green bonds in Europe. Financials, Utilities, and Real Estate are the most

favoured sectors in Europe for green bonds, and Utilities and Real Estate in the US. Duration is also
lower for European bonds compared to US bonds. This is well understood by market participants,
and translates to higher spreads for US bonds, all else being equal. For this reason, we limit bond
comparisons to like currencies.

This analysis focuses on the investment grade universe over the one-month period of market
recovery following “Liberation Day” week by studing percent spread changes of the bonds and a

more robust market beta comparison.

Bond spread performance update

We use the percent change in spread as the standardised metric by which to measure the market
impact on different bonds, shown in Table 2. This is in two parts. The left-hand side covers the
period of sell-off and is derived from our earlier study. The right-hand side shows the latest in
spread changes since 11 Apr. Though spreads sold off by 20% on average, as the table indicates the
recovery is almost complete. Spreads have recovered by 13.5%. (Keep in mind that percentage
changes are not symmetrical. A bond trading at 100bps would have widened to 120bps in a 20%

sell-off, but a 20bps recovery to 100bps is the equivalent of a 16.6% tightening.)

The colour scales indicate relative performance during these two periods. US bonds issued by
Utilities saw a smaller percentage change during the widening, at 12.1%. In the recovery, though,

their tightening was in line with that of most other sectors.

Table 2. Percentage median change in Z-spread of bonds. The LHS is for the sell-off period 27 Mar 2025 until 10 Apr 2025. The
RHS shows the recovery from 11 Apr 2025 to 13 May 2025. Source: Bloomberg, AFll, accessed 13 May 2025.
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We observe a general tightening of spreads since the sell-off. The more negative the numberin
Table 1 RHS, the better the sector's performance, as this indicates tightening. In European
markets, we observe only a slight difference between green and non-green bonds, though
differences between sectors are more marked. Consumer Discretionary saw much more tightening
than Energy, for instance. Indeed, the current Energy sector underperformance in green bonds
could make investor take-up of these instruments attractive, assuming their recovery eventually
tracks with those of other sectors’ green bonds.

Green bonds from the Real Estate sector recovered more than their non-green counterparts, but
also sold off more during the sell-off period. Utilities and Financials, which are major issuers of
green bonds, saw similar performance in the European markets.

The USD picture is clearer. Green bonds have generally outperformed, especially in Materials and
Real Estate, where there are more bonds. Another factor to note is the relative scarcity of green
bonds in USD, as we can see in Table 1. This could be a factor aiding the green bond recovery. It
would be interesting to quantify this liquidity differential and further isolate greenium.

Credit spreads have largely recovered, although with notable underperformance in the Energy
sector for green bonds in European markets. In the US market, green bond outperformance is
quite clear, with a much better recovery in spreads. This could be attributed to the relative scarcity
of these bonds.

Beta performance of green and non-green bonds

Another factor considered was the beta (f3), performance of each bond compared to the market,
expressed as the regression coefficient between bond returns and market returns.

For this analysis, we used the same broad bond market index. Higher beta is generally riskier, but
given the market performance, if it continues to rally under normal volatility conditions it could be
interpreted as showing better return performance.

In the prior analysis, beta was a measure of volatility as the market was selling off. We compare
past month returns in short-term beta (st 8) and provide a longer time frame to show general
performance in long-term beta (It ). Note that the market beta is one, and a value higher than one
would mean higher returns/risk.

Table 3 (overleaf) shows green and non-green bonds' short-term and long-term performance
denominated in EUR and USD. The bold figures are categories where beta differences are
statistically significant.*

Green bonds had a higher beta in the short term than non-green bonds. EUR green instruments
had a short-term beta of 0.75 compared to 0.70 for non-green. This outperformance is significant in
the Consumer Discretionary, Industrial, and Technology sectors. Utilities green bonds
outperformed in the rally. However, Financials, which hold the largest share of green bonds, have
slightly underperformed.

4 Calculated using Welch’s t-test using average short-term beta of each category (green vs non-green in each
currency).
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In the US market, green and non-
green bonds performed similarly
overall. Compared to the long-term
betas, the short-term betas are
much higher, indicating better
recovery over and above the
market. The EUR market also
experienced a relatively lower sell-
off (lower st B) in the earlier sell-off
period, so this recovery, even
though it has a lower beta than the
US market, is likely greater.

As a robustness check, the long-
term beta has, on average, changed
by 2% ( range -10% to 9%)
compared to our previous study. US
Financials are experiencing a higher
long-term beta now (from 0.82 in
the sell-off period to 0.911 now),
driven by short-term interest rate
expectations, which impact this
sector a lot more than others. As we
find the long-term data to be stable,
the conclusions drawn from the
short-term moves can be assigned a
high degree of confidence.

Green bonds have outperformed in
the recovery phase, with their
relative scarcity aiding their
tightening relative to traditional
bonds. Green bonds from Utilities

have recovered well in EUR and USD. Some underperformance in green bonds could be a potential

entry point for investors.

Conclusions

Table 3. Median short-term (11 Apr2025 to 13 May 2025) and long term
beta (10 Apr2024 to 13 May 2025) moved compared with Global Credit
market index. Source: Bloomberg, AFll, accessed 13 May 2025.
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Credit spreads have tightened since the sell-off in early April, closing back to pre-“Liberation Day”

levels.

The recovery phase has favoured green bonds in both EUR and USD markets. During the sell-off, we

did not find evidence of such differentiation. Liquidity plays a role in sectors where there is a
relative scarcity of green bonds, as we saw in US markets.

Green bonds outperformed in the Real Estate and Utilities sectors, and there could be
opportunities in other sectors where spread tightening has yet to be realised to the same degree.
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IMPORTANT DISCLAIMER:

This report is for information and educational purposes only. The Anthropocene Fixed Income
Institute (‘AFIl’) 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 séll, or as a recommendation, endorsement, or sponsorship of any security, company, or fund.

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.

Certain information presented may have been provided by 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 a company’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
or endorsement or critique of such company or security.

AFIl is a non-profit organisation “to monitor, advocate for and influence the impact of the fixed
income and bond markets in the age of human induced climate change”. For more information
about the Institute, please visit www.anthropocenefii.org.

AFll is not in any way associated with, nor are any of its directors, employees or advisors, any of the
companies it references in its materials or reports and is not receiving compensation or
consideration of any nature for its observations andy/or insights.
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