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EDITORIAL
NOVETHIC AND ADEME

Novethic has been monitoring the European green funds market for several years with the support of ADEME, the 
French Environmental Agency. We are thus in a position to note the solid momentum of assets under management 
(+120% between 2019 and 2020) which nevertheless is still very modest since green funds represent less than 2% of 
European funds in terms of assets under management. It also enables us to assess the impact of the new European 
regulations (Taxonomy, SFDR, etc.) on the characteristics of listed funds bearing a green flag.

Even though the roll-out of the European policy on sustainable finance is just beginning, it is already clear that green fund 
promoters are not taking early action by adopting ambitious environmental targets. They seem to be waiting for precise 
technical guidelines to have gained consensus within the various European bodies. The approach by major themes 
that are a priori beneficial for the environment (renewable energies, water treatment, etc.) is still favoured, without 
any link being made between these themes and the European Taxonomy. Yet, European regulations encourage the 
most ambitious funds to align their environmental objectives with those of the EU and to adopt sustainability indicators 
to measure progress towards these objectives. 

The growth in assets under management is being fuelled by an increasing demand for greening of investments. 
On the other hand, the offer that is meant to meet this demand is unclear in its environmental promises. A 
growing number of funds are putting forward strategies with a very variable level of environmental ambition, not all of 
which are considered "green" by Novethic. In addition, the rise of green investment strategies covering many sectors 
(notably low-carbon funds) reinforces the confusion that already existed between green funds and the broader category 
of sustainable funds (incorporating at least ESG criteria). 

The self-classification of sustainable funds, called for under SFDR, does little to help to clarify this. Each management 
company divides its sustainable funds between Article 8, which do not need specific objectives, and Article 9 for funds 
that need to be more demanding and able to demonstrate the achievement of their sustainable investment objectives. 
At this stage, this study highlights the continuing opacity of the strategies and objectives of green funds, including Article 
8 and Article 9 funds. There are broad possibilities for interpreting regulation and the flexibility offered to market players 
does not facilitate the construction of a common and shared definition of a sustainable model that would allow the 
redirection of capital flows towards sustainable activities in line with the European Union’s objectives. 

The panel of European green funds is, in a way, the Research and Development unit of a European asset management 
market that is very much geared towards the economy as it is, i.e. carbon-intensive and exposed to the consequences 
of climate change and biodiversity loss. It is therefore worrying that these green funds, which should be able to demons-
trate their impact and the environmental benefit they generate, only offer, at best, carbon performance indicators. 
If we are to talk about the greening of European assets, we will need to see, from 2022, more financial products that 
communicate their green share in the sense of the Taxonomy or strive to contribute to achieving the EU’s environmental 
objectives. 

As the full implementation of the Taxonomy may take another two years, the wait-and-see attitude of green fund promo-
ters is likely to continue. All the more so as asset managers justify their caution by the fact that companies massively 
committed to the transition or whose activities are predominantly "dark green" are scarce. The traditional chicken and 
egg problem! 

Novethic’s study on European green funds, carried out with the support of ADEME, enables us to measure the extent 
of the effort still to be made by asset managers, the companies in which they invest and also the regulators to give the 
European sustainable finance system its full power to green the economy.
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Green funds: so what are we talking about?
Novethic has performed an in-depth analysis of the European market for sustainable funds that focus 
their marketing documents on environmental dimensions. Among them, two types of funds can be 
distinguished: those with an ambitious environmental strategy, the "Green Funds", and those whose 
sustainable strategy is focused on green characteristics, the "Green Inspired Funds". The latter, not 
covered in previous studies, are included in the panel this year due to their growing visibility in the 
sustainable fund market. However, the study still focuses mainly on the historical scope of green funds. 

The different strategies of green and green-inspired funds are derived from three main approaches: 
thematic funds, carbon emission reduction funds and sustainable bond funds. 

STRATEGY
Green Funds MANAGEMENT APPROACH STRATEGY

Green Inspired Funds

Environmental theme
One theme (e.g. renewable 
energy) or several (waste, 

climate, water, etc.)

Low Carbon
Quantitative emission 

reduction target: compared to a 
benchmark (≥ 30%), or with an 
annual target (≥ 7% per year)

Green bonds
Almost exclusive selection 

of green bonds, often with a 
minimum share in the portfolio

THEMATIC
Involves choosing companies 
whose activities are linked 
to sustainable development 
(renewable energies, but also 
health, etc.) 

CARBON EMISSION REDUCTION 
TARGET
Portfolio target for baseline 
emissions reduction compared 
to an index or gradual reduction 
target.

SUSTAINABLE BONDS
Portfolios exclusively or partially 
invested in green bonds: 
instruments structured so as 
to ensure that the proceeds 
raised are only allocated to 
environmental projects

Multi-thematic with an 
environmental focus

Several environmental and 
social themes with a majority of 

environmental themes

Limited low-carbon target
Reduction target < 30% 

compared to the benchmark 
and < 7% per year

Low-carbon orientation
No target figure for emissions 

reduction

Sustainable bonds including 
green bonds

Focus on sustainable bonds 
(social bonds, sustainability 
bonds, etc.) including green 

bonds.

Green Funds Green Inspired Funds
Dec. 2019 June 2021 June 2021

227 funds 381 funds 186 funds

€ 59 bn € 202 bn € 67 bn
Source: Novethic

Source: Novethic

Source: Novethic
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Green funds: so what are we talking about? 

Breakdown of funds and assets under management by strategy

Breakdown of funds and inflows by strategy 

Breakdown of assets under management by asset class for each approach

THEMATIC CARBON EMISSION 
REDUCTION TARGET SUSTAINABLE BONDS

Approach Management strategy*

Environmental Theme

Low Carbon

241

91

91

88

45

88

68

171 € 64 bn

€ 28 bn

€ 0.4 bn

€ 11 bn

Limited low-carbon target

Low-carbon orientation

Funds 
June 2021

Number of existing funds** 

in Dec. 2019
Inflows over 
18 months

THEMATIC 

CARBON EMISSION 
REDUCTION TARGET

Approach Management strategy*

Environmental Theme

Green Bonds

Green Bonds

Low Carbon

241

65

65

91

26

26

9

9

91

88

143

47

28

15

–

–

–

€ 135 bn

€ 20 bn

47

€ 49 bn

€ 14 bn

23

€ 2 bn

6

€ 30 bn

€ 29 bn

€ 42 bn

€ 9 bn

€ 11 bn

€ 4 bn

€ 5 bn

€ 6 bn

–

€ 1 bn

–

–

Multi-thematic with an 
environmental focus

Multi-thematic with an 
environmental focus

Sustainable bonds including 
green bonds

Sustainable bonds  including 
green bonds

Limited low-carbon target

Low-carbon orientation

Funds 
June 2021

AuM 
June 2021

Funds 
Dec. 2019

AuM 
Dec. 2019

THEMATIC 

SUSTAINABLE BONDS 

SUSTAINABLE BONDS 

CARBON EMISSION 
REDUCTION TARGET

* A fund may combine several management strategies

** Not all existing funds were in the scope of the 2020 study

 Equity

 Fixed Income

 Allocation

 Other

1% 1%

95% 81% 94%

6% 6%

13%

4%

Source: Novethic

Source: Novethic

Source: Novethic
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Green funds: so what are we talking about?

Leading asset managers by management strategy

 Environmental Theme funds

 Low-carbon funds

 Funds with limited targets and low-carbon orientation

 Green Bond funds

LEADING ASSET MANAGERS BY TOTAL AUM

LEADING ASSET MANAGERS BY TOTAL AUM

LEADING ASSET MANAGERS BY TOTAL AUM

LEADING ASSET MANAGERS BY TOTAL AUM

LEADING ASSET MANAGERS BY TOTAL NUMBER OF FUNDS

LEADING ASSET MANAGERS BY TOTAL NUMBER OF FUNDS

LEADING ASSET MANAGERS BY TOTAL NUMBER OF FUNDS

LEADING ASSET MANAGERS BY TOTAL NUMBER OF FUNDS

Asset Manager

Asset Manager

Asset Manager

Asset Manager

Asset Manager

Asset Manager

Asset Manager

Asset Manager

AuM (€bn)

AuM (€bn)

AuM (€bn)

AuM (€bn)

Funds

Funds

Funds

Funds

Funds

Funds

Funds

Funds

AuM (€bn)

AuM (€bn)

AuM (€bn)

AuM (€bn)

Pictet

BlackRock

Swisscanto

BlackRock

Amundi

BlackRock

Swisscanto

Amundi

22.1

20.0

25.8

2.9

13

12

70

5

4

12

70

1

7.0

20.0

25.8

2.2

BNP Paribas

Nordea

Xtrackers

NN IP

BNP Paribas

BNP Paribas

TOBAM

NN IP

13.6

5.4

8.0

2.3

10

11

14

4

10

2

7

4

13.6

3.8

3.8

2.3

BlackRock

BNP Paribas

TOBAM

Amundi

Natixis

HSBC

Amundi

Amundi

Natixis

13.5

3.8

3.8

2.2

6

9

9

10

3

4

11

14

5

4.1

3.4

3.2

3.4

1.9

Source: Novethic

Source: Novethic

Source: Novethic

Source: Novethic

Source: Novethic

Source: Novethic

Source: Novethic

Source: Novethic
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KEY TAKEAWAYS
Green funds are showing strong growth but are still drowned in the sea of European asset management. They represent only 
1.3% of assets under management. The craze for green strategies is leading to a multiplication of approaches with varying levels 
of environmental ambition. 

Funds with a clear environmental focus (green funds), as well as more generalist sustainable funds that highlight environmental 
characteristics, raise serious questions about their ability to deliver on their green investment promises and to guarantee 
the environmental benefits of this type of investment to the end client. The very role of investors appears to be limited in the 
change of business models. European regulation could change the situation, but we will have to wait for it to gain momentum. 

 Promises without environmental guarantees for thematic funds
The most common approach is that of thematic funds. While some have developed advanced methodologies, the most specia-
lised themes (e.g. water funds) are hampered by the low number of ‘solution providing’ companies on listed markets. At the 
same time, the most general themes, often positioned on the contribution to the ecological transition, do not take the scope 
where this is measured (scope 3) sufficiently into account. 

 Sectoral exclusions, even of fossil fuels, do not achieve consensus
The climate-related exclusion of fossil fuels comes at a pivotal moment: a significant part of the market wants to continue finan-
cing companies in the sector as they begin their transition, while in Northern European fossil-free green funds are becoming 
the norm. 

 Pervasive climate-geared approach with still unclear methodologies
A new wave of funds focused on carbon emission reduction has emerged, with climate-geared marketing becoming an increa-
singly important part of the green fund market. Almost half of these funds are index funds, and the rules for constructing 
the indices are primarily mathematical, underweighting entire sectors deemed to be too carbon-intensive in favour of less 
carbon-intensive sectors such as services and technology. The current failure to take into account scope 3 (indirect emissions, 
which are the largest source of carbon for many sectors) is a stain on the climate credibility of these thematic funds.

  Green bond funds are demanding but can do better in terms of impact indicators
Funds investing in green bonds continue to grow and generally avoid controversial green bond issues. The growing weight of 
green sovereign bonds is shaping the nature of portfolios. However, there is still little prioritisation in impact and sustainability 
reporting between indicators, which limits their scope as a support to the investment strategy.

  Very limited anticipation of European regulatory developments, starting with SFDR
Implementation of the Taxonomy or the spirit of the SFDR classification to which the adverse impact indicators (PAIs) will be 
added is practically not being anticipated by asset managers at all. This is partly due to the shifts in the timetable of the Action 
Plan launched in 2018. However, in the short term, it risks underlining the gap between the promises of green funds and the 
real scope of the most ambitious so-called Article 9 strategies, which are obliged to publish indicators to measure the attain-
ment of their sustainable investment objective. Nor have investors taken up the Taxonomy, whose technical criteria are partly 
published. They are waiting for companies to provide their data. 
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I.  A growing market that is becoming industrialised 

€140 billion more for green funds in 18 months 
The growth of European green funds conti-
nues at a fast pace. Over 2020, the number 
of funds increased by 50% and assets under 
management by 120%. In the first half of 2021, 
the number of funds increased by 12% and 
assets under management have already jumped 
by 56%.

The offer of green funds, as it exists today, 
is undeniably attractive, as evidenced by the 
massive inflows over recent years. Across the 
381 funds, average inflows per fund amounted 
to over €120m in the first half of 2021. Within 
this panel, however, there are disparities. Inflows 
for "low-carbon" funds averaged €212m and 
€155m respectively, while thematic funds’ inflows 
averaged €125m. However, this significant growth 
must be put into perspective by the minimal 
share of European green funds in the overall 
asset management industry: just under 1% of 
funds and 1.3% of assets under management.

 Green funds invested around the world 
The panel of European green funds is not focused on the continent. The majority of them have a global approach and only a 
minority have an emerging countries approach, despite the presence of solar panel or electric vehicle manufacturers on these 
markets. Only low-carbon and green bond funds invest more consistently in Europe or the Eurozone. For green bond funds, 
this is due to the prevalence of European currencies in this market (50% of assets under management in green bond issues). 
For low-carbon funds, several factors explain this: better availability of carbon data for European companies, and a greater 
number of companies on that continent already committed to a reduction trajectory.

Investment region Funds 2021 AuM 2021 (€bn) Funds 2019 AuM 2019 (€bn)

World 262

73

9

8

29

166

20

6

3.2

7

161

42

1

2

21

47

9

0.004

1

3

Europe and the Eurozone

United States

Emerging markets

Other

TOTAL 381 202 227 60

Source: Novethic

Market size (€bn)
Number of green funds

2015 2016 2017 20202019 june 2021

32,2

163 164 176

227

340
381

19 22 32 59 130 202

Source: Novethic
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Rise of passive management 
Actively managed funds still predominate 
(314 funds compared to 67 index funds) 
but the share of index management has 
more than doubled in one and a half 
years, notably due to the growing share 
of so-called low-carbon approaches based 
on quantitative data (see Part 3). These 
index funds are on average larger than 
the others (€670m compared to €440m 
for actively managed funds). 

I. A growing market that is becoming industrialised 

Breakdown of green funds' AuM 
by management type

TOTAL 80* 55*

Index strategy

31

9

4

8

3

51

12

6

10

3

Low Carbon

Environmental Theme

Green Bonds

Low carbon orientation

Neutral

Funds June 2021 AuM June 2021 (€bn)

Variable geometry strategies for index funds

The vast majority of index funds are based 
on a specific sustainable index set up 
according to methodologies similar to 
those of the green funds. The low-carbon 
approach of targeting the lowest-emit-
ting sectors and companies is the most 
popular, but there are also indices built 
on broader environmental themes and 
even cocktails combining ESG and Green 
Bonds.

Only three funds have chosen a traditional 
index to which they then apply an internal 
weighting and exclusion methodology.

Sustainable indices are generally constructed from a market index to which a quantitative methodology is applied: weighting of 
securities on the basis of an ESG score, the share of "green" turnover, carbon footprint, or exclusions (usually norm- or sector-
based). Several questions arise concerning this mathematical approach and its capacity, in itself, to influence the behavior of 
portfolio companies or those kept away from it. This is particularly the case for carbon emission reduction funds (see p.24).

79%

21%
8%

92%

June 2021 Dec. 2019

  Active management

  Passive management

Source: Novethic

*Some indices combine various strategies Source: Novethic
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Requirements relating to exclusions are being reinforced but there is no 
consensus in this regard
Green funds promise to finance a greener economy, which implies a rather radical transformation. This is why investors are 
putting forward two types of strategy: shareholder engagement and exclusion of controversial activities for their impact on the 
climate or nature. Although some investors point to the former as a reason for not implementing sector-based exclusions, the 
two are not mutually exclusive and unsuccessful engagement can ultimately lead to exclusion from portfolios. 

Since shareholder engagement is practised at the asset manager level, the impact of these policies is not easily measurable 
at the fund level. Novethic has therefore focused its fund analysis on exclusionary policies. On the one hand, they increasingly 
target fossil fuels. On the other hand, new environmental exclusions are emerging in the face of the increasing consequences 
of destruction on biodiversity.

 Climate: Fossil fuel exclusions increasing
Two approaches to excluding fossil fuels coexist for green funds: the most demanding exclude them all, with very low turnover 
thresholds, considering that end investors do not wish to see coal, oil or gas in any form in their portfolios. Another version is to 
apply qualitative criteria and degressive thresholds1 over time. The "Net Zero by 2050" report, published in May 2021 by the IEA, 
which has imposed the idea that no new oil and gas fields should be approved after 2021, will de facto raise the level of require-
ments expected of exclusion policies for all fossil fuels. 

Exclusion of coal is the most widespread practice, but is followed by exclusion of unconventional fossil fuels (e.g. oil sands, 
shale gas, Arctic drilling). These two practices have become widespread since 2019 (with 50% and 42% of funds concerned 
respectively).
Exclusion of oil, and therefore of all the listed majors, and to a lesser extent gas, has increased significantly, with almost 40% of 
the funds concerned. However, in two-thirds of the cases, funds that exclude oil are obliged to do so, either because they have 
a label that requires it or because they have to comply with the exclusion rules of the EU PAB index (see p.25).
Over and above coal and unconventional hydrocarbons, total exclusion of fossil fuels is becoming widespread in the Nordic 
countries. It concerns more than three quarters of green funds in the region and is a commercial prerequisite. This widespread 
exclusion is leading some managers to make exceptions for companies whose transition is deemed to be sufficiently rapid (see 
Part 2 on thematic funds), but this only concerns three funds in the study panel. 

I. A growing market that is becoming industrialised 

Source: Novethic

1  This is the approach taken by the Global Coal Exit List (GCEL), managed by the German NGO Urgewald, which translates the impact of the Paris Agreement into a 
coal exit timetable with relative thresholds, absolute thresholds, and expansion criteria aimed at drying up financial services to companies developing or planning 
to expand their thermal coal operations. Urgewald launched the Global Oil & Gas Exit List (GOGEL) on 4 November 2021, based on the same model. 

Exclusion Green Funds
2021

AuM concerned 
2021 (€bn)

Green Funds
2019

AuM concerned 
2019 (€bn)

Coal - Extraction 196

177

166

142

141

124

156

153

136

120

118

114

99

87

48

49

67

85

41

35

28

28

35

54

Coal - Electricity Generation

Unconventional Fossils - Extraction

Nuclear - Electricity Generation

Conventional Fossils - Extraction

Oil & Gas - Electricity Generation
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 Emerging exclusions related to the protection of natural capital
Depletion of natural capital and damage to 
biodiversity are more difficult to quantify than 
greenhouse gas emissions generated by exploiting 
fossil fuels. Accordingly, instead of excluding entire 
sectors, asset managers who want to limit damage 
to natural capital usually develop policies with 
qualitative criteria to determine which companies 
within certain sectors known to have negative 
impacts should be excluded from portfolios. 

Of the 381 European green funds surveyed, 95 funds 
(€75bn in assets under management) practise this 
type of exclusion. In one third of the cases, at least 
two of the sectors in the table above are covered by 
an exclusion policy, while six funds combine more 
than four.

The exclusionary approaches identified can be grouped into two main families: 

    Norms-based exclusion: the most frequent technique, it consists of excluding companies guilty of violating certain 
principles and international conventions related to the protection of nature and biodiversity. This can translate into criteria 
related to operations in UNESCO World Heritage sites, nature reserves, or certain protected areas categorised by the IUCN 
(International Union for Conservation of Nature).

   Sectoral exclusion: exclusion of an entire controversial sector, based on a share of turnover. It is favoured for sectors with 
the most direct and proven negative impacts, such as pesticides. However, the application of a threshold is more difficult for 
sectors such as GMOs.

It is likely that these practices will evolve towards taking into account qualitative DNSH criteria from the Green Taxonomy.

Exclusion of palm oil
As a monoculture that destroys biodiversity, palm oil production is a controversial activity for its environmental and social 
impacts: deforestation and loss of biodiversity, violation of workers’ rights and local populations. For this sector, management 
companies rely on standards and best practices to screen out ineligible companies. These include the certification of all or part 
of the production, or the traceability of palm oil.

Exclusion of GMOs
There is no consensus in scientific studies on the harmfulness of GMOs. Potential negative impacts relate to genetic diversity or 
toxicity to other non-target living organisms. Moreover, GMOs are closely linked to intensive conventional agriculture, which is 
itself associated with practices that are harmful to soil and biodiversity. Some funds exclude companies involved in the develop-
ment and cultivation of GMOs entirely, while others focus on the existence of a responsible policy on their use.

Exclusion of pulp and paper
In addition to the upstream supply of this sector, the actual production of pulp is also blamed for the emission of organic pollu-
tants. Only half a dozen asset managers explore this topic. Their approach focuses on minimising risk rather than excluding the 
sector, including criteria on forest management and location to preserve sensitive areas or High Conservation Value Forests 
(HCVFs).

Green Funds
2021

AuM 
concerned 
2021 (€bn)

Green Funds 
2019

AuM 
concerned 
2019 (€bn)

Palm oil /  
Deforestation 56

41

17

13

7

7

6

21

32

12

3

10

–

–

39

37

16

25

3

4

3

11

8

8

0.2

9

–

–

GMOs

Mining

Aviation

Intensive  
livestock farming

Pesticides

Pulp and paper

I. A growing market that is becoming industrialised 

Source: Novethic
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Market anticipating regulations that will transform it 
Three major European regulations are gradually coming into force in the green funds market: 

    SFDR, the Regulation on sustainability‐related disclosures in the financial services sector which came into force for its 
first phase in March 2021. 

    The Taxonomy, the Regulation on the establishment of a framework of environmentally sustainable economic activities, 
initially focusing on climate objectives.

    The Benchmarks Regulation, which defines minimum standards for the two EU benchmarks: CTB («climate transition») 
and PAB («Paris-aligned») (see Part 3).

 SFDR, a regulation that is gradually being implemented
SFDR establishes comprehensive disclsosure requirements for financial market participants. They apply at entity level, at 
product level, including all pre-contractual documentation and periodic reports, and at website level (see Appendix 2). 

These requirements are structured around three main points:

    Clarity on the integration of sustainability risks (previously referred to as ESG risks) in the investment process and in 
terms of loss of value or return on an investment.  

    The creation of the concept of Principal Adverse Impacts (PAI), indicators that allow for an assessment of the negative 
impact of investment decisions on different ESG dimensions. 

 These first two points constitute the two dimensions of a double-materiality analysis.

   The introduction of new transparency requirements for sustainable funds on sustainability characteristics or objectives 
and indicators, to allow a measure of the compliance with these approaches. 

The first step of this Regulation was to require from asset management companies, starting March 2021, that they publicly 
classify their funds according to a new typology: 

    Article 8 if the fund promotes environmental or social characteristics, and 

    Article 9 if it follows an environmental or social objective in its investment policy.

The European Commission is expected to clarify certain aspects of the Regulation (see Appendix 2) through the adoption of 13 
Regulatory Technical Standards (RTS) prepared by the European Supervisory Authorities, according to a timetable that has been 
delayed. In anticipation of the RTS, an assessment of how the green funds market has taken up this typology was conducted.

 Article 8 and Article 9 funds of the SFDR regulation under the microscope
Article 9 funds represent one third of the funds in the study 
and half of assets under management. They are considered as 
green funds by Novethic in 85% of cases. 

In terms of inflows, Article 9 funds were the most dynamic over 
the period studied (€159m average inflow). However, they 
have experienced mixed fortunes depending on the invest-
ment approach. On the one hand, Article 9 green thematic 
funds (88 funds) raised an average of €222m, well above the 
€124m for the 40 or so Article 8 thematic funds. On the other 
hand, there are the twenty or so Article 9 low-carbon index 
funds, which recorded average inflows of barely €90m, more 
than half that of comparable non-Article 9 funds. 

I. A growing market that is becoming industrialised 

Green inspired 
fundsGreen Funds Overall totalSFDR article

No identified 
article and other

97

Funds

77

Funds

174€27 bn

AuM

€40 bn

AuM

€67 bn

31154 185€19 bn€111 bn €130 bn

58150 208€21 bn€51 bn €72 bn

Total 381 186 567€202 bn €67 bn €269 bn

8

9

Source: Novethic
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 Benchmarks used
Once classified as Article 8 or 9, funds must state whether they are benchmarked and if so, explain how the reference bench-
mark is aligned with the environmental objective or characteristics promoted by the fund and how it differs from a relevant 
broad market index. If the asset manager considers that there is no suitable sustainable index, the documentation must specify 
the methodology relied on for achieving the sustainable objective.
Within the panel, 21% of funds have a sustainable benchmark. In contrast, 27% do not use any benchmark. 

 Sustainable objectives with variable interpretation for Article 9 funds
Article 9 of the Regulation is designed for "financial products which have as an objective a positive impact on the environment 
and society". Novethic has analysed the objectives of the 143 Article 9 funds distributed in France from the panel of green 
funds. Only 11 funds did not have identifiable objectives. For the others, there are two interpretations of the notion of "sustai-
nable investment objective": 

  the stated objective is simply financial, and it is achieved through sustainable investment

  the sustainable objective is formulated as such, separately from the financial objective

The second approach is more ambitious in terms of sustainability as it places the search for environmental performance on 
the same level as financial performance. However, a majority of funds formulate a financial objective through sustainable 
investment, while a minority indicate a sustainable objective of their own ("contribute to") or in between ("invest in companies 
that contribute to").

 SFDR delays hindering Taxonomy adoption
European regulations are intertwined, but delays in any one of them jeopardise the whole. Establishing the green share of 
funds as per the Taxonomy should only be done from 2022 onwards, based on estimates. This figure will not be refined until 
2024, based on data published by companies in 2022 (share of activities eligible for the Taxonomy) and 2023 (share of aligned 
activities). 
However, while some of the SFDR requirements come into force on 1 January 2022, the draft of the Regulatory Technical 
Standards (RTS) for the Taxonomy was not published until late October 2021 and fund managers had no "instructions for use" 
at that time.

Article 9 funds : The RTS requires new information that is still very scarce

The final draft of the RTS provides for two levels of pre-contractual transparency:

  the minimum2 share of sustainable investments3 meeting the product objective

   whether the sustainable investment objective matches with economic activities that qualify as environmentally sustainable 
under the EU Taxonomy and the Taxonomy objectives to which the product contributes. 

At the end of June 2021, only twenty or so funds in all categories indicated that a minimum proportion of their portfolio 
assets should correspond to their environmental theme (on average 67%). In addition, there were only three Article 9 funds 
that stated that their sustainable investment objective targeted the environmental objectives of the Taxonomy. While waiting 
for the RTS, investments targeting the Sustainable Development Goals 7 & 13, for example, have remained more common.

Article 8 funds : They are required to declare whether their environmental or social characteristics are accompanied by a 
minimum of sustainable investments with an environmental objective (as per the Taxonomy or not) or social objective., and 
periodically publish the share of sustainable investments, including those aligned to the Taxonomy, that they have made or 
declare it to be zero. 

I. A growing market that is becoming industrialised 

2  By choosing one of the three indicators requested from companies (turnover, CapEx or OpEx), while specifying, if it is not turnover, the reason for this choice. Periodic 
reporting should provide calculation of all three.

3 Under Article 2(17) of the SFDR, a definition that is looser than the criteria of the Taxonomy. 
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4  Only the green share in the sense of the Taxonomy is mentioned here. Some twenty other funds publish an indicator according to other frameworks and 
methodologies. 

 Various preliminary references to the Taxonomy
Green funds are therefore still a long way from meeting these new regulatory requirements. As far as the Taxonomy is 
concerned, less than 30 funds mention it in their documentation. These mentions range from a simple reference as 
context-related information to calculation of the "eligible" green share4: 

    Green share: Only a handful of funds have carried out in-depth work, going so far as to provide a categorisation of the 
fund’s main positions or even a complete breakdown according to the Taxonomy’s terminology (sustainable activities 
by their own performance, or enabling and transitional economic activities). More broadly, 11 funds provide the result 
of a green share calculation according to the EU Taxonomy in their periodic documentation and 2 of them present the 
internal methodology in an annual report. 

    Methodological integration: 4 funds state that they include the Taxonomy’s mitigation component in their approach to 
identifying companies that fit their investment theme. 2 others specify the application of screening criteria, in particular 
the criterion of verification that a given activity does not cause significant harm or "DNSH". 

    Green bond analysis support: 7 bond funds report incorporating the Taxonomy into the portfolio selection process or 
the calculation of a green share for each bond. 

More generally, some funds mention one or more of the 6 objectives of the Taxonomy as an orientation for the investment 
theme without identifying them as such.

I. A growing market that is becoming industrialised 

Interview
Matthias Fawer - Analyst ESG & Impact Assessment - VONTOBEL AM

What was Vontobel’s approach in the early stage of the SFDR Regulation?

We decided to adopt a conservative approach and only selected 3 funds to be qualified as Article 
9, with each fund submitted to a committee for approval. We would rather wait and learn than select too many “Article 9” funds 
and then realize that we cannot fulfill all the requirements and have to reclassify “downward”. 
Having an environmental or social objective is not the same as having an integrated ESG approach. For example, we see the 
impact report for our Clean Technology fund as a way to measure how the fund’s objective is met, and we have 9 KPIs to give an 
indication of its contribution beyond the sole avoid emissions metric. 

This report is one of only a handful that include an assessment of the share of taxonomy-eligible economic activities in 
the portfolio. Can you tell us more about this process?

First off, we speak of potentially eligible activities. We do not go as far as speaking of aligned activities because we don't have 
all the data from the companies. Even for this year’s assessment, we are still not in the position to apply all "alignment” criteria, 
especially when it comes to DNSH and minimum social safeguards.
Regarding the methodology, we have an in-depth knowledge of our portfolio companies because of low turnover over the 
years. It means that we can analyse the activities of 60 to 70 stocks and use this knowledge to conclude whether an activity is 
potentially Taxonomy-aligned or not. In addition, when conducting this exercise a second time, we have explored third party 
tools that give us an indication on which activities are "potentially aligned" or "potentially eligible". At the moment we use tools 
from various ESG data providers. We are following all the developments but, even in 2021, the data that we publish in our 
reports is our own. Sometimes our estimations align with third-party providers, other times not. Some providers are more 
conservative, which is also our case. 

What was the feedback from clients on the impact report? Or from other stakeholders?

The feedback from clients has been very positive. They really appreciated the data and the transparency of the methodology, 
which is also a learning experience to a certain extent. Besides clients, this impact measurement is also a good tool for the 
engagement process with the companies we invest in. When we reach out to them every year asking for data and specific 
indicators, we always attach the former impact report, so they see how we use their data, and we have had very positive 
feedback from them as well.
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Multi-faceted communication on the environmental guarantees offered by 
green funds

 Article 8 or 9 classification and sustainable finance labels: confusion reigns
The introduction in the marketing communication of sustainable funds of a self-classification between Articles 8 or 
9 creates a new layer of confusion for the end client. The latter is required to understand that Article 9 funds offer more 
environmental and impact measurement requirements. However, these designations published as such in the documentation 
of asset management companies, often without any other form of precision, are not yet clear to professional investors and 
make no sense to a retail investor looking for environmental guidance. 

Until now, sustainable finance labels were supposed to play this role. In contrast to European regulation, European 
sustainability labels provide a standardised framework setting a minimum level of requirements for management 
processes, shareholder engagement or sectoral exclusions. They continued to gain momentum in 2020 and 2021, but while 
their visibility remains relative, they are now competing with the new labelling of Article 8 and 9, taken up as logos by some asset 
management companies. Accordingly, the European Commission needed to remind the public that the SFDR nomenclature is 
not intended to serve as a label, but to increase transparency and to regulate the relevant information on sustainable products. 

Faced with the great diversity of strategies and levels of ambition displayed by the so-called Article 8 or 9 funds, the 
European labels do have boast certain advantages. Four of these labels’ criteria frameworks have been revised in 2021 or 
are under revision (FNG, LuxFLAG ESG, Nordic Swan and Towards Sustainability), notably to refocus ESG analysis on the most 
material sustainability risks by sector.

These four labels are progressively integrating the standards of the EU Sustainable Finance Action Plan and despite the 
confusion brought by the SFDR typology, they have already introduced the obligation of compliance with Article 8 and/or Article 
9 for candidate funds. In the case of labels with a points-based scale, this would mean, for example, rewarding index funds 
that use an EU PAB benchmark. More broadly, these labels are preparing for the adoption of the European Taxonomy as a 
reference framework for green thematic funds, while keeping open the possibility for some to favour a framework based on the 
UN Sustainable Development Goals (SDGs), which is significantly broader and less technical.  

However, an analysis of the panel of labelled environmental funds shows that while sustainable finance labels are 
developing massively, those that guarantee environmental qualities remain a very small minority on the green fund 
market. They are attributed to less than 40 funds in the study's panel in which less than €30 billion are invested. 

I. A growing market that is becoming industrialised 
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 Use of sustainable finance labels by the funds in the panel remains a minority practice
Within the panel, 31% of green funds and 
25% of green-inspired funds are labelled. 
Conversely, fewer than one in five labelled 
funds are included in the panel. It is 
therefore important not to confuse 
labelled funds with "green funds".

The picture is more nuanced if we look at the three types of green funds in this study. Accordingly, almost half of green bond 
funds are labelled, compared to only one third of thematic funds and one quarter of low-carbon funds. The Greenfin label, 
which has the most demanding environmental standards, is only found in environmentally themed funds and in green bond 
funds, of which it is the preferred choice with 16 funds. The SRI and Towards Sustainability labels, which are more ESG-oriented 
and are each awarded to around 60 funds within the panel, concentrate all the low-carbon funds that have been awarded a 
label.

Regarding green-inspired funds, the Towards Sustainability label is the preferred choice for those combining sustainable and 
green bonds, and the LuxFLAG ESG label is the preferred choice for funds with a "limited low-carbon target" or "low-carbon 
focus".

I. A growing market that is becoming industrialised 

1 600+
Labelled 

funds

567
Green funds 

or 
green-inspired funds

167
Funds

Source: Novethic

Source: Novethic

of which:

TOTAL 
(funds with at least one label)

Green FundsLabel AuM
(€bn) thematic green bond low-carbon several strategies

58 63 36 6 13 3

13 20 8 4 1

7 3.4 6 1

62 84 39 10 11 2

5 3.4 4 1

2 3.6 2

26 17 9 16 1

120 107

SRI Label

FNG-Siegel

LuxFLAG (all labels)

Umweltzeichen

Towards Sustainability

Nordic Swan Ecolabel

Greenfin
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Overlap of the European market of labelled funds 
and funds from the panel
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Source: Novethic

II.  Thematic funds

With an investment strategy that is often very "telling" for the 
environmentally aware investor, green theme funds continue 
to be very attractrive. The market remains predominantly 
diversified, with a mix of sectors and environmental objectives, 
although there are now 85 funds that report only one theme. 
In practice, these funds can cover up to ten or so sectors within 
their investment universe, which makes it possible to meet 
diversification challenges and thus exploit the complementarity 
of companies across the entire value chain, particularly in the 
energy transition, which includes both industrial giants and 
companies more specialised in energy or new technologies. 
However, the announced theme can sometimes be summa-
rised as investment in "companies that reduce CO2 emissions".

As an unofficial judge of compliance with the announced theme, the "green share" of these funds must reconcile a preference 
for companies in line with the theme with the risks of sector concentration. Faced with this challenge, funds whose documen-
tation announces a minimum proportion of the portfolio's assets that must correspond to the theme are still largely 
in the minority (around twenty, for an average percentage announced of around 75%). In addition, there are 12 Greenfin 
or LuxFLAG Environment labelled thematic funds which are required by the label's guidelines to respect a minimum share of 
assets linked to environmental themes. 

The full entry into force of the SFDR regulation for Article 9 green funds will make it possible to link certain themes and "green 
shares"to the environmental objectives of the Taxonomy, and above all, ultimately, to its strict screening criteria. However, the 
draft SFDR technical standards only require to disclose which minimum of sustainable investments with an environmental 
objective a fund will achieve, without setting a value.

More or less carbon-intensive funds, depending on the approach and the scopes used

The panel studied by Novethic in the context of this study remains extremely varied. The exclusion rules applied and the level 
of controversy tolerated can sometimes guide stock selection more than the advertised theme. In the case of diversified energy 
companies (utilities), there are still very few companies with no fossil fuel revenues (see page 22). The enforcement or not of an 
exclusion threshold is a major factor in the variety and size of the investment universe. In terms of controversies, a company 
like Tesla is famously barred from certain portfolios due to its low ESG rating. Conversely, the failure of certain thematic funds to 
take climate or controversy filters into account can lead to accusations of the market's inefficiency in redirecting capital towards 
the transition via this channel, as in a study5 commissioned by Greenpeace and devoted to "sustainable funds" domiciled in 
Luxembourg and Switzerland.

There remains the question of the carbon footprint and intensity of green thematic funds, which are often communi-
cated but very little commented on, and which are sometimes similar to those of traditional funds. Since these funds 
invest in a broad industrial value chain, the greenhouse gas emission scopes chosen to measure or assess this intensity and the 
carbon efficiency of an investment strategy are crucial (see the section on Impact Reporting, page 21).

THEMATIC FUNDS IN THE PANEL 

Management strategy Funds AuM (€bn)

Environmental Theme 241 135

Multi-thematic with  
an environmental focus

26 14

5 https://www.greenpeace.org/static/planet4-luxembourg-stateless/2021/07/4085d232-inrate-report-for-greenpeace.pdf

https://www.greenpeace.org/static/planet4-luxembourg-stateless/2021/07/4085d232-inrate-report-for-greenpeace.pdf
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Most frequent themes for green funds
The themes identified in the funds’ documentation can be divided into 3 categories: 

    Climate in the broadest sense or Energy Transition: the preferred sectors are renewable energy and energy efficiency, 
low-carbon technologies or "climate solutions", and clean transport. This targeting broadly corresponds to the sectors 
selected under the climate change mitigation objective of the European Taxonomy.

    Resource efficiency: themes such as the circular economy, water, waste or wood, where the investment thesis emphasises 
the minimisation of negative externalities. Here we find the activities that were considered for inclusion in the Taxonomy 
under the objectives of the circular economy, sustainable water use and pollution prevention.

    Adaptation and biodiversity: 'forgotten' themes, also corresponding to two environmental objectives of the Taxonomy, 
but for which there is very little detail.

What is the level of specialisation of thematic funds?
The majority of funds mix the themes of the first two families, with the notable 
exception of 30 funds focused exclusively on renewable energies and 45 funds that 
target only one or more of the themes in the second category (including 25 Water 
funds). The other recurring theme among specialised funds (1 or 2 themes) is energy 
efficiency, as it complements the renewable energy theme. 
Given the small number of listed companies offering green solutions, the multi-
plication of themes makes it possible to expand the investment universe, without 
however entirely preventing the risk of diluting the readability of the selection. This is 
particularly true for the themes of water and the circular economy. 

Do water themed funds have a place among green funds?
Although this is a historical theme in this market and accounts for a large part of the volumes, there is an increasing 
number of questions about water funds. Few listed companies specialise in solutions for sustainable water use, or even 
just water management. As a result, portfolios often include companies with a marginal share of water-related revenues 
and some research has even found a decorrelation between the performance of water funds and the price of water.6

II. Thematic funds

Themes announced by environmental theme funds Green Funds 2019Green Funds AuM (€bn)

Renewable energy
Wate
Energy efficiency
Environmental services / Pollution / Green Tech / Resources
Waste
Climate change mitigation / low-carbon technologies
Sustainable transport and mobility
Sustainable buildings
Agriculture / wood / forestry
Circular economy
Clean Tech
Adaptation to climate change
Biodiversity

 All environmental themes combined

146
114
102
70
70
65
54
43
38
24
24
14
11

241

81
68
71
60
37
32
26
26
26
11
19
5
4

95
88
74
44
44
38
37
25
28
10
10
7
8

147

Source: Novethic

Source: Novethic

Number of 
environmental 

themes per fund

Number 
of green 

funds
AuM (€bn)

1

2

3 and more

85
45

113

36

36

64

6 In particular MSCI " Water Funds’ Exposure to Sustainable Water Solutions " et Morningstar " Are Water Funds Too Watered Down? ".

https://www.msci.com/www/research-paper/water-funds-exposure-to/02258136741
https://www.morningstar.com/articles/1054586/are-water-funds-too-watered-down
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The effectiveness of allocating investments to green companies questioned
Environmental theme funds have a limited pool of companies in the listed markets that offer environmental solutions. 
Accordingly, amounts invested by those funds7 in the top 20 companies alone represent 16% of their total assets under 
management.

The average share of capitalisation of the top 20 companies held by green funds raises the question of the 'real world' impact of 
capital allocation, i.e. does the purchase of shares in companies of this size have an observable effect on their cost of capital and 
growth? While "investor impact" is often equated by funds with the "impact of the company" in the portfolio, several academic 
studies8 conclude that there is no correlation between investing in a green company's stock and increasing its production 
capacity. However, the IMF9 has found that between 2010 and 2020, across 54,000 funds and 6,500 companies, there is a slight 
correlation between periods of high green fund inflows and the issuance of bonds and shares by green companies. According 
to the IMF's analysis, this correlation can be observed using the ESG rating as the green criterion, the E rating alone, or to a 
lesser extent the rating of the positioning of companies with regard to transition opportunities. 

II. Thematic funds

Source: Novethic

Source: NovethicSource: Novethic

Name AuM invested in the company in 
relation to its capitalisation 

AuM invested in the company 
as a proportion of total 

green funds' AuM
Funds concerned

Vestas Wind Systems A/S
Schneider Electric SE
Danaher Corp
American Water Works Co
Thermo Fisher Scientific Inc
ASML Holding NV
Veolia Environnement SA
NextEra Energy Inc
Republic Services Inc
Xylem Inc
Orsted A/S
Infineon Technologies AG
Agilent Technologies Inc
Waste Management Inc
Enphase Energy Inc
Samsung SDI Co Ltd
Geberit AG
Ecolab Inc
Enel SpA
Linde PLC

TOTAL

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

1.39%
1.28%
1.04%
0.99%
0.90%
0.90%
0.83%
0.78%
0.77%
0.71%
0.71%
0.70%
0.70%
0.66%
0.66%
0.62%
0.60%
0.59%
0.56%
0.56%

16%

85
82
44
53
37
45
41
21
23
51
46
47
32
39
36
27
36
39
22
26

6.0%
2.1%
0.8%
5.1%
0.7%
0.4%
7.0%
0.8%
3.0%
4.7%
1.7%
1.9%
2.3%
1.6%
3.8%
2.0%
3.2%
1.4%
0.8%
0.5%

Average: 2.5%

Top 20 companies in which green funds invest the most (All environmental themes, June 2021)

7 Sample of 169 funds, equity funds only, whose portfolios were available
8  For more: Kölbel, Julian F., Florian Heeb, Falko Paetzold, and Timo Busch. in press. Can Sustainable Investing Save the World? Reviewing the Mechanisms of 

Investor Impact'. Organization & Environment. 2018.
9 See Chapter 3 of the Global Financial Stability Report, October 2021.

Top 5 - Renewable Energy Funds (30 funds)

Name Funds
Vestas Wind Systems A/S
Schneider Electric SE
Siemens Gamesa Renewable Energy
Enphase Energy Inc
Sunrun Inc

1
2
3
4
5

27
22
19
17
17

Top 5 - Water Funds (25 funds)

Name Funds
Xylem Inc
American Water Works Co Inc
Kurita Water Industries Ltd
Danaher Corp
Veolia Environnement SA

1
2
3
4
5

17
16
16
15
15
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Interview 
Philippe Hermann, Senior VP Sustainable Finance - Veolia Group

Interview 
Nathaële Rebondy - Head of Sustainability Europe, Schroders

The funds studied in this report represent 7% of Veolia's capital, which is no mean feat. Did they 
play a role in the creation of the Senior VP Sustainable Finance position at Veolia?
Awareness of the need for such a position has been growing throughout 2020. We already had 
a department in charge of responding to ESG rating agencies, and teams in charge of investor 
relations who were familiar with sustainable finance issues. However, it was mainly the emergence 

of the Taxonomy topic, with the publication of the report drafted by the Technical Expert Group, that accelerated the creation of the 
position. This Taxonomy is an innovative, serious topic, involving an unprecedented level of interweaving between financial analysis and 
environmental data. This is a major challenge because company information systems know how to talk about finance and the environ-
ment, but to combine the two in such a systematic way is a first. 
This is a real strategic issue. It puts us under regulatory pressure and is also a signal to all market players, and in particular our clients, 
who themselves, under the impact of Taxonomy, may be tempted to look for greener solutions. We are here to help them, in accor-
dance with our raison d'être.

Have you already tried to assess your share of turnover aligned to the Taxonomy?
Yes, but within the limitations of the exercise. The full text relating to climate objectives has not yet been published. We are awaiting 
clarification on the possible inclusion of nuclear and natural gas. And they are not yet known for the other environmental objectives. 
Some aspects of the Taxonomy are frustrating because they do not allow us to reflect the real contribution of the group to the ecolo-
gical transformation, in particular when it comes to the transition phase. In the absence of the definitive text, it is impossible to imagine 
what our green alignment rate will ultimately be. Sometimes there are big surprises, both good and bad: parts of the business suddenly 
turn green, and vice versa. The Taxonomy currently functions in a very binary manner: green or non-green. And within the non-green 
there are things that are green but not green enough, things that are frankly brown, and things that are off-topic. For a company, this 
mix makes it difficult to communicate the non-green part. We're used to communicating about all activities that have a positive contri-
bution, even those that might not be considered green in the Taxonomy. And we of course intend to continue to do so.

Today we see a real craze for environmentally themed strategies. How are you working on your 
range of funds to address this?
There's a tangible dimension to thematic funds, which makes them very meaningful to the investor. 
We work with different asset classes to cover a range that suits our clients' preferences. However, 
we're careful to keep several sectors represented within each product in our thematic range to 

avoid too much concentration and to ensure that not all funds are invested in the same companies. Some themes are starting to 
experience congestion in the market and we have several new themes under consideration to expand the range. We also keep an eye 
on the size of our flagship funds, which eventually reach their maximum capacity. We don't want to focus on a small number of funds 
with huge amounts in assets under management. When a manager feels that he or she has reached the capacity of the product, the 
watchword is to stop promoting the fund and limit its future growth. Developing new products keeps them at a manageable size, so 
that they continue to generate alpha and contribute to the transition of companies.

There is a concentration in portfolios of companies engaged in green activities but which likely have no difficulty in obtaining 
financing from "traditional" investors. How do you support the transition?
Investing in the best companies is indeed limited in scope. Many other companies need to transition and this transition needs to be 
supported, particularly through engagement. This has been a long-standing practice at Schroders and we believe it is a good way to 
grow companies. We need to educate, ask for more transparency, point out the areas where they are lagging behind and provide 
support over time with engagement and voting. 

So, in your opinion, shareholder engagement is the main transformation level for investors? 
Yes, I think it's very important. Participation in an IPO, a capital increase, or a credit issue provides direct financing. But when you buy a 
stock on the secondary market and sell it, you do not have a direct impact on the company. Our influence is through engagement, with 
clear expectations of the company. If it evolves, we continue to exchange. If not, we initiate an escalation process, which may go as far 
as a vote against or filing a shareholder resolution with other shareholders. All of this requires the use of real monitoring tools to track 
progress since the first engagement process and, in the event of poor results, to initiate the escalation process.

II. Thematic funds
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II. Thematic funds

Sustainability indicators too limited for impact measurement
Studies by think tanks and NGOs have multiplied in recent years to denounce the confusion that persists in the reporting of 
many thematic funds as to their impacts in the "real world"10. They are criticised for emphasising a positive impact when the 
characteristics of the management strategy do not justify this impact. While sustainability indicators are increasing, not all 
of them are relevant to accurately illustrate the environmental benefits derived from the investment strategy

In addition to the "classic" sustainability indicators provided in 
the monthly management reports (notably carbon footprint/
intensity compared to the index), a growing number of green 
funds are publishing a dedicated "impact report", which can 
be several dozen pages long, or even include an impact calcu-
lator on the fund's website. These reports show a very diverse 
approach, and mix narrative elements of the environmental 
contribution of issuers (via their products and services) with 
climate scores and trajectories, or even contributions to SDGs.

The data provided by funds is often intended to illustrate the 
"impact" that an investor can have by subscribing to the fund. 
This impact can be presented in two formats:

    in absolute value in relation to an amount invested in 
the fund. For example, in GWh of renewable electricity 
produced or in m3 of water saved per million euros 
invested. 

   via equivalences. For example, in the number of 
households powered by clean electricity or the number 
of Olympic-sized swimming pools of water saved. Again, 
calculations are not standardised. 

Furthermore, some asset managers do not apportion the impact to the share of the company held by the fund and go as far as 
claiming for themselves the entire impact of the company. 

Focus on funds with energy transition themes
Only twenty or so funds whose themes target energy transition and efficiency provide carbon footprint or intensity indicators 
that take into account at least part of scope 3. This is most often scope 3 upstream (emissions from the company's suppliers), 
whereas the transition challenge lies mainly in scope 3 downstream (emissions linked to the use and end of life of products 
sold). One fund even acknowledges in its impact report that it does not take scope 3 into account, although the investment 
"focuses on solution companies whose products or services reduce climate impact, which is measured via scope 3". 
However, a handful of funds seek to illustrate the effectiveness of their investment strategy by calculating a ratio that balances the 
emissions avoided through the use of the portfolio companies' products against the emissions induced within their scope of activity.

Focus on water, waste and circular economy funds
Only a handful of funds focusing on water, waste and the circular economy provide dedicated indicators, most often in the form 
of water consumption or waste generation footprints compared to an index. The small number of listed companies directly 
related to these issues makes it difficult to produce a consolidated indicator. For example, what common indicator can be 
found between a water treatment company and a toilet flush manufacturer? 

10 See in particular: "Sustainable Finance and Market Integrity: Promise Only What You Can Deliver”, 2° Investing Initiative, 2021.

Most frequent indicators for thematic funds Funds

Carbon intensity (tCO2eq/€m of turnover)

Carbon footprint (tCO2eq/€m invested)

Carbon emissions avoided (tCO2eq)

Amount of renewable energy produced (GWh)

Implied temperature rise (°C)

Biodiversity footprint (not standardised)

Volume of water treated, distributed or saved (m3)

Renewable electricity generation capacity (GW)

Water consumption intensity or footprint (m3/€m 
invested or turnover)

Waste intensity or footprint generated 
(tonnes/€m invested or of turnover)

47

10

46

9

4

22

5

4

16

10

Scope : 267 thematic funds Source: Novethic
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II. Thematic funds

The search for companies with green activities also mechanically leads to 
fossil fuels
Although it may seem counter-intuitive, many companies involved in fossil fuels can be found in green funds’ portfolios. More 
than the themes chosen, it is mainly the exclusion criteria applied that determine the tolerance for certain utilities that still 
operate fossil fuel assets ("legacy assets"). In the absence of any exclusion threshold, some oil majors may even be selected for 
their investments in renewables. 
China Longyuan Power Group case study: This Chinese energy company, which is present in 15 green funds, still derives around 
7% of its turnover from coal, slightly above the 5% exclusion threshold often used. This small percentage is nevertheless 
sufficient to constitute a reputational risk for Nordic green funds investing in the company. Also included in the S&P Global 
Clean Energy Index, the company was removed from the index in October 2021 due to a downgrade in its carbon-to-revenue 
footprint score.

Methodologies used to try to measure the positive impact of investments
Asset management companies rely on non-standardised calculations which can be grouped into two approaches. This is 
particularly well illustrated by the measurement of avoided carbon emissions:

   Index differential quantification: metrics produced by subtracting the average level of CO2 emissions by companies 
making up an index from that of companies in the portfolio.

   Quantification of business activity: metrics based on sales of products and services whose benefits are judged 
against a baseline (e.g. production of electricity that is less carbon-intensive than the average in the country of location, 
or manufacture of thermal insulation to reduce the energy consumption of buildings). This approach, which is closer to 
assessing an impact in the "real economy", is in the minority.

Company Number 
of funds

Amount invested in the  
company by the funds (in €m)

Criterion
(Source: compilation of asset managers' exclusion lists)

Orsted A/S

Veolia Environnement

Iberdrola SA

Neste Corp

Enel SpA

SSE PLC

E.ON SE

Snam SpA

Total SA

Energias de Portugal SA

Enagas SA

Galp Energia SGPS SA

OMV AG

Engie SA

China Longyuan Power Group

63

58

47

39

38

38

25

22

20

19

18

18

18

17

15

884

1013

555

139

712

362

59

16

43

191

25

10

12

81

323

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels 
+ GCEL criteria

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels 

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels

More than 5% of turnover derived from fossil fuels

Equity fund portfolios - Top 15 companies involved in fossil fuels (excluding equipment manufacturers)

Source: Novethic
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III. Funds targeting a reduction  
in carbon emissions

As newcomers to the environmental fund market, funds 
targeting a reduction in carbon emissions are less focused 
on finding companies with low-carbon solutions (which 
would be more of a thematic approach) than on reducing the 
emissions of their portfolio as a whole. Whether they are 
index-based (62 funds) or not (207 funds), their green character 
is primarily due to their approach centred on the leverage of 
the carbon footprint or intensity to manage transition risks 
and, as a corollary for some of them, the exclusion of the most 
carbon-intensive sectors. 

Behind these generic principles lies a wide variety of approaches, which draw on the full range of green finance tools and aim 
to select companies on the basis of criteria such as their efforts to reduce their GHG levels or the transition potential they offer. 
Nevertheless, two main features are becoming apparent in terms of reducing GHG emissions.

   Baseline reduction: An investment constraint that consists of maintaining a significantly lower carbon footprint or intensity 
than that of the investment universe or parent index. In its Doctrine published in March 2020, the AMF (the French financial 
markets authority) mentions the figure of -20% as an example of a significant criterion, while the European Commission has 
retained the figure of -30% for its least ambitious climate index, in line with a large number of indices available at the time of 
drafting of its Benchmarks Regulation. 

   Decarbonisation trajectory: A constraint to reduce the annual carbon footprint or intensity compared to the emissions 
achieved by the portfolio in the previous year. The AMF cites the figure of -5% per year at portfolio level as an example, but it 
is the figure of -7% that is tending to prevail, particularly for the EU climate indices, as it corresponds to the translation for the 
years 2020 to 2030 of an IPCC scenario for containing warming to 1.5°C. It is also the minimum reduction to be achieved by a 
company if it wants to have its "Science-Based Target" validated (see page 27).

Although the initial reduction is a way to get a "head start", the end result of the approach is to consider that if a fund is made 
up of companies and sectors that are sufficiently representative of the economy, all subject to the risk of transition, then it 
is desirable that its carbon footprint be reduced in proportions similar to the rate of decarbonisation of the economy in the 
scenarios that make it possible to keep global warming below 1.5 or 2°C. 

After identifying funds with at least one of these characteristics on the European market, Novethic has only included in the 
panel of green funds those qualified here as "low-carbon", i.e. satisfying one of the two criteria of the CTB index (see 
page 25): a quantitative emissions reduction target of either ≥ 30% compared to the benchmark index, or ≥ 7% per year. This 
goes beyond the approaches considered acceptable by the AMF. 

There are also a similar number of funds on the market with more limited reduction targets, i.e. <30% against the benchmark 
and <7% per annum. 

A final category, named "low-carbon orientation" by Novethic, includes funds whose rules state that they aim to reduce 
emissions, but without setting a numerical target. 

Source: Novethic

GHG EMISSION REDUCTION FUNDS

Management strategy Funds AuM (€bn)

Low carbon

Low carbon orientation

91

88

49

29

Limited low-carbon target 91 30
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Appetite for and questions about funds targeting carbon emission reduction
Only a small number of low-carbon funds of varying types were 
already included in the panel of the previous edition of this 
study, whose time perimeter was stopped at 31/12/2019. Since 
then, the European Commission has finalised the creation 
of a regulation for the Climate Transition Benchmark (CTB) 
and Paris Agreement Benchmark (PAB) and ETFs, which are 
over-represented among funds targeting carbon emission 
reduction, have broken inflow records.

The surge in the number of funds with one of the characteristics described on the previous page can also be explained by 
commercial considerations. Several asset management companies have launched or converted ranges of fund in which the 
emissions reduction feature is only a foundation complemented by other specificities. Even the documentation on the funds 
making up these ranges shows different levels of communication about the climate.

On paper, low-carbon funds offer investors the possibility of not favouring any sector, as well as the prospect of 
companies in the portfolios being encouraged to step up their efforts through the simple volume effect of index 
allocation rules, in the case of index funds, or, above all, through the shareholder engagement carried out by asset 
managers. Indeed, even in index-based management, low-carbon funds allow voting rights to be exercised and therefore 
theoretically will lead to the active curbing of GHG emissions.

Despite this enthusiasm, several questions remain as to the robustness of the low-carbon fund approach in relation to climate-
related promises in the fund documentation. With regard to low-carbon ETFs, there is criticism that mathematical criteria are 
taking precedence over climate criteria. In an academic study that caused a stir in September 202111, the EDHEC-Scientific Beta 
research chair identified three structural weaknesses in index funds that replicate a climate-oriented stock index: 

    green criteria, i.e. the climate performance of companies, are only marginally involved in the weighting within 
the indices, with market capitalisation and other financial aspects accounting for an average of 88% of the criteria 
governing stock selection,

   this weighting does not sufficiently take into account the deterioration of the climate performance of some 
companies over time, which appears inconsistent in terms of market signals,

   the underweighting of the most carbon-intensive sectors, which is useful for achieving the desired reductions, 
rules out the possibility of being a shareholder in companies in order to encourage them to accelerate their 
decarbonisation. 

III. Funds targeting a reduction in carbon emissions

Main unresolved climate criteria: 

Apart from 15 funds that use one of the two European indices (see next page), Novethic has only managed to identify ten 
or so other low-carbon funds whose reporting includes at least some scope 3 data. In order to enhance the robustness 
of low-carbon strategies as an approach to hedge against transition risks, it is crucial that this integration be stepped 
up. The other issue concerns the possibility of taking into account the climate performance of companies via recognised 
benchmarks (SBT, CA100+, TPI, etc.) beyond a few hundred companies. 

Source: Novethic

Management strategy Net inflows 
(Dec. 2019 to June 2021)

Low carbon

Low carbon orientation

€28bn

€11bn

Limited low-carbon target €0.4bn

11 “Doing Good or Feeling Good? Detecting Greenwashing in Climate Investing”, EDHEC - Scientific Beta, August 2021.

https://www.scientificbeta.com/download/file/doing-good-or-feeling-good-detecting-greenwashing
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Focus on EU climate indices (PAB and CTB)
The finalisation of the Benchmark Regulation in 2020 allowed the launch of the first PAB (Paris-Aligned Benchmark) and 
CTB (Climate Transition Benchmark) indices on the market, which meet the European Commission's objective of aligning 
passively managed capital with decarbonisation trajectories compatible with the pace required by the Paris Agreement. Among 
low-carbon funds as of 30/06/2021, Novethic counts 11 funds that replicate a PAB index (for €2.2 billion in assets under 
management) and 4 CTB funds (€1.6 billion).

These indices are of particular importance under SFDR. The latter distinguishes among so-called Article 9 funds those whose 
objective is to reduce carbon emissions (Article 9 §3). The draft regulatory technical standards under SFDR specify the obliga-
tion for such funds to adopt one of these two indices, unless there is no suitable one. In this case, the documentation will need 
to specify "how the continued effort of attaining the objective of reducing carbon emissions is ensured in view of achieving the 
objectives of the Paris Agreement.".

The construction rules governing the PAB and CTB indices are summarised below: 

Other green criteria
The draft Benchmark Regulation included a criterion for the PAB index to overweight the consolidated green turnover of the 
constituent companies by a factor of at least 4 compared to "brown" turnover, i.e. linked to fossil fuels. This provision has been 
set aside for the time being, but this does not prevent index providers such as MSCI and S&P Global from voluntarily including 
it. The full entry into force of the Taxonomy may allow this criterion to be reinstated later.

III. Funds targeting a reduction in carbon emissions

Main unresolved mathematical criteria:

The metric used to normalise the carbon performance of these funds can be relative (intensity) or absolute (footprint). 
In the case of carbon intensity, it is most often the turnover of companies that is used to relate emissions to one million 
euros. This method of calculation is therefore sensitive to price fluctuations in the carbon-intensive markets, and a 
carbon intensity can fall without a corresponding fall in company emissions. The footprint calculation is based on market 
capitalisation, and also induces volatility depending on the attractiveness of certain stocks without this necessarily being 
correlated to carbon performance. In the case of the PAB and CTB indices, the European Comission opted for enterprise 
value (EVIC, market capitalisation + book value of total debt). 
Within the panel of low-carbon funds that provide this level of detail, there are 55 funds who base their calculation on an 
intensity metric and 24 on a footprint metric. Many funds use both. 

Exposure constraint to carbon-intensive sectors

Paris-Aligned Benchmark (PAB) Climate Transition Benchmark (CTB)

Phasing-in of Scope 3 GHG emissions data

Year-on-year self-decarbonisation of the benchmark

Minimum carbon intensity reduction compared  
to investable universe

Climate exclusions  
(% of revenue for each company)

At least equivalent to the aggregated exposure of the investable universe  
to those sectors

2021 : energy and mining sectors. 2023 : transportation, construction, buildings,  
material and industrial sectors. 2025 : all other sectors

At least 7% on average per year, in line with decarbonisation
trajectory from the IPCC’s 1.5°C scenario

- 50 %

- coal (1%), oil (10%), gas (50%), 
- electricity production with GHG emissions 
intensity higher than 100gCO2/kWh (50%)

None

- 30 %
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Interview 
François Millet - Head of Strategy, ESG and Innovation, Lyxor

In the construction of your low-carbon ETFs, what is your strategy regarding alignment 
with European regulations? 

We quickly integrated the Benchmark regulation, the first one to come into force, to offer 
4 PAB funds and 4 CTB funds, all of them classified as Article 9. Regarding elements for which clarification is still pending, in 
particular the ratio between the green and brown share that was recommended by the TEG, we have taken initiatives in this 
regard. Although the green share in the sense of the Taxonomy is not yet calculable, several index providers were already 
offering internal methodologies for calculating the green share. So we talked to them about integrating this improvement in the 
ratio. Similarly, for scope 3 carbon data, if these suppliers have solutions, we integrate them into our index management. And 
then maybe the methodologies will converge and align. In my view, we shouldn't hide behind the idea of waiting for the perfect 
standard or a global taxonomy and do nothing, when in 2025 we'll have only 4 years left to reduce GHG emissions by 50%... This 
is not the right approach. We need to move forward. 

What do you think about the criticism of the underweighting of carbon-intensive sectors in low-carbon funds?

It's true that there's a risk of underfunding sectors that are useful for the transition. But today, even in the traditional indices, 
the place of the energy sector within the meaning of the stock market (oil and gas) has been considerably reduced. If we look at 
the PAB indices, for example, where most of our low-carbon fund assets are concentrated, it's true that there are exclusions of 
fossil fuels that lead to seemingly paradoxical decisions. This leads, for example, to the exclusion of Engie, because of its global 
exposure to gas, even though it's seen as being in transition and is one of the world's leading green bond issuers.

But the weight of utilities in the PAB indices is expected to increase rapidly as more companies fall below the 50% limit of 
turnover generated from electricity above 100gCO2/kWh, which is also the threshold adopted in the Taxonomy. It's therefore 
not true to say that we're underfunding and sending the wrong signals to the energy industry globally. And if you want to 
continue investing in oil companies, the CTB indices allow you to do so.

Another criticism, made in a recent study by the EDHEC-Scientific Beta research chair, for example, is that climate 
factors actually weigh very little in the reweighting of indices. What is your opinion on this issue? 

EDHEC has calculated that the "climate factor" accounts for only 12% of the index reweighting. However, deviation from the 
starting index has never been an objective in climate indices, whose focus is absolute, dynamic and prospective decarbonisa-
tion rather than one-time footprint. On the contrary, the aim is not to design diversification or satellite strategies. There are 
other ETFs whose tracking error assumes these factors.

To have a chance of moving capital at scale to meet the objectives of the Paris Climate Agreement, the objective of the EU 
Sustainable Finance Action Plan, i.e. to move core portfolios, products with 8 or 10% tracking error are not suitable. But the fact 
that the Swedish pension fund AP2 is already allocating €15 billion to PAB indices, for example, says a lot.

Furthermore, what several studies show, and this is the starting point of the Climate Action 100+ initiative, is that among the 
global indices a large proportion of greenhouse gas emissions is actually attributable to a small number of companies. The 
marginal utility of having a very high deviation from the starting index is therefore increasingly low, and deviation from parent 
strategies is not a goal in itself.

III. Funds targeting a reduction in carbon emissions



27 THE LIMITATIONS OF GREEN FUNDS IN EUROPE
Copyright: Reproduction prohibited without explicit consent from Novethic  November 2021

III. Funds targeting a reduction in carbon emissions

In portfolios: companies in low-carbon sectors
The following Top 20 table of companies most invested in is based on a statistical analysis of the portfolio of emission reduction 
funds12. Most of these companies operate in low-carbon sectors, as a result of the implementation of certain portfolio construc-
tion rules.

In addition, the Benchmark Regulation also specifies that the administrators of PAB and CTB benchmarks may " may increase the 
weight of the issuers of the constituent securities that set and publish GHG emission reduction targets ", under certain conditions 
that can be verified by a company's validation of its target by the Science-Based Targets Initiative (SBTi). The portfolios examined 
above show a clear overweight of these companies, especially for funds investing in European markets. Companies whose objec-
tive is in the process of being defined and validated by the initiative ("committed") are also prized by these portfolios. 

To assess the carbon trajectory of companies beyond those validated by SBTi, fund managers rely on their analysis of the 
companies' own published carbon data or use other climate ratings, such as those provided by the Transition Pathway Initiative. 
The PAB and CTB index providers, e.g. the S&P 'PACT' (EU PAB) or MSCI ESG Climate Transition index families, incorporate this 
data, possibly supplemented by an internal methodology.

12 165 equity funds whose portfolio was available

Name Number of funds 
concerned

Company's share in  
green funds’ total AuM

Share of green fund financing 
in company capitalisation

Microsoft Corp
Apple Inc
Alphabet Inc
Amazon.com Inc
Samsung Electronics Co Ltd
NVIDIA Corp
Facebook Inc
ASML Holding NV
Visa Inc
The Home Depot Inc
SAP SE
Tesla Inc
Nestle SA
JPMorgan Chase & Co
Cisco Systems Inc
Procter & Gamble Co
Schneider Electric SE
LVMH Moet Hennessy Louis Vuitton SE
Taiwan Semiconductor Manufacturing Co Ltd
Johnson & Johnson

TOTAL

3.10%
2.72%
1.95%
1.51%
0.84%
0.65%
0.63%
0.62%
0.58%
0.56%
0.55%
0.54%
0.51%
0.48%
0.45%
0.45%
0.44%
0.43%
0.41%
0.41%

18%

36
31
54
24
17
27
21
37
28
28
35
22
29
22
29
27
35
26
9

18

0.07%
0.06%
0.06%
0.04%
0.09%
0.06%
0.03%
0.10%
0.05%
0.08%
0.16%
0.04%
0.07%
0.05%
0.10%
0.07%
0.24%
0.05%
0.03%
0.05%

Average: 0.08%

Approach Average share of SBT "Committed" 
companies (in portfolio weight)

 Average share of SBT "Targets Set" 
companies (in portfolio weight)

Low Carbon
 of which Eurozone funds
 of which non Eurozone funds
Limited low-carbon target
Low-carbon orientation

31.8% 13.1%
44.6% 17.5%
24.3% 10.5%
24.5% 11.0%
27.7% 10.3%

Source: Novethic

Source: Novethic
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III. Funds targeting a reduction in carbon emissions

Interview 
Yves Choueifaty, CEO of TOBAM

Interview 
Gerhard Wagner - Head of Sustainable Investment, Swisscanto

How is the strategy of carbon emission reduction for your portfolios structured? 
We have a single management strategy implemented in different universes: equities, fixed 
income, muti-assets. Our objective is purely economic, but a long-term economy implies 
respecting all parties (the client, the shareholder, the employee, and the environment) and 

carbon is an essential parameter. Accordingly, we don't distinguish between sustainable and non-sustainable funds, all our 
funds are sustainable. On the carbon side, our strategy includes reducing the carbon footprint with a constraint of not excee-
ding 80% of the benchmark footprint. This threshold is a first step, and on average our funds display a carbon intensity equal to 
40% of the benchmark’s footprint. Our two funds that exclude fossil fuels are already well below that. 

Why does this exclusion only apply to Emerging Markets and High Yield funds?
This is the result of our research and of deep reflection. Firstly, we see that the urgency is in these markets. The high yield fund 
market is generally unconcerned with carbon emissions and is driven to finance the most polluting energies such as shale gas. 
For emerging markets, the problem is rather that operators are in environments where the regulatory framework may be less 
restrictive, so the risk of negative impact is greater. Secondly, our management strategy is based on diversification. Through our 
research, we realised that in emerging markets, excluding fossils allows us to remain diversified. And besides, it makes sense.
However, I'm not convinced that we should completely exclude fossil fuels from the scope of all of our investments right 
now. Sustainable development cannot be achieved entirely at the expense of immediate development. This is not a realistic 
approach for long-term investors.

What is your climate strategy for the Responsible and Sustainable product lines?
Given that scope 3 data within the MSCI World or MSCI Europe benchmarks will not really 
be available before 2-3 years, the comparison of carbon footprint or intensity metrics with 
the benchmarks is currently very related to the sector exposure of each fund. This is why we 

decided to develop our own method. Scientists tell us that to limit global warming to below 2°C, global CO2e emissions must fall 
by 4% each year from 1 January 2020. We thus built a strategy based on engagement with the companies, to make them reduce 
their emissions in absolute terms, and capital allocation to maintain a decreasing carbon intensity compared to the intensity 
of the investment universe as of the end of 2019. We chose this metric, i.e. carbon emissions relative to company revenue, 
as a way to measure our progress. Our target is a 4% emission reduction per year, corrected by the level of global economic 
growth to ensure that absolute emissions are still cut by 4% each year. This gives us a maximum CO2e intensity compared to 
the baseline value.
We also want to protect our investors from the financial risks associated with the energy transition, notably rising carbon prices. 
Our approach is to have no exposure to companies who have no strategy to reduce carbon emissions and who have very high 
carbon emissions. As soon as reliable Scope 3 data will be available, we will include it in our funds’ carbon intensity. It will allow 
for a better selection of companies, including those bringing down Scope 3 emissions, because those are the most relevant. 

What is the strength of your strategy compared to the rules that govern the EU PAB/CTB benchmarks? 
Our methodology is simple enough to be applied to all sectors and therefore it is possible, for an asset manager, to roll it out 
for all funds, whether equity or bonds. The other advantage is that it is based on a simple carbon emissions trajectory. Every 
sector, every company has to do their part. We think that it is a mistake to focus only on carbon intensive industries, and that's 
why we apply this methodology to every company, every market (including emerging), every sector. In our view, it is possible for 
every portfolio manager to start thinking about carbon emissions, and the impact of potential CO2 price changes on net profits. 
In developing this method with our board and IPCC experts, our aim was to create something ambitious but simple enough to 
keep an efficient communication with the companies. We cannot interact at length with the Management of every company. 
We kept it simple so that our portfolio managers are immediately able to discuss this important topic with every company CFO.
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IV. Sustainable bond funds
Investing in green bonds is one of the most straightforward 
and environmentally secure strategies for investment 
funds. The very nature of these financial instruments is based 
on a framework of green activities and an obligation of trans-
parency in the use of proceeds. 

The majority of sustainable bond funds consists in funds that 
focus their management approach on green bonds. For two 
thirds of the panel, the documentation specifies that only 
bonds aligned with the Principles developed by ICMA 
are eligible for the sustainable investment bucket. These 
market standards (Green/Social) guarantee a transparent framework in the structuring of these products. 

To prove that their management is actually focused on green bonds, some forty funds also announce a minimum share of 
assets that must be in the green bond "bucket" (on average around 75%). It can be supplemented by a bucket of traditional 
bonds issued by pure player companies in green sectors or those considered to be the best performers in their industry on 
transition issues. 

Finally, to guarantee the end investor that the selection also takes into account the sustainable profile of the issuers, beyond 
the simple "green bond" label, ten asset management companies highlight their "dark green" selection approach. Seven 
funds in the panel state that they have already integrated the technical criteria of the Taxonomy into their analysis grids. In 
parallel, the majority of second party opinion providers in this market are evolving their offer to use the Taxonomy in their green 
bond verification grids.

  Favourable green bond market environment, although with a number of concerns
This strategy is driven by the uninterrupted growth of the green bond market. The global outstanding green bond volume 
now exceeds $1,000 billion, to which must be added $1,000 billion for other sustainable bond formats: social bonds, sustaina-
bility bonds or sustainability-linked bonds (SLBs)13. 

In view of these orders of magnitude, several studies seek to investigate the effectiveness of these financing instruments 
in reducing the carbon emissions of their emitters:

According to the European Commission's JRC14, the carbon intensity (direct, or scope 1) of green bond issuers is about 
4% lower than that of conventional bond issuers with similar financial and environmental characteristics, rising to 8% 
when green bonds used for refinancing are excluded.

A study by the Bank for International Settlements15 concluded that there is no evidence that the issuance of green 
bonds by companies is associated with a reduction in their carbon intensity over time. 

Another study by the Stockholm Sustainable Finance Center16, pointed to the lack of long-term emission reduction 
targets for some emitters or the lack of a link in reporting between what is financed and issuers’ progress on climate 
targets. 

Faced with this observation, the market has yet to demonstrate its effectiveness, while new products with less strict (SLBs) or 
less clear frameworks (Transition bonds17) are appearing, at the risk of weakening momentum around the original "green 
bond". 

SUSTAINABLE BOND FUNDS IN THE PANEL 

Management strategy Funds AuM (€bn)

Green bonds 65 20

Sustainable bonds 
including green bonds

9 2

Source: Novethic

13  Social bonds are structured like green bonds but target projects with social benefits. Sustainability bonds combine green and social projects, while sustainabi-
lity-linked bonds (SLBs) aim for improvements at the issuer level, based on the achievement of objectives measured by pre-defined KPIs, and not visibility on the 
use of proceeds.

14  " Green bonds as a tool against climate change? ", JRC Working Papers in Economics and Finance, 2020
15  " Green bonds and carbon emissions: exploring the case for a rating system at the firm level ", BIS Quarterly Review, 2020
16  " Are green bonds funding the transition? Investigating the link between companies’ climate targets and green debt financing ", Journal of Sustainable Finance & 

Investment, 2020.
17 Structured like green bonds but aimed at financing intermediate technologies, not included in most green taxonomies.

https://publications.jrc.ec.europa.eu/repository/bitstream/JRC121894/jrc121894_green_bonds_as_a_tool_against_climate_change_final_tr.pdf
https://www.bis.org/publ/qtrpdf/r_qt2009c.pdf
https://www.tandfonline.com/doi/full/10.1080/20430795.2020.1857634
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Green Bond funds’ portfolios reflect market dynamics
The portfolios studied broadly reflect the nature of the market, both by type of issuer and by category of project financed 
(mainly renewable energy, energy efficiency and low-energy housing). Nevertheless, sovereign green bonds occupy eight18 
of the top ten places in terms of sums invested in the most sought-after bonds. On the markets, sovereign issues already 
represent more than €30 billion per year, and the announced issuance of the first EU green bond should further increase their 
weight in the total volume of this market. 

The share of these sovereign bonds in the assets of funds in the panel has risen from 11 to 15% in 18 months. While generally 
well aligned with the main standards, they nevertheless raise certain questions when part of the funding is allocated to the 
budgets of the Ministries of the Environment of the issuing countries (sometimes up to 25% of the total), in which case it is 
more difficult to match these amounts with the project categories of the taxonomies in use. 

European utilities also remain very present in portfolios, which is explained by their share of annual issuance volumes on 
the market. According to data compiled by Scope Ratings, more than 50% of bond issues by these companies in the first half of 
2021 was via a green bond, sustainability bond or sustainability-linked bond. 

Relative to the total bond market, while green bond issues represent 0.5% of annual volumes, this figure rises to 4% if we 
restrict the scope to European corporate bonds only. 

Given the still limited depth of their investment universe, the majority of funds adopt a "broad-based" approach, with the excep-
tion of 8 funds that concentrate their portfolios on a single type of issuer (5 corporate bond funds, 2 sovereign issuer 
funds and 1 supranational issuer fund). 

Finally, among funds diversified by means of products such as social bonds or sustainability-linked bonds, this share never 
exceeds 15% and remains on average well below 5% of assets under management.

IV. Sustainable bond funds

European Green Bond Standard (EU GBS) not yet deployed
Nearing completion, the EU GBS is intended to be a voluntary standard aligned with best market practice while incorpo-
rating the technical criteria of the Taxonomy. As of 30 June 2021, only 10 green bonds structured in anticipation of the 
EU GBS had been issued on the markets, according to Environmental Finance, for an outstanding amount of €5 billion, 
of which €130 million was captured by the panel's green funds. Only a handful of funds refer to it in their documentation.

18 France, Italy, Belgium, Netherlands, Ireland, Germany, Chile, Hungary.

Breakdown by type of 
issuer

Average in portfolios  
(Dec. 2019)

Average in portfolios  
(June 2021)

Top 3 bonds in which 
funds invest the most 

(AuM)

Corporates

41%

45%

1  UPM-Kymmene 
0.125% 

2  CNP Assurances 
2% 

3 Daimler 0.75%

Financial 
institutions

26%

24%

1  BBVA 1% 
2  Crédit Agricole 

0.375% 
3  Caixabank 

0.375%

Supra-nationals

8%

5%

1 BEI 1.5% 
2 BEI 0.5% 
3 BEI 2.375%

Sovereigns

11%

15%

1 France 1.75% 
2 Italie 1.5% 
3 Belgique 1.25%

Agencies

11%

9%

1 KfW 0% 
2  Société du  

Grand Paris 0.7% 
3  Société du  

Grand Paris 1.7%

Municipalities,  
regions and provinces

3%

2%

1  Province of 
Ontario 2.65% 

2  Community of 
Madrid 0.827% 

3  Province of 
Ontario 1.85%

Source: Novethic & Bond Data - Environmental Finance
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Green funds in the panel cautious about controversial bonds
At the panel level, our analysis shows that the most controversial green bonds are still mostly shunned by fund managers. This 
also applies to transition bonds, such as those issued by Snam (present in 6 portfolios), Cadent (2 portfolios) or PKN Orlen (1 
portfolio).
The following list is intended to address the main "cases of conscience" of the green bond market regarding its green integrity, 
through the analysis of bonds issued since the last edition of this study. 

Rome Airport (ISIN : XS2265521620) – 5 funds
Funding for solar power and low-carbon ground transportation infrastructure, but the framework points to future traffic growth 
at the airport, a case of conscience for many green investors.

State Bank of India (ISIN : XS1856795510) – 4 funds
Bank involved in the financing of the Adani Carmichael coal mine. This bond was the subject of a wave of naming & shaming by 
several investors at the end of 2020, until the public announcement of its divestment from several green fund portfolios.

RWE (ISIN : XS2351092478) – 2 funds
The German energy company is on the Global Coal Exit List because of the degree of its involvement in coal. For a growing 
number of asset managers, its green bond remains excluded in application of a coal policy. For others, it is the credibility of 
RWE's decarbonisation strategy that determines the eligibility of the bond.

Air Liquide (ISIN : FR0014003N69) – 10 funds
Among the eligible project categories, the framework of this issue includes hydrogen production, provided that it does not 
exceed the threshold of 4.37 tCO2e/tH2. This threshold is 45% higher than that retained in the European Taxonomy (3 tCO2e/
tH2), and therefore questions its eligibility for green financing. 

Telefonica (XS1946004451 & XS2109819859) – 20+ funds
The funds raised through the bonds issued by Telefonica were used to replace copper telephone networks with optic fiber. This 
technology is not included in the Taxonomy, not least because it is difficult to balance the opportunities offered by broadband 
against the higher energy consumption it entails.

Insufficient impact reporting given the nature of the market
The sustainable indicators available for this asset class should theoretically be the most numerous by virtue of the 
particularity of green bonds and the earmarking of the amounts raised to green projects, which is one of the 4 pillars of the 
ICMA Green Bond Principles. Nevertheless, reporting remains very uneven from one fund to another, and can be summarised 
according to three approaches: 

    Reporting of indicators specifically linked to the financed projects, such as emissions avoided, renewable energy 
production capacity installed, volumes of waste recycled or volumes of water treated. These data are compiled and 
harmonised "manually", or purchased from third parties.

    Reporting of indicators at issuer level, such as carbon intensity in tCO2eq/€m of turnover or GDP, or water consump-
tion intensity. These are often funds whose reporting is standardised in the same way whether for equity or bond fund 
ranges.

    No physical indicators other than a sectoral breakdown of the portfolio (by issuers) or a breakdown by contribu-
tion to one of the 17 SDGs.

The market thus operates at two speeds, between funds that produce a dedicated impact report, and those that simply publish 
generic data at issuer level and of little relevance. Managers of green bond funds with small amounts of assets under manage-
ment point to the lack of resources for collecting the indicators one by one in the annual allocation reports of portfolio holdings. 
In contrast, the impact reports with the most indicators and equivalents (e.g. energy consumption of a number of households) 
are subject to the same criticism as those of thematic funds when the notion of the potential impact of an investment in the 
fund is poorly framed (see page 21). 

IV. Sustainable bond funds
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Greening the supply of financial products remains a niche approach, but the volume of green funds' assets 
under management is growing, year after year, study after study. However, the ability of these funds to 
invest in a green economy in line with expectations of savers and investors who choose them remains 
limited. 

At the same time, European regulations are beginning to be implemented. The Taxonomy, like the 
SFDR regulation, should help to better signpost assets under management. The first by helping to identify 
the truly green share of investments, the second by enabling a distinction between funds based on their 
sustainability characteristics and objectives. However, the timetable for their entry into force is spread over 
several years and is fragmented between texts of different nature, published several months apart. 

This still unclear framework partly explains the reluctance of green fund promoters to take up guidelines 
that are not yet stabilised. The Sustainable Finance Action Plan, launched in 2018, nevertheless aims to 
tackle unfulfilled green promises, which undermine the credibility of sustainable finance. Green fund 
promoters could therefore be expected to make more progress in demonstrating the environmental 
qualities of their funds. New regulations will require them to publish data on their consideration of climate, 
environmental and social risks and the impacts of the assets in which they invest. However, at this stage, 
the formulations chosen mostly encompass very broad and rarely quantified sustainable characteristics 
and objectives. Sustainability indicators with an environmental dimension are also limited. Only a few dozen 
funds have them, often restricted to the field of greenhouse gas emissions, and whose subtle distinctions 
between carbon intensity, carbon footprint and avoided emissions are understandable to experts but not 
to the uninitiated.  

Limitations of green funds in the European market are therefore their inability to clearly 
demonstrate their environmental performance and, beyond that, their participation in the 
transformation of the economy.

For example, the emerging approach of the funds targeting carbon emission reduction is having difficulty 
demonstrating its ability to select companies that are indeed drastically reducing their emissions, and 
thereby contributing to the wider effort to decarbonise the economy. This is especially true if performance 
is assessed against a traditional benchmark. Lowering a carbon footprint by underweighting the few most 
carbon-intensive companies in a portfolio is a relatively common practice. However, unlike the Taxonomy 
and SFDR regulations, the Benchmark regulation, which governs sustainable index practices, is now 
operational, leaving de facto less room for interpretation by market participants in the construction of their 
benchmark.

Another example is that the exclusion of fossil fuels is still far from being the rule for green funds, with the 
exception of the Nordic countries where it is becoming more widespread. Green fund promoters legitimise 
the presence of companies in these sectors through their shareholder engagement, but this is unlikely to be 
enough to convince investors seeking truly green investments. 

Marketing these green funds to a specific audience therefore remains a challenge. The obligation for 
financial advisors to ask their clients about their sustainable preferences from 2022 could be a factor in 
accelerating the greening of the offer and the construction of more concrete sustainability indicators. It will 
take a few more months, if not years, for financial actors to really get to grips with European regulation. 

Conclusion
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The database used for this study was compiled from Novethic's Market Data Green Funds database.

Novethic has compiled and continues to update the most exhaustive overview possible of the European green funds offer in 
order to determine their characteristics. Novethic's Market Data database contains around one hundred data points (a data 
point being defined as a single analysis criterion) allowing funds to be analysed from several angles, including: 

    Quantitative data specific to each fund (assets under management, inflows, etc.)

    Fund-specific qualitative data on the sustainable management strategy

 Identification of eligible funds
This first step consists of gathering a panel of potentially green funds that is as broad as possible while remaining relevant. Each 
quarter, the database is completed with the fund creations and conversions of the previous quarter. For this purpose, Novethic 
has chosen a filtering approach using Morningstar Direct. The filters used are as follows: 

    Classification: "Funds (Open End and Exchange Traded Funds)" 

    Funds active in the quarter concerned, in this case until 30/06/2021

    Domicile: European Economic Area19, Switzerland and the United Kingdom. 

Novethic then uses Morningstar's filters to identify funds with a broad sustainability approach. 

 Selection of funds for inclusion in the database and qualitative analysis
To be included in the panel, the fund's management strategy must correspond to one of the strategies with an environmental 
dimension identified by Novethic. 
Novethic identifies three main management approaches with an environmental dimension:

    Thematic funds

    Funds targeting a reduction in carbon emissions

    Sustainable bond funds

Each of these approaches then has more or less environmentally ambitious strategies. Some allow the fund to be called a 
"Green Fund", others simply "Sustainable Environmental Funds". These include strategies that aim for a more ambitious contri-
bution to environmental issues than a more general ESG integration but with less stringent criteria than green funds.

In order to assess compliance with one of the strategies, Novethic analyses all eligible funds by reading the funds' legal and 
commercial documentation. In the interests of impartiality and transparency, Novethic relies solely on the documentation 
available online.

If the fund's strategy corresponds to one of the environmental strategies, Novethic collects the information necessary for the 
qualitative analysis of the fund, in particular:

    details of the environmental management strategy

    exclusions, particularly environmental exclusions, practised by the funds

    sustainable finance labels obtained ("ESG" and "Green" labels)

    sustainability indicators provided in the reporting

    other information meeting the regulatory requirements on sustainable finance

APPENDIX 1: methodology for analysing green funds

18  Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Latvia, Liechtenstein, 
Lithuania, Luxembourg, Malta, Netherlands, Norway, Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden.
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 Articles and paragraphs of the SFDR Regulation pending final RTS (expected to come into force in January 2023) :

4(6)  Climate and environment-related 
sustainability indicators for PAI statement 
(entity level)

4(7)  Social and employee matters sustainability 
indicators for PAI statement (entity level)

2a(3)  Detailed disclosure on DNSH principle 
referred to in SFDR definition of 
sustainable investment

8(3) Detailed pre-contractual disclosure for light-green products
9(5) Detailed pre-contractual disclosure for dark-green products
10(2) Detailed website disclosure for Art. 8 and Art. 9 products
11(4)  Detailed financial statement disclosure for Art. 8 and Art. 9 

products

8(4) et 9(6)  Detailed pre-contractual 
disclosure on alignment 
with Taxonomy 
environmental objectives 
for Art. 8 & 9 products  
(2 + 2 RTS)

11(5)  Detailed financial 
statement disclosure on 
alignment with Taxonomy 
environmental objectives 
(Art. 8 & 9 products, 2 RTS)

APPENDIX 2 : SFDR requirements in short

Fund type

Article 

8

Article 

9

Pre-contractual information

What are the promoted 
environmental or social 

characteristics and how are they met?

% of taxonomy-aligned assets 
(planned)

If there is a benchmark, how 
consistent is it with the characteristics 

and how does it differ from the 
general index

Performance of the product against 
the designated benchmark

Mandatory statement: "The DNSH principle applies only to those investments 
underlying the financial product that take into account the EU criteria for 

environmentally sustainable economic activities. The investments underlying 
the remaining portion of this financial product do not take them into account".

What is the sustainable investment 
objective of the product and what is 

the strategy to achieve it?

If there is a benchmark, how it is 
aligned with the objectives and how 
does it differ from the general index

Minimum % of taxonomy-aligned 
assets (planned)

To what extent has the sustainable 
investment objective been met

Performance of the product against 
the designated benchmark

% of taxonomy-aligned assets 
(achieved) and whether this was 

subject to an assurance by auditors 
or third party review

Main product characteristics

Description of methodologies for 
monitoring and measuring the 

achievement of the objective, their 
limitations, and data sources

If objective of a reduction in carbon 
emissions: statement indicating that 

the reference benchmark is PAB 
or CTB-compliant and where the 

methodology used for the calculation 
of the benchmark can be found.

If part of the investment strategy: 
engagement policies implemented

Periodic report

To what extent have the 
characteristics been met

% of taxonomy-aligned assets 
(achieved) and whether this was 

subject to an assurance by auditors or 
third party review

Website

Main product characteristics

Description of methodologies for 
monitoring and measuring the 

achievement of the characteristics, 
their limitations, and data sources

If part of the investment strategy: 
engagement policies implemented 

SFDR

Link between SFDR and the Taxonomy

"Article 8" and "Article 9" products are subject to SFDR transparency requirements at three levels: pre-contractual, periodic 
and online. These are summarised below. The draft RTS published at the end of October 2021 also contains templates to be 
attached to the pre-contractual and periodic documentation.
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APPENDIX 3 : principal adverse impacts (PAI) indicators 
under SFDR

# of occurrences StatusCategory

GHG emissions (phase-in of scope 3 emissions from 1 January 2023)

Carbon footprint

Carbon intensity of investee companies

Exposure to companies active in the fossil fuel sector

Emissions of ozone depletion substances

Investments in companies without carbon emission reduction initiatives

Share of non-renewable energy consumption and non-renewable energy production of investee 
companies, expressed as a %

Energy consumption intensity per high impact climate sector (in GWh/M€ of revenue of investee 
companies)

Biodiversity-sensitive areas: share of investments in investee companies with sites/operations located in 
or near biodiversity-sensitive areas, where their activities negatively affect those areas

Emissions to water (tonnes of emissions to water generated by investee companies per €M invested) 

Share of investments in investee companies with sites located in areas of high water stress without a 
water management policy

Hazardous waste ratio (tonnes of hazardous waste generated by investee companies per €M invested)

producing chemicals 

Investments in 
companies

Non-recycled waste ratio (tonnes of non-recycled waste generated by investee companies per €M invested)

causing land degradation, desertification or soil sealing

without sustainable land/agriculture practices or policies

without sustainable oceans/seas practices or policies

Water usage and recycling
a) Average amount of water consumed and reclaimed by the investee companies (in m3) per €M of revenue
b) Weighted average percentage of water recycled and reused by investee companies

GHG emissions and pollutants

Biodiversity

Water

Waste

Material emissions

5
83

208
21

42

4

6
6

3

8

19
6

3
5 

("environmentally 
destructive 
industries")

10

17

The SFDR Regulation requires that each fund updates its pre-contractual documentation by 30 December 2022 to specify 
"whether the financial product considers principal adverse impacts on sustainability factors", and if so to refer to the informa-
tion published in the periodic report. For "Article 8" and "Article 9" funds, the consideration of these PAIs is a transposition of 
the DNSH principle of the Taxonomy, applying to the investment pocket that meets the definition of a sustainable investment 
according to Article 2(17) of SFDR. In practice, it will be necessary to specify how the sustainable (environmental or social) invest-
ments in this pocket do not significantly harm any of the sustainable investment objectives, and how the indicators from a list 
provided in the annex to the RTS are taken into account. The text published in October 2021 clarifies that this principle applies 
to all sustainable investments in a fund, including the "already" taxonomy-aligned investments. 

The SFDR Regulation does not therefore make the publication of indicators at fund level mandatory in the same way as at entity 
level. Nevertheless, analyzing the indicators already reported by certain green funds and cross-referencing them with those 
present in the annex to the RTS reveals a very varied level of prior appropriation. In several cases, a "mirror" approach can be 
observed: whereas the PAI indicators focus on companies that have not adopted a sustainable practice on a given theme, the 
periodic reports of green funds mostly communicate on the number of companies that have adopted this practice.

 Upcoming mandatory PAI indicators (exact match or related KPI) 
 Upcoming optional PAI indicators found within the panel (exact match or related KPI)



A study by Novethic's sustainable finance research team 
led by Nicolas Redon and Julie Nicolas,
 with Lorène Moretti and Henri Ducasse, 

supervised by Anne-Catherine Husson-Traore

NOVEMBER 2021

THE LIMITATIONS 
OF GREEN FUNDS 

IN EUROPE

The Caisse des Dépôts Group’s sustainable transformation accelerator. 
As an expert in sustainable finance, a reference media for the responsible economy, 
and now an expertise accelerator, Novethic combines approaches to provide 
financial actors, companies, and their employees with the keys to a sustainable 
transformation. Research, fund analysis, market statistics...our sustainable finance 
team strives to strengthen the transparency, reliability, and positive impact of 
responsible investments and management solutions.

novethic.com  lessentiel.novethic.fr

© Novethic 2021 - Reproduction in whole or in part must be authorised by
Novethic. Any citation or use of data must clearly indicate the source.

supported
by


