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COMPANIES & MARKETS

LAURA NOONAN

Private equity and private debt execu-
tives are too laid back about the 
mounting risks in their industry,
the chair of the top organisation repre-
senting securities regulators warned 
yesterday, as it published new research 
on vulnerabilities in the $13tn market. 

The International Organization of Secu-
rities Commissions (Iosco) said private 
finance — which includes private equity, 
venture capital and debt funds — could 
be tested in ways that “uncover hidden 
risks” over the coming years. 

Higher interest rates, it said, threat-
ened defaults that could put pressure on 
opaque valuations in a corner of the 
market subject to far less regulatory 
scrutiny than the banking sector. 

“There is a degree of nervousness out 
there but also, frankly speaking, a little 
too much confidence that all will be 
fine,” Iosco chair Jean-Paul Servais told 
the Financial Times of the discussions 
that the regulator had with market par-
ticipants as part of the research. 

While it is possible that managers of 
private finance funds handle their posi-
tions prudently, the scale of leverage in 

the sector means “there is vulnerabil-
ity”, said Servais, who described private 
finance as “systemically important”.

“When you combine that kind of vul-
nerability with a lack of transparency 
and a changing macro-financial envi-
ronment, you have a cause for concern,” 
he added. 

Iosco’s warnings come amid mount-
ing alarm among global policymakers, 
including the US Securities and 
Exchange Commission, about the 
migration of risks from the traditional 
financial sector, such as banks, to other 
areas such as hedge funds and private 

“The daily notional trading value of 
0DTE options has skyrocketed to about 
$1tn,” said Sylvia Jablonski, chief execu-
tive of Defiance ETFs. “These ETFs 
exemplify our commitment to innova-
tion and to meeting the evolving needs 
of investors.”

JEPY and QQQY will sell “at-the-
money” or “in-the-money” puts — 
where the option to sell is priced at or 
above the prevailing market price. 

They will seek to generate daily pre-
mium income equivalent to at least 0.25 
per cent of their assets. Both ETFs will 
charge annual management fees of 0.99 
per cent, according to filings.

Since its inception in 2020, JPMor-
gan’s JEPI covered call ETF has deliv-
ered annual returns of 13.1 per cent ver-
sus 15.7 per cent for the S&P.

Not everyone was convinced of the 
ETFs’ merits. Bryan Armour, a former 
options trader who is director of passive 
strategies research, North America at 
Morningstar, said selling options tended 
to be profitable “most of the time”.

With zero-day-to-expiry options, 
though, Armour said it was “pretty 
much a casino”, given how close to their 
expiry they were written.

finance. Pointing to an 18 per cent 
increase in private finance assets since 
2017 to $12.8tn in mid-2022, Iosco said 
rising interest rates created challenges 
for corners of the private finance mar-
ket that “have relied on continuing 
access to cheap and secure sources of 
debt funding” to support them. 

“Potential questions therefore arise in 
terms of these sectors’ ability to navi-
gate this transition to the ‘new normal’,” 
Iosco said. 

It pointed to the rapid rise in global 
interest rates since early last year, which 
could lead to private finance being 
“tested in the medium to long term” and 
could prompt it to “respond in ways that 
uncover hidden risks”. 

Iosco said higher rates were “highly 
likely” to trigger “a reduction” in availa-
ble funding for private capital, leaving 
their portfolio companies short of cash. 

“Market participants noted that these 
risks were especially stark over the 
medium term,” Iosco said, adding that 
even though private capital firms had “a 
significant amount of dry powder . . .
defaults [in their portfolio companies] 
are nonetheless expected over the 
medium to long term.” 
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Private capital sector too complacent 
about risks, say securities regulators

STEVE JOHNSON

The first exchange traded fund to trade 
in “zero-day-to-expiry” options — one 
of the hottest investment trends of the 
year — has launched in the US.

Zero-day options — contracts with a 
maturity of 24 hours or less that allow 
the purchaser to buy or sell a security or 
asset at a specific price at a specific time 
— have exploded in popularity.

While the rise of zero-day options has 
led to concerns over their potential 
impact on market volatility, they have 
given ETFs another asset to trade. 

Defiance ETFs, a small Miami-based 
thematic house with $860mn in five 
ETFs, has listed the Defiance Nasdaq 
Enhanced Option Income ETF (QQQY) 
on the Nasdaq stock exchange.

A sister product, the Defiance S&P 
500 Enhanced Option Income ETF 
(JEPY) is due to follow on the Cboe BZX 
Exchange next week.

Although the ETFs will write and sell 
zero-day put options, they are designed 
to have similar pay-off structures to cov-
ered call ETFs — which sell call options 
— another of the big investment themes 
of the past year.
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Zero-day options ETF launches in US 
to tap burgeoning investment trend

JEPY is a play on JEPI, the $29.5bn 
JPMorgan Equity Premium Income ETF 
— the poster child of the covered call 
fund boom — which has not only 
attracted the largest inflows of any 
actively managed ETF this year but also 
become the world’s largest active ETF.

Covered call funds and buy-write 
strategies such as JEPY and QQQY are 
both risk-averse equity market strate-

gies. In both, some of the potential stock 
market upside is traded away in 
exchange for a steady stream of pre-
mium income, potentially tapping into 
demand for high-income investment 
strategies.

Ultra-short zero-day-to-expiry 
options have surged in popularity this 
year and account for 43 per cent of over-
all S&P 500 options volume, up from 21 
per cent in 2021 and just 5 per cent in 
2016, according to Cboe Global Markets.

‘These ETFs exemplify our 
commitment to innovation 
and to meeting the 
evolving needs of investors’

Iosco chair Jean-Paul Servais warns 
the sector’s leverage is a weakness
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More bonds are being rejected because of quality concerns
Bonds ($bn) accepted or rejected by CBI’s Green Bond Database

Source: Climate Bonds Initiative
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platform for the mining industry. But he 
added that it could also help improve 
governance standards and challenge the 
idea that all fossil fuel production is 
“evil”.

Australia’s Port of Newcastle, the 
world’s largest coal export terminal, 
whose credit rating was downgraded to 
junk status by S&P last week, has much 
of its outstanding debt tied up in sus-
tainability-linked loans pegged to 
improvements in its carbon emissions. 

Its chief executive, Craig Carmody, 
said that the port’s coal export volumes 
have been declining. 

Around three-quarters of the sustain-
ability-linked bonds assessed by the 
non-profit Climate Bonds Initiative do 
not “cut the mustard” in terms of qual-
ity, according to its chief executive Sean 
Kidney. 

While there are fewer quality prob-
lems in green bonds, which earmark 
proceeds for specific climate-linked 
projects and make up the majority of 
the market, the CBI still encounters 
some that finance coal or gas power 
plants without a clear transition plan. 

Paddy McCully, an analyst at sustain-
able investment non-profit Reclaim 
Finance, said he was “hugely sceptical” 
of banks’ sustainable financing targets, 
which “figure out which direction the 
market is going in and creatively call it 
green finance”.

 He added: “Banks have got to keep all 
the dregs and nonsense out of their sus-
tainable finance, otherwise they risk 
diluting the amount of money that goes 
towards genuinely green projects.”

Troubled 
waters: Gabon 
launched the 
first debt-for-
nature swap on 
the African 
continent just 
two weeks 
before the 
country’s 
president was 
ousted in a coup
Amr Abdallah Dalsh/Reuters

kets. ICMA said issuers should only add 
a “blue” marketing label to bonds when 
all the money is spent on sustainable 
projects.

Nicholas Pfaff, ICMA’s head of sus-
tainable finance, said that, while it did 
not issue formal labels or guidelines, 
alternative interpretations of the 
description could cause “confusion”. 

He added: “This is a rule we have . . .
whether green, blue, social or sustaina-
bility bonds, it’s 100 per cent [towards 
the stated project].” 

While the “blue bonds” indirectly 
helped channel money towards marine 
conservation in Gabon, they lacked a 
transparent sustainability framework 
and reporting procedure, and were “not 
aligned” with market standards, said 
Daniel Hardy, a researcher at the 
Vienna Institute for International Eco-
nomic Research, and former head of the 
IMF’s debt and capital market instru-
ments division.

“If they decided to spend all the 
money on the president’s private air-
plane, so be it,” he said. “If I was an 
investment manager, I would be con-
cerned I couldn’t put this in a green 
bond portfolio without being sued for 
false advertising,” he added. Bank of 
America declined to comment. 

Banks argue that meeting client 
demand for the capital needed to transi-
tion to cleaner energy production can be 
a quick and effective way to bring down 
emissions. 

Goldman Sachs, which targets $750bn 
in sustainable deals between 2019 and 
2030, last year said it had reached 55 per 

cent of this target after just three years. 
Deals that counted towards the target 

include the $3bn acquisition by oil and 
gas company Chevron of biodiesel 
maker Renewable Energy Group.

Kara Mangone, head of Goldman 
Sachs’ sustainable finance group, said 
the bank had “1,000 client meetings” on 
sustainable financing in the year that it 
set the target. 

Loans to the oil, gas and shipping 
industry last year that included a varia-
ble interest rate based on sustainability 
goals hit $17.5bn, according to data com-
piled by European law firm Fieldfisher, 
similar to $17.7bn the previous year.

Gunvor, one of the world’s largest 
energy traders, obtained an expanded 
sustainability-linked revolving credit 
facility totalling $1.125bn from 26 banks 
in July, including European banks 
Natixis and Société Générale. 

Trafigura, another oil trading giant, 

refinanced and extended a $5.4bn 
revolving credit facility in March.

Both traders were promised a lower 
cost of capital if they could hit certain 
sustainability targets such as human 
rights issues or emissions they are 
directly responsible for. 

But the targets did not require them to 
cut the biggest chunk of their carbon 
footprint: emissions linked to the con-
sumption of the oil and gas they trade. 

Trafigura said the targets in its loans 
related to “material” business issues. 
Gunvor said its own loan targets were 
linked to emissions that the company 
could “directly influence”. 

The rapid spread of sustainable 
finance into more polluting industries is 
“messy . . . as you can achieve certain 
targets while hypothetically failing on 
everything else,” according to Jamie 
Strauss, founder of an environmental, 
social and governance risk disclosure 

KENZA BRYAN

Trillion-dollar green finance targets set 
by leading investment banks are driving 
a boom in “sustainable” debt deals, 
many of which have attracted criticism 
for funding high-emitting companies
or financing projects unrelated to
environmental goals.

Banks are still working out how to cal-
culate the greenhouse gas emissions 
linked to their activity financing clients 
in polluting industries. 

They may be forced to start disclosing 
these emissions in California from 2027 
and earlier in the EU and UK, which 
would increase pressure to cut ties with 
polluters. 

For the moment, banks’ climate strat-
egies have focused instead on boosting 
the volume of lucrative sustainable 
bond and loan issuance, sparking regu-
latory scrutiny. 

The Financial Conduct Authority in 
the UK warned bank executives in June 
over the potential for “greenwashing” in 
deals that link borrowing costs to sus-
tainability targets. 

Marie Jacot-Cardoen, global head of 
distribution at Edmond de Rothschild 
Asset Management, said the rapid 
growth in bonds marketed as sustaina-
ble was “positive” for investors looking 
to diversify their holdings. “But it’s like 
any asset class . . . one has to do the 
appropriate screening.”

Deals that count towards increasingly 
ubiquitous 2030 sustainable finance 
targets include those that help oil, gas, 
coal and shipping companies decarbon-
ise — or that restructure chunks of 
emerging market debt in exchange for a 
promise to ringfence a smaller amount 
of cash for conservation. 

Bank of America, which like HSBC 
has said it aims to mobilise $1tn of sus-
tainable finance by 2030, structured the 
issuance of $500mn of bonds to inves-
tors to fund a general purpose loan to 
Gabon last month. 

This was the first debt-for-nature 
swap on the African continent and 

closed just two weeks before the coun-
try’s president was ousted in a coup. 

The securities were issued by the 
“Gabon Blue Bond Master Trust” and 
were described as “blue bonds” in state-
ments to the press by Bank of America. 

But in a disclaimer to investors seen 
by the FT, the bank said it could not 
guarantee that the description complied 
with sustainable investing standards. 

Its looser definition of the term was 
contradicted by voluntary market guid-
ance this month from a coalition of UN 
agencies and the International Capital 
Markets Association, which represents 
the biggest players in global bond mar-

Many deals fund polluters or 

projects unrelated to climate as 

banks chase trillions of dollars

‘If they decided to spend 
all the money on the 
president’s private 
airplane, so be it’

Boom in ‘sustainable’ bonds fuels 
greater scrutiny of green labels

Fixed income. Description confusion


