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Athena Shamloo

ABSTRACT 

There is a lack of a unified definition for what “sustainability” means and what is a 

“sustainable activity”. The EU Sustainability Taxonomy is the EU’s recent attempt in 

developing “a science-based unified EU classification system for sustainable activities” with 

the aim to create a “shared understanding of what ‘sustainability’ means”. This study aims to 

explore the EU Sustainability Taxonomy policy, its functions and history, using public policy 

process analysis as its framework and method. 

The EU taxonomy was defined, and its impacts were discussed, the taxonomy was used to 

define a sustainable activity and demonstrate the taxonomy in action to calculate the 

taxonomy alignment of a fictional automotive manufacturer. Using the public process 

analysis the taxonomy was traced back to its origin with the identification and discussion of 

the key events and milestones, which led to the creation of the EU Sustainability taxonomy. 

These findings were analysed and explained using the Lindblom (1959) theory of “successive 

limited comparison” and the theory of incrementalism (Bevir, 2007). 

Keywords: sustainable development, EU policy, taxonomy, sustainability, definition, process,  

incrementalism, successive limited comparison. 
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IPCC Intergovernmental panel on climate change 

UN United Nations 

SDG Sustainable development goal 

EUCO The European Union Commission 

EGD  European Green Deal 

EU  The European Union 

GHG  Greenhouse Gases 

CDA  Complementary climate delegated act 

ESG Environment, Social, Governance 

NFRD Non-financial reporting directive 

NACE Statistical classification of economic activities in the European Community 

EEC European Economic Community 

IPE An Investment plan for Europe 

CMU  Capital Markets Union 

CMU-AP  Capital Markets Union-Action Plan 

CMU-AR  Capital Market Union-Accelerating Reforms 

THESIS True Happiness Ended Since It Started 

HLEG  The High-level expert group on sustainable finance 

EIB  The European Investment Bank 

NIB  The Nordic Investment Bank 

MDB  Multilateral development banks 

IDFC  International Development Finance Club 

TEG  The technical expert group of sustainable finance 

DNSH  Do No Significant Harm 

Etc Etcetera 

Esp Especially 

Aka Also known as 
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1. Introduction 

As the global temperature continues to increase due to the accumulation of greenhouse gases 

(GHGs) emitted from human activities into the atmosphere, the consequences of it have also 

continued to become more frequent and severe (Intergovernmental panel on climate change, 

2022). Based on the Intergovernmental Panel on Climate Change (IPCC) sixth assessment 

report (2022), the changes in the physical climate system have continued to become more 

noticeable, including increasing global temperature, changes in global precipitation patterns, 

and loss of ice volume (Intergovernmental Panel on Climate Change, 2022). As a 

consequence of climate change, extreme weather events have become more frequent and 

intensive, including heavy precipitation, hot extremes on land and ocean, and droughts 

(Intergovernmental Panel on Climate Change, 2022). 

This increase in global temperature and subsequent climate change is to high certainty due to 

human activities and the release of GHGs into the atmosphere, hence it is called 

“anthropogenic climate change” and is a significant threat to life and ecosystems on this 

planet (Intergovernmental Panel on Climate Change, 2022) and the solution to it is believed 

to be “sustainable development” (United Nations, 2022a). 

Sustainability is not a new concept, however, sustainability as we know it today came to be 

following ‘the Brundtland Report’ (United Nations, 1987) in 1987, in which sustainable 

development was defined as “development that meets the needs of the present without 

compromising the ability of future generations to meet their own needs” (United Nations, 

1987) and has grown to encompass what is known as “the United Nations (UN) 17 

sustainable development goals (SDGs)” (United Nations, 2022b).  

In 2015, the UN SDGs were published in “Transforming our World: the 2030 Agenda for 

Sustainable Development” (United Nations, 2015) and are comprised of a set of 17 SDGs 

with the aim to “stimulate action in areas of critical importance for humanity and the planet” 

(United Nations, 2015). Each of the 17 SDGs also included a number of sub-goals (United 

Nations, 2015). For instance, SDG 1 is “end poverty in all its forms everywhere” (United 

Nations, 2022c) and includes 7 sub-goals, such as “1.1. By 2030, eradicate extreme poverty 

for all people everywhere, currently measured as people living on less than $1.25 a day” 

(United Nations, 2022c). Fig. 1.1 (United Nations, 2022b) on the following page, displays an 

overview of all the UN 17 SDGs. 
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Similar to the UN’s 17 SDGs, the European Commission (EUCO) has adopted a set of 

proposals, also known as the European’s Green Deal (EGD) (European Commission, 2022a), 

to tackle what EUCO has called “the biggest challenge of our times”, climate change 

(European Commission, 2022b). 

The EGD is designed to help the European Union (EU) overcome the challenges of climate 

change and environmental degradation, and was based on three main principles (European 

Commission, 2022a): 

1. no net emissions of greenhouse gases by 2050 

2. economic growth decoupled from resource use 

3. no person and no place left behind 

The aim of the EGD is to reduce the EU net GHG emissions by at least 55%, compared to 

1990 levels, by 2030 and become climate neutral by 2050. Additionally, EGD is also EU’s 

lifeline out of the Covid-19 pandemic (European Commission, 2022a). 

Fig. 1.1: The UN 17 Sustainable Development Goals 

Source: The United Nations, 2022.
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Fig. 1.2 (European Commission, 2022d) illustrates an overview of EGD targets for 2030. 

 

However, while the UN has no authority to enforce the 17 SDGs (United Nations, 2022a) the 

EUCO is the executive branch of the EU and the sole EU body capable of proposing new 

legislation and enforcing them (EU Monitor, 2022). 

One of the actions taken under the EGD has been the introduction of the EU Sustainability 

Taxonomy (aka the EU taxonomy) in 2020 (European Commission, 2022e). Taxonomy is 

defined as “classification, esp. in relation to its general laws or principles; that department of 

science, or of a particular science or subject, which consists of or relates to classification; esp. 

the systematic classification of living organisms.” (Clarendon Press, 1989). The EUCO has 

Fig. 1.2: The European Green Deal targets for 2030 

Source: The European Commission, 2021.



Athena Shamloo 910119-0123 Page  of 4 48

defined the EU taxonomy as “a classification system, establishing a list of environmentally 

sustainable economic activities” (European Commission, 2022e) which would help EUCO to 

deliver on its pledge to mobilise about €1 trillion in sustainable investment over the next 

decade by boosting “private sector investments” (European Commission, 2022c). While the 

EU taxonomy came into effect in 2020, it was only recently, in late 2021, that nuclear energy 

and natural gas were added to it and recognised as sustainable (Financial Stability, Financial 

Services and Capital Markets Union, 2022). Furthermore, this was a critical decision as it 

established an important legal precedent for future cases (Peters, 2016). 

In the read-out of the weekly meeting of von Der Leyen Commission, the European 

Commissioner on taxonomy, Mairead McGuinness (2022f) has confirmed that, in fact, a vote 

was held on the Taxonomy Complementary Climate Delegated Act (CDA). However, she 

continued to say, “we don’t give the details of the vote, but there was a vote and there is an 

overwhelming support from the college for this complementary climate delegated act” 

(European Commission, 2022f). The debates in the college are confidential and the results of 

votes are not public (European Commission, 2022f). Nonetheless, in the media, there is a 

belief that France, Poland, Hungary and the Czech Republic have been in support of CDA, 

while Germany, Luxembourg, Portugal, Denmark and Austria have been in the opposition 

(DW, 2022). In late 2021, France announced that it would start building a new nuclear 

reactor, its first reactor in decades. During the announcement, French President Emmanuel 

Macron said “If we want to pay for our energy at reasonable rates and not depend on foreign 

countries, we must both continue to save energy and invest in the production of carbon-free 

energy on our soil” (DW, 2022).  

The EUCO decision to classify nuclear energy and natural gas as sustainable has not been 

without controversies. Several prominent EU figures have voiced their concerns, such as 

Austria’s chancellor Karl Nehammer and his environment minister Leonore Gewessler. 

Gewessler has called the EUCO decision “a greenwashing program for nuclear energy and 

natural gas” (BBC News, 2022).  

Nevertheless, the opposition to the decision did not conclude with angry words, but some 

have gone as far as to seek legal action. Both Luxembourg and Austria have threatened to 
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pursue joint legal action at the European Court of Justice if the EUCO go ahead with the 

decision to classify nuclear energy and natural gas as sustainable (BBC News, 2022). The 

sole fact that the opposition is willing to go to such an extent makes the importance of this 

decision conspicuous, highlighting the prominence of the EU taxonomy and its key role in 

setting the direction of the current energy transition. 

Metaphorically speaking, EU taxonomy and a lighthouse are very much alike, while the 

lighthouse is a beacon to guide a ship to safety, the EU taxonomy guides the investors and 

investments towards sustainable development. Furthermore, while a mistakenly placed 

lighthouse could lead a ship astray and result in a crash and sunken ships, the EU taxonomy 

could also lead the investors astray away from sustainable development and risk diverting 

investments away from renewable energies (DW, 2022). It is worth noting that CDA is a 

fairly novel legislation and has only been applicable since 1 January 2022. Therefore, it is too 

early to estimate its future impacts on the energy system and their extent, any such claims are 

at best educated speculations and at worse purely imaginative.  

1.1. Aim 

As it has been mentioned previously, the EU Sustainability Taxonomy plays a key role in 

guiding the private investors towards a sustainable development, hence, it is of great 

importance to understand how it has come to be and how it functions. Moreover, to identify 

its functions, criteria, and procedures. This is more relevant now than ever following the 

CDA’s peculiar addition of nuclear energy and natural gas into the EU Sustainability 

Taxonomy. 

The primary aim of this research is to analyse the EU Sustainability Taxonomy as a policy in 

order to uncover how the EU Sustainability Taxonomy was developed, to explore the 

milestones which resulted in the EU taxonomy, and lastly, to demonstrate its interpretation of 

sustainability. 
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1.2. Research Questions 

Considering the aforementioned factors, the research questions of this paper are formulated 

as:  

• “What is the EU Sustainability Taxonomy and how does it work?” 

• “How has the EU sustainability taxonomy emerged and how has it evolved?” 

• “What were the milestones in this route/process?” 

1.3. Energy Transition and Sustainability 

This thesis is relevant to the current energy transition and sustainable development studies as 

it examines how sustainability is understood and considered to be operationalised. However, 

before the energy transition can be understood and achieved, sustainability as a concept must 

be defined. Unfortunately, that is easier said than done. To emphasis, the modern definition of 

sustainability is associated with the Brundtland Report (United Nations, 1987) from 1987, 

and is vaguely defined as “development that meets the needs of the present without 

compromising the ability of future generations to meet their own needs” (United Nations, 

1987). This is typically represented as three intersecting circles, three pillars, or three 

concentric circles as illustrated in fig. 1.3. 

Fig. 1.3: Three typical representations of sustainability 

On the left, the intersecting circles, upper right, the overlapping circles, bottom right, the 

three pillars of sustainability.
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Nevertheless, the three-pillar paradigm has little theoretical foundation aside from being the 

product of a specific origin of the concept of sustainability (Purvis, Mao and Robinson, 

2018). A study from Pollitt and Hupe (2011), has examined the phenomenon known as 

“magic concepts” with a focus on governance, accountability and networks. Even though 

Pollitt and Hupe have not mentioned “sustainability” in particular, they have identified a set 

of four characteristics that magic concepts share as presented in table 1.1 (Pollitt and Hupe, 

2011). 

The concept of “sustainability”, unfortunately, exhibits all the aforementioned characteristics. 

Pollitt and Hupe have cautioned “Academics need to acknowledge that magic concepts are 

not precise or even stable. Such concepts sometimes fulfil explanatory functions, but only if 

Table 1.1: 4 Key Characteristics of “Magic Concepts”

Characteristic Description
Broadness They cover huge domains, have multiple, overlapping, sometimes 

conflicting definitions, and connect with many other concepts. They 
have large scope and high valency.

Normative attractiveness They have an overwhelmingly positive connotation; it is hard to be 
‘against’ them. Part of this is usually a sense of being ‘modern’ and 
‘progressive’ – often replacing something which is now alleged to be 
out-of-date (e.g. networks replace bureaucracy and/or hierarchy).

Implication of consensus They dilute, obscure or even deny the traditional social science 
concerns with conflicting interests and logics (such as democracy 
versus efficiency, or the profit motive versus the public interest).

Global marketability They are known by and used by many practitioners and academics – 
that is, they are fashionable. They feature frequently in official policy 
documents, the titles of reform projects and new units in both 
governmental and university departments. The concepts provide 
themes for academic conferences, subjects for seminars and titles for 
journal articles.

Table 1.1: 4 Key Characteristics of “Magic Concepts” 

Source: Pollitt and Hupe, 2011.
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positioned, specified, operationalised, and applied in systematic ways.” (Pollitt and Hupe, 

2011, p. 654). 

The Cambridge Dictionary has defined sustainability as “the quality of causing little or no 

damage to the environment and therefore able to continue for a long time” (Cambridge 

University Press, 2013). In contrast, the Oxford English Dictionary has defined sustainability 

as “the property of being environmentally sustainable; the degree to which a process or 

enterprise is able to be maintained or continued while avoiding the long-term depletion of 

natural resources.” (Clarendon Press, 1989). While the definitions of sustainability seem 

fairly similar between the two dictionaries, they are not the same. An action that causes little 

harm to the environment would be considered sustainable under the Cambridge definition 

(2022), simultaneously, that same action would not be sustainable based on the Oxford 

definition (2022). It can be argued, thus, sustainability lacks a unified definition and its 

definition is context-dependent and socially constructed. 

When confronted by eager reporters seeking answers regarding the CDA decision on 

recognising nuclear and natural gas as sustainable, stating that it is a political rather than a 

science-based decision, McGuinness responded “we're very clear in these two energy sources 

where they sit and apologies if this is technical, but 10/2 matters. This is the transition 10/1, 

which is the paragraph and the text is where our renewables are so it's extremely clear.” 

(European Commission, 2022f). In her response, the EU Commissioner made a reference to 

Article 10 of Council regulation (EU) 2020/852 where different categories and description of 

renewable and transitional activities are (Council regulation (EU) 2020/852, 2020). What is 

significant in her remarks is the importance that she is giving to the wording of the regulation 

and their definitions, one being “renewables” and the other being “transitional” with their 

appropriate meanings as given in the regulation. This is an example of the problems faced 

due to the lack of a precise definition for sustainable and sustainability. To put it simply, for 

many, the word sustainable is directly associated with “renewables” to the extent that some 

may use the two words interchangeably. The EU taxonomy uses the term sustainable as an 

umbrella term which includes any and all activities that are aligned with the EU’s declared 

public policy goals such as the 17 SDGs and the Paris Agreement (The EU high-level expert 

group on sustainable finance, 2018). 
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2. Public policy process analysis and theoretical background 

2.1. Literature Review 

It matters how specific policy processes unfold and function, the process analysis often 

entails the use of linear planning models and critical path mapping. Failing to adequately 

analyse these processes can jeopardise contracts, compromise missions and incur legal 

liabilities. Furthermore, policy analysis helps to better understand what governments do, why 

they do it, and what difference it makes (Dye, 1976). There are a number of different theories 

and frameworks that can be implemented when studying public policies and institutionalism 

is one of the major approaches in studying public policies. As Peters (2016) put it, policies 

are always made in institutions, therefore to study a policy is to study the institution. In 

particular, this paper used the theory of incrementalism, originally developed by Charles E. 

Lindblom in 1959 (Bevir, 2007) and is an alternative to rational choice theory (Bevir, 2007). 

Lindblom views appeared in his article “The Science of Muddling Through” which was 

published in 1959 in Public Administration Review, a journal of the American Society of 

Public Administration (Lindblom, 1959). He rejects the idea that decision making is 

something about defining goals, and selecting and comparing alternatives (Lindblom, 1959). 

For him rational decision-making is not practicable for complex policy questions as there are 

constraints of time, intelligence, cost and politics which prevent policy makers from 

identifying the full range of policy alternatives and their consequences. Thus, he proposed a 

new approach of “successive limited comparisons” (Lindblom, 1959). He regards his 

approach as more pertinent and realistic in conditions of bounded rationality. 

The rational choice approach in policy making is considered a benchmark of wisdom, rational 

policy making involves choosing the best policy alternatives from several alternatives on 

rational grounds (Bevir, 2007). It is an efficiency maximisation approach that proposes the 

calculation of policy efficiency on the basis of all social, economic and political values 

achieved and/or sacrificed by the addictions of the public policy. Based on this theory, in 

framing a policy, all pertinent values have to be precisely considered (Bevir, 2007). 

On the basis of Lindblom’s approach, however, the assumption is that in most cases policy 

change is an evolutionary process rather than a revolutionary one (Lindblom, 1959). The 

incremental approach of decision-making involves a process of continuously building out 

from the current situation, step-by-step and by small degrees (Lindblom, 1959). Lindblom  
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(1959) highlights the constraints of real life on public administration such as cost, 

information, time and politics. He argued that the prescribed functions and constraints of the 

public administrators restrict their attention to relatively few values and alternative policies, 

democracies change their policies almost entirely through incremental adjustment (Lindblom, 

1959). 

To put it simply, while in rational choice theory a policy is perfect as it is the result of policy 

makers flawless decision making, from the incremental approach there is no perfect policy 

but instead a series of successive incremental changes, mutual adjustments, negotiation and 

trial and error learning.  

2.2. Methodology 

Considering the aforementioned factors, Lindblom incremental change theory (Bevir, 2007) 

was adopted in this paper to analyse the EU sustainability taxonomy policy, not as a perfect 

example of flawless policy and impeccable policy makers decision making behaviour, but 

instead, as an example of a living policy which is the result of a long succession of events and 

policies, although, not flawless, it is continuously improving through the processes, slowly 

but surely.  

The theoretical framework of this study was built upon the researcher’s past studies in 

politics and by using the Encyclopaedia of Governance from Sage Reference (Bevir, 2007) 

which was accessed through the Stockholm University’s Online Library. The main data 

source for this research was the official EU’s online database which was used in regards to 

the institution’s public policy, information and in order to access published laws and 

regulations’ documents. The process started with reviewing the EU regulation 2020/852   

(2020) document on the EU’s Sustainability Taxonomy to identify all related previous 

regulations, comms, and action plans that have resulted in the EU’s sustainability taxonomy. 

In the next stage, all the identified documents were reviewed and again went through a 

similar procedure in order to identify all the previous regulations, comms, and action plans 

related to them, on a case by case basis. 

To put it simply, a circular process took place during this research, at first, reviewing the EU’s 

Sustainability Taxonomy’s regulation, and identifying all related documents, second, those 
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documents were reviewed and their related documents were identified, the same process was 

repeated over and over again until the EU’s Taxonomy genesis was discovered. 

In addition to the two aforementioned databases, the Uppsala University Online Library was 

also used in order to access scientific articles on the definition of sustainability and 

sustainable development.  

3. The EU Sustainability Taxonomy 

3.1. Definition 

The EU taxonomy is the cornerstone of the EU action plan on sustainable finance which 

came out in early 2018 (COM(2018) 97 final). The main intention of that action plan which 

describes 10 fields of actions is to support the orientation of capital into more sustainable 

investments or economic activities. One of the 10 actions is a classification system to assess 

whether an economic activity is sustainable or not, this classification system is the EU 

Sustainability Taxonomy. The other aim of the action plan COM(2018) 97 final, was to 

incorporate environment, social, governance (ESG) consideration into financial market 

regulations and to foster transparency as well as to incentivise the creation of long-term value 

and prevent short-termism. The EU taxonomy has immediate and urgent implications for 

large corporates that fall under the non-financial reporting directive (NFRD), the NFRD 

(European Commission, 2022i) as they have to consider the taxonomy in their non-financial 

reports from 2020. In the EGD, the EUCO has emphasised its ambitions to make the EU 

carbon neutral by 2050 and to reduce carbon emissions by 55%. Additionally, to mobilise €1 

trillion by 2030 to support sustainable investment over the next decade and will develop a 

framework for private investors to facilitate sustainable investment (European Commissisn, 

2022a). About €250 billion each year is needed to make investments more sustainable. Those 

projects that research and develop new technologies that are even more impacting net zero 

ambitions than the existing ones. 

The EU taxonomy framework tries to establish a science-based dictionary defining which 

activities are sustainable and sets disclosure requirements for various financial actors and 

corporations about the extent to which their investments or economic activities are 

sustainable according to this dictionary. This is the first time sustainable activities are 

scientifically defined by a regulation. 



Athena Shamloo 910119-0123 Page  of 12 48

3.2. The EU Taxonomy Impacts

There are a range of factors which makes the EU taxonomy strategically important for 

companies. First, it will be a gird of analyses and disclosure requirements for the financial 

community willing to invest in or finance sustainable activities (The EU high-level expert 

group on sustainable finance, 2018). Second, as it has been mentioned previously, from 2020 

onwards companies that fall under the NFRD and therefore need to disclose non-financial 

statements, will need to disclose information on how and to what extent the activities are 

associated with economic activities that qualify as sustainable. This will result in the 

environmental impact of a company’s activities to become more transparent in the future 

(The EU technical expert group on sustainable finance, 2020). Third, it will be used to 

develop sustainable financial products such as the EU green bond standard, the EU 

benchmark and other EU eco labels that might arise in the future. The EU taxonomy will also 

be used as a tool to assess whether financial products offered by financial market participants 

such as asset managers, pension funds, and life insurers are linked to sustainable investments 

(The EU technical expert group on sustainable finance, 2020). Fourth, the financial market 

participants need to disclose information accordingly. Fifth, going forward the taxonomy will 

be used in prudential capital requirements for banks in a way that assets related to 

environmental objectives will get a lower risk rate, for instance, the infrastructure risk rate 

factor. Furthermore, the taxonomy can also be used by companies willing to progress on their 

sustainable journey. The taxonomy is a valuable tool to set strategic targets to move, shift 

sustainable activities, and track progress. Additionally, the taxonomy can be used and most 

probably will be used by the EU itself and national states as screening criteria for public 

procurement, public aid, and recovery plans (The EU technical expert group on sustainable 

finance, 2020). It is most likely that banks, in the future will use the EU taxonomy or 

technical screening criteria in their decision on whether to grant a loan or to which conditions 

they have to disclose the mean asset ratio for the loan portfolio from 2020 onwards, 

themselves. Lastly, the EU taxonomy can be used or will be used by risk managers to assess 

the transition risk of a financial services firm’s portfolio (The EU technical expert group on 

sustainable finance, 2020).

3.3. A Sustainable Activity According to the EU Taxonomy

According to Article 3 of the EU taxonomy regulation (Council regulation (EU) 2020/852, 

2020), an economic activity can be classified as a sustainable activity if it substantially 
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contributes to one or more of the six environmental objectives and does not significantly 

harm any of the other six objectives. It must also be carried out in compliance with certain 

minimum safeguards, for instance, the international bill of human right (A/RES/217(III)A-E, 

1948), International Labour Organisation Conventions (International Labour Organisation, 

2019), Organisation for Economic Cooperation and Development Guidelines for 

Multinational Enterprises (Organisation for Economic Cooperation and Development, 2000). 

These safeguards will cover the S (social) and G (governance) in the broader ESG context. 

The six environmental objectives are presented in fig. 3.1 (Sustainanlytics, 2022).

For each of these environmental objectives, the EUCO will then issue delegated acts (similar 

to CDA) with detailed technical screening criteria. For the first two objectives, mitigation and 

climate adaptation, these criteria have been published by the technical expert group on 

taxonomy (The EU technical expert group on sustainable finance, 2020) and have been 

entered into force since 2021 (Commission delegated regulation (EU) 2021/2139, 2021). For 

the other four objectives, the delegated acts have been announced to be published later on for 

application in 2023. 

Fig. 3.1: The 6 environmental objectives of the EU Taxonomy 

Source: Sustainanlytics, 2022.
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A 5-step approach, illustrated in fig. 3.2, can be used in order to asses whether an economic 

activity substantially contributes to an environmental objective.

First, it needs to be part of a list of activities identified in the delegated act and references to 

the statistical classification of economic activities in the European Community (NACE) 

macro sectors (Eurostat, 2008). Second, the activity needs to meet several technical screening 

criteria to assess whether it is eligible to contribute to the objective and scope. Third, if it is 

eligible, then the do no significant harm (DNSH) test needs to be performed to make sure that 

the activity does not harm any other environmental objectives. Fourth, the activity must meet 

the minimum social safeguards. In the case of climate change mitigation, it is important to 

mention that, while it includes activities that are already low carbon, it also includes activities 

contributing to a transition to net zero emissions economy by 2050, the transition activities 

and enabling activities (Council regulation (EU) 2020/852, 2020). The transition activities are 

those activities for which there are no technological and economically feasible low carbon 

alternatives available today but that support the transition to a climate neutral economy in a 

manner that is consistent with a pathway to limit the temperature increase to 1.5 degrees 

Celsius above pre-industrial levels, as agreed upon in the Paris Agreement (European 

Commission, 2022g). For instance by purchasing GHGs gas emission. However, this is where 

Fig. 3.2: The 5-Steps approach to determine alignment with the EU Taxonomy
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the debate intensifies as to what activities should be regarded as transitional activities, in 

particular when speaking about natural gas and nuclear energy. The enabling activities are 

those activities that by the provision of their products or services, enable a substantial 

contribution to be made to other activities. That is, for example, the manufacturing of low 

carbon technologies that can be used by other firms or the storage of thermal energy. 

Transitional activities are those activities that support the transition to a climate neutral 

economy by phasing out greenhouse gas emissions. However, it is worth mentioning that, 

currently, the EU taxonomy does not assess which activities should be seized order to achieve 

the EU climate goals (The EU technical expert group on sustainable finance, 2020).

3.4. Application Example-Automotive Manufacturer

In order to demonstrate the aforementioned 5-steps approach and the EU taxonomy criteria, 

an application example was produced in this section for a fictional automotive manufacturer 

(company A) to calculate the degree to which the fictional company is Taxonomy-aligned. 

The fictional case assumes, that company A is a passenger vehicle manufacturer which 

produces electric cars, hydrogen cars as well as combustion engine cars. The overall turnover 

of the company consists of 60% from combustion engine vehicles which is not Taxonomy-

aligned since it is not included within the taxonomy. However, the 30% from electric-cars and 

10% from the hydrogen-vehicles, electromobility and hydrogen mobility are in the EU 

taxonomy and the relevant technical screening criteria needed to be applied. Hydrogen 

mobility and electromobility are taxonomy aligned activities as they substantially contribute 

to climate change migration. Furthermore, they do not significantly harm any of the other five 

objectives. Lastly, it has to be examined if the minimum safeguards are met.

Based on this information, it can be said that 40% of company A’s turnover is Taxonomy-

aligned. Fig. 3.3 on the following page, illustrates the aforementioned procedure.  
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4. Historical overview and milestones 

4.1. Background 

The EU is an immensely large and multi-national institution, employing about 32,000 staff 

members with a complex bureaucratic structure that has been functioning for decades 

(European Commission, 2022h). Hence, in studying the EU policies, it is essential to 

understand that EU policies are not written in a tabula rasa but instead built upon policies and 

legislation that precedes them (Peters, 2016). The prerequisite for studying any policy is the 

understanding of the institution in which the policy was made and the previous policies that 

have come before it, and ultimately, paved the ground upon which the new policy was created 

(Peters, 2016). 

The EU consists of about 72 different institutions and bodies, one of which is the EUCO 

(European Union, 2022a). Originally, the EU was founded by six countries, France, Belgium, 

Germany, Italy, Luxembourg, and the Netherlands in 1951. At the time it was called the 

European Coal and Steel Community. Later on, in 1958, it became known as the European 

Economic Community (EEC), and finally, in 1993, the name was changed once more to 

become what it is known as today, the European Union. Currently, the EU has 27 member 

countries, with 24 official languages (European Union, 2022b). The EUCO is the executive 

branch of the EU and includes the College of Commissioners which houses 27 European 

Commissioners, one from each member state. The EUCO is responsible for (EU Monitor, 

2022): 

• proposing new public policy and legislation 

• monitor and enforce EU policies and legislation 

• present EU in international negotiations 

• responsible for managing the EU budget 



Athena Shamloo 910119-0123 Page  of 18 48

The EU EDG, similar to the UN 17 SDGs, also aims to improve the health and well-being of 

its citizens and future generations by providing (European Commission, 2022a): 

1. Fresh air, clean water, healthy soil and biodiversity 

2. Renovated, energy-efficient buildings 

3. Healthy and affordable food 

4. More public transport 

5. Cleaner energy and cutting edge clean technological innovation 

6. Longer lasting products that can be repaired, recycled and re-used 

7. Future-proof jobs and skills training for the transition 

8. Globally competitive and resilient industry 

Additionally, EUCO has divided the actions that must be taken under the EU EDG to achieve 

its goals into nine categories (European Commission, 2022a): 

1. Climate 

2. Energy 

3. Agriculture 

4. Industry 

5. Environment and oceans 

6. Transport 

7. Finance and regional development 

8. Research and innovation 

The introduction of the EU taxonomy was one of the actions taken under “finance and 

regional development”(European Commission, 2022a). 
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4.2. History at a Glance 

Fig. 4.1 presents an overview of key historical events and important milestones that have 

eventually led to the creation of the EU taxonomy. 

Fig 4.1: The EU Sustainability Taxonomy Timeline
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4.2.1. An Investment Plan for Europe 

Following the global financial crisis in 2007-2009 (Fraga and Rocha, 2014), the EU  

experienced an astronomical drop in investment followed by an excruciating recovery. By 

2014, the total investment was still 15% below its peak in 2007, which translates into about 

€430 billion (European Commission, 2014). In order to overcome this issue, Jean-Claude 

Junker, who was the EUCO president at that time, created the guidelines for “an investment 

plan for Europe” (IPE) with the aim to mobilise up to €300 billion in additional public and 

private investment in the real economy over the next three years (European Commission, 

2014). The EUCO approach to creating IPE was based on EUCO President at that time Jean-

Claude Junker’s three pillars (European Commission, 2014): 

1. structural reforms (to put Europe on a new growth path) 

2. fiscal responsibilities (restore the soundness of public finance and cement financial 

stability) 

3. investment (to kick-start growth and sustain it over time) 

The IPE consisted of three strands, which were mutually reinforcing, fig. 4.2 (European 

Commission, 2014) on the following page presents the three strands of IPE and the actions 

that must have been taken under each strand in order for IPE to achieve its three objectives. 

The IPE’s three main objectives are as follows (European Commission, 2014): 

1. provide additional fuel to the EU’s recovery and reverse the drop in investments 

2. take a decisive step toward meeting the long-term need of EU economy by boosting 

competitiveness in strategic areas 

3. strengthen the European dimension of our knowledge, human capital, physical 

infrastructure, and the interconnections that are vital to the EU Single Market 
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4.2.2. Capital Markets Union-Action Plan 

One of the core principles upon which the EU was built was the free flow of capital, and yet, 

50 years later, by 2015, the EU capital market had remained underdeveloped and fragmented 

(COM(2015) 468 final). 

The Capital Market Union (CMU) was part of the third pillar of IPE with the aim to create a 

single market for capital, ensuring the free flow of capital and strengthening the link between 

savings and growth (COM(2015) 468 final). 

Under Article 3 of the initial action plan (CMU-AP) on building a capital market union 

(COM(2015) 468 final) the EUCO had identified the need for long term investment in 

infrastructure and sustainable investment in order to insure that the EU would maintain its 

competitiveness while also shifting to a low-carbon and resource-efficient economy. Under 

article 3.3 of the CMU-AP (COM(2015) 468 final), the EUCO had stated that efficient 

financial markets can help the investors to analyse and price long term risks and opportunities 

emerging from the transition towards a sustainable economy and make informed investment 

decisions. The ultimate goal of the article being to help the EU in delivering its 2030 climate 

and energy policies and its commitments to SDGs (COM(2015) 468 final). Article 3.3 had 

also pointed out the emergence of “Environmental, Social and Governance (ESG) bonds” 

which it believed could help in directing capital towards sustainable investments. 

Additionally, the plan also reported a considerable increase in sustainable investments from 

€1 billion in 2012, to €35 billion in 2014, which it considered to be assisted by market-driven 

standardisation that includes project selection criteria developed by international financial 

institutions (COM(2015) 468 final). 

Article 3.3 (COM(2015) 468 final), concluded by stating that the EUCO will continue to 

asses and support developments in ESG investments while monitoring the need for “EU 

green bond standards” which would help investors to benefit from long term sustainable 

approaches to investment decisions. 

4.2.3. Environmental, Social and Governance (ESG) Bonds 

The ESG bonds are designed to help direct more investment into sustainable and green 

projects. A bond is a loan that a government or company takes out from an investor instead of 

a bank (EU technical expert group on sustainable finance, 2019) (U.S. Securities and 
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exchange commission, 2022). In return for the capital, the borrower makes regular interest 

payments to the investor over a specified period of time. Lastly, when the bond reaches its 

maturity the borrower pays back the total amount of the loan, the principal of the loan (U.S. 

Securities and exchange commission, 2022). Governments and companies issue bonds in 

order to procure capital for different activities (U.S. Securities and exchange commission, 

2022). The ESG bonds are used to improve the situation in the three areas: environmental, 

social, and governance (International capital market association, 2022). 

The green, social, and sustainable bonds are used to exclusively fund projects that would 

benefit the environment, the community or both. Projects could include the development of 

renewable energies, building affordable housing, and access to education (International 

capital market association, 2022). On the other hand, sustainability-linked bonds are in 

general more flexible, and are used to achieve general corporate sustainability targets, such as 

reducing GHGs emissions or reducing food waste (International capital market association, 

2022). However, if the borrower fails to meet the targets specified in the bond documentation, 

they would have to pay higher interest payments or higher repayment at maturity (U.S. 

Securities and exchange commission, 2022).  

The ESG bonds have been linked to the significant increase in sustainable investment and are 

growing fast (European Commission, 2015a). As the popularity of ESG bonds have continued 

to grow larger many have started to question their usefulness in delivering any meaningful 

positive changes. Some critics have claimed that some of the bonds are a form of 

greenwashing that lack oversight and accountability, for instance what should be considered a 

‘green’ project? (Flammer, 2021).  

4.2.4. Capital Market Union-Accelerating Reforms 

Following the adoption of the Paris Agreement (European Commission, 2022g) and the UN 

2030 Agenda for Sustainable Development (17 SDGs) (European Commission, 2015b), the 

EUCO published the follow-up document to the CMU-action plan (European Commission, 

2015a), the Capital Market Union-Accelerating reforms (CMU-AR) (COM(2016) 601 final). 

In the CMU-AR (COM(2016) 601 final) the European Council called for “swift and 

determined progress” in moving forward with the CMU agenda in line with the European 
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Council meeting (Conclusions (EUCO) 26/16 (2016), while pointing out the need to build 

more sustainable finance. 

The CMU-AR (COM(2016) 601 final) was significant in parts as it was one of the earliest 

documents that clearly stated the need for reforms in sustainable finance as a necessity for 

supporting investment in clean technologies and their deployment, while also ensuring that in 

the long term the financial system would be able to finance growth in a sustainable manner 

and contribute to the creation of a low-carbon, and climate resilient economy (COM(2016) 

601 final). Furthermore, the EUCO voices its support for aligning private investment with 

climate, resource-efficiency and other environmental objectives through policy measures and 

public investment such as (COM(2016) 601 final): 

• earmarking at least 20% of the EU 2014-2020 budget available for climate action 

• setting up a platform for financing the circular economy 

• increase the availability of green funds through the European Fund for Strategic Investment 

While the CMU-AP (COM(2015) 468 final) went as far as highlighting the emergence of 

ESG bonds and the need to support EU green bonds, it ended with suggesting that the EUCO 

should monitor and assess the need for EU green bond standards. Following up in the CMU-

AR (COM(2016) 601 final), the EUCO finally announced that a high-level expert group will 

be established to develop a comprehensive European strategy on green finance. 

As mentioned in previous sections of this paper, there were several issues concerning the 

ESG bonds and the CMU-AR (COM(2016) 601 final) shows that EUCO has finally 

recognised them and announced the following measures to partially overcome the challenges 

posed by ESG bonds:

• mandatory disclosure requirements for certain large companies 

• setting non-binding guidelines on the methodology for reporting mandatory disclosure to 

investors and consumers 

• assessing consultation on long-term and sustainable investment with an emphasis on the 

importance of ESG issues 
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4.2.5. High-Level Expert Group on Sustainable Finance 

By the end of 2016, following the CMU-AR (COM(2016) 601 final), the EUCO appointed 

the high-level expert group on sustainable finance (HLEG) (European Commission, 2020). 

The HLEG included 20 senior experts from a wide range of expertise, including academia 

and observers from European and international institutions, civil society, and the finance 

sector (European Commission, 2020). The HLEG was tasked with providing the EUCO with 

advice on the following objectives (European Commission, 2020): 

• steer the flow of public and private capital towards sustainable investment 

• identify the steps that financial institutions and supervisors should take to protect the 

stability of the financial system from risks related to the environment  

• deploy these policies on a pan-European scale 

The HLEG published its interim report in 2017 and a public consultation was lunched to 

gather feedback on the findings and integrate that into the final report which was delivered in 

2018. Overall, it took less than 12 months for the HLEG to produce its final report (The EU 

high-level expert group on sustainable finance, 2018). The HLEG stated that sustainable 

finance was about two imperatives (The EU high-level expert group on sustainable finance, 

2018): 

1. “to improve the contribution of finance to sustainable and inclusive growth as well as the 

mitigation of climate change”. 

2. “to strengthen financial stability by incorporating ESG factors into investment decision-

making”.  

The HLEG recommendations were mostly addressed to the EUCO and were chosen based on 

three criteria (The EU high-level expert group on sustainable finance, 2018): 

• The importance of the problem to be solved and the recommendation’s ability to solve the 

problem.  
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• A judgement about the likely impact of the proposed measure as part of the overall package 

of proposals. 

• A view on how progress could be measured and how any remedial steps could be taken. 

The first recommendation made by the HLEG was “to introduce a common sustainable 

finance taxonomy to ensure market consistency and clarity, starting with climate change” 

(The EU high-level expert group on sustainable finance, 2018), making this report the 

birthplace and the beginning of the EU taxonomy. As the reason behind their 

recommendation, the HLEG had stated that there is a need for a technically robust 

classification system (a.k.a., taxonomy) if the EU was to mobilise capital for sustainable 

development as it would create market clarity on what is “sustainable” (The EU high-level 

expert group on sustainable finance, 2018). The HLEG believed that a sustainability 

taxonomy would enhance market efficiency and help to channel capital toward assets which 

would contribute to sustainable development (The EU high-level expert group on sustainable 

finance, 2018). 

The proposed taxonomy would (The EU high-level expert group on sustainable finance, 

2018): 

• identify the criteria and conditions under which any given investment or financial product 

would be contributing to the EU’s sustainability goals  

• re-orient the capital flow in the market to eligible assets 

• enable market growth 

• create asset comparability beyond labels, standards, and jurisdictions 

• enable investors to make investments with greater confidence 

The HLEG proposed taxonomy would be built upon pre-existing frameworks from (The EU 

high-level expert group on sustainable finance, 2018): 

• The European Investment Bank (EIB) 

• The Nordic Investment Bank (NIB) 

• The Climate Bonds Initiative 

• APG and FTSE Russell 
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And additional references from (The EU high-level expert group on sustainable finance, 

2018): 

• The Green Bond Principles 

• The international financial institutions’ harmonised framework for impact reporting 

• The Natural Capital Protocol 

• The Multilateral development banks (MDB)/International Development Finance Club 

(IDFC) common Principles for Climate Mitigation Finance 

The HLEG taxonomy would be aligned with the EU’s declared public policy goals such as 

the 17 SDGs and the Paris Agreement, this taxonomy would able the policy makers to link 

their policy goals to real economy assets, thus, enabling them to turn their national transition 

trajectories into national capital-raising plans (The EU high-level expert group on sustainable 

finance, 2018). The proposed taxonomy would also provide guidance to capital market 

participants on the relevance or contribution of specific activities (The EU high-level expert 

group on sustainable finance, 2018). Hence, helping the participants to determine their 

investment decisions and allocations accordingly (The EU high-level expert group on 

sustainable finance, 2018). The data and parameters behind the taxonomy should be freely 

accessible and developed through a multi-stakeholder process to ensure market buy-in, while 

the taxonomy is developed based on EU sustainable policy priorities it would still be of 

global relevance as it is aligned with international policy objectives such as the 17 SDGs and 

the Paris Agreement (The EU high-level expert group on sustainable finance, 2018). On the 

following pages Table. 4.1 presents the potential uses of the EU sustainability Taxonomy 

while Table 4.2 on the following page, summarises the key features of the taxonomy. 
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Table 4.1: Potential uses of the EU Sustainability Taxonomy 

Source: HLEG, 2018.

Table 4.1: Potential uses of the EU Sustainability Taxonomy

Measuring financial flows towards sustainable development priorities at the asset, portfolio, 
institutional, regional, national and European levels.

Identifying assets that qualify for financing under European climate and/or green and/or sustainable 
funding mechanisms.

Providing a consistent starting point for standard-setters and product developers — for example, 
Green Bonds or research/index providers. 

Allowing investors to understand the green/sustainable industrial exposure of their portfolios and 
to design investment policies aligned with the preferences of their clients and beneficiaries. 

Providing revenue or other activity-based breakdowns of companies according to various 
sustainability categories. 

Supporting investor engagement with companies around their business models and transition plans. 

Underpinning effective disclosure to the market, in line with the TCFD and hence informing 
further development of disclosure requirements of the Non-Financial Reporting Directive (NFRD).
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Table 4.2: Summary of key features of the EU Taxonomy
What the Sustainability Taxonomy would 

be…
What the Sustainability Taxonomy would 

not be…
A classification system identifying activities, 
assets and revenue segments  
that deliver on key sustainability 
goals based on the eligibility conditions set out 
by the taxonomy. 
Designed as a ‘meta’ framework onto which 
existing (and future) definitions that are used in 
a variety of contexts can be mapped, enabling 
comparability of different standards and 
products.

A standard by itself. A standard would need a 
system of thresholds, reporting, management 
and oversight. Standard setters are expected to 
use the taxonomy to inform their respective 
standards.

Designed to provide a level of granularity that 
minimises ambiguity to the extent possible.

Populated with specific, quantified metrics. 
More work would be needed to establish 
appropriate metrics for any EU standard.

An evolving tool. The science around 
sustainability is dynamic and evolving, as are 
social expectations as well as investor and 
market needs. Therefore, the taxonomy should 
be considered to represent the best of our 
currently available knowledge and will require 
continuous review.

Set in stone.

A neutral framework that can be applied to a 
variety of financial instruments, including but 
not limited to project finance, bonds and equity. 
It provides insight at the individual activity 
level.

The complete picture for a portfolio of assets or 
non-pure play companies. Decisions will need to 
be taken as to what proportion of assets need to 
meet the eligibility criteria in order for a bundle 
to be deemed sustainable, or whether to account 
solely for the parts that are.

Built on existing understanding schemes 
developed by hundreds of scientific, technical 
and financial experts.

Not a means of prioritising or ranking 
investments where multiple benefits are 
possible, or exploring potential optimal mixes of 
outcomes and impacts for individual 
investments.

Focused on assets, revenue segments and 
activities related to financial assets and services.

Covering the conduct or management of a 
company or entity.

Table 4.2: Summary of key features of the EU Taxonomy 

Source: HLEG, 2018.
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4.2.6. Developing a Sustainability Taxonomy 

The HLEG developed a framework for a full sustainability taxonomy by first identifying and 

classifying sectors, sub-sectors and associated assets based on the pre-existing classifications 

from a wide range of stakeholders, hence, it is consistent with pre-existing lending and 

funding activities of the MDBs, the bond markets, and equity markets. Second, identification 

and classification of key sustainability goals aligned with the EU’s declared public policy 

goals, including but not limited to the 17 SDGs and the Paris Agreement (The EU high-level 

expert group on sustainable finance, 2018). 

Beside developing the taxonomy framework, the HLEG also proposed screening criteria for 

assets and projects in order to be added to the taxonomy for “climate change mitigation 

goals”, this included a list of potential primary screening metrics and a list of secondary 

screening metrics. Firstly, the primary criteria can be used to measure the assets or activities 

contribution to climate mitigation. Secondly, a list of secondary screening metrics to assess 

compliance in the lack of necessary data needed to test compliance based on primary criteria 

(The EU high-level expert group on sustainable finance, 2018). 

On the following page, Fig. 4.3 (The EU high-level expert group on sustainable finance, 

2018) presents the EU Sustainability Taxonomy framework as it was developed by HLEG. 
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4.2.7. Action Plan on Financing Sustainable Growth 

In response to the HLEG report (The EU high-level expert group on sustainable finance, 

2018), the EUCO published the COM(2018) 97 final (2018), “action plan: financing 

sustainable growth”. In this communication paper (COM(2018) 97 final), the EUCO has 

highlighted the importance of the financial system in sustainable development and the key 

role that it plays. The EUCO has stated five priorities in this document: 

1. Finance for a more sustainable world 

2. Reorienting capital flows towards a more sustainable economy 

3. Mainstreaming sustainability into risk management 

4. Fostering transparency and long-termism 

5. Action plan implementation   

In particular, Article 2 in the document was focused on taxonomy, its implementation and 

future. Under Article 2.1: “a unified classification system for sustainable activities” 

(COM(2018) 97 final), the EUCO has acknowledged the importance of a “shared 

understanding of what ‘sustainability’ means” (COM(2018) 97 final), and stated that a 

unified EU classification system (taxonomy) will provide this shared understanding and 

clarify what activities can be considered as “sustainable”. The EUCO insists that this is the 

“most important and urgent action of this action plan” (COM(2018) 97 final). The EUCO, 

however, reminds us that this is an elaborate task due to the “complexity and highly technical 

nature of developing such a classification system” (COM(2018) 97 final), it continues by 

setting out a step-by-step approach. First, the taxonomy on climate change mitigation and 

adaptation activities and some environmental activities. Second, the taxonomy will cover the 

other remaining social and environmental activities, noting that “one aspect of sustainability 

must not be detrimental to other related risks or objectives” (COM(2018) 97 final). Article 

2.1 (COM(2018) 97 final) finishes by proposing “action 1: establishing an EU classification 

system for sustainable activities” and consist of two priorities:  
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1. The commission will table a legislative proposal in Q2 2018 that will ensure the 

progressive development of an EU taxonomy for climate change, environmentally and 

socially sustainable activities. 

2. The commission will set up a technical expert group on sustainable finance (TEG), “the 

group will be asked, on the basis of broad consultation of all relevant stakeholders, to 

publish a report providing a first taxonomy with a particular focus on climate change 

mitigation activities by Q1 2019. This is to be extended to climate change adaptation and 

other environmental activities by Q2 2019.”

4.2.8. The TEG on Sustainable Finance Final Report 

As a result of “the action plan on financing sustainable growth” (COM(2018) 97 final), and 

the agreement on the Taxonomy Regulation at a political level in 2019, the EUCO created the 

TEG on sustainable finance, which produced “Taxonomy: Final Report of the Technical 

Expert Group on Sustainable Finance” (EU technical expert group on sustainable finance, 

2020). The report included the group’s final recommendations on the design of the 

Taxonomy, guidance on how users can develop taxonomy disclosures as well as a summary 

of all economic activities covered by technical screening criteria (EU technical expert group 

on sustainable finance, 2020). 

4.2.9. The Regulation (EU) 2020/852 

Finally in 2020, and as result of all the aforementioned milestones and processes, the EUCO 

published the “council regulation (EU) 2020/852 (2020) on the establishment of a framework 

to facilitate sustainable investment, and amending regulation (EU) 2019/2088”. This 

regulation included the final framework for the EU taxonomy and the EU taxonomy entered 

into force officially. 

4.2.10. Complementary Climate Delegated Acts 

As it has been mentioned previously, the EU taxonomy is a living document and its criteria 

and regulation will be revised every three years (European Commission, 2022f), additionally, 

the EU taxonomy is not yet fully completed and will be gradually completed through 

delegated acts (European Commission, 2022f). The CDA is one of such processes which has 
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concluded with the addition of nuclear energy and natural gas into the taxonomy and has 

provided the necessary screening criteria (Commission delegated regulation (EU) 2021/2139, 

2021). 

5. Discussion 

The EU is a large, complex, and democratic institution, among its 72 bodies (European 

Union, 2022a), the EUCO is the one body with the executive powers and is in charge of 

proposing new public policies and legislation as well as monitoring and enforcing of the EU 

public policies and legislation (EU Monitor, 2022). The public policies and legislation set by 

the EUCO are significant in the sense that, ultimately, they will determine the direction 

towards which the EU walks into the future, which will have significant implications for the 

energy transition. While the EU was originally formed in 1951 as a business alliance of six 

countries, France, Belgium, Germany, Italy, Luxembourg, and the Netherlands, it has grown 

to become much more than that (European Union, 2022b). Today, the EU has 27 member 

countries with 24 official languages (European Union, 2022b) with the most recent addition 

of Ireland (European Commission, 2022j). The EU has been a part of the Paris Agreement on 

climate change (European Commission, 2022g) as well as partaking in the United Nations 

2030 agenda and the 17 SDGs (European Commission, 2015b). However, that is not all, 

sustainability and sustainable development are deeply rooted in the Consolidated Version of 

the Treaty on European Union (2012), which is the fundamental and constitutional basis of 

the EU. As stated in its preamble “DETERMINED to promote economic and social progress 

for their peoples, taking into account the principle of sustainable development and within the 

context of the accomplishment of the internal market and of reinforced cohesion and 

environmental protection, and to implement policies ensuring that advances in economic 

integration are accompanied by parallel progress in other fields” (Consolidated versions of 

the Treaty on European Union(2012) C 326/13, 2012).  

As it has been observed and highlighted, the term “sustainability” by itself does not 

encompass a comprehensible definition (Purvis, Mao and Robinson, 2018) but instead, its 

definition arrives from the context and is socially constructed. Additionally, the nature and 

characteristics of “magic concepts” were also investigated, the terms “sustainability” and 

“sustainable development” share almost all the characteristics of a “magic concept” identified 
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by Pollitt and Hupe (2011). Accordingly, the discrepancy between the Oxford English 

Dictionary (Clarendon Press, 1989) and the Cambridge Dictionary (Cambridge University 

Press, 2013) on the definition of sustainability was also observed and used as a simple 

illustration of this matter. The EU taxonomy is an attempt in creating a shared understanding 

of what sustainability means as mentioned in “the action plan on financing sustainable 

growth” (COM(2018) 97 final). 

Using the public policy process analysis framework, it was possible to track the origin of the 

EU sustainability taxonomy and identify the key moments and milestones which resulted in 

the final policy that is enforced today. The origin of the EU taxonomy was traced back to “an 

investment plan for Europe” (European Commission, 2014), however, this plan does not 

make any connections to nor directly states anything regarding ‘sustainability’ or ‘sustainable 

development’. Nevertheless, it did put into motion a series of incremental changes that were 

unfolded during the next eight years and resulted in the creation of the EU taxonomy and it 

being entered into force (council regulation (EU) 2020/852, 2020). These findings were 

aligned with Lindblom’s (1959) theory of incrementalism and successive limited comparison 

theory. Following the “An Investment Plan for Europe” (European Commission, 2014), the 

“CMU- action plan” (COM(2015) 468 final) was produced. Under Article 3, the EUCO 

recognised the need for long term investment in infrastructure and sustainable investment to 

insure the EU maintains its competitiveness while also shifting to a low-carbon and resource-

efficient economy. In this plan (COM(2015) 468 final), the EUCO also mentions its belief 

that an efficient financial market would, ultimately, help the EU in delivering its 2030 climate 

and energy policies and its commitments to the SDGs. It was at this stage that the EUCO 

briefly discussed the emergence of the ESG bonds and concluded by stating that the EUCO 

will continue to assess and support the development of ESG bonds. The ESG bonds are 

designed to help direct more investment into sustainable and green projects (EU technical 

expert group on sustainable finance, 2019). Nevertheless, as mentioned previously, while the 

ESG bonds have been linked to a significant increase in sustainable investments (European 

Commission, 2015a), at the time, they have also faced criticism as they lacked oversight and 

accountability (Flammer, 2021). 

The CMU-action plan (European Commission, 2015a) was followed by the EU adoption of 

the Paris Agreement (European Commission, 2022g) and Agenda for Sustainable 
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Development (European Commission, 2015b) and the publication of “CMU-AR” 

(COM(2016) 601 final). In this document, the EUCO calls for “swift and determined 

progress” in moving forward with the CMU agenda (COM(2015) 468 final) and aligned with 

the European Council meeting (Conclusions (EUCO) 26/16 (2016)). The CMU-AR 

(COM(2016) 601 final) was considered to be a significant document in the sense that it was 

identified by this study to be one of the earliest documents to clearly state the need for 

reforms in sustainable finance as a requisite for supporting investment in clean technologies 

and their deployment and to ensure the financial system would be capable of financing 

growth in a sustainable manner in the long term. In addition to that, the CMU-AR 

(COM(2016) 601 final) was followed by the assembly of the HLEG (European Commission, 

2020) and is a clear demonstration of mutual adjustments and negotiation and trial processes 

(Lindblom, 1959). The HLEG encompassed 20 senior experts from a wide range of expertise, 

including academia and observers from European and international institutions, civil society, 

and the finance sector (European Commission, 2020). HLEG produced its interim report in 

2017, and initiated a public consultation in order to gather feedback on its interim report, 

these findings were integrated into its final report that was publish in 2018 (The EU high-

level expert group on sustainable finance, 2018). In its report (The EU high-level expert 

group on sustainable finance, 2018), the HLEG produced a range of different 

recommendations for the EUCO and stated the need for a “technically robust classification 

system” (a.k.a., taxonomy). The HLEG believed that such a taxonomy would make it 

possible to reorient the capital flow in the market, enable market growth, and create asset 

comparability beyond labels, jurisdictions and standards (The EU high-level expert group on 

sustainable finance, 2018). The HLEG proposed taxonomy would be aligned with the EU’s 

declared public policies and objectives, and it was based on available pre-existing 

frameworks and references from the EIB, NIB, the Natural Capital Protocol, etc… (The EU 

high-level expert group on sustainable finance, 2018). This taxonomy would provide 

guidance to capital market participants, helping them in determining their investment 

decisions and allocations. To ensure the market buy-in, the data and parameters in the 

proposed taxonomy would be freely accessible and developed through a multi-stakeholder 

process. Regardless of the fact that the proposed taxonomy was developed based on the EU 

sustainable policy priorities, the HLEG believed that it would have global relevance as it is 
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aligned with international sustainable policy objectives such as the SDGs (The EU high-level 

expert group on sustainable finance, 2018). The HLEG developed a framework for the EU 

taxonomy and proposed a set of primary and secondary screening criteria for assets and 

projects in order to be added to the taxonomy for “climate change mitigation goals” (The EU 

high-level expert group on sustainable finance, 2018). Putting the HLEG recommendations 

(The EU high-level expert group on sustainable finance, 2018) into consideration, the EUCO 

published the “action plan on financing sustainable growth” (COM(2018) 97 final) and set 

out 5 priorities, under the Article 2 of this action plan, the EUCO recognises the need for a 

“unified classification system for sustainable activities” (a.k.a., taxonomy) and highlighted 

the importance of a “shared understanding of what ‘sustainability’ means” and continued to 

state that a unified EU taxonomy would deliver that. The EUCO set out a step-by-step 

approach for developing the EU taxonomy, in the first stage, the taxonomy would cover 

climate change mitigation and adaptation activities, plus some environmental activities 

(COM(2018) 97 final). In the second stage, the taxonomy would cover the other remaining 

social and environmental activities (COM(2018) 97 final). Lastly, the EUCO also announced 

that the TEG on sustainable finance would be assembled to provide recommendations to the 

EUCO on the basis of a broad consultation of all relevant stakeholders. The TEG would also 

need to publish a report on climate change mitigation activities in Q1 2019 and extend its 

report later on in Q2 2019 to include climate change adaptation and other environmental 

activities. The TEG on sustainable finance was assembled in 2019 and produced its final 

report in 2020 which included their final recommendations on the design of the taxonomy 

and a summary of all economic activities covered by technical screening criteria (EU 

technical expert group on sustainable finance, 2020).  

In 2020, and after all the aforementioned processes, the EUCO published the council 

regulation (EU) 2020/852 (2020) which included the final framework for the EU taxonomy 

and the EU taxonomy was officially entered into force. Based on these findings, it is evident 

that the EU taxonomy policy was not simply the result of a decision, but the result of a long 

process.  

Regardless, the EU taxonomy policy did not end there, the EU policy is a living document 

and as Lindblom (1959) put it, it is going through an evolutionary process and is gradually 

completed through delegated acts (European Commission, 2022f). In 2022, the CDA 
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concluded with the addition of nuclear energy and natural gas into the taxonomy by providing 

the necessary screening criteria (Commission delegated regulation (EU) 2021/2139, 2021). 

Aligned with Lindblom’s theory (1959), it can clearly be observed that the EU taxonomy has 

resulted from incremental changes that unfolded during a period of about eight years. During 

this period, several other policies entered into force which paved the way for the eventual 

creation of the EU taxonomy policy. This process included a range of different activities, 

such as the assembly of HLEG (The EU high-level expert group on sustainable finance, 

2018) and TEG (EU technical expert group on sustainable finance, 2020) by the EUCO to 

cover the necessary scientific and technical aspect of the policy, and identifying the best 

possible solutions and policies for overcoming the challenges of climate change and 

achieving the EU environmental and climate objectives (European Commission, 2022a), 

similar to Lindblom’s theory (1959) of mutual adjustments, negotiation and trial, and error 

learning. 

Even though, this study has identified key milestones and many of the significant procedures 

involved in the making of the EU taxonomy policy, it has not covered every single aspect of 

it in detail, as it was not feasible due to time constraints and the limitation of this study. 

Future studies can delve deeper into this process by further focusing their attention on a 

single milestone or examining the processes that took place during the development of the 

HLEG and the TEG reports to better understand those procedures that were involved in 

different stages. Additionally, as the EU taxonomy becomes complete and has been enforced 

for a longer period of time, future studies can be conducted to evaluate its effects and impact. 

Ultimately, such studies can identify if the policy has been successful in delivering its 

objectives or if it has failed. In either case, such knowledge would be a valuable tool in the 

hand of policy makers. 
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6. Conclusion 

The three research questions of this paper were: 

• “What is the EU Sustainability Taxonomy and how does it work?” 

• “How has the EU sustainability taxonomy emerged and how has it evolved?” 

• “What were the milestones in this route/process?” 

The approach adopted in this study made it possible to answer all the research questions of 

this paper. First, the concepts of “sustainability” and “sustainable development” were 

discussed, and it was recognised that even though at the first glance the terms may appear 

self-explanatory that could not be any further from the truth. The term ‘sustainability’ shares 

all the basic characteristics of “magic concepts” studied by Pollitt and Hupe (2011). The 

“magic concepts” can serve an explanatory function but only if they are positioned, specified, 

operationalised, and applied in a systematic way. This is one of the basic fundamentals of the 

EU Sustainability Taxonomy, to develop a shared understanding of what “sustainability” 

means (COM(2018) 97 final) by developing a science-based unified EU classification 

system. In its initial stage, the taxonomy will focus on climate change mitigation and 

adaptation activities, and later on, it will be developed further to cover the other remaining 

social and environmental activities (COM(2018) 97 final).  

In chapter 2, the public policy process analysis was described and some of the main theories 

of the field were introduced and discussed. This approach was chosen since the intention of 

this paper was not to evaluate or problematise the EU taxonomy policy but to look at the 

policy as a process, and to study that process. Once again as emphasised by Dye (1976), 

policy process analysis helps to understand what governments do, why they do it and what 

difference it makes. Furthermore, Lindblom’s (1959) theory of “successive limited 

comparison” and incrementalism theory (Bevir, 2007) were found most appropriate for the 

framework of this study as his approach looks at policymaking as a process in contrast to the 

commonly used rational choice theory. The EU taxonomy is a remarkable example of such 

procedures and a living document which has gone through a long series of successive of 

incremental changes, mutual adjustments, negotiation and trial, and error learning. This, 

however, is not a linear path, as the policy becomes more complete and is revised every three 
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years, hence, following a rather circular path and repeating similar procedures, evolving and 

improving each time (Lindblom, 1959).  

The first research question was answered in chapter 3, which focused on the EU taxonomy. 

The basis and definition of the taxonomy were described as well as its impacts and definition 

of a sustainable activity. Finally, as a demonstration of the procedures involved, the 5-step 

approach was applied to calculate the degree to which the fictional automotive manufacturer 

is Taxonomy-aligned. 

The following two research questions were answered in chapter 4, which started with a short 

background of the EU institution and its climate and environmental goals and objectives. 

Under chapter 4, the EU taxonomy policy was traced back to its origin, and 10 key events 

and milestones were identified. These findings were used for visualising a timeline of key 

events and milestones that had led to the creation of the EU taxonomy policy as illustrated in 

fig. 4.1, followed by a comprehensive description of each event.  

The origin of the EU taxonomy policy was traced back to “an investment plan for Europe” 

(European Commission, 2014), which was the EUCO's response to the global financial crisis 

in 2007-2009 (Fraga and Rocha, 2014). Under this plan the EU would go through significant 

structural reforms in order to recover from the global financial crisis, build up resilience for 

the future, and attract investments. This plan (European Commission, 2014) made 

incremental changes which resulted in a long chain of events as mentioned in this study, 

which produced a wide range of policies and plans, including but not limited to, the EU 

taxonomy (council regulation (EU) 2020/852, 2020), the Capital Market Union-Action plan 

(European Commission, 2015a), and many others which are not named in this paper. 

This study concluded that policy making is a long and complex process and at times it means 

taking one step forward and two steps backwards or vice versa, however, it would not be 

possible to successfully set new policies without the knowledge of the processes that are 

involved. It is important for the current energy transition as policies can both pave the way 

and speed up the transition or hinder it and bring it to a halt. 

Dulcius ex asperis 
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