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1. Introduction

In November 2019 we proudly issued our inaugural Social Bond from NatWest Group - the first
exclusively Social Bond from a UK financial institution under the International Capital Market
Association’s Social Bond Principles. The full proceeds of the Social Bond were allocated to
SMEs in the most deprived 30% of our filtered loan-book, corresponding to some of the most

deprived parts of the UK.

We opted to leverage Office for National Statistics (ONS) data to determine the relative
deprivation of our filtered loan book, utilising a bespoke ranking based on the Gross Value
Added per head (GVA) and Unemployment Claimant rates (UCP) relevant to each loan. This
method was deemed superior to the use of the extant ‘Deprivation Index’ which is lagging, and

typically published in 5 year cycles.

The economic impact of COVID-19 has prompted a very substantial increase in Universal
Credit claimants, the geographic pattern of which reflecting the early phase of lockdown. We
took the decision to temporarily freeze UCP data as at March-20 to avoid introducing volatility
in the overall deprivation ranking. We will review this decision periodically. The full set of
criteria used to select eligible loans is described in our Green, Social and Sustainability Bond

Framework, available on our website.

The purpose of this note is to describe the methodology deployed for estimating the number of
FTE jobs created as a result of the loans to SMEs included in the eligible loan portfolio. We
have developed a methodology to calculate the number of FTE jobs created throughout the
whole duration of the Social Bond, based on the new analytical industry by industry UK-wide

Input-Output (IO) tables, published by the ONS!.

1 UK analytical industry by industry Input-Output tables
https://www.ons.gov.uk/economy/nationalaccounts/supplyandusetables/datasets/ukinputoutputanalyticaltablesindu
strybyindustry
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Generally, lending can have two types of effect on employment. If loans are intended for
investment (e.g. term loans), we assume that they create new jobs. If loans are intended for
working capital (e.g. Revolving Credit Facilities) we assume that they allow a company to
retain existing jobs. Currently only investment type loans are included in the eligible loan
portfolio and thus here we concentrate on estimation of jobs created. If, in the future, the
composition of the type of loans included in the eligible loan portfolio changes, we will expand

this note to include the methodology to estimate the number of jobs retained.

The 10 tables provide a complete picture of the flows of goods and services in a country’s
economy for a given year. They detail the relationship between producers and consumers and
the interdependencies of industries. IO modelling is a well-established methodology routinely

applied at estimating impacts of investments.
2. Estimation of the number of jobs created

From the IO tables it is possible to calculate how many FTE jobs are created as a result of
additional investment, which generates additional output. There are three effects that we

capture in our analysis.

e Direct effect shows increase in FTE jobs enabled by investment financed through the
loans to SMEs.

¢ Indirect effect shows increase in FTE jobs throughout the supply chain.

e As a result of the direct and indirect effects the level of household income throughout
the economy will increase as a result of increased employment. A proportion of this
increased income will be re-spent on final products and stimulate further increase in FTE

jobs — this is the induced effect.

The analytical 10 tables can be used to derive employment effects. Employment effects show
the direct + indirect + induced employment change associated with the direct output change. In
other words, if you have the change in output for an industry, the employment effect can be
used to calculate the change in FTE employment for the economy as a whole. Employment

effects are published by the ONS alongside the analytical IO tables.

To be able to use Employment effects we need to calculate the total amount of investment

funded though loans included in the eligible loan portfolio by industry, and estimate change in
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output associated with this investment. We calculate output/capital ratios for each industry.

Output data comes from the 10 tables while capital by industry is published by the ONS2.
3. Calculation

To calculate the change in employment in industry i we need:

Aempl; = empl effecti*Aoutput;
where
Aoutput; = investment;*(output/capital);
Input variables are:
* investment - the value of our Social Bond loans by industry;
* industry-specific employment effects from the UK 10O tables (ONS);
* capital stock by industry (ONS);

» output by industry from the UK 10O tables (ONS).

Applying this methodology to each industry means we can estimate FTE jobs created in each.
The estimated total number of FTE jobs created is therefore calculated by adding together

results for each industry.
For more information, please refer to our Green, Social and Sustainability Bond Framework.

Alternatively, email us at sustainablebonds@natwest.com.

2 Gross and net capital stocks for total UK economy, by industry and asset
https://www.ons.gov.uk/economy/nationalaccounts/uksectoraccounts/datasets/grossandnetcapitalstocksfortotalec
onomybyindustryandassetincurrentpricesandchainedvolumemeasures
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Important Information

This report has been prepared by NatWest Group plc (together with its subsidiaries the “NW
Group”) for information purposes only and it is intended to provide non-exhaustive, general
information. To the extent permitted by law NW Group makes no representation, warranty or
assurance of any kind, express or implied, or takes no responsibility or liability as to the
fairness, accuracy, reliability, reasonableness, correctness or completeness of any of the
information, opinions or conclusions expressed herein.

This report should not be construed as providing legal or financial advice. The information,
statements and opinions contained in this document do not constitute a public offer under any
applicable legislation, an offer to sell or solicitation of any offer to buy any securities or
financial instruments, or any advice or recommendation with respect to such securities or
other financial instruments. NW Group is under no obligation to update these materials.

This report is prepared based on reviews and analysis of both our loan data and statistics
published by, inter alia, HM Government of the United Kingdom and the Office for National
Statistics. This report and any other information contained or otherwise accessible through the
websites mentioned in this report are historical and only speak as of their respective date. NW
Group is under no obligation to update these materials.

Each recipient of this report is deemed to acknowledge that this is a proprietary document of
the NW Group and by receipt hereof agrees not to disclose it, or permit disclosure of it, to third
parties without attributing the source or the prior written consent of the NW Group. All content
are the property of NW Group. The distribution of this document and of the information it
contains may be subject of legal restrictions in some countries. Persons who might come into
possession of it must inquire as to the existence of such restrictions and comply with them. NW
Group or its dffiliates shall not be liable for any loss, damage, liability or expense incurred or
suffered which is claimed to have resulted from use of this report by the recipient, including
without limitation any direct, indirect, special or consequential damages, even if NW Group has
been advised of the possibility of such damages.

By accepting this report, you are deemed to have read, understood, agreed and accepted to
be bound by the statement contained hereto including the foregoing limitations of liabilities and
conditions of use, without any need to provide formal approval or signature of this document
and more generally without any need to confirm to us such approval of this document and the
limitations of liability contained hereto.

For additional information concerning NW Group, please refer to NW Group’s current financial
statements and other relevant information available on our website.
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