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Abstract

:

The Seychelles blue bond is an innovative finance mechanism that has played a pivotal role in shaping the global landscape of blue bonds. Seychelles leadership in the blue economy sets a significant precedent. However, this precedent has also raised concerns among various stakeholders. This study evaluates of Seychelles’ sovereign blue bond, which was co-developed by the government of Seychelles and the World Bank. Three themes are explored, how the blue bond relates to other actors and donors in the blue economy space of Seychelles; how the blue bond contributes to advancing the national agenda and blue economy of Seychelles; and the key strengths, enablers and weaknesses of the blue bond. A series of considerations for future blue financing and blue bond mechanisms are presented, based on the findings of this study, to ensure that financing extends beyond blue washing and contributes meaningfully to the holistic transition to a sustainable blue economy. Our findings imply significant considerations for stakeholders in sustainable finance, suggesting ways to enhance the efficacy of blue bonds and emphasising the need for further research on their long-term impact and integration with other financial instruments.
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1. Introduction


Blue finance is a growing area of interest that represents a way to address both the risks and opportunities associated with the blue economy (which includes aquatic and inland water sources as well as coasts and oceans) while pursuing sustainable development. The ocean economy is specifically estimated to be worth roughly USD 24 trillion globally and has been subjected to increasing attention since the conceptualisation of the blue economy post Rio +20 [1]. Despite the breadth and extent of economic activity in aquatic and marine environments, the combined pressures of climate change, pollution, and overexploitation threaten the health and sustainability of these environments, placing the blue economy at significant risk [2]. Evolving concurrently with the concept of the blue economy, which seeks to balance economic growth and sustainable development, blue financing offers opportunities to protect access to clean water, improve sewage in coastal cities, conserve underwater environments, and promote investment in a sustainable blue economy, including for various blue economy sectors and cross-cutting blue economy needs [3,4].



Public and private investment in a sustainable blue economy is still insufficient, which has led to a significant finance gap [5]. The World Economic Forum estimates that USD 175 billion of Blue Finance is required annually to achieve Sustainable Development Goal (SDG) 14: Life Below Water by 2030. However, SDG 14 is currently the least funded of the 17 SDGs and has received just below USD 10 billion in total between 2015 and 2019 [6]. Financing a sustainable blue economy has the dual benefits of providing likely lucrative returns for investors whilst redirecting capital toward more sustainable approaches to economic development as opposed to historical, growth-at-all-costs methods. The financial sector is often overlooked in marine planning. Finance plays a pivotal role in advancing the blue economy, because funds are needed for investing in governance and initiatives to promote sustainable ocean use while reducing threats and mitigating the underlying drivers of ocean health decline [7]. Blue economy related sectors (such as water and wastewater management, reducing pollution, ecosystem restoration, sustainable shipping, tourism, or offshore renewable energy) have become increasingly attractive to investors, insurers, banks, and policymakers as a new source of opportunity, resources, and prosperity. Financial institutions are pivotal in providing the requisite financing, investment, and insurance to power these sectors [8]. In short, blue financing is defined as any “financial activity (including investment, insurance, banking and supporting intermediary activities) in, or in support of, the development of a sustainable blue economy, for example through the application of the Sustainable Blue Economy Finance Principles in financial decision-making, ESG frameworks, and reporting” [8].



Blue bonds and blue loans are the two most popular forms of blue financing, both of which exist as debt instruments. Both public and private sectors may gather capital for a sustainable blue economy through a number of blue financing instruments. The deployment of these instruments depends on the financial risks the capital providers are willing to accept, as well as on the expected returns from the investments. Blue bonds are instruments in which proceeds will be exclusively applied to new and existing blue projects that focus on aquatic and marine conservation or other environmental sustainability purposes. For example, blue bond funded projects can include conservation or research initiatives, or support the implementation of new technologies in fisheries. Blue bond funded projects should follow a specified process and set of eligibility criteria to be considered ‘blue’ (adapted from [9]). There is an increasing number of guidance issuances on what principles should accompany blue bonds, including those of the International Capital Market Association [10]. Blue bonds in particular have been increasingly adopted as a blue financing approach, modelling off of green bonds, with over 26 having been implemented globally as of early 2023 reaching over USD 5 billion [11]—despite the small USD 15 million of the Seychelles blue bond—by various financing institutions, and several more are currently being prepared [11]. Beyond debt issuances, other blue financing mechanisms include impact-only investment, blended finance (combining overseas development aid with private capital), social impact bonds or environmental impact bonds [12] and equity [13].



Blue finance is key for facilitating the implementation of the blue economy through multiple reinforcing avenues. Sustainable finance and investment to support the transition to a sustainable blue economy can be divided across three key areas. First, long-term finance to enable the implementation of laws and policies (both existing and emerging), particularly those related to integrated marine management, including regulation, enforcement, data management, monitoring and reporting. Second, investment in current and emerging ocean-based sectors to support sustainable economic diversification. Third, finance for the implementation of conservation and restoration of coastal and marine ecosystems.



Blue finance has a role to play in establishing strong and supportive enabling environments for the blue economy. The blue economy requires innovation, co-operation across diverse sectors, and innovative partnerships to generate the energy and momentum necessary to achieve sustainable development and economic growth [14]. Financial support can assist in fostering creative public-private partnerships, empowering local leaders, and supporting the creation of data and monitoring systems. For example, part of the blue bond in Seychelles has been used to fund high resolution 2D and 3D coastal mapping [15] to support strategic coastal zone decision making. Financial support can be used to strengthen the existing institutional framework to create a supportive environment for blue economy progress. Blue finance can also provide long term funding for policy generation and implementation through covering technical costs, and supporting the creation of legislation. Building a robust governance system, including transparent regulation and strategic direction, is imperative in sustaining implementation of the blue economy [16]. Blue finance can also support the creation of institutions to manage on the ground implementation. The role of the Seychelles Conservation and Climate Adaptation Trust (SeyCCAT) in Seychelles, created as a requirement of the country’s Debt for Nature Swap, has become a critical component of the country’s blue economy implementing infrastructure through continuous fund and awareness raising, publicity of blue economy projects, and nurturing and empowering local leaders.



By increasing availability of direct investment to emerging sectors, blue finance can support economic diversification by providing financial stability at crucial early stages. Supporting innovative and emerging sectors at such early stages can also increase social and environmental sustainability, when these conditions are mandated into financial assistance. For example, to receive funding, projects can be asked to address specific social issues such as youth participation or gender equity. In this way, niche or emerging sectors can be supported to address a range of sustainable development challenges, providing an additional layer of accountability. Investing early into nascent sectors can ensure that good practice is followed when developing emerging priority sectors, and builds resilience.



Seychelles Blue Finance Context


Seychelles is politically classified as a small island developing state (SIDS), and is an archipelagic nation in East Africa comprising 115 islands with 446 km2 of land mass and an Exclusive Economic Zone (EEZ) of approximately 1.35 million km2. As a self identified large ocean state, with an EEZ/land ratio of 2916.3:1 [17], the blue economy is critical to Seychelles GDP, with the economy reliant on tourism and fisheries (primarily industrial tuna) [18] which contributed 72% and 17% to GDP, respectively, in 2019. Seychelles has been an early pioneer and champion of the blue economy concept at a global stage, with the blue economy being a priority policy objective since 2015. It has achieved national integration and direction through various national policies, such as the National Development Strategy [19], Vision 2033 [20], the Blue Economy Roadmap (2018–2030) and the Blue Economy Action Plan [21]. The blue economy is coordinated by the Ministry of Fisheries and Blue Economy, under which the Department of the Blue Economy is designed to facilitate cross-sectoral collaboration for blue economy efforts. While Seychelles’ prosperity is directly linked to the health of its coastal and marine environments, graduating to a high-income country in 2015 meant that Seychelles was no longer eligible for ODA-based/concessional funding. This graduation, coupled with a very particular macro-economic agenda to reduce the country’s debt/GDP ratio, and further encouraged by International Monetary Fund (IMF) reforms, forced policymakers to find innovative forms of finance for national development [22]. With support from The Nature Conservancy (TNC) and the World Bank, the Debt for Nature Swap in 2015 [22,23,24] and blue bond in 2018 [25,26], respectively, have been applied as a means for Seychelles to achieve its macroeconomic aims, in line with the country’s national agenda to pioneer the blue economy approach.



Seychelles is regarded as a global frontrunner in blue finance and had the world’s first blue bond. However, the applicability and lessons learned from this financing approach are still nascent [3,26] partly due to relatively slow uptake and implementation, making it, until now, too early to clearly understand how it has supported operationalising the blue economy, and the wider macro-economic aims of Seychelles.



Using a qualitative approach based on interviews and field observations supported by long-term experience with working in Seychelles’ blue economy space, this paper aims to evaluate the effectiveness of the blue bond in supporting Seychelles to achieve a blue economy and its broader macroeconomic objectives. Following the methods described below, the blue financing landscape in Seychelles is presented to set the scene for the evaluation. The strengths and weaknesses of the blue bond approach are then presented, followed by a section which reflects on the lessons learned and suggestions for improving blue bonds as a finance approach, which will benefit Seychelles as well as other nations considering blue bonds.





2. Materials and Methods


To assess the bond’s impact, we used a qualitative research approach. This study is based on a full evaluative case study of the blue bond in Seychelles. This study employed qualitative research methods and is a case study evaluation consisting of semi-structured interviews, literature reviews, a thorough examination of the portfolio of support to Seychelles, and field observations of key sectors to allow for a triangulation of findings [27]. Semi-structured interviews were chosen to allow for free-flowing discussion to identify the limits and merits of blue financing initiatives of most relevance to the interviewee.



2.1. Sampling Strategy


Interviewees were identified through their involvement in blue financing, including the creation, delivery, and receipt of innovative blue financing mechanisms, especially those involved in the design and delivery of blue bonds, including those of Seychelles. This direct inclusion criterion ensured that the participants had firsthand experience and insights into the blue economy’s financing aspects. Additional interviewees were identified by recommendation of the first round of interviewees. This snowball sampling technique allowed for the inclusion of ‘outside’ perspectives of those who are involved in the broader blue economy of Seychelles but do not engage with blue financing (e.g., conservation NGOs). The inclusion criteria emphasised stakeholders’ relevance and contribution to the blue economy, while the exclusion criteria removed those without direct experience or influence on blue financing mechanisms in Seychelles. These perspectives were sought to provide a rich context and holistic understanding of the implications of blue financing on the ground [27]. In total, 24 interviews were undertaken which consisted of interviews with blue governance actors, financiers, researchers, recipients and non-governmental organisations. Due to the relatively small number of actors engaged with the Seychelles blue economy, no further identifying detail regarding interviewees is given to maintain anonymity and confidentiality.




2.2. Ethical Considerations


Prior to their participation, all interviewees were provided with detailed information about the study’s purpose, what their participation would involve, the intended use of the information collected, and their rights as participants. Written or verbal consent was obtained from each participant, ensuring they agreed to participate under informed conditions. The consent process also covered the confidentiality of their responses and their right to withdraw from the study at any point without penalty. To protect the participants’ privacy, all data were handled with strict confidentiality. Personal identifiers were removed from interview notes and observations, and any potentially identifying information was anonymised in the analysis and reporting stages.



The evaluation was designed to minimise any potential harm or discomfort to the participants. Interview questions were carefully designed to avoid sensitive topics that could cause distress. In instances where discussions touched upon sensitive issues, participants were reminded of their right to decline to answer specific questions or to end the interview at any time.




2.3. Data Collection and Analysis


Interviews were conducted in person between August and October of 2023, five years after the issuance of the bond. Interviews were not recorded or transcribed at the request of the coordinating body of the evaluation. This approach also helped to elicit more open and elaborate responses from the interviewees, who might have otherwise inhibit their responses knowing that they were being recorded [28]. Extensive notes and observations were taken by the interviewer in a consistent manner according to the interview questions, and a series of thematic areas were discussed, including challenges, successes, structure, monetary concerns, unintended consequences, and conservation. Unique themes were also identified during the note-taking process in the interviews (in situ).



Data from the interviews were analysed using narrative and thematic analysis techniques [27]. This dual approach allowed for the identification of further overarching themes and patterns while also increasing our understanding of the individual stories and experiences of the participants. Importantly, all analyses were conducted manually, without the assistance of software or databases, to maintain a close, interpretative engagement with the data. Themes were derived directly from the data, ensuring that the findings were grounded in the participants’ perspectives and experiences. The findings were further explored through relevant studies in the literature and a series of follow-up conversations with the interviewees to clarify any points of confusion.




2.4. Limitations


The evaluation relied on qualitative data gathered through semi-structured interviews, literature reviews, and field observations. While these methods provide deep insights into the stakeholders’ perceptions and experiences, they are subject to the limitations typical of qualitative research, including potential biases in participant selection and the interpretive nature of data analysis.



This study’s findings are based on a targeted sample of stakeholders that are directly involved in, studying, or affected by the blue bond initiative. While efforts were made to include a diverse range of perspectives, the availability and willingness of stakeholders to participate could have introduced selection bias. Additionally, the relatively small sample size, given the niche field of blue economy financing, may limit the extent to which these findings can be generalised.



Given that the blue bond is a pioneering effort, with its issuance taking place relatively recently, the evaluation’s ability to assess long-term impacts is naturally limited. The evolving nature of blue economy initiatives and the time scales required to observe significant environmental and socio-economic outcomes mean that some effects of the blue bond may not be fully realised or measurable at the time of this study.



The decision to conduct narrative and thematic analyses manually, without the use of a database or specialised software, was driven by the study’s qualitative approach. While this allows for an in-depth engagement with the data, it may also limit the ability to systematically organise and cross-reference data points across a broader dataset, potentially affecting the thoroughness of the thematic analysis.



Lastly, while the focus on the blue bond provided detailed insights into its structure, implementation, and impacts, it also constrained the evaluation’s ability to compare and contrast other potential or existing blue financing mechanisms. This limitation narrows the scope of this study to the blue bond’s specific context and outcomes without a broader comparative analysis of alternative models.





3. Blue Financing in Seychelles


3.1. Debt Restructuring, the Swap and SeyCCAT


To discuss the blue bond in Seychelles, an understanding of the debt restructuring, debt for nature swap and SeyCCAT is necessary for context, but is presented herein with brevity as a high-level overview, as it is has already been well studied and documented [22,23,24].



One of the Government of Seychelles’ (GoS) debt-restructuring initiatives as part of its economic reform and liberalisation efforts was a Debt for Nature Swap, facilitated by TNC. This fist of its kind swap, focussed on ocean conservation, was designed to repurchase, restructure and ultimately relieve Seychelles of a portion of its debt held by the Paris Club, an informal group of 22 creditor countries. TNC mobilised funds from impact investors and grant capital to assist the GoS with the purchase of its debt. However, TNC was unable to loan these funds to a country’s government. Thus, SeyCCAT was set up in 2015 as a public–private trust to manage the proceeds of the debt swap independently. TNC then transferred USD 20.2 M to SeyCCAT; USD 15.2 M was used as a long-term loan, and USD 5 M was used as grant funding. SeyCCAT then loaned USD 20.2 M to the GoS to buy back sovereign debt from the Paris Club at a discounted rate. The Paris Club approved the repurchase of USD 21.6 M of GoS’s debt at a cost of USD 20.2 M, the value of the loan it received from SeyCCAT. This translated to a discount of 6.5 cents on the dollar, or a reduction of approximately USD 1.4 M, which is a modest reduction due to Seychelles displaying signals of economic strength through its budget surplus and firm growth at the time [23]. The debt received by the GoS was then split into two ‘promissory notes’: a USD 15.2 M note to be repaid to SeyCCAT over 10 years at 3% interest for repaying the TNC loan. The second note was for USD 6.4 M, comprising the USD 5 M grant from TNC and impact investors and the USD 1.4 M discount from the debt swap transaction, which was also paid to SeyCCAT at 3% over 20 years. The second note’s annual payments of USD 430 k were used for two purposes: USD 280 k was used for grant disbursement and the administrative costs of the Trust, and USD 150 k was used to capitalise an endowment over a period of 20 years at an anticipated 7% return, yielding an expected value of USD 6.6 M [23]. A primary term of the debt swap was for Seychelles to embark on a Marine Spatial Planning process which would guide the process of expanding the country’s marine protected areas from ~1% to >30% of its EEZ [22].



SeyCCAT’s existence is a direct result of the debt swap due to TNC not being able to loan funds to the GoS itself. SeyCCAT’s independent trust status and its successful track record of managing funds contributed to it being awarded USD 3 M from Seychelles’ blue bond to disburse to grant applicants. Thus, at the time of writing, SeyCCAT disburses up to USD 700 k in grants per year, known as the ‘blue grants fund’ (BGF), with USD 200 k being from the debt swap, paid over 20 years, and USD 500 k being from the blue bond, paid over a period of 6 years. The grants are allocated annually in a competitive manner to Seychellois-led projects aligning with one of SeyCCAT’s five strategic objectives, with small- (~USD 7400) medium- (~USD 74,000) and large (~USD 148,100)-sized grants available. It also allocates ~USD 11,100 as a Blue Business Grant annually. These grants primarily fund marine conservation, blue economy, climate adaptation programmes and the Seychelles Marine Spatial Planning initiative (SMSP). Through the BGF and several other long term projects, SeyCCAT, which is co-chaired by the TNC and GoS, plays a key role in facilitating Seychelles’ conservation efforts [25].



Based on the ability of Seychelles to direct capital into its Blue Economy, the potential for debt swaps for SIDS and other states with large ocean resources is often highlighted. However, theSeychelles debt swap as a blueprint may not be universally applicable. The success of this model is linked to Seychelles’ conservation legacy and deeply entwined with Seychelles’ pre-existing economic reforms overseen by the IMF which had already led to a steady decrease in debt. Additionally, from a governance standpoint, the creation of the public-private, independent trust, SeyCCAT, was critical for the impartial management of funds as opposed to having a governmental entity, thus providing external investors with increased confidence [16]. Without this reform and governance avenue, the swap might not have been successfully negotiated.



Critics underscore potential limitations, including the undervaluation of ecosystems and services protected by the Seychelles swap and the extent of decision-making influence allocated to TNC in SeyCCAT’s governance structure [24].




3.2. Blue Bond Structure and Setup


Seychelles issued the first sovereign blue bond in 2018, facilitated by the World Bank, which defines blue bonds. as “a debt instrument issued by governments, development banks, or others to raise capital from impact investors to finance marine and ocean-based projects that have positive environmental, economic, and climate benefits” [29]. Proceeds from the bond also contribute to the third South West Indian Ocean Fisheries Governance and Shared Growth Project (SWIOFish3), which supports Seychelles in sustainably managing their fisheries and increases economic benefits from their fisheries sectors.



The bond was supported by a diverse actor network. A business case was identified with support from Prince of Wales’ Charities International Sustainability Unit. A multidisciplinary World Bank team assisted with structuring the bond, Standard Chartered acted as placement agent for the bond and Latham & Watkins LLP advised the World Bank as external counsel. Clifford Chance LLP acted as transaction counsel [22].



The bond is partially guaranteed by IBRD for USD 5 million, and supported by a concessional loan from the Global Environment Facility of USD 5 million to cover partial interest payments. The Rockefeller Foundation donated USD 425,000 to cover transaction costs (Figure 1).



The bonds are managed by SeyCCAT and the Development Bank of Seychelles (DBS). USD 3 million of the blue bonds is used as a contribution to SeyCCAT’s BGF, supplementing the grant funding allocated from the debt swap. The BGF supports marine conservation, fisheries, MPA development, and other blue economy sectors through grants of up to SCR 2 million (~USD 148,000). As of the sixth round of funding in 2022, 69 projects have been funded (T Manjengwa, personal communication, 8 September 2023), with projects ranging from monitoring the movement of giant trevally in Seychelles’ outer islands, exploring MPA size suitability for the protection of juvenile sickle-fin lemon shark, conducting a baseline marine biodiversity assessment around Frégate Island, exploring the feasibility of rock oyster and seaweed farming, and supporting Entrepreneurship Development in the blue economy with the partnership of the Enterprise Seychelles Agency [25].



DBS manages USD 12 million of the bonds through the Blue Investment Fund, which supports the expansion of sustainable fisheries’ value chains in Seychelles, including aquaculture, cold storage, food processing, research and scientific and logistics. Loans range from USD 10 k to USD 3 million by DBS at a 4% interest rate, repayable over 15 years with a 10% down payment required. To date, one applicant has been awarded a loan of USD 3 million to develop fishery processing systems. This applicant is already a well-established business owner in the fisheries industry.





4. Results and Discussion


The results of the stakeholder interviews are presented in this section, accompanied by contextualisation from the literature review. Three themes are explored, how the blue bond by the World Bank relates to other actors and donors in the blue economy space of Seychelles; how the blue bond contributes to advancing the national agenda and blue economy of Seychelles; and the key strengths and weaknesses of the blue bond.



4.1. Relationship of the Bond to Other Actors and Donors


The primary finding regarding the actors in the blue finance space of the Seychelles is that donors and financiers, including the Bank, are not engaging with each other in a way that truly supports a holistic transition to a sustainable blue economy. One interviewee highlighted that “there have been opportunities for donors such as the EU, the Bank, TNC, and others to come together, but they have not been doing the work to coordinate their objectives and interventions for support”. Another interviewee noted that “all donors are trying to do their own thing, without thinking of the load this puts on the GoS. There is also no body within GoS that sufficiently coordinates with all the donors to identify how their support overlaps or conflicts, and donors should be cognisant of this”. This fragmented approach, by extension, might not be entirely conducive to establishing the necessary conditions for a holistic and sustainable transition towards a blue economy in the context of Seychelles, aligned with the national vision, as opposed to being a donor driven agenda.



Regarding other financing mechanisms for marine activity in Seychelles, the Blue Investment Fund of the blue bond is in direct competition with the EU funded Fisheries Development Fund (FDF), also disbursed by the Development Bank of Seychelles. The FDF offers smaller loans with better returns and collateral for fishers, and with no environmental or social safeguards in comparison to BIF which often requires external support to apply for. In 2020, the GoS signed a six-year partnership with the EU, with an EU financial contribution of EUR 5.3 million per year, out of which EUR 2.8 million is earmarked for the support of the fisheries policy of Seychelles. To date, EU funding in fisheries has supported the development of fisheries facilities at la Retraite, landing sites and fish markets, and the aquaculture broodstock facility in Providence [30]. In essence, the BIF is being out-competed by the FDF at present, with two loans approved in 2021 at a value of SCR 4 m [31], compared to a single loan under BIF of USD 3 million.



In the context of financing the blue economy, the blue bond has limited influence in filling the financing gap for poverty alleviation and social justice. When looking at the way in which the World Bank is engaging in the blue financing dialogue in Seychelles (this excludes project activity such as that of SWIOFish 2 and 3 and refers only to bond), it is evident that there are already other ongoing initiatives to support fisheries, and there is a considerable volume of financing for conservation and climate change adaptation both through TNC’s Debt for Nature Swap and the various ongoing activities for conservation by the GoS and local NGOs. Interviewees generally express a feeling that the blue bond has been disconnected from other activities in Seychelles, as demonstrated by one interviewee who noted that “it is necessary to ensure that the money invested through the Swap is balanced with social and economic needs at the same time, especially where poverty alleviation and social justice aren’t currently covered by TNC”. Another interviewee stated that the bond “should have been designed to work better with other actors and existing activity to ensure that social elements of the blue economy are properly considered”. Given the saturation in this space, and the gaps that exist for financing other avenues for blue economy diversification, the blue bond has had limited influence on ensuring a balanced allocation of resources, and reinforcing socio-economic support for vulnerable coastal communities. As such, the setting up of the bond has not effectively harnessed the strengths of the coordinating institution to promote prosperity, supplementing existing blue economy initiatives. Notably, stakeholders have indicated that had such an approach been taken, it could harmonise with Seychelles’ ambitious climate targets and ongoing efforts to quantify its blue carbon [32] as well as other ecosystem services [33]. This alignment primarily involves fostering a blue carbon market, aligning with the principles outlined in Article 6 of the Paris Agreement. It is worth noting that the IMF is already involved in financing activities related to blue carbon.




4.2. The Role of the Blue Bond in Advancing Seychelles’ Blue Economy


The blue bond, as a nascent financing mechanism, has done well in generating research and development through the BGF for diversification in line with the Seychelles country partnership framework (CPF), a diagnostic tool co-developed with the World Bank with the input of GoS. One of the primary focus areas of the CPF is sustainable growth for shared prosperity, identifying opportunities in fisheries and tourism and strengthening the management and resilience of natural endowments as priority objectives. This focus is aligned with the blue economy approach of Seychelles and its guiding blue economy roadmap. As such, the BGF component of the blue bond has been highly successful at funding projects which support diversification such as seaweed cultivation, oyster farming and pollution abatement while continuing to provide access to finance for non-commercial activities related to conservation and science. One interviewee mentioned that to them, “the projects funded under the BGF are the only part of the whole blue bond that really speak to a proper blue economy”, and that “these are the areas that donors and the GoS should be prioritising for ocean finance”. The research and developments in piloting these projects contributes significantly to understanding and the potential for new activities within the coastal and marine zones.



While the BGF supports innovative approaches, the BIF (which holds a much larger financial majority) and loan agreement terms perpetuate fisheries dependence and do little to change the perception that the blue economy exists only for fisheries in Seychelles. As stated in the BIF promotion brochure, “the Blue Investment Fund is a loan facility that offers affordable long-term financing to businesses that participate in the value chain of sustainable fisheries and help build commercial infrastructure for the fisheries sector in Seychelles”. As such, the BIF allocates all loan resources to fisheries value chain development, and as one interviewee stated, this is “possibly at the expense of other potential avenues for sustainable development within the blue economy approach”. This allocation strategy, if not suitably diversified, could inadvertently contribute to the perpetuation of Seychelles’ economic reliance on fisheries as the primary driver of its blue economy, potentially hindering the broader diversification efforts that are often considered crucial for a more resilient and sustainable economic landscape. However, according to the SWIOFish3 project and the blue bond terms, if the GoS chooses to support different areas of the blue economy such as marine renewable energy or eco-tourism, the terms would need to be renotiated with the investors. Stakeholders interviewed identified that high negotiation costs have prevented this to date. This is further evidenced by other research [34]. As such, despite being indebted, the GoS is unable to redirect financial resources for adaptation in response to local needs or changing contexts.



Further regarding the split of the bond, with only USD 3 m of the funding being used for research and development beyond fisheries, and the majority (USD 12 m) invested in fisheries and aquaculture, the funding arrangement also reinforces the notion that the blue economy in Seychelles is primarily about fisheries. When considered in the context of the EU fisheries financing, the level of investment in Seychellois fisheries by other donors could be reconsidered. There is significant potential for the Bank to intervene beyond fisheries and instead promote research, development and investment into emerging sectors.



The blue bond, in its current form, may not be optimally supporting the enabling environment for progressing the blue economy. Notably, it appears that the bond is not effectively addressing the key impediments that hinder progress in the blue economy. The challenge in implementing the blue economy is two-fold. Firstly, there is a limited integration of the blue economy concept across economic sectors. The tourism and fisheries industries, which collectively contribute significantly to the GDP, continue to operate in isolation. This isolation is due in part to the absence of a shared understanding of the benefits of collaboration among industry stakeholders and the dearth of initiatives that generate synergies across sectors. Secondly, the blue economy faces hurdles in influencing sector-specific policies and management measures. The rules governing the blue economy do not hold precedence over sector-specific regulations, resulting in a limited capacity for the Department of the Blue Economy (DBE). In light of these challenges, for the blue bond to genuinely align with the principles of the blue economy and effectively support its development, it should aim at promoting cross-sectoral integration, bolstering institutional capacity and infrastructure, and facilitating a holistic approach to marine management tools. Such an approach would involve bridging the existing gaps between the key economic sectors, aligning their interests, and harmonising policies to create a more synergistic and comprehensive framework for the blue economy.




4.3. Strengths and Weaknesses of Seychelles Blue Bond


Blue bonds are the latest innovation in increasing financial resources to be channelled to the blue economy, and the World Bank has played a pivotal role in spearheading this approach in Seychelles as a global pioneer. The blue bonds in Seychelles achieved the simultaneous goals of stabilising credit ratings, promoting further investment into the economy [26], and supporting a conservation agenda. This should be commended. A number of other countries have since implemented blue bonds, including Fiji’s inaugural sovereign blue bond, along with Indonesia; Belize; and many others [11]. Despite the small size of blue bonds, they are clearly increasingly being adopted and are expected to grow in popularity in line with green bonds, which reached over USD 1 trillion in issuances in 2020, just 13 years since the first issuance [26].



However, there are a number of lessons learned from applying this approach in Seychelles that should be taken on board for future financing associated with the blue economy. The key strengths, enablers and weaknesses of the Seychelles blue bond, as identified in this study, are summarised in Figure 2.



In terms of strengths, the Seychelles blue bond has seen a number of successes, primarily around bringing blue financing to the forefront of the global agenda, supporting conservation activity, and diversifying an existing sector of the blue economy. This experimentation deserves recognition for bringing the concept of blue finance to the forefront, significantly enhancing global awareness of the blue economy. There is, as a result of the blue bond, an increasing recognition of the role oceans and seas play in climate change mitigation and adaptation. SeyCCAT has emerged as a pivotal figure in blue economy leadership, providing a structural model that can be emulated in future implementations, although SeyCCAT’s success has been the product of collaborative financing from both TNC and the Bank. An additional strength is the BGF’s local management and granting process, which ensures that decisions are made with an understanding of local needs and context, as highlighted by one interviewee who stated that “SeyCCAT as a body has the most practical understanding of the marine development needs of Seychelles, and as a result is in a good position to determine which projects are awarded grants to make sure that no perverse initiatives are funded”. Lastly, the bond has spurred positive research and development efforts in areas such as aquaculture research and development, feasibility studies for sustainable seafood, and pollution abatement, contributing to diversification within the landscape of an existing blue economy sector, namely fisheries. SeyCCAT’s achievements, facilitated in part by the Seychelles blue bond, serve as a compelling success story in the realm of blue economy development.



There are a number of enabling factors which provided the right environment for the blue bond to be established in a globally meaningful way, without which, half of the stakeholders interviewed expected it would have been a failure. First, the blue bond was driven by the country’s proactive approach to economic reform and debt restructuring, its commitment to innovation, early advocacy within the blue economy sector, unprecedented financial support, and sustained political will, all of which collectively enabled the blue bond to have a degree of relative success. Notably, since 2008, Seychelles has been undertaking extensive economic reform with support from international donors and agencies. Discussions about the Debt for Nature Swap began in 2011 [16], and the fact that, as highlighted by an interviewee, “Seychelles was willing to restructure their economy and debt set the political and domestic scene for the blue bonds programme to take advantage of the newly created blue financing environment”. Furthermore, Seychelles had been an early advocate and leader within the global blue economy landscape, attracting significant attention and support on both the domestic and international fronts. Seychelles has always had a strong conservation legacy in terms of protecting endangered species, and islands such as Cousin Island and the Aldabra Islands [35,36]. As identified by one interviewee, this basis also served as a “key part for the foundation of the blue economy to be initiated”. As such, the blue bond received unprecedented financial support for the set up of a new financing mechanism, with large donations (such as the half million by the Rockefeller foundation) to cover transactional costs [25]. Without these collective factors, it may have been significantly more challenging to set up such a globally recognised blue bond.



The weaknesses of the bond present a number of challenges. First, the design of the bond presents difficulties in the delivery and futureproofing of the bond and associated activities, due to a risk of being unable to pay back the loans [37] and a lack of horizontal integration between DBS and SeyCCAT. A primary concern arises from the risk associated with the bond’s repayment structure, as it is considered a government obligation disconnected from the BIF. While the BIF is designed as a revolving fund, its efficacy hinges on the ability to repay loans, which poses a significant financial risk that could jeopardise future projects. The structure of the payments detaches the outcomes of projects from the principal payments [38] rather than from the revenue of projects [39].



From a coordination perspective, the gap issue exists in the coordination between the SeyCCAT and DBS, resulting in a lack of horizontal integration. This sentiment was highlighted by a number of interviewees, where one indicated that “there has been no horizontal thinking in the setup of this bond scheme. The starting point between disbursements from DBS and Seyccat should not be aligned, because timelines clash. They wanted the funding allocation from SeyCCAT to be the leverage to apply for a loan with DBS. DBS should have been delayed by two years to allow for grants [from the BGF] to be completed and then apply for a loan [from the BIF]. This is a major flaw in the design of the bond”. This deficiency inhibits the seamless transition from receiving grants to applying for loans, impeding the effective use of available resources. Additionally, the bond has faced teething problems, marked by a dearth of initial traction and a limited pipeline of identified projects, ultimately resulting in low initial uptake. These challenges highlight the importance of addressing design issues to ensure the bond’s long-term viability and effectiveness.



Second, the design of the BIF exhibits a pronounced bias towards existing established businesses, favouring those with the capacity to navigate the intricate application process and meet the bond’s rigorous requirements. To access the loan, applicants require a substantial 10% down payment in conjunction with a high 1:1.25 collateral rate (as indicated in the BIF loan application manual), which presents a formidable barrier to accessing larger loans, raising questions about its benefit to anyone other than well-established enterprises. The application and requirements for the loan application is also a cumbersome process, where satisfying the bond’s prerequisites is a challenge for many, especially smaller-scale artisanal fishers or start-up business participants. This is demonstrated by a statement from one interviewee who said that “if there are those with doctorats who are complaining about the difficulties of filling the application, how would you expect a local fisher to do this?”. Another stakeholder identified that “the process to apply is making it super difficult to access funding, which then becomes really difficult for SeyCCAT as the one disbursing the fund. There are different requirements for everyone, which makes it all incredibly complicated”. Consequently, the bond’s accessibility is limited, compelling fishers to opt for more straightforward loans from the DBS, which do not impose such stringent sustainability criteria. As a result, the loans from the BIF appear somewhat redundant, exemplified by the fact that only a single loan has been granted since the inception of the bond. This disparity in accessibility and favouring of established entities raises questions about the bond’s intended beneficiaries and the extent to which it genuinely supports emerging industry, leaving artisanal individuals and smaller businesses notably disadvantaged in their ability to harness its potential benefits.



Third, there are a number of structural realities, such as the institutional capacity, the role of the EU in driving the national economy in Seychelles, and limited land space, that the design of the bond does not account for. The EU stands as a major trade partner for Seychelles, providing essential market access and crucial financial support for the nation’s fisheries sector [40]. This deep-rooted dependence on EU markets and support represents a structural reality that necessitates thoughtful consideration in the bond’s design, especially as interviewees identified that the former principal secretary to the Blue Economy department now serves as Seychelles Ambassador to the EU, further emphasising the EU’s role in Seychelles’ economic framework. Additionally, the bond’s implementation has presented a substantial undertaking for the DBS, where, according to one stakeholder, “the technical systems were simply not in place or sufficient in the DBS when the bond was started”. As such, the bond has “been a very heavy lift for DBS”, drawing a significant amount of resources to begin before any returns or management fees could be drawn by them. The initial focus on promoting the bond’s concept may have detracted from concurrent efforts needed to establish the requisite institutional setup and capacity, which are integral to the bond’s success. Interviewees identified that these structural issues, which would have allowed for a more efficient allocation of the bond’s resources, were not adequately addressed prior to the fund’s initiation. Moreover, the bond places considerable reliance on access to land for diversifying fisheries and aquaculture activities, yet land availability is scarce in Seychelles. The bond’s requirement for applicants to have access to land is not aligned with this structural reality, which hinders its accessibility and effectiveness.



Fourth, there is a lack of clarity regarding a robust monitoring and compliance framework, which is essential for ensuring that the bond remains aligned with blue economy objectives and sustainability principles. There is ambiguity regarding compliance post-loan award, with no clearly established regulations or mechanisms to oversee business operations after a loan is granted, and no interviewees could provide any information on how this would be managed. The current expectation primarily centres on loan repayment to DBS. However, there is uncertainty about who would be responsible for monitoring and enforcing compliance, especially with the impending completion of SWIOFish. This lack of a comprehensive compliance framework ultimately leaves much to be desired in terms of ensuring that the blue bond’s sustainability criteria are upheld. There is currently no mechanism in place to ensure compliance with the bond’s sustainability standards beyond simply abiding by national laws, which may not fully encapsulate the bond’s stringent environmental and social criteria. Additionally, based on a review of the SWIOFish3 Mid-term Evaluation, the monitoring of success by SWIOFish, SeyCCAT and DBS predominantly focus on the disbursement of funds rather than assessing the impact of these investments. This limited scope of monitoring provides an incomplete picture of the bond’s effectiveness in promoting the blue economy and sustainability. To address these challenges, a more robust monitoring and compliance management framework is imperative to ensure that the Seychelles blue bond continues to meet its sustainability and blue economy goals effectively.





5. Future Considerations for Blue Bonds


The novelty of the Seychelles blue bond, as the world’s first sovereign blue bond is commendable, and has been defining the blue bonds landscape on the global stage, by token of its being the world’s blue economy leader. However, a number of actors are concerned by the precedent that is being set, as indicated by the interviews in this study. Future blue financing and blue bond mechanisms could consider the following to ensure that financing extends beyond blue washing and contributes meaningfully to the holistic transition to a sustainable blue economy:



For future blue bond design with this type of split structure (the BIF and BGF), horizontal integration should be prioritised, and effective time structuring mechanisms introduced. Identifying and addressing existing gaps in the process is crucial, and the use of an incubator model can be instrumental in bridging these gaps. Specifically, the bond should be structured with a time delay between the disbursement of BFG grants, which typically support research and development projects, and the allocation of loans from the BIF. This temporal buffer would allow grantees the opportunity to complete their research and development initiatives before applying for loans to scale up their projects. Furthermore, establishing a strong linkage between the BGF and BIF would ensure that the grant scheme serves as an incubator for the loans, aligning the criteria and categories of the two with the overarching objectives of the blue economy. As highlighted by one stakeholder “they [the designers of the bond] have to either lower the expectations of the BIF, or create an interim accompaniment to fill the gap”. As such, there is scope for introducing blue incubator spaces. Initiatives such as The World Economic Forum and the Commonwealth Secretariat are already adopting blue incubators with their 1000 Ocean Startups and Blue Charter Project Incubator, respectively [41,42], and their lessons learned could be leveraged. Blue incubators, particularly with regional and international cooperation, related to other islands in the region, coupled with more emphasis on research and development at the early stage would help address the capacity gap and ensure that projects supported by the BGF are sufficiently equipped to meet the requirements of the BIF.



Blue bonds should extend beyond one sector to truly embody the blue economy approach, and ensure financial inclusivity. Using the Seychelles blue bond as an example, an opportunity exists to recalibrate the BIF’s investment strategy to encompass a more comprehensive range of blue economy sectors, thereby dispelling the notion that fisheries are the sole domain of the blue economy in Seychelles. By broadening the scope of the BIF to encompass multiple facets of the blue economy, including eco-tourism, biotechnology, education and awareness, and blue energy, the perception that the blue economy is synonymous with fisheries can be gradually reshaped. This shift in focus could foster a more balanced and inclusive approach to the development of the blue economy, aligning Seychelles’ objectives with a more diverse and sustainable vision for its blue economic future. Furthermore, future blue bonds’ accessibility should be tailored to various sectors and regions within the country to ensure that it reaches marginalised or underserved communities in line with the social equity and prosperity elements of the blue economy.



To further promote equitable access, blue bonds should incorporate mechanisms that specifically address the needs and capacities of various stakeholders, including small-scale entrepreneurs and local communities. This could involve simplifying the application process, offering training and support for potential applicants, and creating smaller, more accessible funding tiers. Additionally, criteria for bond access should be explicitly designed to be inclusive, ensuring that projects from a diverse range of applicants, particularly those from underrepresented or marginalised groups, are considered. As stated by an interviewee, “donors who are more flexible make much more impact, too much paperwork limits time to actually implement. With less focus on the process and more building of capacity for delivery, these types of bonds could have far more wide-reaching impacts for the marine environment and its communities”.



To fill the large financing gap that exists for implementation, compliance and management of the marine areas, it is necessary to balance multiple areas of donor support (such as the EU, TNC, and others in Seychelles) and leverage existing financial resources and mechanisms (such as other DBS loans and schemes in Seychelles). As stated by a stakeholder “GoS is constantly trying to balance multiple areas of donor support. They are a bit guilty that they grab at any finance available, which is understandable, but they end up spreading themselves too thin. This creates a lot of noise and competing interest about who is funding what, and donors should be more aware and considerate of this”. Balancing these multiple donor areas, and leveraging existing finance could involve creating a centralised platform for information and resource sharing, enabling better alignment of projects funded by different sources. Partnerships and joint funding schemes should be encouraged to maximise resource use and distribution.



In the context of small island, large ocean states, blue bonds should consider addressing land scarcity and environmental sustainability. Given the limited land availability, blue bonds should incorporate specific clauses or conditions that incentivise sustainable land use. This will ensure that the limited land available is used effectively, promoting ecological balance and sustainability. Projects funded by blue bonds could include innovative marine-based solutions that require minimal land usage, such as offshore aquaculture or renewable ocean energy.



Lastly, blue financing should ensure that the most appropriate financing mechanism is applied. The key metric of success for the blue bond should be its capacity to deliver transformative and sustainable impact, rather than solely focusing on investment and growth. Therefore, the measure of success should revolve around a set of guiding principles that steer the bond’s actions towards achieving meaningful diversification and enhancement of coastal and maritime activities. If expanding investment and growth is the key metric, then other financial mechanisms would be more suitable.




6. Conclusions


This study offers a comprehensive analysis of the Seychelles blue bond programme, underscoring the potential of blue bonds in supporting sustainable blue economy development if their structural design is improved, particularly in small island, large ocean states. Through a qualitative analysis grounded in semi-structured interviews, a literature review, and field observations, several key findings have emerged, offering valuable lessons for stakeholders in sustainable finance and policymaking. The findings identify the strengths, enablers, and weaknesses of the Seychelles’ blue bond, and a series of recommendations intended to help refine the approach towards blue bonds is presented.



Firstly, the Seychelles’ blue bonds have played a leading role in the global landscape of sustainable finance, demonstrating the potential of blue bonds to mobilise capital towards aquatic and marine-based sustainability projects. However, the evaluation has also highlighted critical areas for improvement, particularly in terms of enhancing the inclusivity and accessibility of such financial instruments to a broader range of stakeholders within the blue economy.



The findings underscore the importance of designing blue financing mechanisms that are flexible, inclusive, and tailored to the unique needs and capacities of different stakeholders, from established enterprises to small-scale entrepreneurs and local communities. Moreover, they emphasise the need for a more integrated and holistic approach to finance the blue economy, one that transcends sectoral boundaries and promotes cross-sectoral collaboration and innovation.



These findings further suggest a need to refine the design and implementation of blue bonds and other blue financing instruments. This involves incorporating more robust mechanisms for monitoring, compliance, and impact assessment. The Seychelles blue bond experience also highlights the critical roles of governance, institutional capacity, and stakeholder engagement in the success of blue economy financing. As such, future initiatives should prioritise the development of strong institutional frameworks, transparent and participatory governance processes, and mechanisms for stakeholder engagement and capacity building. Furthermore, future design considerations such as establishing strong horizontal institutional linkages and time-based mechanisms for project continuity (such as project incubators), balancing multiple areas of donor support, and leveraging existing financial resources would help to prevent blue washing and ensure meaningful contributions are made to the national agendas of developing the blue economy in line with blue economy principles.



These findings are useful to financial stakeholders who aid in the setup and funding of blue bonds, policymakers, blue finance researchers, and other stakeholders with a vested interest in blue financing, providing insights into leveraging blue bonds for environmental and economic benefits. As the global community continues to grapple with the challenges of sustainable development in the blue economy, particularly in the face of climate change and environmental degradation, the lessons learned from the Seychelles’ blue bonds provide a valuable point of reference.



Lastly, the findings of this evaluation suggest the need for further research on effective integration with other financial mechanisms and the long-term impacts of blue bonds on marine ecosystems and local economies.
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Figure 1. Structure of the Seychelles blue bond. Authors’ conception. 
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Figure 2. Summary of strengths, enablers and weaknesses of the seychelles blue bond. 
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