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INTRODUCTION

EU Taxonomy, cornerstone of European sustainable finance

The European Union’s green ambition continues to grow. After adopting a Green Deal at the end of 2019, the EU committed
to being carbon-neutral by 2050. Additionally, the EU Parliament voted in early October on a climate law that targets a 60%
reduction in greenhouse gas emissions by 2030. Implementing all these commitments implies a profound transformation of
the economic fabric of EU Member States to increase the green share of companies.
The action plan has been drawn up since 2018; the year that the European Commission decided on a wide-scale deployment
of sustainable finance. The innovative regulatory framework the Commission designed rests on a cornerstone: the Taxonomy.
With a recommendations report close to 600 pages long, this strict benchmark specifies the conditions under which an activity
can be considered sustainable and aligned with the EU’s environmental objectives.
This new framework transforms the green finance landscape, which will have to measure how “green” its funds are in light of the
Taxonomy and be capable of assessing the environmental impact of its thematic investments in the coming months. This paves
the way for new standards that will guarantee the environmental qualities of a given funding source, including the Recovery and
Resilience Plan. Ursula Von der Leyen, President of the Commission, chose to finance the €750-billion stimulus plan comprised
of at least 30% green bonds, stating: “We are world leaders in green finance and the largest issuer of green bonds worldwide. We are
leading the way in developing a reliable EU Green Bond Standard.”
What about listed investment funds? To find out, Novethic - with the support of ADEME - analyzed the listed green funds
available on the European market as of December 31, 2019. The objective is to measure their degree of compatibility with the
Taxonomy. This study makes it possible to assess the efforts needed to green the economy with the right tools and the right
intensity.

ADEME IS COMMITTED TO FINANCING THE
LOW-CARBON ECONOMY
Patrick Jolivet, Director of Socio-economic Studies at ADEME,
the French Agency for Ecological Transition
Much like the 2050 French and European carbon neutrality objectives, the Paris Agreement on climate change requires
a massive increase in financing with proceeds redirected towards sustainable and resilient assets. ADEME has shown
that a green recovery is beneficial in macroeconomic terms through its positive effects on economic activity, employment, and public accounts. The French Agency for Ecological Transition also operates at the actor and project level
by seeking to strengthen the profitability of sustainable and resilient assets and technology. The Agency acts to widen
consideration of the risks and opportunities linked to various economic actors’ energy and ecological transition, including financial actors, and it helps align public finances with these transition objectives by enhancing their leverage effect.
ADEME structured most of its action around the European Finance ClimAct project, which aims to consider the climate
in its management and supervision of the financial sector.
This study, conducted in partnership with Novethic, is an extension of the previous two studies on European green
funds. This report provides an update on these funds in the context of the European Commission’s Green Deal and the
implementation of a the EU Action Plan on sustainable finance, which is scheduled for 2021. Green finance remains a
niche market today, even though it has experienced strong growth recently. Novethic’s study on the European green
funds market produces an essential status report on the current market with regard to the EU Taxonomy.
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EXPERT OPINION
The Taxonomy’s Environmental Requirements
«Only if net emission reductions can be demonstrated»,
«only if the environmental performance is proven»,
or «only if the activity meets international standards».
These phrases are familiar to anyone who has already
studied the first taxonomies for green funding-eligible
activities; mainly driven by the development of the
green bond market from 2008 and green finance
labels, such as the Greenfin label. Through its level
of detail and its use of full life-cycle emissions data,
the EU Taxonomy allows for an enormous qualitative
leap in addressing “only if” scenarios. From biofuels
to low-carbon aluminum and energy efficiency, the
Taxonomy puts environmental performance up to the
challenge while contributing to a better understanding
of it. Presented as a dictionary by the experts who
designed it, the Taxonomy will also serve as a handbook
for a broad ecosystem of actors.
The launch of the Taxonomy will be game-changing.
Aside from a few hundred green “pure players” on
listed markets, companies who will be able to report
a significant part of their activity as being aligned with
the Taxonomy will be scarce. To start, many equity
funds - including those offered by the most active asset
management companies in green finance - will not
exceed a 10 to 20% exposure to economic activities
aligned with the performance thresholds described in
the Taxonomy. Although modest, this percentage is in
line with what is already practiced by the Greenfin label
and should increase as the Taxonomy is extended to
certain activity sectors not covered in the final report of
the TEG (Technical Expert Group).

sectors related to the energy transition, it is rarer to
see companies detail the exact percentage of sales or
investments concerned at this time. The transparency
requirements that accompany the Taxonomy have
therefore been positively received by this ecosystem
of actors – who are now largely starting to take up the
subject – as proven by the number of publications they
have devoted to the Taxonomy in recent months.
This Taxonomy implementation in the offer of data
providers and external verifiers adds on to existing
frameworks, which it pushes a step further. On
one hand, the taxonomies already in use by certain
sustainable finance labels will be supplemented by a
more precise and stringent tool. On the other hand,
“second-party opinion” (external evaluation) providers
assessing the environmental quality of projects
financed through green bonds will be able to support
their conclusions using the technical criteria provided.
There is no doubt that data providers and verifiers
will be able to capitalize on pre-existing data and the
expertise already acquired.

Nicolas Redon
Green Finance Expert at Novethic,
and a member of various working groups dedicated
to the upcoming EU Ecolabel for financial products.

At the same time, the Taxonomy should also help the
work of data providers and external verifiers, who are
thus far obliged to work with a portion of estimated
data. Their observation has been consistent for several
years: although a large number of company financial
reports indicate growth prospects for turnover in
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KEY FIGURES

227*
59.3

listed
funds

Are the European Green Funds
ready for the Taxonomy?

€

The number of investment funds advancing an environmental
strategy continues to grow1. The panel analyzed by Novethic
multiplied 1.3 times in 2 years to reach 227 funds by the end
of 2019.

Equity
funds

46
8.5

funds

€

funds

€

bn

bn

Green bonds
funds

* Equity funds, bond funds, diversified funds,
alternative strategies, formula funds, etc.

To determine their compatibility with the Taxonomy2, Novethic
analyzed in detail the portfolios of its panel of equity funds. The
public information provided by the companies in portfolio
has been reviewed and shows that company data remains
very incomplete.
As it stands, the average share of portfolios from sustainable
activities listed by the Taxonomy does not exceed 30%. Less
than 20 funds have a “taxo-compatible” share greater than
50%.

Equity
funds

The funds focusing their strategy on green bond selection
represent the majority of the fixed income funds on the panel.
Green bonds represent more than 80% of their portfolios on
average.

Green bond
funds

A new standard for green bonds (the EU Green Bond
Standard) is being developed. It will assess funded projects’
compliance with the Taxonomy and build on existing
best practices, such as the Green Bond Principles (GBP)
recommendations.
Pending its arrival, which will settle some disputes concerning
the environmental quality of green bonds, funds are expected
to continue favoring existing standards (71% of portfolios
referred to GBP in 2019).

159
50

bn

Taxo-compatible
Share

29

%

Green bonds
Share

84

%

Source: Novethic

1

2

See the methodology for identifying green funds in the
Methodological Appendix
See taxo-compatibility analysis methodology p.17

TOP GREEN LISTED COMPANIES
An in-depth analysis of listed portfolios revealed a group of 80 companies whose share of turnover eligible for
the Taxonomy exceeded 80%. This share of investment in sustainable activities, which remains to be specified by
verifying compliance with Taxonomy thresholds, should be compared with the fact that a third of the panel has a
negligible proportion of sustainable activity as it is understood within the Taxonomy.
The sectors with the largest number of green companies, as defined by the Taxonomy, derive renewable energy
and associated energy services and equipment. Utility companies then follow suit, but it is premature to determine whether the conditions of their activity comply with the standards set out by the Taxonomy.
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Understanding the EU Taxonomy
A Guide and a Mediator
This framework defines the environmental performance characteristics
that economic activities must incorporate in order to make a significant
contribution to one of the following six
environmental objectives:

Climate change
mitigation

Climate change
adaptation

Sustainable use and
protection of water
and marine resources

Transition
to a circular
economy

Pollution prevention
and control

Protection
of healthy
ecosystems

To apply to a large number of sectors, it distinguishes between several ways of contributing to environmental objectives. «By
nature», certain activities have a positive contribution to these objectives, others contribute to the transition under certain
conditions, and lastly, a third category brings together those which allow other activities to achieve environmental objectives.
Types of contribution for the climate change mitigation objective:

Own performance

The activity is already low-carbon

Ex: electricity production
from solar or wind energy

Transitional activity

Under certain conditions, which will be increasingly
strict over time, the activity contributes to transitioning
to a net-zero emission economy by 2050

Ex: manufacture of iron and steel

Enabling activity

The activity allows other activities to reduce
their carbon emissions

Ex: manufacture of batteries or
solar panels

The users
Intended to become the common language for defining green activity, the Taxonomy must be used by three categories of
actors:

6

Financial market participants

Companies

Offering products produced and/or
marketed in the European Union as being
environmentally sustainable.
This requirement concerns UCITS funds
as well as AIFs and pension funds.

Already subject to the European
Non-Financial Reporting Directive
(NFRD). Overall, these are
companies with more than
500 employees domiciled
in the European Union.
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The EU and member
states
When creating standards
or labels for green
financial products.
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Understanding the EU Taxonomy
HOW DOES THE TAXONOMY CONTRIBUTE TO THE
IDENTIFICATION OF GREEN ACTIVITIES?
Helena Viñes Fiestas, Member of the EU Technical Expert
Group (TEG) that developed the Taxonomy

Several elements contribute to making the Taxonomy a transformation tool:
First, the Taxonomy allows investors to look very closely at companies’ every economic activity beyond
typical economic and financial criteria. This opens up new investment potential.
Next, it includes transition activities, such as cement production. This makes it possible for fundamental
economic activities - for which there is currently no alternative - to consider their business as contributing
to a path towards carbon neutrality. For many companies, this opens the door to the “green market”.
The Taxonomy clarifies what the transition is, namely a specific trajectory at the economic activity level. Our goal is to
become carbon neutral by 2050. With the TEG, we started from this end goal and from what will then be the state of
the economy, to determine the ideal strategy to reach it. It quickly became clear that to succeed, we cannot invest in
new fossil fuel infrastructures when they are not able to offset their emissions. The official discourse has long been
that gas in particular is viewed as an essential transition energy. Today, it is obvious that we can no longer develop an
investment strategy based on this perspective. The Taxonomy presents opportunities for a company specializing in
gas, but it essentially concerns “clean” gases such as green hydrogen or with carbon capture (CCUS). These examples
provide key leads to sustainable investments.
Lastly, the Taxonomy also introduces criteria to ensure that activities typically considered green without restriction
(e.g. «waste-to-energy» or renewable energy) do not prove counter-productive in the achievement of the environmental objectives that Europe has set forth.

Transparency Obligations Related to the Taxonomy
These will be specified in the delegated acts to be published in mid-2021, however, the TEG (Technical Expert Group) published
a report in March 2020 containing recommendations and guidance.
For companies, it will be a matter of reporting on the parts of their turnover and CAPEX (capital expenditure) aligned with the
Taxonomy, as well as their OPEX (operating expenses) if relevant.
Financial market participants will be subject to the “comply or explain” principle:
I f they do not use the Taxonomy in the products concerned by this obligation, they will have to mention it explicitly
and explain their reasoning.
If they use the Taxonomy as a benchmark, they must indicate:
		– the

environmental objectives to which their products contribute,
		– the

proportion of investments aligned with the Taxonomy expressed as a percentage of the investment,
fund or portfolio,
		

– the distribution between so-called “transition” and “enabling” activities.
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Understanding the EU Taxonomy
Methodological Challenges in Verifying Green Fund Compliance with the
Taxonomy
An activity that meets all the Taxonomy criteria is designated as compliant with the Taxonomy in this study, which implies a
four-step verification process.

STEP 1 - Identification of eligible activities
The first step is to identify the shares of company turnover (or CAPEX, OPEX) from activities considered sustainable according
to the Taxonomy (hereinafter referred to as “sustainable activities”). This study considers the recommendations in the
Technical Annex of the March 2020 TEG report. The activities covered are currently limited since only the first two environmental objectives have been addressed. In addition, the activities with the greatest contribution potential have been prioritized
according to the NACE sector framework. There are currently 70 sustainable activities for each objective.

Macro-sector

Mitigation

Adaptation

Agriculture and Forestry

8 activities

8 activities

Manufacturing

9 activities

9 activities

Electricity, Gas, Steam, and Air Conditioning Supply

25 activities

25 activities

Water, Sewerage, Waste, and Remediation

12 activities

12 activities

Transportation and Storage

10 activities

10 activities

Information and Communications

2 activities

x

Construction and Real Estate Activities

4 activities

2 activities

Financial and Insurance Activities

x

1 activity

Professional, Scientific, and Technical Activities

x

1 activity

This first step is easily applicable to green bonds, which are supposed to disclose the allocation of proceeds to the different
projects (“use of proceeds”). However, listed companies rarely report their turnover by activity or product and instead report by
business unit or even by geographical region.
EXAMPLE
Breakdown of turnover from the annual
report of a company for which the eligibility
analysis is difficult in its present state.

Water services

Overseas business

%

%
Waste Management*

%

*including undetermined share of waste-to-energy
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Understanding the EU Taxonomy
STEP 2 - Application of technical criteria to verify activity alignment
For each eligible activity, the “technical criteria” must be verified to ensure that the activity provides a substantial contribution
to an environmental objective. This is done in two stages:
1. Verifying the «Principle”: Explain the reasons for contributing to an environmental objective.
	EXAMPLE - Manufacturing of Iron and steel: “Manufacturing of iron and steel at the level of performance achieved
by the best-performing plants is considered to make a substantial contribution to climate change mitigation.”
2. Verification of “Metrics and Thresholds”
	EXAMPLE - Manufacturing of Iron and Steel: Manufacturing of iron and steel is eligible if the GHG emissions (calculated according to the methodology used for EU-ETS benchmarks) associated with the production processes are lower
than the values of the related EU-ETS benchmarks. As of February 2020, the EU-ETS benchmarks values for iron and
steel manufacturing are:
Hot metal = 1.328 tCO2e/t product;
Sintered ore = 0.171 tCO2e/t product;
Iron casting = 0.325 tCO2e/t product;
Une fois ces deux critères vérifiés, l’activité éligible est considérée comme « alignée ».

S TEP 3 – Verification of the absence of harm to the other environmental objectives
(Do No Significant Harm, DNSH)
One of the fundamental principles of the Taxonomy is to verify that the activity with perceived environmental benefit does not
cause collateral damage to one or more of the other five environmental objectives. According to the June 2019 TEG report, this
complex notion can be proven in approximately 70% of the criteria by complying with European Union environmental legislation.
The so-called “DNSH” criteria are also listed for each eco-activity in the Technical Annex of the TEG report.

STEP 4 - Respect for minimum social safeguards
More generally, the company must demonstrate that it complies with international social protection standards such as:
the OECD Guidelines for Multinational Enterprises
the United Nations Guiding Principles on Business and Human Rights
and the International Labor Organization standards
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Understanding the EU Taxonomy
Focus on Studies Testing the Implementation of the Taxonomy
Prior to the Taxonomy’s implementation, which will serve as a benchmark for the EU Green Bond Standard and the upcoming
Ecolabel for financial products, several institutions already committed to sustainable finance have conducted impact analyses.
Some have been published and others are mostly dedicated to internal use. Novethic has provided an overview of the key work
conducted.

MSCI: Around 20% of MSCI’s green bond index compliant with Taxonomy criteria [2019]
MSCI has attempted to assess the proportion of green bonds compatible with the upcoming EU Green Bonds Standard (GBS)
criteria - which is largely based on the Taxonomy - by analyzing those selected in the Bloomberg Barclays MSCI Green Bond
Index.
85% of the green bonds listed on this index comply with the Green Bond Principles framework but, according to MSCI, given the
low level of issuer transparency and the selective nature of the Taxonomy’s technical criteria, around 20% of the index (in value)
would be compatible with the future standard.
Sources: Environmental Finance and MSCI

DG FISMA: 3 out of 101 funds eligible for the EU Ecolabel [2020]
In the spring of 2020, a study tested a sample of 101 green funds on their potential eligibility for the upcoming Ecolabel, i.e.
an investment threshold for Taxonomy-compliant activities. Entitled “Testing Draft EU Ecolabel Criteria on UCITS Equity Funds”,
conducted by Climate & Company and the Frankfurt School of Finance & Management, the study responded to a call for tender
from the European Commission DG of Financial Markets. The aim was to verify that at least 60% of the portfolio’s assets were
invested in companies whose turnover is aligned with the Taxonomy:
≥ 20% of the portfolio’s assets invested in companies with ≥ 50% of turnover aligned
0-40% of the portfolio AUM invested in companies with 20-49% of turnover aligned
The study concludes that due to the lack of company data, and the Taxonomy’s limited coverage, there is limited capacity to
assess funds based on Ecolabel criterion 1. 28 funds cannot be fully assessed based on available data, and 70 funds in the
sample are excluded because they do not meet the stated thresholds. Only three funds would qualify under Ecolabel criterion 1.

 organ Stanley: 100 European companies out of 1300 have activities complying with
M
the Taxonomy [2020]
Morgan Stanley analyzed 1,300 European-listed companies to assess the share of their activities that comply with the Taxonomy
on all dimensions, ranging from the identification of eligible turnover to the verification of social safeguards.
It has identified 94 companies whose turnover share is compatible with the Taxonomy on climate change mitigation, ranging
from German automotive supplier Hella with 1% compliant turnover, to the UK-listed building insulation company Kingspan,
with 100% compliant turnover. For the adaptation objective, Morgan Stanley identified six insurance companies, whose income
is partly compliant through insurance products devoted to natural disasters. 50 of the companies identified by Morgan Stanley
are also included in Novethic’s analysis in the equity funds section.
Source : Environmental Finance
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Understanding the EU Taxonomy
EIOPA: Insurers have small share of taxo-compatible investments [2020]
The European Insurance and Occupational Pensions Authority (EIOPA) published a report estimating the proportion of portfolios held by insurers that is potentially eligible for the Taxonomy by using NACE codes. The results suggest that only 5% of their
investments are in Taxonomy-eligible economic activities, as they are often concentrated in the financial activities sector.

PRI: A panel of investors take on the Taxonomy [2020]
The Principles for Responsible Investment (PRI) Testing the Taxonomy report provides insight from a pilot group of investors
who tried to implement the Taxonomy on different perimeters. There were approximately 50 participants, including five institutional investors and some of the largest management companies, such as BlackRock and Amundi (see Appendix Table).
The report is accompanied by a series of case studies. While investors are making progress in implementing the Taxonomy,
policymakers and supervisors are urged in the report to better define their expectations regarding the implementation of the
Taxonomy. The report also lists the solutions identified by investors to face the challenges they encountered.

WHAT IS THE DEGREE OF TAXO-COMPATIBILITY FOR
NORDIC COMPANIES?
Marco Kisic, Head of ESG Research, Nordea Markets

Nordea analyzed 257 Nordic listed companies to determine the share of their revenues aligned with the Taxonomy.
They concentrated on the climate change mitigation objective, applying the technical criteria with a focus on CO2
emission thresholds.
What was your biggest challenge during this study? Are funds managers and firms well prepared for EU
Taxonomy implementation?
The biggest challenge was certainly doing the estimations. We’ve adopted a bottom-up approach as opposed to
a quantitative one, more in line with the nature of the Taxonomy, to really understand the granularity of a specific
product and its carbon assessment. It is difficult to conduct that kind of assessment from the outside and I think
asset managers, data providers, and so on will encounter the same kind of difficulty for their estimates, but it is also
challenging for companies themselves to produce that information. Of course, it varies depending on the sector.
Some sectors already follow environmental regulations that imply that the systems and processes to collect that data
are already in place. For example, regarding electric vehicles for a car manufacturer, it is quite easy to identify the
part of revenue derived from their sale. In other sectors, it can be more complicated because it is about the carbon
emissions of a complex process. Hopefully, once we have had the first round of reporting, the structural problems
will emerge, and then in two or three years, we will have the processes in place to give more visibility on green
revenues to the market.
During your research, you were able to communicate directly with companies, to what extent were they aware
of their new obligations?
We conducted our research after the summer of 2019. At the time, the Taxonomy was new for a lot of companies.
There was only a very small group of companies who were very aware of it, maybe because they took part in the
process of designing the Taxonomy. This year, through my dialogue with companies, I can see that if we did the same
exercise now, the results would be very different.
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I. Dynamics and Market Characteristics
for Listed Green Funds
Listed funds invest their assets in activities that benefit the environment based on criteria defined by their fund managers. The Taxonomy
will make it possible to objectively evaluate the nature of activities considered sustainable and bring “green share” transparency and
comparability to this fund market using various strategies.
Novethic analyzed the dynamics and current characteristics of the European green fund market for listed assets before assessing their
compatibility with the Taxonomy to identify the challenges that managers must overcome. Novethic selected the first set of funds based
on their titles, applying a list of keywords frequently used by labeled green funds. Analyzing their documents and verifying the existence
of an investment strategy that integrates an environmental focus made it possible to validate the funds’ selection in the study panel (see
more details in the Methodological Appendix).

Growing Supply: a Model of Resilience in the Listed Market
The number of funds has multiplied 1.3 times and assets have nearly doubled in 2 years.
Among the 227 green funds in the panel, 112 were
already present in 2017, 64 were launched in 2018
and 2019, and 51 funds - launched before 2018 - fell
within the scope of the European-listed green funds
database.
This dynamic can be explained by a combination of
several factors. On the one hand, it is the growth
in the number of green funds, particularly those
comprised of green bonds which account for a third of
all funds created since 2017. According to the Climate
Bonds Initiative, this market has had positive growth
since 2017, from just over $150 billion issued to more
than $250 billion in 2019, with strong growth driven
by Europe that same year. On the other hand, green
funds benefit from real attractiveness to investors
and record a strong ability to raise funds, especially
in 2019, which was a particularly prosperous year for
all financial markets. The inflows for the panel of listed
funds amounted to more than €17 billion over two
years.

59.3

Volume of assets (€bn)
Number of green funds

32.2

19

19

22

16

15

181

188

162

163

164

176

227

2009

2011

2013

2015

2016

2017

2019

This growth should be put into perspective with the
share of green funds on the market, which is around 0.5% according to an estimate by the European Fund and Asset Management Association (EFAMA) of the assets under management by European fund managers (€12,500 billion in 2018).
In terms of performance, green funds are also doing well. On average, the 227 green funds in the panel displayed a +28.6%
performance for the year 2019. This performance was notably supported by equity funds (+32.4%). By comparison, the 2019
performance of Stoxx 600 (the 600 largest European market capitalizations) was +23.2%, and that of the MSCI World was
+27.7% globally.
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I. Dynamics and Market Characteristics for Listed Green Funds
WHAT ARE THE MAJOR DEVELOPMENTS IN THE
GREEN FUNDS MARKET?
Ladislas Smia, Head of Sustainability, Mirova

There was very strong growth in the amounts invested in our green equity funds, which was driven by new institutional
mandates as well as funds raised via distribution networks in particular. Our bond funds, which are all heavily invested
in green bonds, also experienced a positive trend.
This dynamic has intensified in recent months with the COVID-19 crisis, during which our equity funds outperformed
their benchmarks significantly - well beyond historical deviations. This is partly due to the absence of oil companies and
the aeronautics sector in our portfolios but especially due to the outperformance of the green securities we selected.
If we start to hear the term “green bubble”, we can also view it as a market adjustment that seeks to better consider
the future growth potential of these assets. In this context, continuing fundamental research that allows us to closely
monitor these assets seems essential in order to focus on the most robust companies.

Varying Supply in Terms of Asset Class and Strategy
The vast majority of the panel is made up
of thematic equity funds, particularly
focused on water - with funds frequently
exceeding €1 billion in assets - renewable
energy, and energy efficiency. This
is followed by waste treatment, green
infrastructure, eco-design, and pollution control. In more than 80% of cases,
funds invest along several themes to
cover a wide range of sectors that provide
solutions to environmental challenges.

Asset Class*

Number of Funds

AUM (€bn)

159

48.7

51

9.4

17

0.8

227

59.3

Shares
Bonds
Other**
GRAND TOTAL
Global Broad Category, Morningstar
Allocation, Alternative, Formula-based Funds

*

**

About 30 low-carbon funds are present in the panel. They select companies based on specific criteria such as their carbon
emissions, their efforts to reduce them, or the transition potential they provide. This is a growing approach in Europe supported
by the launch of European benchmarks referred to as “low-carbon” and “aligned with the Paris Agreement” or its application to
index strategies. Fossil fuel sectors, particularly petroleum and coal, are quite often excluded from these funds.
Finally, there are 46 Green Bond funds amongst the 51 bond funds surveyed. Those remaining are low-carbon strategy funds,
ESG selection thematic funds, or mix those strategies.
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I. Dynamics and Market Characteristics for Listed Green Funds
Nearly One-Third of Green Funds are Labeled
In the European sustainable finance label landscape, stringency levels vary concerning the environmental quality of products.
While almost all of them impose sectoral exclusions (with varying thresholds), only the three green labels - Greenfin, LuxFlag
Environment, and LuxFLAG Climate Finance - require a minimum portion of the portfolio to be aligned with a green activities
taxonomy. The Nordic Swan Ecolabel, which operates on a points scale, rewards portfolios that reach a certain green share
threshold based on a simplified taxonomy.
The below table summarizes the distribution of our panel’s funds across the various labels. Exclusions concern fossil fuels and/
or nuclear energy with varying thresholds.
(More information on the labels and their criteria can be found in the Overview of European Sustainable Finance Labels by Novethic)

ESG

Label

Funds

AUM (€bn)

SRI Label
(France)

31

21.0

No

FNG-Siegel
(Germany, Austria &
Switzerland))

14

10.7

Exclusions

3

1.8

39

22.8

Umweltzeichen
(Austria)

7

0.7

Exclusions

Nordic Swan Ecolabel
(Nordic countries)

7

3.5

Taxonomy (optional) and
exclusions

LuxFLAG Environment
(Luxembourg)

6

7.5

Taxonomy

LuxFLAG Climate Finance
(Luxembourg)

1

0.02

17

6.1

88

40.9

LuxFLAG ESG
(Luxembourg)

"Green" labels

Towards Sustainability
(Belgium)

Greenfin
(France)

Total funds with at least one label

Environmental Safeguards

No

Partial exclusions

Taxonomy and partial
exclusions
Taxonomy and exclusions

Source: Novethic

Only around 30 labeled funds chose standards with the most stringent environmental requirements (the “green” labels). Regarding funds that opted for labels focused on integrating Environmental, Social, and Governance criteria in asset management
(“ESG” labels), approximately 15 of them have chosen to combine it with a green label. This is the case for a third of SRI-labeled
funds (including 5 Greenfin-labeled funds) and Towards Sustainability. In addition to the visibility offered on national markets,
the combination of a green label and an ESG label makes it possible to guarantee both the environmental quality of the fund as
well as the quality of its management process and transparency.
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I. Dynamics and Market Characteristics for Listed Green Funds
Exclusions: A Common Practice
More than half of the funds analyzed - representing more than three-fourths of assets under management - have a norm-based
and/or sector-based exclusion policy. In the first instance, it is a matter of ensuring that companies that violate international
standards be ineligible for investment. In the latter, funds exclude companies operating on several levels in certain sectors such
as coal power, fossil fuels in general, but also tobacco or alcohol.
The most common norm-based exclusions concern companies violating the ten Principles of the United Nations Global
Compact, ILO conventions, or those engaged in the production of controversial weapons (Oslo and Ottawa conventions).
Concerning sector-based exclusions, the most common are linked to environmental issues.

Environmental Exclusions
The panel comprises 31 different environmental
sectoral exclusions, most frequently in the energy
sector.

Top 10 of environmental exclusions

Exclusion type

Funds

The exclusion criteria and thresholds differ greatly
depending on the fund, and their levels are decisive in
measuring the ambition of the policy implemented.

Coal

104

Fossil Fuels

of which unconventional fossil fuels

103
21

This is particularly the case for energy sector exclusions:
thresholds are indicated in more than 80% of cases
in the funds, documentation, but they vary widely and
remain linked to label standards. This confusion in
investment policies jeopardizes understanding on the
part of the end-investor:

Nuclear

74

GMO

32

Palm Oil

21

Intensive Farming

14

Pulp and Paper

12

Mining

10

Incineration Without Energy Recovery

9

Storage and Landfill Facilities Without
GHG Capture

9

Forestry

9

C
 oal: from 5% to 30% of turnover but there is a
growing consensus around 10%.
F
 ossil fuels – Extraction: from 0% to 5% of
turnover for the strictest funds and up to 60% for
the least strict funds, with conditions regarding an
established transition trajectory.
F
 ossil fuels – energy production: from 5% to
30% of turnover.

Lastly, criteria and thresholds concerning exclusions linked to non-energy activities are only indicated in 30% of cases. Palm
oil exclusions, for instance, are rarely detailed, even though the exclusion scope is essential for this industry. In most cases,
only palm oil producers are subject to restrictions – for example, conditioned by the implementation of a child labor policy or
environmental criteria concerning production conditions - whereas the entire distribution chain should be concerned.
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I. Dynamics and Market Characteristics for Listed Green Funds
A Wide Variety of Impact Indicators Leading to Confusion
Almost a third of the panel (75 funds) communicates on at least one sustainable performance indicator. However, only about 60
funds (40 equity funds and 18 green bond funds) report on a physical environmental impact indicator, calculated based
on available data from the underlying assets. The others focus on social and governance indicators or simply qualitative indicators. Yet, these indicators are very useful and anticipated by investors to assess the environmental impact of their investments.
Below is a list of the most used environmental indicators (by more than five funds):

Environmental Indicator
Carbon Intensity
Carbon Footprint
Avoided Carbon Emissions
Implied Temperature Rise (ITR) of Funds
Breakdown by Theme/Green Sector
Sectoral Contribution to Carbon Emissions
Renewable Energy Production/Clean Energy

Number of Funds
35
35
21
8
8
7
7

Methodology/Unit

Physical Impact
Indicator

tCO2/€M turnover
tCO2/€M GDP

Yes

tCO2e/€M invested

Yes

tCO2e/€M invested

Yes

Carbone 4, and Mirova
derived from Carbone 4

Yes

% of AuM

No

% of carbon emissions

No

MWh/€M

Yes

Document analysis of the fund panel highlights a recurring phenomenon: the abundance of environmental indicators. There
are approximately 60 different indicators, which vary according to the element measured, the methodology, or the unit of
measurement employed. This confusion undermines the ability to compare the funds’ environmental performance.
The most recurrent indicators are linked to greenhouse gas emissions, in particular, the carbon footprint (tCO2e relative to the
amount invested by the fund) and carbon intensity (tCO2e relative to the turnover of companies in the portfolio).
Once again, the methods of calculation differ, mainly by analysis scope. The vast majority of funds use Scopes 1 and 2 (direct
emissions and emissions related to energy consumption) which are part of companies’ mandatory carbon footprint assessment.
Scope 3 (indirect emissions) is still rarely used due to the lack of data on emissions related to the life-cycle of products and
services, although these emissions represent the largest share of emissions for many industries today3.
In terms of fund type, green bond funds most frequently report on environmental indicators: while they only represent 20% of
green funds, green bond funds represent nearly 30% of funds reporting on carbon intensity and carbon footprint and nearly 40%
of funds reporting on avoided carbon emissions. This is mainly due to annual impact reporting by green bond issuers.
The Sustainable Finance Disclosure Regulation (SFDR), which requires sustainable funds to include environmental and social
performance indicators in their reporting, was published in November 2019 by the European Commission. European supervisory
authorities (ABE, AEAPP, and AEMF) must clarify certain technical aspects of the regulations, particularly those concerning sustainability indicators and their calculation methods. Publication by the end of the year of roughly 50 mandatory and recommended
indicators should begin to clarify reporting information, which is expected in spring 2021.

3
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The Methodology of “Taxo-compatibility”
Analysis
Novethic analyzed portfolios from its sample of green equity funds and green bond funds using all available public information.
Novethic adapted the development of its methodologies for “taxo-compatibility” analysis4 to take into account the diversity of
the assets studied and of their degree of transparency.

Equity Funds – Bottom-Up Analysis Process for Companies in Portfolio
Novethic carried out an in-depth analysis of 104 equity fund portfolios, which allowed for the identification of a 415-company
sample; all appearing at least five times in these funds and representing 68% of their assets on average. For each company,
Novethic analyzed all recent public documentation to assess turnover exposure to sustainable activities as outlined by the
Taxonomy.
The level of detail in the data provided by the companies studied is insufficient to verify all the “Thresholds and Metrics” established by the TEG. Novethic has therefore favored an “inclusive” approach, allowing to assess the share of company turnover that
is potentially aligned with the Taxonomy and estimate the taxo-compatibility level of environmental funds.

1. Analysis of the
415 companies
Identification of
Taxonomy-eligible
activities

Verification of
the “Principle”
indicated for the
sustainable activity

Calculation of the
amount of turnover
coming from each
eligible activity

2. Aggregation for
the 104 funds
Calculation of the share
of taxo-compatible
turnover for the
company

Consolidation at
the fund level

Where activities aligned with the Taxonomy were identified but it was impossible to assess the share of company turnover they
represented, the company was considered not compatible with the Taxonomy by default.

Bond Funds - Focus on Controversial Green Bonds
Novethic analyzed the portfolios of 38 green bond funds, totaling 560 individual bonds, using the Environmental Finance green
bond database.
This made it possible to identify green bonds with non-consensual environmental qualities either by the nature of the issuer or
by how the finances raised from the issuance of these bonds were allocated.
Novethic then focused on these cases to assess contribution from the upcoming EU Green Bond Standard, based on the
sustainable activities designated by the Taxonomy, along with its ability (or not) to clarify the environmental objectives of a given
bond or an issuer to put an end to any dispute.
More than an exhaustive analysis of portfolios, this approach allows for an assessment of the Taxonomy's contribution in a
universe where the earmarking of green investments is already important.
4

Voir plus d’informations sur la démarche adoptée dans l’Annexe Méthodologique.
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II. The “Taxo-compatibility” of Equity Funds
The EU Taxonomy proposes a new way of evaluating an economic activity’s environmental contribution. Most environmental
fund managers currently select companies for their “green” products as well as their environmental management processes
and/or CSR policy. The Taxonomy, on the other hand, currently focuses on the environmental impact of a given activity
and its ability to contribute to the European Union’s climate objectives. This explains why even if the study only takes
into account the first level of compliance analysis with the Taxonomy (the eligible share of turnover) and only partially
considers technical criteria, the taxo-compatible share of the funds in the panel is less than 30%.
For example, a company that sources using sustainable transport or renewable energy for activities that are not considered
sustainable under the Taxonomy will, in this study, be considered to have zero taxo-compatible revenues. This is also true for
the companies in the panel (30%) that committed to the Science-Based Targets Initiative to adopt a policy that reduces
their greenhouse gas emissions with a temperature trajectory aligned with the Paris Agreement.
To date, only one management company included in the panel has committed to publishing
a report aligned with the Taxonomy from the end of 2020 (BNPP AM, p. 24). To conduct a
compatibility assessment on the panel of green equity funds with the Taxonomy, Novethic
screened 415 companies that were selected from 104 funds5. This demanding work, based
on public documentation, illustrates the lack of data companies provide on the environmental impact of their activities and shows the limits of the selection process - as it is
practiced today - for companies based on environmental criteria.

Taxo-compatible
Share

29

%

Source: Novethic

WHAT IS YOUR APPROACH TO THE EU TAXONOMY?
Jean-Guillaume Peladan and Anne-Claire Abadie | Sycomore AM –
Asset Management company promoting the NEC (Net Environmental
Contribution), a methodology for measuring alignment with
the ecological transition
We performed a comparative analysis between the NEC and the Taxonomy, particularly between the underlying
NEC indicators and the Taxonomy performance thresholds. First, we noted that the two tools share the same
transparency philosophy, the life-cycle science approach, and consideration for multiple issues. However, since the
biodiversity, water, and pollution dimensions covered by the NEC have not yet been developed in the Taxonomy, it is
too early to say more.
There are three major differences: coverage, geography, and the nature of the tool. Indeed, the sectoral coverage
of the Taxonomy is currently estimated to include 20% of indices - such as the CAC 40 or the Euro Stoxx 50 - while
the NEC covers all activities since 2017. Second, the Taxonomy has adopted a European standard, whereas the NEC
is generally based on a global standard. Finally, the Taxonomy has a binary approach where the NEC has a shade
system ranging from dark brown - for activities highly destructive to natural capital - to dark green - for activities
clearly contributing to the ecological and climate transition.
This comparison showed that the two approaches are very complementary and that the NEC already provides much
more complete and accurate information. To structure this complementarity, we added a “Green Taxonomy” field
to the Environment component of our ESG analysis model. This field will gradually be filled for eligible companies by
comparing them with the sustainable activities matrix made available by the EU.

5
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II. The “Taxo-compatibility” of Equity Funds
Analysis at Company and Economic Sector Level
Note: In the interest of simplification, companies with a portion of their turnover deriving from Taxonomy-eligible activities and
respecting the “Principle” of technical criteria are qualified in the study as eligible or taxo-compatible companies.

Top 10 Represented Sectors in the Company Panel
To classify companies by industry, Novethic used the
Russell Global Sectors (RGS) categorization provided
by Morningstar Direct. Divided into nine sectors, 32
sub-sectors, and 141 industries, this classification
system is however being replaced by the ICB (Industry
Classification Benchmark).

Utilities
Scientific Instruments & Services
Electronics
Building Materials
Machinery
Information Technology
Medical Equipment & Services
Chemical & Synthetics
Energy Equipment & Services
Transportation & Freight

47
40
31
21
21
20
18
18
17
16

Currently, the European Taxonomy focuses on nine
economic macro-sectors, and not all sectors are
not covered in the same way, with some featuring
more eligible activities than others. Consequently,
certain sectors particularly well-represented in the
415-company panel - such as ICT - contain few
companies with activities covered by the Taxonomy. Other sectors, such as medical equipment and services, are currently not
included as such in the Taxonomy and therefore, activities concerned are only marginally covered.

Analysis of Green Shares: Taxonomy-Eligible Companies
A Small Pool of Companies with a Substantial Taxo-compatible Share
Distribution of companies in the panel
by taxo-compatibility

230

80
31

36

38

0%, 20% 20%, 40% 40%, 60% 60%, 80% 80%, 100%

Among the 415 companies frequently selected by the panel of green
funds, the majority are eligible companies (241). However, companies
with a share of taxo-compatible turnover exceeding 80% represent less
than a fifth of our total panel.
The large proportion of companies with a very low taxo-compatible
share compared to these “pure players” is largely explained by the
difficulty in finding information on the breakdown of company turnover
by eligible activity. However, it should also be recalled that other criteria
including compliance with the Taxonomy (thresholds and metrics,
respect for social safeguards, and DNSH) were not applied. Therefore,
this study employs a rather broad acceptance of taxo-compatibility, to
put into perspective similar studies based on estimates for threshold
and metric verification (p. 10-11).

Regarding the 174 companies with zero taxo-compatible share, there are two types of companies:
companies belonging to sectors not yet covered by the current Taxonomy, even if they report on initiatives for
“greening” their operations;
companies whose reports lack transparency or granularity, making it impossible to identify the share of turnover from
eligible activities.
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II. The “Taxo-compatibility” of Equity Funds
Some sectors are more taxo-compatible than others
When analyzing companies in terms of the Taxonomy, not surprisingly, we noted high eligibility (≥ 90% approx.) for those specialized in renewable energy (equipment, production, and related services). Their activities are often eligible for the Taxonomy “by
nature”, without having to verify their reasons for contributing to the objective of climate change mitigation (the “Principle”
linked to each activity within the Taxonomy).
Utilities, particularly those water-related, as well as the manufacture of energy efficiency equipment, low-carbon building
materials, and technology, show a respectable level of eligibility for the Taxonomy at around 50%. However, these figures may
be adjusted with the implementation of the technical thresholds.
The sectors with the most eligible companies and related activities are described below:

Top 5 Most Taxo-Compatible Sectors
(per average taxo-compatible share of subsectors with more than five eligible companies)

Sectors (RGS Subsectors)
Energy Equipment and Services:
Mainly manufacturing equipment related to renewable
energy (batteries, solar panels, wind turbines, etc.)

Average
Eligible
Taxo-compatible Companies
Share

Utilities:
Water collection, treatment, and distribution,
or renewable energy and electricity supply.

(type of contribution)

98%

17

Mitigation
(Enabling activity)

89%

14

Mitigation
(Own performance)

57%

45

Mitigation
(Own performance)

54%

9

Mitigation
(Own performance)

54%

19

Mitigation
(Own performance)

Alternative Energy:
Renewable energy production such as solar, wind and,
hydroelectricity, or more specifically, manufacturing
equipment dedicated to their production.

Main Environmental
Objective

Manufacturing & Production:
In this sector, manufacturing equipment that is often
related to energy transmission or energy efficiency
solutions for building and transportation sectors in
particular

Building Materials:
Low-carbon materials and technology or facilitating
energy efficiency for the building sector

In terms of geographical region, a third of the companies analyzed are headquartered in the United States, which is characteristic of the global market. For the remainder, we noticed strong European dominance, while China, Canada, and emerging
countries were much less present than usual in the Utilities or Energy Equipment and Services sectors.
Regarding the most taxo-compatible sectors, France, the United Kingdom, Germany and Switzerland have the largest pools of
companies outside the United States: France for manufacturing energy equipment, the United Kingdom for utilities, Germany
for renewable energy production, and Switzerland for low-carbon materials and technology. Although these observations are
based on a few dozen companies, they seem consistent since Germany is the top wind power producer in Europe, and the UK
is the European leader in the Utility sector.
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II. The “Taxo-compatibility” of Equity Funds
"Pure player" Companies in Sectors with High Green Potential
(companies with more than 80% of turnover from Taxonomy-eligible activities out of the five most taxo-compatible RGS subsectors)

Companies

Sector

Country

Companies

Acuity Brands Inc

Kingspan Group PLC

Alfen NV

NEL ASA

Algonquin Power & Utilities Corp

Neoen SA

Alstom SA

NIBE Industrier AB B

Ameresco Inc

Nordex SE

American States Water Co

Ormat Technologies Inc

American Water Works Co Inc

Pennon Group PLC

Atlantica Yield PLC

Polypipe Group PLC

Azure Power Global Ltd

Scatec Solar ASA

Beijing Enterprises Water Group Ltd

Severn Trent PLC

Boralex Inc

Siemens Gamesa Renewable Energy SA

California Water Service Group

SMA Solar Technology AG

Canadian Solar Inc

SolarEdge Technologies Inc

China Longyuan Power Group Corp Ltd

Solaria Energia y Medio Ambiente SA

Companhia De Saneamento Basico Do
Estado De Sao Paulo ADR

Suez SA

EDP Renovaveis SA
Elia Group
Encavis AG
Enphase Energy Inc
ERG SPA
Essential Utilities Inc
Falck Renewables SpA
First Solar Inc
Gaztransport et technigaz SA

Country

Sunnova Energy International Inc
SunPower Corp
Sunrun Inc
TPI Composites Inc
United Utilities Group PLC
Veolia Environnement SA
Verbund AG
Vestas Wind Systems A/S
Vivint Solar Inc

Innergex Renewable Energy Inc

Xinjiang Goldwind Science & Technology
Co Ltd

JinkoSolar Holding Co Ltd ADR

Xinyi Solar Holdings Ltd
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II. The “Taxo-compatibility” of Equity Funds
A Majority of Companies with Sustainable Activities that Contribute to Reducing
Emissions from Other Sectors
Activity

Companies6

Main Environmental Objective (type of contribution)

Manufacture of Low-Carbon Technologies

150

Mitigation (enabling activity)

Water Collection, Treatment, and Supply

25

Mitigation (own performance)

Production of Electricity from Solar PV

22

Mitigation (own performance)

Production of Electricity from Wind Power

19

Mitigation (own performance)

Material Recovery from Non-Hazardous Waste

17

Mitigation (own performance)

Out of the three types of contribution to the climate change mitigation objective, the majority of companies in the panel
contribute through enabling activities. This is due to their activities often being eligible under the manufacturing of low-carbon
technology. Otherwise, it’s mainly sustainable activities that make a contribution based on their own performance.

Manufacturing of Low-Carbon Technology: A Risky "Catch-All" Category
This category covers an extremely wide field of activities under four types of scenarios: essential renewable energy products
and technology (e.g. wind turbines), low-carbon vehicles or its essential components (e.g. electrical cars), products and components essential to the energy efficiency of buildings (e.g. insulation or household appliances with the best-in-class European
Energy Label), and lastly, the broadest category: the production of low-carbon technology (or its essential components) that
provide substantial emission reductions in another activity sector compared to the best alternatives.
Concerning the latter sustainable activity, details should be provided by the new structures put in place by the European
Commission in the coming months.

HOW HAVE YOU BEEN WORKING ON INTEGRATING THE EU TAXONOMY
INTO INVESTMENT MANAGEMENT?
Sofia Wärmlöf Helmrich & Anne Kristin Kästner, SEB Investment Management,
company shortlisted for a PRI Award regarding its incorporation initiative
of the EU Taxonomy into asset management
SEB’s Head of Regulatory Affairs and Sustainability Office was a member of the TEG, and having her was certainly
an enabling factor. We view the Taxonomy as an opportunity and built a quantitative data model for our equity
investment universe, using data gathered from company reports as well as different databases. We didn’t start from
nothing, as we had access to around 700 pre-existing 700 sustainability data points via our data provider. We found
that some thresholds and technical screening criteria were hard to measure with the sole help of existing datapoints,
but at this stage even approximated and estimated data is useful. We all have to be smart and flexible !
Could you share some takeaways with us?
Our work is still ongoing, as we would like to assess all listed companies. As such, we find the “Potentially aligned”
categorization introduced in the latest TEG report (March 2020) very useful for now. The Taxonomy has the potential
to help us identify companies with sustainable activities based on the scientific threshold and our focus is to use this
as a factor in our investment process.

6
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II. The “Taxo-compatibility” of Equity Funds
Fund-Level Analysis: An Average Taxo-Compatible Share of Nearly 30%
As part of the preparatory work for the EU Ecolabel for sustainable financial products, ciphering the share of funds complying
with the Taxonomy is a key element since it will be the first criterion for certification. In this study, the average taxo-compatibility of funds (29%)7 is relatively high compared to what is required by sustainable finance labels based on a
taxonomy of “green” activities. Indeed, the minimum thresholds for “green” portfolio turnover range from 10% for reward by
Nordic Swan, to a threshold of 37.5% for the LuxFLAG Climate Finance label, and 15.5% for the Greenfin label.
However, it is important to emphasize once again that only the first step of compliance verification with the Taxonomy
was conducted by Novethic: thresholds and metrics determining environmental performance, DNSH criteria, and
minimum social safeguards were not verified. Applying these criteria would certainly reduce this average.

“Dark Green” Funds Provide Superior Environmental Credentials and Performance
To compare the characteristics of green funds whose portfolio
most closely resembles the Taxonomy with the others, we
separated our panel of equity funds into two groups:
This 30% limit is close to the median of taxo-compatible shares
for our panel of equity funds.

"Light Green" Funds

"Dark Green" Funds

58

funds

46

funds

Taxocompatibility

< 30

%

Taxocompatibility

> 30

%

Performance: As the table below confirms, we see on average the greenest funds outperform their peers over all periods
studied, from short-term to longer-term.

Number of Funds Analyzed
Annualized Average
Performance

Total Green Funds
100

1 year

28.5

3 years

12.4

5 years

11.7

Light Green Funds
54
27.9
10.5
9.9

Dark Green Funds
46
29.3
14.6
13.7

Difference
1.4
4.1
3.8
Source : Morningstar

Labels: 26 “light green” funds have labels but only six have a "green" label (LuxFLAG Environment, LuxFLAG Climate Finance and
Greenfin). Conversely, although fewer in number, 11 of the 24 labeled dark green funds have a green label. More remarkable
still, a third of dark green funds have several labels compared to barely a tenth of light green funds. This phenomenon is largely
due to French dark green funds which account for 15 labels belonging to only nine funds, while light green funds barely account
for one belonging to two labels.
Typology of Funds: Besides the classic thematic approach of green funds, there is a clear differentiation between the two green
groups. Light green funds comprise almost all funds with a low-carbon strategy approach and/or referring to the UN Sustainable Development Goals (SDGs) as management objectives. Moreover, these two strategies are not “green” strategies as such,
with the former only acting on the portfolio's carbon footprint with little interest in investment themes and the latter being
rather cross-thematic with a global approach that goes beyond the energy transition to include social or governance issues.
Impact Indicators: The categorization of funds between the two green categories does not prejudge of the quality of impact
indicators. Only about one-third of funds offer them, confirming the now well-established observation that transparency is
lacking for all.
7

This refers to the funds’ total green share, relative to the fund’s total assets, and assumes that all the securities not analysed (those appearing less than 5 times in
the portfolios) are not eligible for the Taxonomy.
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II. The “Taxo-compatibility” of Equity Funds
Major Players are “Greening” their Offer
Even if green funds represent only a very, very modest part of their assets under management, the most present players in this
market are asset management giants (with the exception of Pictet AM).
Top 5 “Dark Green” Fund Management Companies (in terms of AUM)

Management Company

BNP Paribas AM
BlackRock
Amundi
Pictet AM
Fidelity

Country*

AUM Dark Green Funds
(€bn)

Dark Green Funds

Total Global AUM (€bn)**

7.2

5

537.4

2.3

3

5 251.2

2.2

4

1 425.1

1.9

1

151.9

1.1

2

2 096.6

* The presence of non-European countries in this panel is because the panel's green funds are managed by the European subsidiaries of these management companies.
** Source: IPE

It is important to note that seven of the 15 funds offered by these management companies are thematic water-related funds,
with average assets under management exceeding €1 billion. Unsurprisingly, the other most common themes are energy
transition (production and distribution of renewable energy, energy efficiency), the fight against climate change, and protection
of the environment through investment in company "solutions" to current environmental challenges.

CAN YOU TELL US MORE ABOUT BNPP AM'S COMMITMENT REGARDING
THE TAXONOMY FOR THE END OF 2020?
Helena Viñes Fiestas, Deputy Global Head of Sustainability,
Global Head of Stewardship and Policy at BNP Paribas Asset Management

Our approach is two-fold, according to the funds concerned. On one hand, regardless of the fund type, we will monitor
the proportion of our green investments as information from companies becomes available to us. We are currently
working with data providers to determine what information they can provide us and with whom we can have a specific
contract. Indeed, with investments in more than 12,000 companies, analysis is complex. Thus, we are in the process of
seeing how to proceed on a large scale but like carbon, it will be gradual.
On the other hand, we have started this green share evaluation ourselves for Climate funds in particular.
In terms of reporting, we will follow the TEG recommendations. We will report on:
the percentage of the portfolio aligned with the Taxonomy, for which we have the information to confirm it,
the percentage of the portfolio “potentially aligned”, for which we are still missing certain information as
well as the due diligence conducted, and
the percentage of the portfolio that is currently not covered by the Taxonomy, accompanied by an analysis
of its future eligibility according to BNPP AM.
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III. The Taxonomy’s Contribution
to Green Bonds
The analysis focused on green bond funds, which represent the
majority of the Fixed-income fund panel.

Green bonds
Share

84

%

Source: Novethic

The very nature of these financial instruments is linked to the use of a green activity taxonomy, already implemented across
several markets and focused on climate change mitigation and adaptation. Consequently, the vast majority of the market is
already made up of green bonds that finance projects and activities covered by the EU Taxonomy8, except for a few sectors
such as maritime transport and environmental conservation and restoration.
Green bond issuers that wish to apply the best market practices use existing standards and taxonomies, mainly structured around the Green Bond Principles (GBP) by ICMA, or the Climate Bond Taxonomy by NGO Climate Bonds Initiative. The
main framework used in this market - The GBP - advocates a transparency framework across four dimensions:
Use of proceeds
Process for project selection and evaluation
Management of proceeds
Reporting

Pending Technical Criteria, Various Case Studies Can Be Analyzed
The Green Bond Principles are based on a synthetic taxonomy that ignores technical thresholds and criteria, and it is
often the auditors that have the responsibility of deciding on the environmental quality of a green bond through the use of
external evaluations (second-party opinions). The existence and content of these external assessments then guide investors in
building their portfolios, as shown in the documentation analysis on green bond funds.
The use of the Taxonomy in the upcoming EU “Green Bond Standard” (EU GBS, see p. 28) will compensate for this lack
of technical thresholds and criteria, but will only apply to future bonds issued according to this standard. The Taxonomy
should especially increase the requirement level in various sectors frequently present in the project clusters funded
via green bonds (transportation, real estate, energy from biomass, energy efficiency). To date, only a handful of bonds
have been issued by participants claiming to have made use of the EU Taxonomy for project selection and funding. However,
these are too recent to be part of the analyzed portfolios in this study.
Thus, the analysis conducted by Novethic focused on cases of green bond groups lacking consensus (for example, for
energy efficiency implemented in a “problematic” sector). This work highlights one of the contributions by the upcoming GBS,
namely the obligation for issuers to specify in their “frameworks” (framework documents for their green bond program) how
their overall strategy is aligned with the environmental objectives of the Taxonomy.

8

The breakdown by sector of analyzed portfolios is generally reflective of the overall green bond market. Three sectors (energy and energy efficiency,
transportation, and building sectors) account for approx. 80% of total proceeds (“use of proceeds”). The remainder is allocated to projects related to water
conservation, waste treatment and land use, up to 5-10% each. Adaptation is the poor relation in the green bond market, claiming minimal share of the amount
raised.
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III. The Taxonomy’s Contribution to Green Bonds
Green Bond Funds Largely Incorporate
the Best Standards Already

LOW-CARBON
FIXED INCOME FUNDS

Green Share

Out of all the fixed income funds
in our panel, we identified four
“low-carbon” green funds where
green bonds were not the main
investment strategy. These funds
are mainly based on an ESG selection approach, where companies
are chosen according to their
sustainable profile and their
greenhouse gas emission. This
approach is also widely used for
equity funds.

Before the volume of green bonds issued exceeded €100 billion per year, a
portion of the first green bond funds retained the possibility of investing part
of their AUM in conventional bonds. This trend is in sharp decline since 25 of
the 29 funds committed to a target share of green bonds (as defined by market
standards) set it at more than 70%. In addition, of the 38 funds analyzed, 22 use
the GBP as a benchmark for selecting green bonds in their portfolio.
The most demanding funds in terms of their green share (between 90% and
100% of the portfolio invested in green bonds) also most often refer to the GBP
(10 funds out of 13 in this sub-panel).

Share of Green Bonds Reported

Number of Funds

[90 ; 100%]

Observed Average*

Observed Average*

Green Bonds

Green Bonds Aligned with GBP

13

91%

76%

[80 ; 90%]

5

94%

75%

[70 ; 80%]

7

87%

78%

[60 ; 70%]

1

74%

65%

[50 ; 60%]

3

87%

76%

Not specified or "predominantly"

9

64%

54%

Total

38

84%

71%

*The data provided by Morningstar and Environmental Finance make it possible to process an average of 98.5% of the bonds’ weight in the portfolio.

Finally, a detailed analysis of the portfolios using data provided by the Environmental Finance database makes it possible to situate
the average share of green bonds in portfolios at 84%. The portion is greater than 95% for eight funds and less than 60% for four
funds.

A “Generalist” Trend Despite Some Dedicated or Diversified Strategies
The vast majority of analyzed funds target the green bond market as a whole, apart from a few constraints such as the restriction only to bonds appearing in a dedicated index (7 funds) or the preference given to bonds in a particular currency (1 fund).
Beyond the observed green bond shares, several funds demonstrate a “dark green” strategy in their documentation, which
aims to exclude green bonds whose environmental contribution is deemed too weak. One fund in the sample even
goes so far as to retain only green bonds graded "dark green" via external verification, which is based on the green color chart
developed by the Norwegian agency CICERO, the 2019 leader for SPO (second-party opinions) providers.
Other products take a blended approach. Among the funds whose share of green bonds is less than 60%, there are also three
funds - all French - whose strategy combines green (in the sense of green bonds ) and sustainable (in the sense of "sustainable
bonds" but also via a selection of bonds issued by companies with a good sustainability rating in an ESG matrix).
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III. The Taxonomy’s Contribution to Green Bonds
Types of Issuers and Representation in the Context of the Market

Type of Funds

The vast majority of green bond fund managers build
portfolios with all types of issuers. Only four funds stand
out, either because they are focused only on “corporate”
issuers (3 funds), namely via a strategy dedicated to
green bonds issued by companies, or on the contrary, by
focusing on supranational agencies and financial institutions (1 fund).

Funds

All Categories
"Corporate" Only
All Categories Except Corporate

34
3
1

These three “corporate bond” funds are the first to formalize the strong expectation that exists around the transformative
power of business models attributed to green bonds. They have since been joined by new funds launched in 2020, as the
number of companies that have taken the step of issuing green bonds is steadily rising.
The attractiveness of corporate issuance explains the weight of corporate issuers (41%) in portfolios. Sovereign green bond
issuance (a dozen countries to date) is also at a high level (11% vs. 7% at market level) within the panel, as opposed to issuance
from municipalities, regions, and provinces or supranational issuers, such as development banks.
Breakdown of AUM by type of issuer:

Corporate

Financial
Institutions

Supranational

Sovereign

Agencies**

Municipalities,
Regions and Provinces

Average Observed in
the Sample Portfolios

41%

26%

8%

11%

11%

3%

Market-Wide Average*

35%

27%

11%

8%

11%

8%

*Source: Bond Data - Environmental Finance ** (excluding Fannie Mae)

A Dutch Leader Among
Asset Managers
On top is NN IP with three different
green bond funds, including two
Greenfin-labeled funds whose share
of green bonds is above average. In
addition, the management company
highlights in its documentation a high
selection rate for green bonds (“dark
green”), rejecting more than 15% of the
market. Second place goes to BlackRock
with an index fund that exceeded €1
billion in assets alone, is Greenfinlabeled and exceeds the average green
bond rate. Amundi comes in third place,
with 3 green bond funds, including two
Greenfin-labeled funds in 2020.

Top management companies
(in terms of AUM, 2019)

NN IP

(Total AUM: € 243.1 bn)

BlackRock

(Total AUM: € 5 251.2 bn)

1.3

1

€

fund

2

bn

1.4

3

€

funds

1

bn

Amundi

(Total AUM: € 1 425.1 bn)

1.0

3

€

funds

bn

3
Source: Novethic

* The presence of non-European countries in this panel is because the panel's green funds are managed by the European subsidiaries of these management companies.
** Source: IPE
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III. The Taxonomy’s Contribution to Green Bonds
Reinforced framework for issuing green bonds
By assets under management, the majority (71%) of securities appearing in the panel fund portfolios are classified as aligned
with the GBP. Conversely, Asian bonds issued according to other standards (ASEAN GBS or People Bank of China Standards)
are virtually absent from the fund portfolios in the panel, except for a handful of issues from major banks on the continent.

FOCUS: THE EU GREEN BOND STANDARD
The EU Green Bond Standard (GBS) is intended at this stage to be a
voluntary standard provided to issuers wishing to align themselves
with best market practices. Thus, it will initially only concern a
small percentage of the total green bond market, and it will take a
few years before seeing funds comprised entirely of “GBS aligned”
green bonds.
Ultimately, this GBS should bring even more transparency and
rigor to the market. It is intended to be more binding than the
GBP (with transparency requirements on the use of proceeds
and impact calculations, as well as proceed shares concerning
wholesale funding and mandatory verification). Lastly, the GBS will
introduce a “lookback period”9 policy for green emission OPEX and
will provide a framework for second-party opinions.

Green Bond Controversies
Unlike corporate stocks, green bond analysis has historically focused less on the issuer profile than the nature of the financed
or refinanced projects due to the amounts raised. Despite this theoretical distinction between issues and issuers, some
bonds continue to be the subject of debate between observers and investors, in particular when they are issued by issuers
accused of environmental harm. Nevertheless, the analysis of fund portfolios in the sample indicates that only the bond from
oil company Repsol (issued in May 2017 and excluded from major indices) was unanimously opposed.
For the rest, Novethic’s work aims to show through a few case studies how the Taxonomy - coupled with the GBS - can in
some cases clarify the environmental objectives of a program or an issuer, and in other cases, let fund managers make their
own judgment.

9
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III. The Taxonomy’s Contribution to Green Bonds
Issuer Controversy: Involvement in Fossil Fuels
Republic of Poland bond present in 18 funds on the panel
ISIN : XS1958534528 / XS1960361720 / XS1766612672 / XS1536786939

Mixed contribution
The world's first sovereign green bond issued
in 2016 by a country criticized for lacking an
ambitious national climate policy.
Problem:
Greenwashing accusations over this bond

GBS and
Taxonomy
contribution?

The TEG encourages Member States wishing
to issue a green bond to do so in accordance
with the GBS: financed activities would
therefore be 100% taxo-compatible.
However, this in no way requires Poland to
change its overall energy transition policy.
Thus, the country remains a controversial
issuer.

Southern Power bond present in 12 Funds of the Panel
ISIN : US843646AS92 / XS1435056426 / XS1434560642 / US843646AN06 / US843646AM23

Southern Power is a "Renewable Energy"
subsidiary of Southern Company, one of
the most coal-reliant energy companies in
the United States, and is often accused of
engaging in anti-climate lobbying to the point
of being the subject of divestment campaigns

Mixed contribution

GBS and
Taxonomy
contribution?

Problem:
Controversial issuer due to its involvement in
fossil fuels

The GBS is more insistent on the need for
the issuer to specify within the “Framework”
how its global strategy aligns with the
environmental objectives of the Taxonomy.
However, this requirement can be
bypassed in this situation since it is only a
subsidiary specializing in renewables for a
controversial group.

Sector-Wide Controversy: Aviation and Shipping
Inherently carbon-intensive sectors, shipping and aviation are respectively the second and third largest sources of emissions in
Transportation after road transportation.
Schiphol bond present in 7 funds on the panel
ISIN : XS1900101046

Proceeds allocated to airport infrastructure
(building construction and renovation, vehicle
fleet).
Problem:
For many, the primary challenge for the
aviation sector is to reduce traffic, apart from
improving energy efficiency on the ground. The
fear for investors is financing assets that allow
an increase in airport capacity.

GBS and
Taxonomy
contribution?

Pending
At this stage, the aviation sector is neither
directly shielded nor directly excluded from
research-enabling activities.

Also targeted by similar controversy are bonds issued in the shipping sector (notably Nippon Yusen Kaisha and Teekay Shuttle
Tankers - see p.31). No funds on the panel subscribed to these bonds. For both shipping companies, they aim to finance hybrid or
LNG engines to replace fuel oil and marine diesel. The shipping sector is not included in the first draft of the Taxonomy, and it will
be up to the forthcoming Platform on Sustainable Finance to decide on technologies that may be eligible under the climate change
mitigation objective.
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III. The Taxonomy’s Contribution to Green Bonds
Issues Controversial in Themselves: the Taxonomy as a Reading Aid on Environmental Contribution
Beyond the sector or the issuer, some green bonds are controversial due to details concerning “use of proceeds" in controversial projects (for example, when financing large hydroelectric dams).
SNAM Bond Present in 5 Funds on the Panel
ISIN : XS1957442541

The “Climate Action Bond” is modeled after
the GBP but the proceeds are partially used to
improve gas networks.
Problem:
Despite these improvements, some observers
have pointed out that natural gas will remain
SNAM's core business.

Yes.

GBS and
Taxonomy
contribution?

Modernizing distribution networks is one of
the only eligible activities in the gas sector.
Eligibility comes with strict conditions,
particularly regarding contribution from the
issuer's overall strategy.

Engie Bond Present in 2 Funds on the Panel
ISIN : FR0011911247 / FR0011911239

A green bond for which a part of the “use of
proceeds” is accused of having financed the
controversial Jirau dam over the Madeira river;
a main tributary of the Amazon.
Problem:
Large dams in tropical areas cause significant
environmental damage: direct and indirect
deforestation, as well as methane emissions
due to the decay of submerged vegetation.

Yes.

GBS and
Taxonomy
contribution?

In addition to criteria on the dam’s energy
density (in W/m² of retention basin),
the Taxonomy’s DNSH criteria set strict
requirements for dams that may harm areas
of preserved biodiversity.

Sparebank 1 Boligkreditt Bonds Present in 7 Funds on the Panel
ISIN : XS1760129608

A Norwegian bank bond whose proceeds are
used to mortgage loans for “energy-efficient”
residential buildings.
Problem:
Accused of greenwashing. The Norwegian
NGO FIVH criticizes these bonds for not
engaging in any emissions reductions since
current national standards concerning new
construction are sufficient enough to satisfy
the definition of green real estate adopted by
Sparebank 1 Boligkreditt.
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The criteria adopted for new buildings
imposes a primary energy requirement
at least 20% lower than the standard set
in force in the country of construction for
Nearly Zero-Energy Buildings (NZEB).
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III. The Taxonomy’s Contribution to Green Bonds
Financing the Transition : the Taxonomy leaves the door open
The Taxonomy introduces the concept of transitional activities into its nomenclature, making it impossible to ignore carbon-intensive sectors while establishing very demanding thresholds for the production of steel or electricity from natural gas for
example. Simultaneously, the growing popularity of green bonds has recently given rise to the concept of “transition bonds”;
or bonds issued by companies from “brown” or carbon-intensive sectors, yet abiding by all the guidelines for issuing green
bonds (especially signposting financed projects and commitment to regular reporting on the utilization of funds) by highlighting
ambitions to decarbonize their business model. To date, these two concepts have yet to overlap, leaving fund managers to
make their own judgments, depending on the following two scenarios:

1. Certain issuers trying to ride the green wave, without convincing investors
The “transition bonds” that have appeared on the market since 2017 have so far been neglected from
the funds on the panel. None of them invested in bonds issued by Marfrig (a Brazilian agribusiness giant
specializing in beef production and processing), Teekay Shuttle Tankers (a hydrocarbon shipping company
headquartered in Bermuda), or Castle Peak Power (a Hong Kong energy company that finances natural
gas to replace coal). In all three instances, the market perception is that these bonds do not contribute to
real decarbonization of their business model. To date, the only exception concerns the “Green Transition
Bond” issued in autumn 2019 by the European Bank for Reconstruction and Development (EBRD) from
which proceeds will be allocated to energy efficiency in industrial processes using fossil fuels. It is included
in the portfolio of two funds on the panel.

2. For gas, financing is limited to improving networks
Although gas is considered a transitional energy by many investors, and several green bond issuers use
it for energy production and distribution (A2A, Enel, Engie, IREN, SNAM), at this stage, the eligible activities presented in the Taxonomy leave little room for it. The 100 gCO2/kWh threshold for electricity and
heat production is in fact unattainable using natural gas without coupling it to a CO2 capture and storage
facility. Therefore, it is premature to consider this threshold as sufficient enough to guide the market
to this performance level, even funding aimed at reaching this threshold were to be eligible under the
EU GBS. At this stage, financing relating to gas is therefore essentially limited to improving distribution
networks (“retrofitting”), an activity covered by the Taxonomy and on which the British company Cadent
Gas relied while issuing its transition bond in March 2020. For heavier gas infrastructures, Climate Bonds
Initiative and Credit Suisse - which published a white paper on defining credible pathways for companies
to issue transition bonds in September 2019 - still observe strong market polarization over the role of gas
in the energy transition.
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CONCLUSION
Implementation of the Taxonomy: A Challenge to Overcome
The Taxonomy is an essential tool for harmonizing activity definitions and environmental
benefits within the European Union. However, the study conducted by Novethic with the
support of ADEME, shows that there are still many obstacles to overcome for the Taxonomy
to act as the common benchmark for companies and investors.
First obstacle: the huge lack of company data. To achieve the results from this study, two
months were required to carefully read through the websites of 415 companies considered
to be the greenest by the funds on Novethic’s selected panel. Even today, those who are
accustomed to ESG reporting and being rated on these criteria have not established indicators related to the environmental qualities of their products and services. For example,
in the transportation sector operators do not measure the g/C02 per kilometer traveled
nor per passenger kilometer traveled because in city buses, monitoring is only done upon
entering the vehicle and the distance traveled remains unknown to the carrier!
The Taxonomy’s implementation assumes that companies of all sizes and all sectors are
thoroughly reviewing their reporting model and environmental measurement indicators.
In the context of the current crisis where sectors with a rather negative environmental
impact are particularly exposed - such as the automobile or the airline industry - lobbies are
running amuck trying to slow the Taxonomy’s implementation.
Second obstacle: obligation timelines are not aligned. Company reporting obligations will,
at best, be established in the summer of 2021 with the revision of the NFRD Directive.
However, investors must begin indicating the volume of green financing aligned with the
Taxonomy from the fiscal year 2021. In principle, this requires companies to define their
reporting framework in autumn 2020 even though delegated acts - which will provide a
regulatory framework for the Taxonomy - have not yet been published. The same goes for
the Green Bond Standard which relies on the Taxonomy to certify EU green bond issuance.
It would have to be ready for issuance linked to the recovery and resilience plan announced
by the President of the European Commission in early September if it is to be used.
The COVID crisis exacerbates threats to the Taxonomy’s efficient and rapid implementation. It slows down a hitherto extraordinarily fast administrative process for Europe. In the
original timeline, 2022 was to be the year when the green share of European companies
and investors would be known, and the Ecolabel made available to interested investors. For
a process that essentially started from scratch in 2018, it was an achievement. This remains
a challenge that will hopefully be taken up by the Commission, companies, and investors
since transitioning the European economy to greener models is essential in achieving the
European Union's environmental objectives, starting with carbon neutrality.

Anne-Catherine Husson-Traore
CEO of Novethic
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Appendix Table: List of investors Participating
in the PRI Taxonomy Practitioners Group
INVESTOR
Organization

Headquarters

CASE STUDY
Investor profile

AUM

($bn, 2019)

Asset classes covered by the case study

Aberdeen Standard
Investments (ASI)

Investment manager

628.5

Listed Equity (2 studies with different
geographic regions)

Amundi

Investment manager

1,823.0

Fixed Income (corporate, general)

Asset Owner

22.0

Listed Equity

AXA IM

Investment manager

883.5

Listed Equity /
Fixed Income (corporate, general)

BlackRock

Investment manager

7,427.9

Fixed Income (corporate, general)

BlueBay AM LLP

Investment manager

60.9

Fixed Income (corporate, general)

Carmignac

Investment manager

38.6

Listed Equity

CORESTATE Capital Group

Investment manager

31.4

Real Assets (real estate)

Credit Suisse Group AG

Investment manager

1,510.4

Listed Equity

ESG Portfolio Management

Investment manager

0.4

Fixed Income (green bonds)

Foresight Group LLP

Investment manager

5.4

Real Assets (infrastructure)

Franklin Templeton
Investments

Investment manager

692.6

Fixed Income (corporate, general)

Impax

Investment manager

20.7

Listed Equity

Service Provider

0.3

Real Assets (forestry)

Invesco Ltd

Investment manager

1,142.5

Listed Equity

KBI Global Investors

Investment manager

13.3

Listed Equity

Asset Owner

81.1

Listed Equity

La Financière de l’Echiquier

Investment manager

10.5

Listed Equity

La Française Group

Investment manager

42.5

Listed Equity

MN

Investment manager

168.7

Fixed Income (corporate, general)

Morgan Stanley IM

Investment manager

551.9

Listed Equity / Fixed Income (green bonds)

AP Pension

The International Woodland
Company A/S

KLP
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Appendix Table: List of investors Participating
in the PRI Taxonomy Practitioners Group
INVESTOR
Organization

Headquarters

CASE STUDY
Investor profile

AUM

($bn, 2019)

Asset classes covered by the case study

Neuberger Berman

Investment manager

330.0

Listed Equity

Nordea

Investment manager

259.0

Fixed Income (corporate, general)

Osmosis Investment
Management

Investment manager

1.3

Listed Equity

Ostrum AM

Investment manager

288.0

Fixed Income (green bonds)

Asset Owner

44.3

Fixed Income (green bonds)

ResponsAbility Investments AG

Investment manager

3.5

Fixed Income (private debt)

Robeco

Investment manager

191.2

Fixed Income (green bonds)

Royal London Asset
Management

Investment manager

179.3

Listed Equity

Asset Owner

106.7

Listed Equity

StepStone Group LP

Investment manager

56.4

Real Assets

Swedbank Robur

Investment manager

113.2

Listed Equity

VidaCaixa Group Pension
Scheme

Asset Owner

102.5

Fixed Income (corporate, general) /
Fixed Income (green bonds)

Wellington Management
Company LLP

Investment manager

1,154.7

Listed Equity

Wells Fargo AM

Investment manager

419.6

Fixed Income (corporate, general)

PKA

SEB IM
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