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QUICK GLOSSARY
CSRD: Corporate Sustainability Reporting Directive

DNSH: Do No Significant Harm

ESG: Environmental, Social, and Governance

IPSF: International Platform on Sustainable Finance

OECD: Organisation for Economic Co-Operation and Development

SDG: Sustainable Development Goals

SFAP: Sustainable Finance Action Plan

SFDR: Sustainability Finance Disclosure Regulation

SME: Small and Medium-Sized Enterprises

TSC: Technical Screening Criteria
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In today’s sustainable investment 
markets, a growing cadre of emerging 
finance taxonomies aim to clarify 
what it means to be sustainable. As 
a common classification system for 
sustainable economic activities, the 
EU taxonomy is a pioneer in the field 
and will be instrumental in achieving 
the emissions reduction and mitigation 
goals of the European Union’s Green 
Deal. 

But complying with the EU taxonomy is not easy. 
Specifically, it entails two main implementation 
challenges for investors:

• A clear mismatch between investor needs
and available data. This discrepancy arises
both in the timing, when investors need to start
reporting before companies, and in the scope
of the companies reporting—both EU and non-
EU.

• An ongoing regulation development process.
Investors need to be ready to adapt as more
objectives—both environmental and social—are
defined.

Clarity AI leverages technology and expertise to 
provide clients with robust and comprehensive 
tools to meet their disclosure and product-design 
requirements.

EXECUTIVE SUMMARY
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HOW TO USE THIS PAPER
This paper provides insights into the green 
economy sector,1 which is vital for the transition 
toward a climate-neutral economy. If the green 
economy maintains its current 4.2% growth,2 it 
could represent as much as 5.5% of the global 
market value by 2030.3 

The first section of this paper evidences the merits 
of a data science approach for EU taxonomy 
reporting across three specific use cases:

• how granular semantic screening can help
identify a company’s green activities at scale

• how models help validate technical screening
criteria (TSC) in a scalable, transparent, and
reliable way

• how natural language processing can help
inform the creation of unbiased definitions of
“significant harm”

The second section puts the EU taxonomy to 
work, diving into the EU taxonomy performance 
of a subset of 31,000 equity funds using Clarity AI 
insights. Investors will benefit greatly from a deep 
understanding of the common traits of the funds 
best placed for the low-carbon transition, both as 
they construct new financial products and as they 
assess performance of current investments.

1. “Green economy sector” covers the production of goods and services such as renewable energy that help contribute to climate change
mitigation, as defined by the EU taxonomy.

2. Gross value added from market production in the EU environmental economy grew by 4.2% in 2018. “Environmental economy – statistics
by Member State,” Eurostat Statistics Explained, 2021.

3. Clarity AI estimates, based on the current estimated 3.6% green revenues.

Under the Sustainability Finance 
Disclosure Regulation (or SFDR), 
investors need to report the EU 
taxonomy alignment as part of the 
sustainability profile of funds, which 
need to be classified into one of three 
categories:

• Article 6: non-sustainable funds

• Article 8: funds that promote
sustainable characteristics but not
as an overarching objective

• Article 9: funds that have been
specifically created to address
sustainability goals
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KEY ANALYSIS TAKEAWAYS
• Globally, 3.6% of revenues can be considered 

green—that is, they contribute to progress 
toward a climate-neutral European Union. Only 
7% of funds have more than 10% green 
revenues.

• Article 9 climate-branded funds present four 
times higher alignment with the EU taxonomy 
than the overall sample average, with 15% of 
revenues classified as green. Article 8 funds, 
however, have a similar alignment to the 
average, with 3.9% green revenues.

• Sectors that are doing heavy lifting in the green 
transition, such as utilities, show a higher 
exposure and alignment, with 25% green 
revenues. And funds with equity themes, such 
as alternative energy, are naturally more 
aligned with a green economy, with up to 27%
green revenues. 

• Countries with the largest renewable energy
companies, such as Denmark, Italy, Spain, and
Taiwan, lead the way, presenting on average
10–15% green revenues.

Reliable, transparent insights are at the heart 
of fact-based sustainable finance. They should 
become the norm in the construction of financial 
products, as well as a central piece in making 
informed investor decisions around capital 
allocation. 

Transitioning the global economy from where 
it is today to where it needs to be will require 
a transparent use of these detailed insights. In 
this way, data science will be a critical enabler in 
helping companies plan and finance their green 
transition.

If the green economy maintains 
its current 4.2% growth, it could 

represent as much as 5.5% of 
the global market value by 2030.
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Emerging sustainability taxonomies

4. Global Sustainable Investment Review 2020, Global Sustainable Investment Alliance, 2021.
5. Study on Sustainability-Related Ratings, Data and Research, European Commission, June 2021.

The global market for sustainable investments is 
growing quickly. At the start of 2020, it reached $35 
trillion in five major markets, a 15% increase in the 
past two years (2018–20). Europe leads the way 
globally on sustainable investing (surpassed only 
by Canada), with 42% of the total assets in 2020—in 
excess of €12 trillion—committed to sustainable 
and responsible investment strategies.4 

The next phase of growth in the sustainable 
investment market will be predicated by improved 
access to high-quality data.5 Investors 

are already demanding more data granularity 
and have high expectations of data quality, 
consistency, timeliness, and—perhaps most of all—
transparency. 

However, many sustainability ratings reflect the 
views of the evaluator. Without full transparency 
into the methodology (including underlying data 
sets, indicators, and weightings applied), it is 
difficult to assess how effective they are or whether 
the criteria selected align with the sustainability 
objectives of the end investor.

IN BRIEF

In the UK, the Green Taxonomy is overseen by the Green Technical Advisory Group, launched in 2021. 
With similar objectives to its European counterpart, it aims to standardize how the sustainability of 
investees’ activities is assessed in the UK. The UK Green Taxonomy is part of the wider government’s long-
term ambition to “green” the financial system over the course of different stages, which includes a set of 
requirements for financial market participants. The criteria for the first two climate objectives, mitigation 
and adaptation, will be delivered by the end of 2022, with the remaining four to be delivered during 2023. 
Emissions reduction will be a priority in the UK Taxonomy since it aligns with the UK Government’s 2050 net-
zero targets.

By Stuart Royden-Turner, Associate Director, Risk Advisory, Deloitte LLP
Ruby White, Senior Manager, Sustainable Finance, Risk Advisory, Deloitte LLP
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At the same time, the market is facing increasing 
regulatory pressures. The pace of new 
sustainability-related regulations worldwide 
has accelerated in recent years, as shown in 
Figure 1. In the United States, for example, an ESG 
subcommittee of the SEC began taking strides in 
December 2020 toward mandatory standards for 
disclosing material ESG risks.

As investors look for options for how to 
respond to these challenges, they are turning 
to emerging sustainable finance taxonomies 
that aim to establish market clarity on what is 
sustainable in terms of green or social issues. 
They are classification tools that help investors 
and companies make informed investment and 
business decisions on sustainable economic 
activities. They also help facilitate the measurement 
and monitoring of sustainable financial flows. 

While the EU taxonomy is a pioneer, several non-
EU countries are also currently developing their 
own taxonomies. These taxonomies differ in scope 
and implementation progress, but their presence 
is clearly beginning to extend beyond vanguard 
countries such as Canada and Japan to include 
China, Southeast Asia, and the United Kingdom, 
among others (Figure 2). 

FIGURE 1

Global regulatory pressure 
on sustainable investment is 
increasing.

Global regulatory pressure on 
sustainable investment is 
increasing.

FIGURE 1

1. Based on regulations database compiled using numerous sources, 
including the International Labour Organization (ILO), the Publications 
Office of the European Union, and the US Federal Register.
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The SEC launched a task force to uncover 
flawed ESG-related disclosures that 
violate its regulations.

B2I - June 2, 2021

By 2022 all pension funds must adhere 
to ESG principles.

Regulation Asia - May 12, 2021

Securities and Exchange Board will 
require sustainability disclosures to the 
top 1,000 listed entities by market cap.
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BRINGING THE EU TAXONOMY TO LIFE
Launched in October 2020, the International 
Platform on Sustainable Finance (IPSF) established 
a working group, co-led by the EU and China, to 
work toward a “common ground taxonomy” to 
identify the commonalities between different 
jurisdictional taxonomies and support cross-border 
green investments. 

The EU taxonomy aspires to align all market 
stakeholders on what is considered sustainable 

in the context of the European Union. It defines 
which economic activities can be considered 
environmentally sustainable related to six 
environmental objectives: (1) climate change 
mitigation, (2) climate change adaptation, (3) 
sustainable use and protection of water and 
marine resources, (4) transition to a circular 
economy, (5) pollution prevention and control, and 
(6) protection and restoration of biodiversity and 
ecosystems. A forthcoming social taxonomy will 
define objectives beyond the environment. 

FIGURE 2

Sustainability taxonomies are multiplying worldwide.Sustainability taxonomies are multiplying worldwide.
FIGURE 2
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Source: ECO:FACT
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As one of several key evolutions in the EU 
sustainability landscape in recent years (see 
Figure 3), the EU taxonomy is designed to address 
greenwashing and support the EU economy in 
meeting its European Green Deal objectives—
including a climate-neutral EU by 2050. 

It is used for, among other things, labeling financial 
products and corporate bonds marketed as 
environmentally sustainable. Under the Sustainable 
Finance Disclosure Regulation (or SFDR), investors 

need to report their alignment to the EU taxonomy 
as part of the sustainability profile of their funds, 
which are classified into one of three categories:

ARTICLE 9: funds that have been specifically 
created to address sustainability goals

ARTICLE 8: funds that promote sustainable 
characteristics but not as an overarching 
objective

ARTICLE 6: non-sustainable funds

FIGURE 3

The EU sustainability regulatory landscape has evolved significantly in 
recent years.

2020 Mar–Jun 2021 Q4 2021 Jan 2022 2022 2023

The EU sustainability regulatory landscape has evolved significantly in 
recent years. 

FIGURE 3

1. https://www.ecb.europa.eu/stats/financial_corporations/list_of_financial_institutions/html/index.en.html#pf
2. https://www.efama.org/about-our-industry/our-industry-numbers
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ATTEMPTING COMPLIANCE WITH 
MISMATCHED DATA AVAILABILITY AND 
SHIFTING METHODOLOGIES
Complying with the EU taxonomy is not easy. 
Specifically, investors face two major challenges: 

1. Data availability and need conflict. In 2022, 
the EU taxonomy requires investors to report 
product alignment to the climate adaptation 
and mitigation objectives—and the other 
four environmental objectives will most likely 
be required by 2023. However, companies 
will not report alignment until 2023.6 This 
data availability mismatch will persist for the 
foreseeable future, as a limited number of 
companies will be covered by the European 
Commission’s Corporate Sustainability 
Reporting Directive (CSRD) and will therefore 
report in line with the EU taxonomy. 

2. Methodology development is an ongoing 
process. This is true of the released climate 
objectives, in which there are differences of 
interpretations across companies and countries 
(such as the recent inclusion of natural gas 
and nuclear as green activities). Only two of 
the six environmental objectives have been 
defined, and the EU is currently developing a 

6. Companies will be required to report eligibility starting in 2022.

social taxonomy companion. Investors need to 
be ready to adapt and respond to a complex 
landscape of evolving regulations. 

WHERE WILL WE GET THE DATA?
Sustainability taxonomies in general—and the EU 
taxonomy in particular—are set to help solve some 
of the market’s most intractable challenges by 
creating a common definition of sustainability and 
enabling further sustainable investment growth. All 
industry players will need to determine their path 
through the ongoing methodology development 
process. 

Meanwhile, investors’ success at bridging the data 
gap will vary. The implementation of the CSRD 
will help, eventually compelling close to 50,000 
companies to report sustainability performance 
on a comprehensive set of metrics. But the CSRD 
will not be fully implemented by 2025, and non-EU 
jurisdictions are likely to lag even further behind. 

In a world that moves as fast as ours does, using 
the power of AI—specifically natural language 
processing—helps to ensure, at scale, the detection 
of incidents and the severity of those incidents. 
Therefore, in the absence of technology, the 
reliability of EU taxonomy assessments could 
suffer. 
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Using technology and AI to meet EU taxonomy 
data requirements 
Starting January 2022, investors offering financial 
products in the EU are required to make taxonomy 
disclosures for products with “climate change 
mitigation/adaptation” goals. For an economic 
activity to be deemed environmentally sustainable 
according to the EU taxonomy, it must satisfy three 
criteria: 

1. make a substantial contribution to one 
environmental objective 

2. do no significant harm (DNSH) to the other 
objectives

3. meet minimum social safeguards

01
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With only a handful of companies directly reporting 
their EU taxonomy exposure and alignment 
today, the main challenge investors are facing 
is accurately determining exact revenues from 
individual types of green business activities as 

defined by the EU taxonomy at scale. Existing 
public disclosures are insufficient, and traditional 
classification frameworks do not capture the 
nuances of emerging products and services in a 
wide range of sectors. 

ABOUT CLARITY AI + EU TAXONOMY
Clarity AI is a sustainability technology platform that uses machine learning and big data to deliver 
environmental and social insights to investors and organizations. Clarity AI’s platform analyzes 
more than 30,000 companies, 180,000 funds, and 198 countries, and 187 local governments.1 It 
delivers data and analytics across sustainability frameworks, such as performance on ESG risk and 
impact assessments; alignment with climate targets (including those of the Task Force on Climate-
related Financial Disclosures); and contributions to the UN’s Sustainable Development Goals (SDGs). 

The EU taxonomy reporting module is part of Clarity AI’s Sustainable Finance Regulatory 
solutions—which, together with its SFDR and MiFID II solutions, provides clients with robust 
and comprehensive tools to meet their disclosure and product-design requirements, leveraging 
bleeding-edge data science capabilities.

Our comprehensive assessment of EU taxonomy alignment draws on the broadest possible 
spectrum of tools and data sources available to increase the analysis’ coverage, precision, and 
objectivity while remaining transparent.

1. As of February 2022.
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To analyze the alignment of each portfolio 
company, Clarity AI follows a three-step approach 
(Figure 4). This analysis provides two key metrics 
that investors will need to report7: 

• percentage of eligible green revenue, as 
defined by revenues eligible for the activities 
outlined in the EU taxonomy 

• percentage of aligned green revenue, which 
builds upon eligible activities and embeds an 
assessment of the technical screening criteria, 
DNSH and SS requirements

But what does that look like in action? Three case 
studies provide specific examples of the merits of 
a scalable approach for EU taxonomy reporting 
across these three steps.

7. Both include “potentially eligible” and “potentially aligned” revenues, as defined by Clarity AI.

FIGURE 4

Clarity AI’s three-step approach 
offers the highest coverage, 
granularity, and transparency 
in EU taxonomy alignment to 
climate change objectives.

Mapping of revenues from more 
than 30,000 companies, leveraging 
multiple data sources

Revenue segmentation

Clarity AI’s three-step approach 
offers the highest coverage, 
granularity, and transparency in 
EU taxonomy alignment to 
climate change objectives. 

FIGURE 4

Processing information from 
company reports,  external 
databases, and internal models

Technical criteria analysis

Risk-level assessment based on 
company operations, company 
reported data, and controversies

Do No Significant Harm (DNSH) and 
Social Safeguards assessments

01

02

03
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Anchored in the industrials sector, General 
Electric (GE) has a diversified business portfolio 
with products and services across a wide range 
of sectors—so determining its exposure to 
the EU taxonomy is far from straightforward. 
Clarity AI’s granular semantic screening is based 
on a keyword search model (similar to natural 
language processing models), which processes 
the descriptions of a company’s business lines 
and looks for previously defined keywords that 
help identify revenue associated with sustainable 
activities. This model helps us systematically map 
revenue across a large number of companies 
and sectors. Figure 5 shows an example of how 
this semantic screening identified which of GE’s 
revenues and business segments are eligible for 
the EU taxonomy.

Clarity AI models found that 42% of GE’s total 
revenue is eligible for the EU taxonomy. See Figure 

6 for a snapshot of Clarity AI’s findings on behalf 
of GE. For example, about 5% of that eligible share 
of GE’s revenues map to the taxonomy activity 
“manufacture of other low-carbon technologies.” 
Clarity AI’s keyword search model identified 
the extent to which certain GE manufactured 
equipment is intended to be used to connect 
renewable energy to transmission networks, which 
qualifies for taxonomy eligibility.

When applying the rest of the methodology, such 
as technical screening and DNSH/SS criteria, we 
discovered that 15% of GE’s total revenue is aligned 
with the EU taxonomy—meaning it is contributing 
to achieving climate change targets. The company’s 
work in this area includes playing a leading role 
in the manufacturing equipment and hardware 
industry for the efficient transmission of energy, 
which is essential to the low-carbon transition.

FIGURE 5

Semantic screening uses keywords to help identify revenue eligible 
for the EU taxonomy.
Semantic screening uses keywords to help identify revenue exposed 
to the EU taxonomy.

FIGURE 5

Taxonomy activity and description

Manufacture of other low-carbon 
technologies:
Manufacture of technologies aimed at 
substantial GHG emission reductions 
in other sectors of the economy.

Renewable energy: grid 
solutions equipment and 
services

smart grid, smart energy, 
smart electric, smart 
power, smart 
infrastructure, renewable

Business line (reported) Keywords searched

01

CASE STUDY: IDENTIFYING A COMPANY’S GREEN ACTIVITIES AT SCALE USING 
GRANULAR SEMANTIC SCREENING
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Note that, when available, we also consider 
alignment of capex and opex, but few companies 

disclose granular information on capex or opex to 
allow for this type of analysis at scale. 

FIGURE 6

Case study 1: General ElectricCase study 1: General Electric
FIGURE 6

Low risk Mid risk High risk

Adaptation

Water

Circular 
economy 

Pollution

Ecosystems

Human 
rights 

Labor 
rights

Corruption

FINDING

1. 15% of GE's revenues are eligible for the EU taxonomy activity “Manufacturing of renewable energy,” which are part of the 19% of the revenues
reported by GE as “renewable energy.” 27% of GE's revenues are eligible for the EU taxonomy activity “Manufacturing of other low carbon 
technologies,” which include 4% of what GE reports as “renewable energy” (efficient electricity transmission) and its 23% revenues from “power” (air 
control systems and gas turbines).

Revenue by segment, 2020 GE report

Renewable 
energy19% Power23% Aviation28% Healthcare23% Other9%
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The EU taxonomy requires a varying set of 
technical screening criteria (TSC) depending on 
a portfolio’s specific activities and sectors. And 
for its first mitigation objective alone, more than 
80 individual activities need to be assessed. For 
an investor managing portfolios of thousands 
of companies, validating TSC can therefore be 
impracticably time consuming.

The utilities sector will play a central role in 
contributing to a low-carbon transition. For US-
based Duke Energy, we assessed five different 
EU taxonomy activities with their pertinent 
thresholds. The largest share of revenues is from 
transmission and distribution of electricity. Despite 
that Duke Energy is in the United States, and thus 
not connected to the European system, we found 
Duke’s activities pass one of the TSC because 
more than two-thirds of newly enabled electricity 
capacity in the United States is below 100g CO2e/
kWh8—which means those revenues are potentially 
contributing to the EU taxonomy (Figure 7). 

8. The United States benefits from having added extensive capacity in wind and solar power over the last five years, which offsets added 
natural-gas capacity.

CASE STUDY: HOW MODELS HELP VALIDATE TECHNICAL SCREENING CRITERIA 
IN A SCALABLE YET TRANSPARENT AND RELIABLE WAY

Clarity AI has assessed the technical criteria 
of thousands of companies’ activities for 
compliance with the EU taxonomy. In 
doing so, we provide the highest level of 
transparency on the reported data used 
and the proxies and assumptions made. 
The assessment provides different outputs 
according to the level of confidence of the 
estimates, as seen in examples below:

• High relevance: proxies or estimations 
based on company disclosures (for 
example, the number sold and average 
prices of electric vehicles by model) 

• Mid or low relevance: proxies based 
on sector averages from academic 
research (for example, for cement 
producers, insights from academic 
literature suggest that EU taxonomy 
carbon emissions thresholds for the 
climate change mitigation objective will 
not be reached until 2040–50)1 

• Low relevance: a lack of data available 
for assessment2

1.  Technology Roadmap: Low-Carbon Transition in the 
Cement Industry, International Energy Agency (IEA), 
April 2018.

2.  When there is not enough information to assess 
technical criteria for a specific activity, its revenue will 
be assigned as “potentially does not contribute” by 
default.
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FIGURE 7

EU taxonomy activity example: Electricity networksEU taxonomy activity example: Electricity networks
FIGURE 7
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We also assessed Duke Energy’s exposure to 
production of electricity from wind, hydro, solar, 
and bioenergy—all of which combined account 
for less than 1% of their revenues. In this case, not 
all of their renewable energy production complies 

9. For hydropower, Clarity AI uses an International Hydropower Association (IHA) study on 498 hydroelectric reservoirs worldwide, which 
found that 16% of reservoirs exhibited emissions of more than 100g CO2e/kWh. 16% of a company’s generation revenues from hydropower 
are considered not to comply with the criterion.

with the technical criteria thresholds, as in the 
example of some of their hydropower revenues.9

All in all, we estimate Duke Energy’s percentage of 
green revenues, as per the EU taxonomy, potentially 
to be as high as 89%, as seen in Figure 8. 

FIGURE 8

Case study 2: Duke EnergyCase study 2: Duke Energy
FIGURE 8
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FINDING

1. Controversy on waste management was mid risk.

Revenue by segment, Duke Energy
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The challenge in assessing DNSH and SS is to 
measure company outcomes and performance—
not just the stated policies and claims. Most 
solutions available in the market for the analysis of 
companies’ behavior rely heavily on a subjective, 
manual assessment of news reports. 

Clarity AI addresses these weaknesses and 
limitations with a controversy scoring system 
that leverages natural language Processing (NLP). 
We built scores using a global news monitoring 
service as our main source of data, which provides 

us with access to a universe of more than 8,500 
media publishers that cover 200 countries, with 
more than 100,000 new articles added per day 
from more than 33,000 sources. This adds up to 
approximately 70 million articles related to the 
Clarity AI company universe for the past three 
years alone. We leverage controversies to expand 
the coverage of company-reported information, 
highlighting the conflicts and allegations that can 
be related to the DNSH and social safeguards (SS) 
criteria, as seen in Figure 9.

CASE STUDY: HOW NATURAL LANGUAGE PROCESSING CAN INFORM UNBIASED 
DEFINITIONS OF “SIGNIFICANT HARM”

FIGURE 9

Using natural language processing and removing bias.
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As an example, General Electric presents a mid-
risk of noncompliance with the minimum SS 
criteria (Figure 6). For this assessment, Clarity AI 
maps controversies based on the definitions of 
the Organisation for Economic Co-Operation and 
Development (OECD) Guidelines for Multinational 
Enterprises and the United Nations Guiding 
Principles on Human Rights. The controversy 
detected for GE was related to a corruption 
incident in which the company was supposedly 
involved.10 There are allegations that the company 
is turning a blind eye to resellers inflating the prices 
of ventilators, linked to the payment of bribes to 

10. “In another verdict against a corrupt hospital president, released in July 2020, a third-party reseller testified that a GE regional manager was 
not only complicit in a 2011 bid-rigging scheme but “would be responsible for taking the GE authorization letter and making the bidding 
submission.” Source: Ben Knight, “Pandemic, prosecutions aside, bribery persists in Chinese hospitals,” McGraw Center for Business 
Journalism, July 20, 2021.

11. Ben Knight, “Pandemic, Prosecutions Aside, Bribery Persists in Chinese Hospitals,” 100 Reporters, 2021.

the doctors that awarded the contracts in Chinese 
hospitals. China requires declarations from 
manufacturers confirming that resellers act as 
agents—and not customers—of the manufacturers, 
which might imply GE had control over prices.11

The SS mid-risk scores in this case do not impact 
the final alignment of the company results (as 
shown in Figure 6). The reason is that a high level 
of mid-risk, while representative of evidence 
regarding a specific incident which affects the 
company, does not imply a sufficiently high level of 
severity to consider the company non-compliant 
with the DNSH or SS criteria. 
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Putting the EU taxonomy to work: The common 
characteristics of green funds 
So what equity funds are best placed for the 
low-carbon transition? As investors inspect new 
financial products or performance of current 
investments, they should consider the following:

• What common traits distinguish a fund with a 
higher percentage of green revenues?

• Are funds labeled and branded as “climate 

conscious” really contributing to climate change 
mitigation? What is the EU taxonomy alignment 
of SFDR Article 8 and Article 9 funds?

• Are there emerging sectors or regions with 
a better climate performance or higher 
contribution to climate change objectives that 
would be a preferable alternative investment? 

Methodology

For this report, we selected a subset of the Clarity AI universe, taking a deeper look into the EU taxonomy 
alignment of more than 31,000 funds globally. We focused the analysis on the parent funds (independent of 
the asset classes) of equity-only funds for which we have enough characterization (for example, assets under 
management, description, etc.). For the sake of comparison, they cover a broad range of regions, sectors, and 
strategies.

Note: In some cases, the composition of the funds may not be completely aligned to their label/description and might include a mix of regions 
and sectors. Clarity AI also has EU taxonomy data available at the issuer and company levels.
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SUSTAINABILITY PERFORMANCE OF 
FUNDS GLOBALLY 
On average across all funds in our sample set, 19% 
of total revenues are eligible for the EU taxonomy 
(Figure 10). Nearly 4% of total revenues are green 
and aligned with the EU taxonomy—that is, that 
they significantly contribute to climate change 
mitigation. Only 7% of funds have more than 10% 

12. “Green Economy Overtaking Fossil Fuel Industry - FTSE Russell Report,” United Nations Climate Change, June 8, 2018.

green revenues. 

According to a report by FTSE Russell, the green 
economy is now worth 6% of the global market—
and green companies tend to perform better on 
the stock market.12 This puts into perspective 
the potential contribution of the remaining 
environmental objectives still to be defined by the 
EU taxonomy. 

FIGURE 10

Less than one in ten funds in our sample have more than 10% 
green revenues.
Just one in ten funds in our sample have more than 10% 
green revenues.

FIGURE 10
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AS EXPECTED, ARTICLE 9 AND 
CLIMATE-LABELED FUNDS HAVE A 
HIGHER PERCENTAGE OF GREEN 
REVENUES
Numerous labels can be used to define a fund as 
“green.” One of them is that set forth by the SFDR, 
which, as previously mentioned, differentiates 
Article 6 “non-sustainable” funds from Article 8 and 
Article 9 funds with sustainable characteristics or 
goals, respectively. 

SFDR-labeled funds

Within the universe of 2,000 funds with an SFDR 
label, 28% are classified as Article 8 funds and 
only 5% as Article 9 funds. Article 8 funds, which 
only use ESG as an additional characteristic of 
the fund, have 3.9% green revenues, similar to 
Article 6 funds, which have 3.1% green revenues. 
Investors should not be misled by Article 8 labeling 
of funds, which will likely not mean a higher share 
of green revenues than non-sustainable funds. 
This is consistent with other market practices 

and regulations in place. As an example, within 
the MiFID II regulation to identify and match 
retail investors’ sustainability preferences, only 
the percentage of investment solutions being 
aligned with Article 9 funds is considered—which is 
consistent with our findings below.

For Article 9 funds, we do see a higher percentage 
of green revenues—especially for those with 
climate as the goal (Figure 11). The 108 Article 9 
funds in the universe have, on average, 8% green 
revenues. When looking into those Article 9 funds 
with an environmentally sustainable goal (41% of 
Article 9 funds analyzed), the average percentage 
of green revenues goes up to 15%. The remaining 
Article 9 funds have either broad ESG or SDG goals 
or specific goals unrelated to climate change, such 
as sustainable food or human development. This 
common lack of clarity highlights how important 
it is for the EU taxonomy to expand beyond 
climate to define a common measure of broad 
sustainability objectives. 

Methodology

Within the universe of 31,000 funds in the sample set, we took a deeper look into approximately 2,000 funds for 
which we have information about their SFDR classification and compared their percentage of green revenues. 
Sustainable funds, as per the SFDR, cover broad sustainability topics, including social and other environmental 
objectives beyond climate change. Within the broader universe of funds, we also assessed 188 funds that take a 
more focused, thematic approach to climate change, as shown by their investment strategy (we selected those 
that included keywords such as “climate,” “carbon,” or “clean” in the fund description). 

Investors should not be misled by 
Article 8 labeling of funds, which will 

likely not mean a higher share of green 
revenues than non-sustainable funds.
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Climate-labeled funds

Another characteristic of funds with higher 
percentages of green revenues can be seen in 
those with a focused thematic approach to climate 

change (based on fund description, regardless of 
SFDR classification). The 188 climate-focused funds 
in our sample present an alignment of 20% green 
revenues—more than five times higher than the 
overall sample average (Figure 12).

FIGURE 12

Climate-branded funds are far more aligned to the EU taxonomy than 
the sample average.
Climate-branded funds are far more aligned to the EU taxonomy than 
the sample average.

FIGURE 12
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FIGURE 11

Article 9 funds are more aligned with the EU taxonomy than others.
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Article 9 funds are more aligned with the EU taxonomy than others.
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UTILITIES-FOCUSED AND 
ALTERNATIVE ENERGY–THEMED 
FUNDS HAVE A MAJOR ROLE TO PLAY 
All sectors are not equal in their contribution to 
climate change. Investing in a specific sector can 
be informed by an understanding of its typical 
percentage of green revenues.

Sector-focused funds

In our sector-focused subsample, funds that mostly 
invest in utilities have a higher alignment, with 
25% green revenues (and almost 55% of activities 

13. Although not shown in this assessment, real-estate focused funds also have a higher percentage of green revenues than the average.
14. “European industrial strategy,” European Commission, 2020.

eligible) (Figure 13). This is to be expected, given 
the crucial importance of renewable energy 
generation and electricity transmission and 
distribution to climate change mitigation.13 

For other sectors, such as industrials, the average 
green revenues today tend to be much lower—but 
the room for impact is huge given 30% of revenues 
are eligible for the EU taxonomy. Indeed, the 
European Green Deal has significant compliance 
implications for the industrials sector, as it plays a 
central role in the transition to a green economy.14 

FIGURE 13

Utilities-focused funds lead sector funds in exposure and alignment 
to the EU taxonomy.

Utilities
25.0

54.7

Utilites-focused funds lead sector funds in exposure and alignment to 
the EU taxonomy.

FIGURE 13
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Note: Some energy funds also include companies related to renewable energy, which is what is responsible for those funds' green revenues.

Methodology

From the total universe of 31,000 funds analyzed, 10% have a sector focus—that is, they invest in companies 
pertaining to a specific sector. Note this analysis predates the February 2022 presentation by the European 
Commission of the Taxonomy Complementary Delegated Act, which introduces the inclusion of natural gas and 
nuclear as green activities under the EU taxonomy. 

Note: There are industries, such as real estate, that Clarity AI has not included in this paper but are already available in our EU taxonomy product. 
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Equity-themed funds

Equity themes such as alternative energy are 
naturally more aligned with a green economy, 
with up to 27% green revenues (and 51% 
eligible revenues) (Figure 14). Funds focused on 

infrastructure came in second, with 11% green 
revenues (45% eligible). It’s likely that other themes, 
such as water, natural resources, and agribusiness, 
continue to gain in exposure and alignment as 
other EU taxonomy environmental objectives are 
developed.

FIGURE 14

Certain equity-themed funds, such as those focused on alternative 
energy and infrastructure, are highly eligible and aligned to the  
EU taxonomy.
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Certain equity-themed funds, such as those focused on alternative 
energy and infrastructure, are highly exposed and aligned to the 
EU taxonomy.

FIGURE 14
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Methodology

We then deep-dive into a subset of the funds analyzed (2%, or 561 in total) that do not focus on a specific region 
or sector, but that contribute to a specific equity theme. 
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COUNTRIES WITH THE LARGEST 
RENEWABLE ENERGY COMPANIES 
LEAD THE WAY
Among the full sample, 79% of funds have a 
regional focus—that is, they invest in specific 
regions (for example emerging markets, Europe, or 
countries within a region). There is not a significant 
difference in terms of percentage of green 
revenues among the various regional funds (Figure 
15). Emerging markets have a higher percentage of 

green revenue—6% versus a 4% average—perhaps 
driven by the fact that most emerging markets 
regional funds are focused in Brazil, which has 
one of the highest percentages of green revenue 
among countries. 

However, when we look into the percentage of 
green revenues of individual companies in a given 
country, the differences are more salient and 
highly dependent on the companies that drive a 
given country’s economy. 

FIGURE 15

By region, EU taxonomy exposure and alignment doesn’t vary much.
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By region, EU taxonomy exposure and alignment doesn't vary much.
FIGURE 15
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Methodology

On the total universe of 31,000 funds analyzed, we performed a regional analysis that considered:

• which regions funds are investing in, as defined in their description (for example, Europe or emerging markets 
funds), and

• assessments of individual companies which are based in top performing countries.
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WHERE DOES ALIGNMENT COME 
FROM?
Those countries with the highest percentage 
of green revenue also have a high proportion 
of revenues in sectors such as utilities, IT, and 
industrials—sectors with a high percentage of 
green revenues. An average of 40% of the revenue 
generated in these countries come from high-
alignment industries.

FIGURE 16

Proportion of revenue by industry for high-alignment countries.Proportion of revenue by industry for high-alignment countries.
FIGURE 16
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THE SIZE OF THE FUND ITSELF DOES 
NOT MATTER—BUT THE SIZES OF ITS 
PORTFOLIO COMPANIES DO
The size of the fund itself doesn’t seem to be 
significantly correlated with a percentage of green 
revenues. However, funds with a specific strategy 
aimed at small and mid-cap companies see lower 
average green revenues than the sample overall 
(Figure 17). The importance of small and medium-

15. Junia A. Purwandani and Gilbert Michaud, “What are the drivers and barriers for green business practice adoption for SMEs?,” Environment 
Systems and Decisions, June 2021, Volume 41.

size enterprises (SMEs) in the economy and the 
instrumental role they will play in the transition 
to a greener economy is clear. There are specific 
barriers, though, for SMEs to adopt green practices 
to support such a transition—one common 
example being a lack of capital or resources.15 
Other challenges, such as less data availability for 
SMEs, might also skew the analysis to reflect a 
lower percentage of green revenues than non-SME-
focused funds. 

FIGURE 17

Funds focused on small and mid-cap companies tend to have lower 
green revenues than average.
Funds focused on small and mid-cap companies tend to have lower 
green revenues than average.

FIGURE 17
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Methodology

We assessed the sample universe of 31,000 funds both in terms of a given fund’s assets under management and 
the size of the companies in the fund’s portfolio by market capitalization (we differentiate funds with a specific 
strategy aimed at small and mid-cap investment).
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Our EU taxonomy alignment assessment of more 
than 31,000 equity funds globally represents only 
a subset of the broader investment market. It is, 
however, an effective indicator of how “green” our 
economy is today: 3.6% of green revenues currently 
contribute to climate-neutral objectives through 
various forms of sustainable investing.

Throughout this paper, we have uncovered patterns 
across fund labeling and strategy (sectors, regions) 
that could suggest a higher percentage of green 
revenues, as defined by the EU taxonomy. These 
could serve as a basis for investors to improve their 
understanding of sustainable investing in the context 
of climate change as they construct new products 
and assess existing ones. 

Transitioning the global economy from where 
it is today to where it needs to be will require a 
transparent use robust data insights. There is a need 
for regulation on a global scale to set the standards 
for definitions of “sustainable.” The EU taxonomy 
is a pioneer on that front, insofar as it has set out a 
common definition to align all market stakeholders. 

This will be a key year for the development of the 
sustainable investment market. The EU taxonomy 
will carry on unfolding the development of the 
next four environmental criteria and then the social 
taxonomy throughout 2022; solutions with the 
necessary flexibility and adaptability will be key. As 
more data become available from companies as they 
start reporting under the CSRD, solutions will need 
to evolve from reporting to discovery and analytics. 

CONCLUSION
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