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Abstract

The transition towards a sustainable, low-carbon and resource-efficient global economy will
require huge amounts of investments, and private finance is increasingly singled out as the
solution. But in contrast to the increased reliance on finance to solve the climate crisis stands a
number of deep-seated challenges in the so-called ‘sustainable finance’ system, where short-
term investment horizons and poor sustainability reporting continue to prevent the effective

allocation of private assets to green projects.

In response, the EU Taxonomy was adopted on 18 June 2020 as the world’s first official system
to define and classify a list of green investments. By creating a common reporting language for
companies, investors and consumers, the tool is designed to increase transparency, protect
against greenwashing, and steer capital to sustainable activities. The so-called ‘gold standard’
for sustainable investments has been given key role in improving practices on the continent and
is already influencing the development of similar standards around the world. This highlights
that, what Europe decides to label as ‘green’ has consequences way beyond its borders and can

establish long-lasting path dependencies in the global governance of finance and sustainability.

In this thesis, | explore the Taxonomy’s potential for changing norms for sustainable finance.
With climate change governance as point of departure, | assess the strengths and weaknesses of
the Taxonomy against five normative institutional strategies. | pay particular attention to how
the tool’s normative standing was affected by the Complementary Climate Delegated Act
(CDA), which defined gas and nuclear power as ‘green’ under the Taxonomy framework. The
case study is explored through qualitative methods, by means of document analysis and 13

interviews with expert representatives from key stakeholder groups to the Taxonomy.

| argue that, by establishing a common language and reporting methodology, the Taxonomy held
initial promise in terms of promoting discursive shifts, defining and promoting norm-related
identities, mobilising pride and shame, mobilising transnational networks and shifting forums. Its
status as the ‘gold standard’ was severely hampered by the CDA however, which triggered
powerful acts of de-legitimation by key stakeholders against what has been termed the single
biggest act of greenwashing in history. The Act left the normative potential of the Taxonomy
severely reduced, limiting its normative potential to the promotion of ‘weak’ rather than a ‘strong’
form of sustainability and alienated climate scientists and civil society along the way. Its primary
road to influence now depends on its ability to ratchet up climate ambition and win back

legitimacy over time, whereby a norm for truly sustainable investing might gain ground.
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1.0 Introduction

The last years have seen an increased use of climate-related transparency tools as means to
accelerate the green transition. This thesis seeks to contribute to the debate around their
effectiveness by exploring the case of the EU Taxonomy. The overall objective is to provide a

deeper understanding of the tool’s normative potential, explored through the research question:
What is the EU Taxonomy'’s potential for changing norms for sustainable finance?

There is little doubt that the transition towards a sustainable and low-carbon economy will
require significant investments. The EU estimates that reaching their 2030 climate and energy
targets will require €1 trillion of investments over the next decade (European Commission
[Commission] 2020) and there is a growing recognition that the public purse cannot fill this
funding gap alone, whereby the mobilisation of private finance has become a key political
priority (Chiapello 2020). But in sharp contrast to the increased reliance upon private finance
to steer capital to the green transition stands a number of deep-seated challenges in the so-called
‘sustainable finance’ system. Beyond skewed incentive-structures and short-term investment
horizons — which continue to favour conventional assets over low-carbon alternatives
(Intergovernmental Panel on Climate Change [IPCC] 2022) — is the lack of a common

understanding of what a sustainable investment is.

The green finance sector’s emergence was characterised by the lack of overarching regulation,
which resulted in a plethora of competing definitions, indicators and reporting methodologies.
A 2017 estimation by the Task Force on Climate-Related Financial Disclosures (TCFD) found
that there were no less than 400 sustainability-themed disclosure regimes globally (TCFD
2017), leaving disclosers with ample manoeuvring space in defining what a green investment
is and exposing the system to greenwashing: “the practice of making misleading claims about
the environmental benefits of a product or of a company’s policies” (EU Technical Expert
Group on Sustainable Finance [TEG] 2020, 14). As a result, investors are hampered in their
attempts to identify truly sustainable assets from the vast pool of self-proclaimed — or labelled

— sustainable projects, leaving the subsequent ‘greening’ of the financial system ineffective.

In comes the EU Taxonomy, the world’s first official system to define green investments. Just
like a dictionary, it allows market actors to look up whether an economic activity is classified
as sustainable, and under what conditions. By creating a common reporting language for
companies, investors and consumers, the Taxonomy is designed to increase transparency,

protect against greenwashing, and steer capital to sustainable activities (Commission 2021a).
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The so-called ‘gold standard’ has been termed the crown jewel of the EU’s sustainable finance
strategy, which makes it a significant variable in the relative success or failure of EU’s

ambitious climate objectives, given their reliance on private finance.

But the degree of its success will also be felt elsewhere. The EU has a long history of exporting
regulatory standards to the rest of the world and the Taxonomy’s scope and design has already
served as an inspiration for green finance taxonomies in other jurisdictions. This serves to
highlight that, what Europe decides to label as ‘green’ has consequences way beyond its borders
and can establish long-lasting path dependencies in the global governance of finance and
sustainability. This thesis sets out to understand the promise and perils of the novel tool,
discussing whether it can become the gold standard for sustainable finance by assessing its

normative potential.

1.1 Can finance be sustainable?

Underpinning the belief in private capital as a means to accelerate climate action lies the
assumption that finance can in fact deliver sustainability. Proponents of financial solutions to
climate change see private markets as powerful untapped resources that can be mobilised for
the greater public good (Zadek 2019). The alignment of financial flows with sustainability
objectives is here perceived as a ‘win-win solution’ and the longer time horizons of climate
change as a useful antidote to short-term investing and the subsequent volatility of the global
financial system. Optimists agree, in other words, that sustainable development and financial

stability are mutually reinforcing policy agendas (Zou et al. 2015; Carney, 2015).

On the other hand stand the more critical voices. A first group is found in eco-socialist literature,
who remain sceptical towards the idea that climate-finance is a match made in heaven. They
maintain that finance is unable to provide credible solutions to the world’s environmental
challenges by tracing the problem to the capitalist system and its call for exponential economic
growth, which is seen as incompatible with the sustainable use of natural resources and effective
climate action (Fletcher 2012; Klein 2014). Another line of critique is directed, not towards
finance as a means, but the relative ineffectiveness of its current application to accelerate the
transition towards a more sustainable economy (Chiapello 2020; Gabor 2020). These scholars
typically advocate for stricter regulation — that is, increased transparency and a restructuring of

incentives — to foster a truly sustainable finance sector.

This thesis will argue in line with the latter group of scholars, maintaining that finance can be



powerful means for achieving positive social transformation as long as it operates in the right
regulatory environment. Recognising the complex relationship between for-profit motives and
sustainability objectives, | withhold an understanding of ‘sustainable finance’ as a highly
interactive and contested process that is filled with contradictions and limitations. | moreover
stress that sustainable finance policies be seen as a parallel — rather than primary — governance
strategy, to be complemented with improved regulation of the real economy and high carbon
prices for optimal impact to secure improved sustainability outcomes (Haas & UnmuRig 2020).

Having established the prospects of sustainable finance regulation, it is important to raise
questions about policies’ underlying motives, whether that is the improved function of financial
markets, an ambitious sustainability agenda, or a combination of the two. Early connotations of
‘sustainable finance’ was typically limited to the mere integration of “environmental, social and
governance (ESG) factors in financial decisions” (High-Level Expert Group on Sustainable
Finance [HLEG] 2017, 12). This speaks to the need of making finance more attuned to a variety

of risk and to prevent sustainability-induced market disruptions, i.e., stabilising global finance.

With time however, the concept came to accommodate a second imperative, namely the role of
finance in supporting a sustainable economy. This reading — which can referred to as ‘finance
for sustainability’ — understands sustainable finance against its ability to foster sustainable
development in line with the Sustainable Development Goals (SDG) and the Paris Agreement
(Migliorelli 2021), which entails a significant diversion from early connotations. This thesis
will refer to sustainable finance accordingly, that is, “finance to support sectors or activities
that contribute to the achievement of, or the improvement in, at least one of the relevant
sustainability dimensions” (Migliorelli 2021, 2), the focus here being on the environmental
component. This establishes the sustainability agenda as sustainable finance’s primary

objective, which includes — but is not restricted to — the stabilisation of global financial flows.

In recognition of the market’s heterogeneity, | will henceforth refer to the green finance sector
when speaking of the actors that engage in market exchange of what Migliorelli (2021) terms
‘labelled sustainable finance’, that is, “labelled green, social and sustainable financial securities,
products or services” (p. 2). Whilst green finance and sustainable finance are markedly different
in scope — the former considering the ‘environmental’ in ESG exclusively and the latter
accommodating all of them (HLEG 2018) — the phrase is nonetheless chosen to avoid
terminological confusion with the normative ‘sustainable finance’ concept adopted. It is not be

read as a normative conclusion of the sector’s sustainability.



1.2 Research scope

Restricting myself to research the Taxonomy Regulation (TR) in relation to the Complementary
Climate Delegated Act (CDA), this thesis situates the policy instrument in climate change
governance, a perspective still little represented in the burgeoning literature about the
Taxonomy. Adopting a social constructivist approach to institutionalism, it assesses the tool’s
strengths and weaknesses against five normative institutional strategies identified by Mitchell
and Carpenter (2019), that is, its ability to: 1) Promote discursive shifts; 2) identify and promote
norm-related identities; 3) mobilise pride and shame; 4) mobilise transnational networks; and
5) shift forums to marginalise veto players. Where the fourth advocates the formulation of a
shared normative vision with strategic non-state partners to anchor a new norm in target
audiences, the fifth suggests avoiding institutions that are prone to deadlock to unleash a more

ambitious agenda amongst norm-leaders.

The decision to focus on normative institutional strategies is based upon the Taxonomy’s
reliance on norms to induce change. Rather than providing incentives for investing sustainably,
the tool mandates targeted actors to disclose according to a set standard and is thus best
understood as a transparency tool, where the provision of market information is relied upon to
facilitate behavioural change (Fung, Graham & Weil, 2007). By distinguishing sustainable — or
normatively appropriate — investments from their conventional counterparts, it shifts the focus
from “costs and benefits” towards “right and wrong” in line with norm-based policy design
(Mitchell & Carpenter 2019), hoping that the additional information will trigger corporate
aspirations to prize themselves with Taxonomy-alignment. A systematic assessment of its
promise and perils in this undertaking seems appropriate, especially since there are few
academic writings about its normative potential thus far, with a few notable exceptions (Fuest
& Meyer 2022; Kooths 2022).

The thesis will pay particular attention to the adoption of the CDA, which labelled gas and
nuclear energy as green in the Taxonomy framework. As the Act spurred much public debate
and stakeholder opposition, it makes up an interesting case study for a discussion of institutional
normative strength. This research will also contribute therefore, to the discussion about the

CDA and its normative impact on the Taxonomy.

This research contributes to vast academic field of regime effectiveness. | will here rely on the
works of Young (2001), who builds his approach to effectiveness on the common distinction
between output, outcome and impact. In his typology, output refers to new regulations, policy



instruments, or compliance mechanisms; outcome to “the behaviour of various actors subject
to the regime’s regulatory provisions”; and impact to “changes in biogeophysical conditions
and in the problems that lead to regime formation” (Young 2001, 114). Since the Taxonomy
can itself be considered an output, and that any measurement of impact on the environmental
state resulting from a Taxonomy-induced growth in green investments is premature, | will focus

on its outcome: Whether the Taxonomy has the potential to alter targeted actors’ behaviour.

1.3 Thesis outline

Chapter one has given an introduction to the thesis topic and theoretical point of departure, as
well as the research question and scope of the thesis. Chapter two will provide an overview of
the ‘sustainable finance’ landscape and present the case study, outlining the policy design of
the EU Taxonomy. Chapter three presents the theoretical framework of the thesis and accounts
for how the Taxonomy has been received in academic literature thus far. In chapter four, the
thesis’ methodology is presented, accounting for the data sources used, ethical considerations
and limitations. Chapter five hosts the analysis, which is structured after the normative
institutional strategies’ typology, looking at the Taxonomy Framework and the CDA
respectively. The academic contribution of the thesis is summarised in chapter six, the

conclusion.



2.0 Sustainable Finance and the EU Taxonomy

This chapter outlines the governance context in which the green finance sector emerged and
traces its expansion from market niche to mainstream. It goes on to present the case study of
this thesis — the EU Taxonomy — against the backdrop of the EU Action Plan on Sustainable
Finance and its sustainable finance approach. Finally, it outlines the design, scope, and legal

standing of the policy instrument itself.

2.1 The governance context

The emergence of the green finance sector can usefully be understood against three major trends
in climate change governance: 1) the increased reliance on non-state actors, 2) a move from
top-down to bottom-up governance and a turn towards ‘soft law’ approaches, and 3) the
increased dominance of market-based solutions. These are outlined below to provide the
contextual backdrop against which the Taxonomy emerged.

Firstly, non-state actors are increasingly targeted by — but also involved in shaping — climate
change policy. Following the 1988 establishment of the Intergovernmental Panel on Climate
Change (IPCC) — which coordinates the scientific foundations of human-made climate change
— the latter part of the 20th Century saw an acceleration in international regulations and treaties.
The 1992 United Nations Framework Convention on Climate Change (UNFCCC) established
the basic legal framework for climate change cooperation, which would later give birth to the
Kyoto Protocol and the Paris Agreement. Greenhouse gas (GHG) emissions continued to grow
exponentially despite the political momentum however, and recent estimates show that we are
heading towards 2.7 — 3.2°C warming, which is way beyond the 1.5 — 2°C objective of the Paris
Agreement (IPCC 2022). The slow progress of UNFCCC negotiations has spurred actors to
look outside the traditional multilateral arena for climate action. Such transnational climate
governance relates to activities undertaken by “stakeholders other than States that are party to
the UNFCCC” (Chan, Brandi & Bauer 2016, 240). This trend is reflected in the proliferation of
climate action initiatives arising from and/or targeting non-state actors like cities, corporations
or investors. Today then, efforts to reduce emissions and accelerate the transition to a low-

carbon economy occurs at a variety of both formal and informal levels of governance.

Secondly, the climate change domain has accommodated a shift from top-down to bottom-up
governance structures (Sabel & Victor 2017). Where the first approach entails a joint division

of emission reduction targets according to the global carbon budget — exemplified in the
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mandatory approach of the Kyoto Protocol — the latter allows states to set their own targets —
as with the Paris Agreement’s nationally determined contributions (NDCs). This involves
greater flexibility on behalf of contributors, which in turn reduces the need for punitive, or
“hard” enforcement measures. The shift towards bottom-up climate governance was hence
followed by an increased focus on “soft” compliance mechanisms like international standards,
codes of conduct or self-regulation schemes, where consequences of non-compliance were of a
normative rather than material character (Weiss & Wilkinson 2018). Alongside the proliferation
of non-state actors then, climate governance has also gone through a paradigm shift with regards

to approach — where ‘hard’ top-down policy structures are replaced by ‘soft” bottom-up ones.

The third trend relates to the increased reliance on market-based solutions to climate change,
epitomised in the idea that emissions can be priced and traded in a ‘cap and trade’ system
(Bulkeley & Newell 2015). Market-based solutions are typically promoted on the basis of the
alleged efficiency and flexibility of markets compared to state-led regulatory practices. Carbon
markets are for example endorsed as a means to lower the transaction costs of emission
mitigation, relying on private actors to reduce emissions wherever it is cheapest to do so
(Bulkeley & Newell 2015). The same logic is found in what Chiapello (2020) has termed the
‘financialization’ of climate policy, referring to how the relative significance of the finance
sector to that of the real economy has accelerated financial solutions to climate change. Today,
she argues, “public policies are designed to capture the strengths of private finance, to engage
its actors, and are also based on its techniques and forms of reasoning” (Chiapello 2020, 22).
Alongside the increased emphasis on non-state actors and soft measures then, climate change
governance is increasingly conceptualised within — and perhaps cognitively restricted to — the
realm of markets (Bulkeley & Newell 2015).

Together, these three governance trends have aided the emergence of the green finance sector
and cemented it as a key solution to climate change in international policy circles to such an

extent that it has been termed “the new panacea” (Chiapello 2020, 27).

2.2 A plethora of actors

There has over the last 30 years been a remarkable change in the attitudes of business towards
their perceived role in broader society. The growing international dedication to prevent human
degradation of the environment that started in the 1960s quite naturally put the spotlight on

businesses and their impact on the natural world, slowly cementing the idea that business had



a moral obligation to do good besides generating profits. As a result, businesses found
themselves facing increased pressure to practice corporate social responsibility, which soon
developed to cover a broad spectra of ‘responsible’ business practices, the latest iteration of
which calls for the consideration of ESG factors in business operations. This development later
gave rise to multiple concepts accounting for the relationship between financial flows and
sustainability objectives, including socially responsible investing, impact investing and a focus
on negative externalities (Migliorelli 2021).

The market for labelled sustainable finance products took off in the 2000s, as evident in the
growth of the green bond market — that is, “any type of bond instrument where the proceeds
will be exclusively applied in order to finance (...) Green Projects” (Yang 2021, 3) — which
exceeded USD 1,000 billion at the end of 2020 (Yang 2021). Just as the appetite for such
products grew, so too did the number of initiatives that attempted to create common ground for
the ever-expanding green finance sector. These included the 1992 United Nations Environment
Programme’s finance initiative, the UN-backed launch of the Principles for Responsible
Investment (UN PRI), and the establishment of the Climate Bonds Initiative (Chiapello 2020).

A clear international momentum was visible in the months leading up to COP21 in Paris. In
September 2015, Mark Carney?, the Governor of the Bank of England and Chairman of the
Finance Stability Board (FSB), gave a landmark speech on the financial risks of climate change
(Carney 2015). Soon thereafter, the FSB launched the TCFD, a framework to assess corporate
climate risk and opportunities. That same year, the UN General Assembly adopted the SDGs,
which stressed the importance of private finance mobilisation specifically (SDG 17). Article
2.1c of the close-to universally adopted Paris Agreement likewise stated the objective to make
“finance flows consistent with a pathway towards low greenhouse gas emission and climate-
resilient development” (UNFCCC 2015, 2). By 2015 then, the idea of ‘sustainable finance’ had
made its way to the top of the international political agenda.

In the post-Paris years, a large number of actors became involved in the regulation of the green
finance sector. Public banks and multilateral development banks accelerated their use of
climate action plans and sustainability strategies, as exemplified by a range of sustainable
finance tools launched by the European Investment Bank and the establishment of a central
bank network — the Network for Greening the Financial System (Larsen 2021). Financial

institutions also took a central role in creating momentum, as visible in the establishment of

! Newly appointed UN Special Envoy on Climate Action and Finance.
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the ClimateAction100+ initiative, the Institutional Investors Group on Climate Change
(IIGCC) and the UN-convened Glasgow Financial Alliance for Net Zero (GFANZ).
Eventually, governments also joined the race to coordinate the mobilisation of private
sustainability capital. With the creation of the China-initiated G20 working group on
sustainable finance in 2016, it became a “key issue in policymaking and intergovernmental
coordination” (Larsen 2021, 359).

This section has shown that a green finance sector emerged in in the 90s, grew throughout the
2000s, and went full-blown mainstream around 2015. Its novel history is characterised by a
vast number of initiatives stemming from a wide range of governance actors, resulting in a
broad range of standards and principles (Migliorelli 2021). It is against this backdrop then,

that the EU initiated a comprehensive strategy on ‘sustainable finance’.

2.3 The EU Action Plan on Sustainable Finance

In recognition of the growing green finance sector, the EU Commission appointed a High-level
Expert Group on Sustainable Finance (HLEG) in 2016 that was tasked with submitting a report
on the scale and dimensions of challenges and opportunities of ‘sustainable finance’ on the one
hand, and to recommend a comprehensive set of reforms to the EU financial policy framework
on the other (Trippel 2020).

HLEG’s final report was published in January 2018. It argued that the reorientation of financial
flows towards long-term, sustainable projects would increase financial stability, but pointed
also to a number of actions points for financial markets to re-connect with the real economy to
support the transition to a more resource-efficient and more circular economy (HLEG 2018).
Among the proposals put forward in the report was (1) to establish a European standard for
green bonds; (2) to improve the corporate sustainability disclosure framework; and (3) to
establish of “a classification system, or ‘taxonomy’, to provide market clarity on what is

‘sustainable’” (Commission 20183, 1).

Adopting a sustainable finance strategy was a key priority of the Commission’s Capital
Markets Union Action Plan, but was also seen as a key step towards implementing the Paris
Agreement and the EU’s Agenda for sustainable development (Commission 2018a).
Following the HLEG’s final report therefore, the Commission swiftly proceeded to adopt the

Action Plan on Sustainable Finance, which set out eight priority actions that would embed



sustainability in Europe’s financial system according to three main objectives (Commission
2018b, 2):
1. Reorient capital flows towards sustainable investment, in order to achieve sustainable
and inclusive growth;

2. Manage financial risks stemming from climate change, environmental degradation and
social issues;

3. Foster transparency and long-termism in financial and economic activity.
The Taxonomy — a sustainable finance standard designed to increase transparency, prevent
greenwashing, and steer capital to sustainable activities (Commission 2021a) — is often
portrayed as the crown jewel of the Action Plan. It does not stand alone however but is
accompanied by a range of complementary proposals. With regards to disclosure, the recent
revisions to the Non-Financial Reporting Directive (NFRD) — now revised as the Corporate
Sustainability Reporting Directive (CSRD) — is set to deliver a more comprehensive
sustainability reporting framework for corporations (Commission 2023b) and the Sustainable
Finance Disclosure Regulation (SFDR) provides the same for financial products and entities.
By 2019, Member States had agreed on all proposals in the sustainable finance roadmap, the

Taxonomy included (Trippel 2020). What then, does the EU mean by ‘sustainable finance’?

2.4 EU’s sustainable finance approach

In the EU policy context, sustainable finance is understood as “finance to support economic
growth while reducing pressures on the environment and taking into account social and
governance aspects” (Commission 2023a). Their approach can be traced back to HLEG’s
(2018) final report, which stressed that:
Sustainable finance is about two imperatives. The first is to improve the
contribution of finance to sustainable and inclusive growth as well as the
mitigation of climate change. The second is to strengthen financial stability by

incorporating environmental, social and governance (ESG) factors into
investment decision-making (p. 6).

Similarly to Migliorelli (2021), the EU recognises the twofold imperative of sustainable
finance, but stress that it must contribute to economic growth specifically. It reflects no
indication of a conflict of interest, in other words, between economic growth and sustainable
development. The HLEG (2018) goes on to point out that sustainable finance involves “a
commitment to the longer term, as well as patience and trust in the value of investments that

need time for their value to materialise” (p. 9), reflecting a specific recognition of the need to
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move beyond short-term financial horizons in order to support sustainable economic
development. Another final aspect involves that of ESG risks:
Sustainable finance also encompasses transparency on risks related to ESG factors

that may impact the financial system, and the mitigation of such risks through the
appropriate governance of financial and corporate actors (Commission 2023a).

This reflects a specific recognition of the need for proper assessment and integration of ESG-
related risk through transparency measures on the one hand, and the means — i.e., regulation —
to secure this objective on the other. In sum then, the Commission (2022c) moves beyond the
initial and narrow approach to sustainable finance by adding the imperative of market’s
contribution to better development, and by specifically emphasising the need for long-term

value creation and risk assessment.

2.5 The Taxonomy Regulation

The Taxonomy Regulation (TR), or Regulation (EU) 2020/852, entered into force on 18 July
2020 and has a legal basis, meaning that targeted subjects failing to implement EU legislation
risk legal proceedings (Buonanno & Nugent 2013). The TR is a parent act that establishes the
purpose and general structure of the Taxonomy. The development of environmental
performance thresholds — or so-called technical screening criteria (TSC) — that an activity must
comply with in order to be considered green — is delegated to the Commission however, who
appointed a Technical Expert Group on Sustainable Finance (TEG) to advise them

(Commission 2021a).

Defining sustainable investments

The Taxonomy is a green finance standard in the sense that it provides a common
understanding of what is ‘green’ (Nedopil, Dordi & Weber 2021, 3). The methodology for
defining what economic activities should be considered sustainable is outlined in the TR,
which identifies six environmental objectives against which investments are to be assessed: 1)
climate change mitigation; 2) climate change adaptation; 3) sustainable use and protection of
water and marine sources; 4) transitionto a circular economy; 5) pollution prevention and

control; and 6) protection and restoration ofbiodiversity and ecosystems (Commission 2021a).

Besides complying with the TSC, an economic activity is only recognized as green if it (i)
substantially contributes to one or more of the environmental objectives (ii) without
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significantly harming any of the other objectives (The ‘Do No Significant Harm Principle’
(DNSH)) while (iii) being carried out in compliance with minimum human rights safeguards.
That the activity must contribute substantially, rather than marginally, is reflected in the TSC.
Early testing has shown that only 1-5% of current activities live up to the ‘substantial

contribution’ criteria without harming the other objectives (Commission 2021a).

The TR recognizes two other forms of activities as green. Firstly, transitional activities are
those “for which low-carbon alternatives are not yet available” (Commission 2021a, 5).
Cement manufacturing could for example be classified as a transitional if it best-in-class in
terms of environmental performance. Secondly, enabling activities are those who “directly
enable others to make a substantial contribution to the EU objectives” (Commission 2021a,
5), such as renewable energy technologies. The current configuration of the Taxonomy
distinguishes between Taxonomy-aligned, or ‘green’, activities on the one hand, and non-
classified, or ‘grey’, activities on the other in an approach often referred to as ‘binary’. The
green category accommodates low-carbon, transitional and enabling activities alike, reflecting

the “dark green” approach of the tool (Commission 2021a).

A transparency tool

The Taxonomy is a transparency policy in the sense that it “mandates access access to
precisely defined and structured factual information from private or public sources with the
aim of furthering particular policy objectives” (Fung, Graham & Weil, 2007, 25). What then,
are the mandatory and voluntary uses of the Taxonomy? From January 20222, companies that
fall under the scope of the NFDR started their Taxonomy reporting. The Directive applies to
large financial and non-financial companies with more than 500 employees, covering some
11 700 listed firms, banks and insurance companies across the EU® (Commission 2023b), who
are required to disclose on the extent to which their activities are Taxonomy-aligned. The same
goes for financial market participants, who are mandated to report to what extent their financial
portfolios and products are Taxonomy-aligned (Commission 2021a).

2 There have been several delays which have pushed the deadline for first disclosures. Companies have only
started to report on their Taxonomy-eligibility, that is, whether they are engaged in activities that are covered
by the Taxonomy — from January 2022. The disclosure requirements will become more comprehensive with
time, requiring full reporting from non-financial companies from January 2023, and financial actors from
January 2024

3 This scope is increased to approximately 50 000 companies under the revised CSRD, according to which
reporting is set to start in the financial year 2024 (Commission 2023b)

12



Companies are required to disclose the share of Taxonomy-alignment of both of their revenue
and expenditure. This information is intended to expose to what degree companies profit from
Taxonomy-aligned activities (green revenue) today, but also to what degree companies invest
in Taxonomy-aligned aligned activities (green expenditure) and are taking steps to get there

in the future (Commission 2021a).

Besides the mandatory disclosure requirements, the TR outlines a number of voluntary uses.
The Taxonomy can for example guide companies’ sustainability transition strategies and
indicate what activities will be able to attract green investment in the future. For financial
actors, the Taxonomy criteria can be used to screen companies and projects in due diligence
processes and assist them in identifying sustainable investment opportunities (Commission
2021a). While these additional uses might become significant, it is important to note that there
is “no obligation on companies to have activities aligned with the EU Taxonomy and there is

no obligation on investors to invest in Taxonomy-aligned activities” (Commission 2021a, 13).

2.6 Delegated Acts

The development of TSC is carried out in delegated acts that are structured after the TR’s six
environmental objectives. A delegated act is a form for administrative legislation where the
Council and Parliament delegates responsibility to the Commission to translate policy
principles — here laid out in the TR — into detailed and often highly specialized rules, such as
product standards criteria. These acts are not meant to deal with politically sensitive matters,
but are typically used for issues of a highly technical nature, and are therefore not subject to a
full legislative process. Instead, the Commission is in charge of developing a proposal which is
either approved or vetoed in the Council and Parliament (Buonanno & Nugent 2013, 110-111).
I will here briefly present the Climate Delegated Act as a backdrop for the subsequent

Complementary Climate Delegated Act (CDA), which is the key focus of this thesis.

The first Delegated Act took on the two first environmental objectives — climate change
mitigation and climate change adaptation — and was formally adopted on June 3, 2021. The so-
called Climate Delegated Act introduced the first set of technical screening criteria to define
which activities are considered to contribute substantially to these two objectives®. It covers the

activities of approximately 40% of listed companies in Europe, and the sectors responsible for

4 A draft version of the Environmental Delegated Act, which covers the criteria of the remaining four
environmental objectives, was published earlier this year and is now subject to consultation rounds. It is
expected to be finalised early in 2023. The Environmental Delegated Act is beyond the scope of this thesis.

13



roughly 80% of direct greenhouse gas emissions in the region: energy, forestry, buildings,

manufacturing, and transport (Commission 2021a).

The 2021 public consultation on the Climate Delegated Act revealed conflicted opinions about
the potential inclusion of gas and nuclear energy in the Taxonomy. This led the Commission
to group the two activities under a separate, Complementary Climate Delegated Act (CDA).
The CDA was presented in February this year, including gas and nuclear as transitional —i.e.,
green — activities. The proposal was approved in the Council and Parliament on July 7". Both
Acts are living documents that will continue to evolve over time. The TSC for substantially
contributing and transitional activities are to undergo reviews every 5 and 3 years respectively.
This in order to reflect the newest science and technological developments on the one hand,
and to expand the scope of the Taxonomy by including sectors and activities not yet covered

on the other (Commission 2021a).

This chapter has outlined the emergence of the green finance sector and the governacne
context in which it came about. It continued to present the EU Taxonomy, showing that it is
both a standard and a disclosure tool. How then, can we expect this multi-purpose tool to
strengthen norm for sustainable finance? In order to analyse such, we first need to understand

how different strands of literature project the Taxonomy’s potential impact.
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3.0 Literature Review

This chapter will present the theoretical concepts that are used throughout the thesis and situate
the Taxonomy in academic literature. It discusses whether finance can in fact be sustainable,
and later transparency as a means to achieve this objective. Finally, | present the analytical
framework through which the Taxonomy’s potential will be assessed — five normative

institutional strategies identified by Mitchell and Carpenter (2019).

3.1 Can finance be sustainable?

How one perceives of the green finance sector will determine one’s attitude towards the
Taxonomy as the means. This section is therefore structured around the question of whether

finance can in fact be sustainable, situating the Taxonomy in in its theoretical context.

“Neoliberal expansion”

On the one hand stands the eco-socialist and critical political economy scholars, who maintain
that finance is unable to provide credible solutions to the current climate crisis (Fletcher 2012;
Klein 2014). Much of this critique can be traced back to what James O’Connor’s (1994) calls
capitalism’s ‘second contradiction’, that is, “the opposition between the growth imperative and
the limited conditions of production (including natural resources) upon which this growth
depends” (quoted in Fletcher 2012, 98). From this perspective, the problem lies in the very
nature of the capitalist system and its call for exponential economic growth, which is deemed
incompatible with the society-wide changes needed to mitigate GHG emissions at the scale
necessary (Klein 2014; Fletcher 2012). The essence of this view was poignantly summarised
by Kenneth Boulding: “anyone who believes in indefinite growth in anything physical, on a
physically finite planet, is either mad — or an economist” (quoted in Liegey & Nelson 2020, 6),

emphasising the alleged paradox of ‘green growth’ policies.

This line of scholars raise particular concern about increased levels of ‘financialization’ —
whereby financial markets have become the central onus that controls “all areas of the economy
and life” (Haas & Unmiilig 2020). This is seen as obstructing more transformative policies on
the one hand (Fletcher 2012; Chiapello 2020) and to accelerate the commodification of nature
on the other, referring to the neoliberal pricing and trading of ecosystem resources and

functions, whose inherent value is thereby depreciated to a monetary quantity (Fatheuer, Fuhr
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& Unmissig 2012). Some scholars even criticise our current economic system for turning the
climate crisis itself into a speculative financial opportunity, charging neoliberalism for
“exploiting the climate crisis as both a marketing opportunity and justification to expand
neoliberal markets and regulatory mechanisms” (Fletcher 2012, 108). Important for this context
is the latter point, which reflects scepticism against regulation for institutionalising neoliberal
values even further. Common for this perspective is the a structural understanding of the
problem at hand, which can usefully be understood with reference to collective action problems

and the tragedy of the commons.

Unsustainable finance — A tragedy of the horizon

The ‘tragedy of the commons’ analogy was coined by Garret Hardin (1968), who describes
resources like clean air and healthy ecosystems as public goods. In Hardin’s tragedy, a
collective of herdsmen utilises a commons for animal grazing and each one seeks to increase
profits by adding yet another animal to his herd. While individually beneficial, the additional

animals result in overgrazing of the land, i.e., collective ruin.

The analogy is frequently used to describe the climate crisis. While no one can be excluded
from enjoying the benefits of a stable climate, individual action is disincentivized by the fact
that all economic activities generate emissions — making emissions reductions on the scale
necessary very costly — but also by unfavourable time horizons due to the time lags between

emissions reductions investments and their effects (Hovi, Skodvin & Aakre 2013). Climate
change is hereby described as the quintessential collective action problem, where “a group

benefits from a certain action, but no individual has sufficient incentive to act alone” (Nyborg

et al. 2016, 42).

Truly sustainable investments also resemble a public good in the sense that, whereas the
monetary returns from such investments fall upon shareholders, they also generate society-wide
benefits of a non-monetary nature (Demsetz 1970). Similar to climate change, sustainable
finance also suffers from disadvantageous time horizons. Finance’s general propensity to seek
short-term profitability over long-term returns — so called short-termism — is well documented
and works in the favour of conventional assets that generally have more short-term risk-return

profiles than their sustainable counterparts (HLEG 2018).

So while ‘sustainable investing’ is costly for the individual actor in the short-term, the sector’s

collective failure to green itself is likely to accelerate climate change, which threatens not only
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individual assets but global financial stability altogether. With clear reference to Hardin’s
‘tragedy of the commons’, Carney (2015) framed sustainable finance as a collective action
problem, a ‘tragedy of the horizon’. To summarise, ecosocialist and critical political economy
scholars focus on the structural challenges to more sustainable investment practices, and since
the conflict of interest between economic rationales and sustainability objectives is seen as
integral to the capitalist system itself, they see no solution to the problem at hand within the
current economic system (Fletcher 2012).

“A win-win solution”

Optimists as to what finance can achieve in terms of accelerating climate action see private
markets as powerful untapped resources that can be mobilised for the greater public good
(Eccles & Klimenko 2019; Zadek 2019, Zou et al. 2015). The overarching objectives of the
climate change- and financial governance agenda are here perceived as mutually reinforcing
(Zou et al. 2015), the most dedicated optimists maintaining that profit-seeking actors not only
can contribute to halt the harmful practices that are currently threatening the planet’s wellbeing,
but that there is no way around their contribution: “climate goals can only be realised with a

major shift in financing toward low-carbon, climate-resilient assets” (Zadek 2019, 18).

The rationale by which climate and financial objectives are sown together is commonly through
the discursive lens of ‘risk’ (Wright & Nyberg 2015). The term climate risk accounts for the
risk that climate change poses to financial markets. This involves physical risks on the one hand
—i.e., the damages to buildings and infrastructure that is expected from the growing frequency
of extreme weather events — and transition risk on the other —i.e., the indirect risks from future

regulative, technological, and market responses to climate change (Bruin et al. 2019).

But just as climate change poses a material risk to investors — as evident by IPCC’s estimation
that limiting global warming to 2°C will strand fossil fuel infrastructure up to a global value of
USD 1-4 trillion from 2015-2050 (2022) — so too can that risk allegedly be managed to leverage
business opportunities (Wright & Nyberg 2015). The discourse is hence interwoven with the
‘business case for sustainability’, by which sustainability performance is deemed to correlate
with better financial performance (Moslein & Sgrensen 2018, 222). Financial opportunities
from climate change are deemed to derive, not only from the moral and/or reputational benefits
of going green, but also from new jobs and market opportunities, improved competitiveness

and innovation. Optimists thereby tap into the well-established discourses on ‘green growth’

17



and ‘win-win solutions’, perceiving no significant conflict of interest between economic growth

and sustainable development and downplaying the collective action perspective.

Neoclassical underpinnings

Underpinning this strong belief in market-based solutions is the still highly influential
neoclassic economic theory, which rests upon three core assumptions: Firstly, it depicts actors
as instrumentally rational beings, that is “self-contained individuals with given preferences,
whose choice are driven only by the concern for maximizing individual utility” (Vatn 20054,
2). Secondly, it treats agents’ preferences in constant terms — that is, not subject to change over
time — and lastly, it assumes market participants to have full information and zero transaction
costs (Vatn 2005b, 204). Extended to finance, the theory holds that markets are inherently
efficient in their response to information and allocation of capital, epitomised in the so-called
efficient markets hypothesis (EMH): “rational investors are driven by profit opportunities when
selecting most attractive investments, and investors will provide the optimal level of financing

at an equilibrium rate of return corresponding to level of risk” (Ameli et al. 2020, 568).

Since financial markets are perceived as instrumentally efficient in and by themselves, the
limited success of markets to green the financial system thus far is commonly diagnosed as an
information problem (Linciano, Soccorso & Guagliano 2022; International Organization of
Securities Commissions [IOSCO] 2021). The argument goes that, since the green finance sector
is highly fragmented, disclosers are left with ample manoeuvring space in themselves defining
what a sustainable investment is, which exposes the system to greenwashing (TEG 2020, 14).
In contrast to eco-socialist and critical political economy scholars’ focus on structural
challenges, theirs is a more narrow and technical understanding of the problem at hand, which
can allegedly be amended by harmonising definitions, reporting procedures and methodologies
(Martini 2021).

The liberal institutionalist response

In contrast to neoclassical economists, liberal institutionalists believe that the effectiveness of
markets is best secured by some sort of government intervention (Miigge 2011). While they
might have highly diverging ideas of the suitable level of regulation, they find common ground
in their departure from the neoclassical view on rationality: Instead of seeing actors’ preferences

as individualist and utility-maximising only, institutionalists believe that they are also shaped
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by institutional context (Vatn 2005a). Institutions can here be defined as the “rules, regulations
(and) standards that in an economy determine the costs of exchange” (Nedopil, Dordi & Weber
2021, 3).

Importantly, liberal institutionalists do not necessarily discard the virtues of markets but
recognise the worth of regulation in securing their smooth functioning. Underpinning this
position is the assumption that private incentives and public objectives can be aligned as long
as they operate in the right regulatory environment (Miigge 2011). The position rejects the
critical position that ‘sustainable finance’ is nothing but an oxymoron, as well as the overly
optimistic position that deem markets perfectly able to regulate themselves, holding instead that
finance has the potential be sustainable if properly governed. Instead of rejecting structural and
informational explanations of the problem issue, liberal institutionalists trace these challenges
to the regulation vacuum that characterised the emergence of the green finance sector,
discarding the effectiveness of private industry-led initiatives (Martini 2021; Nedopil, Dordi &
Weber 2021; Chiapello 2020; Esty & Karpilow 2019). They promote enhanced financial

regulation instead, as a means to overcome structural as well as informational challenges.

The emergence of ‘sustainable finance’ policies raises important questions of whether for-profit
motives can be aligned with sustainability objectives. Recognising that the relationship between
finance and sustainability is filled with contradictions and limitations, this thesis will argue in
line with liberal institutionalists, that finance can be sustainable if progressively regulated. This
perspective accommodates a multi-faceted understanding of the problem issue — recognising
that there are structural, informational, and regulatory challenges to overcome in order to make
finance sustainable. With the risk of simplifying a complex policy nexus, | attempt to withhold
an understanding of ‘sustainable finance’ as a highly interactive and contested process
throughout the thesis, adopting Migliorelli’s (2021) definition of sustainable finance as “finance
to support sectors or activities that contribute to the achievement of, or the improvement in, at

least one of the relevant sustainability dimensions” (p. 2).

I maintain that sustainable finance regulation is an important strategy that does not stand in
conflict with a broader objective of ‘definancialization’. Improving the function of — and
altering the perception of ‘value’ to accommodate sustainability factors alongside monetary
ones in — financial markets can arguably be combined with a progressive politics that refrains
from 1) making financial markets the only solution to sustainability challenges, and 2) turning

ecological resources and functions into tradeable commaodities. | hereby stress that sustainable
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finance policies be seen as an important parallel — rather than primary — governance strategy,
which should work in a complementary fashion to improved regulation of the real economy and
high carbon prices for improved sustainability outcomes (Haas & Unmufig 2020). How then,

can this objective best be achieved by means of regulation?

3.2 Transparency as a means

This section takes transparency policies — which the Taxonomy is an example of — as its point

of departure to account for how its specific policy design has been received in academia.

“Transparency as the solution”

Transparency has become a common response to a variety of environmental challenges and is
increasingly favoured over enforced standards of pollution (Florini 1998). With the term
targeted transparency, Fung, Graham & Weil (2007) refer to policies that “mandate access to
precisely defined and structured factual information from private or public sources with the aim
of furthering particular policy objectives” (p. 25). The Taxonomy provides a standard for green
investments and mandates corporate disclosure with an aim to further a set of environmental

objectives and can hence usefully be understood as a targeted transparency policy.

Transparency’s underlying theory of change is one of market optimization: By improving the
availability of information, investors and consumers are believed to make informed choices.
Just like the Taxonomy does not mandate certain investments, transparency policies refrain
from providing clear guidance to targeted actors about what action to take but employs
communication as their primary vehicle for change (Fung, Graham & Weil 2007, 16). Given
these specific traits, how has the Taxonomy — and transparency policies more generally — been

perceived?

“Theoretically unfounded”
A first line of critique targets the theoretical foundation of transparency tools in the climate-
finance nexus (Ameli et al. 2020). At the very heart of such policies’ rationale stands the

assumption that the exposure to climate risk information will trigger investors “(i) to move

away from carbon-intensive assets to reduce risks and (ii) to move into low carbon opportunities

to benefit from the enhanced market and value of low-carbon investments” (Ameli et al. 2020,
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567). They assume, in other words, that markets will respond rationally to information and

provide an optimal allocation of capital in line with neoclassical economic theory.

This school criticises the latter for exaggerating markets’ inherent efficiency, leading them to
question the effectiveness of policies based on such. For instance, Ameli et al. (2020) argue that
since “the EMH is unsupported by either theory or evidence: it follows that transparency alone
will be an inadequate response” (p. 565). Hall, Foxon & Bolton (2017), specifically warn
against founding climate and energy policies in the EMH since they will not pay sufficient
attention to structural and behavioural aspects of investing practices. The latter critique was
poignantly crystallised by John Maynard Keynes, who held that “nothing is more suicidal than
a rational investment policy in an irrational world” (quoted in Friedman, Schwartz, & Bernstein,
1965). Conclusively then, these scholars challenge what they deem an exclusively
informational understanding of the problem at hand and the theoretical assumptions of

transparency policies.

“Transparency co-opted”

In contrast to liberal institutionalists, critical political economy scholars do not see transparency
policies as an undisputed good. Instead, they emphasise transparency’s relational and normative
dimensions, revealing its intrinsically political nature (Gupta & Mason 2014). They remain
particularly sceptical towards related processes of standardisation, that “by specifying particular
forms of data collection, recording, and analysis (...) act as engines for generating knowledge
about products, processes, and people” (Dunn 2005, 184). According to these accounts,
defining sustainable investments is a highly political act, which entails a critical judgement
about a risk as well as a delegation of responsibility (Bulkeley & Newell 2015, 37). Standards
and disclosure tools are not seen as intrinsically good, nor bad, but powerful political

instruments of knowledge generation that can be manipulated by powerful vested interests.

Where transparency used to serve the weak in raising the accountability of the powerful, critical
scholars argue that it is increasingly controlled by corporate- and state interests, where it risks
reproducing rather than disrupting “socially and ecologically harmful concentrations of public
and private power” (Gupta & Mason 2014, 10-11). They remain sceptical towards the
emancipatory potential of transparency, in other words, since they fear regulatory capture, that
IS, where “regulated firms have (...) made war on the regulatory agency and won the war,
turning the agency into their vassal” (Posner 2013, 49). It is consequently important to ask

whether transparency is adopted to improve or avoid state-led mandatory regulation (Gupta
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2008). Others similarly fear that the reliance on transparency might in fact exempt “the finance
sector itself from the need for other regulatory actions beyond disclosure (Ameli et al. 2020,
567), preventing more substantive regulation from taking hold.

There are still few critical academic accounts of the EU Taxonomy specifically. One example
is found in Slootweg (2022), who points out that, since the Taxonomy is designed to inform
decision-making on significant investments, it is likely to interfere with powerful vested
interests, exposing the tool and related decision-making to “lobby, power play, or outright
corruption” (p. 99). Without dismissing the tool’s usefulness as a whole, Slootweg (2022)
shows how the Taxonomy — and the CDA specifically — has been caught up in harmful political
power play in the process of defining what a sustainable investment is, ultimately paying greater
attention to the normative conflicts of knowledge generation and the unequal distribution of
power therein. This school conclusively fears that transparency’s emancipatory reputation will
steer attention away from its potentially manipulated content, for “there is nothing that cannot

be corrupted, nothing good that cannot be transformed into something bad” Monbiot (2022).

“A lack of incentives”

Liberal institutionalists are generally positive towards transparency, only questioning such
policies insofar as they do not deliver full — or satisfactory levels — of transparency (Gupta &
Mason 2014). They have somewhat different views however, of how preferences are shaped

and subsequently also diverging ideas of what policies are best suited to generate transparency.

On the one hand we find new institutional economists like North, who does not depart from the
neoclassic perspective in his view of human preferences as static and utility-maximising but
recognises that formal institutions backed by the threat of sanctions can serve to alter actors’
behaviour (Vatn 2005a, 11). In climate change governance, policies that rely on material
incentives is said to operate according to an interest-based rationale whereby actors can only
be expected to adopt new, more climate friendly behaviour when these choices make sense
from an individual cost versus benefits perspective (Mitchell & Carpenter 2019).

Interest-based scholars raises doubts about the Taxonomy’s ability to alter the incentive
structure for sustainable assets (Baer, Campiglio & Deyris 2021; Claringbould, Koch & Owen
2019). Since the Taxonomy is informational in nature, it can only restructure material incentives
indirectly. Whether this proves effective depends upon the existence of greeniums, the green

premium that is granted to green products and/or firms over their conventional counterparts
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(Chiapello 2020). The idea behind green finance is precisely that “the cost of financing green
projects will be lower than that of brown projects, so that agents are encouraged to invest in
green” (Chiapello 2020, 26).

Whether or not the greenium logic actually works is debated, however. While some scholars
expect Taxonomy-aligned projects to benefit financially (Migliorelli 2021) and non-aligned
projects to become more expensive (Linciano, Soccorso & Guagliano 2022), others argue that
the Taxonomy’s Achilles heel is its exclusively green focus, since only a brown Taxonomy?® is
able to dismantle incentives for investing in polluting projects (Chiapello 2020). Irrespective
of whether the greenium logic proves effective, interest-based scholars question the
Taxonomy’s ability to support a rapid transition to a low-carbon economy precisely because it
relies on indirect intervention and nudging rather than direct monetary incentives (Baer,
Campiglio & Deyris 2021).

Incentives to invest sustainably may also derive from the legal nature of a policy tool, whereby
the interest-based perspective stress the need for potent enforcement measures (Fung, Graham
& Weil 2007). Compared to the previous sustainability reporting regime that was characterised
by a range of voluntary standards and disclosure tools, the Taxonomy enshrines mandatory
non-financial reporting in EU law, judicially enabling potent enforcement. But while
corporations are mandated to disclose under the Taxonomy, there is no provision for sanctions
against non-compliance, nor is there any obligation to provide third-party verification of
disclosures (Commission 2021a). So while the Taxonomy is praised for moving reporting from
the voluntary to mandatory sphere, interest-based scholars remain sceptical to its effectiveness
since it is not backed by stricter enforcement measures (Baer, Campiglio & Deyris 2021,
Chiapello 2020; Ameli et al. 2020). Stressing the structural nature of the problem, interest-
based accounts do not expect the Taxonomy to bring about significant change as long as
conventional investments remain profitable and the finance sector is driven by short-termism
(Claringbould, Koch & Owen 2019).

“The normative promise”
On the other end of the institutionalist scale are social constructivists like Vatn (2005a), who

depart from the neoclassic view on human nature. This theoretical strand holds instead, that

5 The PSF have proposed an “extended taxonomy” that includes a brown taxonomy of ecologically harmful
activities. This suggestion is still being discussed.
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“man is a construct of society and (...) society is a construct of man” (Vatn 20053, 25), treating
human preferences as subject to external influence and adaptive to changing circumstances. By
discarding the belief in pre-defined and stable preferences, he challenges the essentialist view
on rationality. Instead of restricting it to a matter of individual cost-benefit analysis where the
alternative to rationality is understood as mere irrationality, Vatn (2005a) introduces the idea
of plural rationalities, arguing that “rational action — that is, reasoned action — may not be
driven by just one logic” (p. 121). He does not discredit the importance of incentive structures,

but merely adds a set of socially created normative rationalities to the explanation toolbox.

A natural consequence of plural rationalities is that institutions are deemed effective through
other means than economic incentives and sanctions only. Social constructivism emphasises
instead, the importance of norms and ideas in changing behaviour. A norm can be defined as
“a predominant behavioural pattern within a group, supported by a shared understanding of
acceptable actions and sustained through social interactions within that group” (Nyborg et al.
2016, 42). This definition contains and normative element on the one hand, and a social element
on the other. While the former involves a judgement of what an acceptable behaviour is, the
latter speaks to how the perception of what is acceptable is sustained and negotiated through
processes of social interaction. Financial actors are according to this line of thinking driven, not
only by the motive to maximize profits, but also by a set of institutional requirements — be they
policy frameworks, incentive structures, or norms for sustainable investing. This in turn, lowers
the need for strict enforcement measures, since actors are expected to comply with regulations
due to concerns regarding efficiency, regime norms, interests, and reputation rather than

material calculations of costs and benefits only (Chayes & Chayes 1993).

Where interest-based scholars would argue that ‘soft’ regulation is only effective when the
regulation itself lacks in ambition (Downs, Rocke & Barsoom 1996), a norm-based logic would
focus on the benefits that can derive thereof. The potential of the Paris Agreement for example,
lies not in the ambition of national targets nor in its enforcement approach, but in its ability to
attract broad participation (Tarstad 2020). Where interest-based scholars remain sceptical to its
institutional design (Bang, Hovi & Skodvin 2016), norm-based scholars maintain that a least-
common denominator outcome, where initial ambition is lowered to get past the legislative
phase, might hold some promise in the long term since it successively strengthens the norm for

climate action, which might in turn allow for stricter measures in the future (Tarstad 2020).

The effectiveness of a least-common denominator outcome demands that ambition does in fact
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increase over time. The effectiveness of transparency policies likewise depends on their ability
to adapt to changing conditions, optimally including mechanisms for periodical feedback and
review (Fung, Graham & Weil 2007). Also here might the Paris Agreement serve as an
example, whose NDCs are subject to a global stocktake every five years. The so-called ratchet-
up mechanism was designed to create a ‘race to the top’, enable a successive altering of climate
target ambitions (Tarstad 2020). Conclusively then, a norm-based approach would not dismiss
the Taxonomy its primarily reliance on norms, nor its soft enforcement measures since firms

are believed to have a broad set of rationales for complying beyond the fear of sanctions.

Norms vs. incentives

The most dedicated proponents of normative rationales argue that individuals are more
concerned with adopting behaviours that are considered appropriate than by undertaking a cost-
benefit analysis of different choices (March & Olsen 1989). As an example, Riedl & Smeets
(2017) show that investors hold socially responsible funds even if the expected returns are lower
than from conventional ones, reflecting that social preferences can at least partially reduce
profit-maximising objectives. The financial sector should nevertheless be understood as a
particularly hostile environment for the latter, since its very right to operate relies on material
cost-benefit analyses. Finance is not only structurally geared towards short-term profits that
tend to disfavour low-carbon investments (IPCC 2022), it is also responsive to the current
geopolitical context in which a severe energy crisis increases the profitability for carbon-
intensive assets (International Energy Agency [IEA] 2022). Norms for sustainable investing
currently find themselves in a context dominated by strong material incentives for conventional

investing, against which a reliance on normative rationales might be deemed naive.

But before we dismiss the potential of norms to create change altogether, we must first ask what
interest-based theory has brought to the table in terms of collective action solutions? Mitchell
and Carpenter (2019) point the fact that thus far, climate change solutions have been dominated
by strategies aiming to restructure material incentives. Given that climate change has been on
the international political agenda for some 50 years and that a 2022 UN report found that we
are currently heading towards 2.5 C° temperature rise (UNFCCC 2022), these attempts are best
understood as relative failures. Empirically speaking therefore, interest-based strategies have
no right to claim superiority over their norm-based counterparts (Mitchell & Carpenter 2019).

Mitchell & Carpenter (2019) show that an alternative, norm-based governance model has
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proven effective in the human security domain, and advocate that the same model be applied to
climate change. They do not dismiss the collective action nature of climate change but hold
instead that normative strategies have particular promise in instances where the nature of the
problem or the constellations of interests blocks the effective use of interest-bases strategies. In
these situations, shifting the conversation from the material ‘costs vs. benefits’ to normative
considerations of ‘is vs. ought’ can allegedly strengthen the collective understanding of
appropriate behaviours and push the agenda forward. Their argument is echoed by Nyborg et
al. (2016), who hold that normative rationales make a significant difference in areas where

formalised institutions are unable to enforce a collectively desired outcome.

To conclude, this thesis will adopt a social constructivist institutionalist approach in line with
Vatn (2005a), whereby actors’ preferences are deemed to be shaped by material and normative
rationales alike. Importantly, these rationales do not always pull in opposite directions, but can
in fact be intimately connected. With the term ‘strategic social construction’, Finnemore &
Sikkink (1998) refer to the process in which “actors strategize rationally to reconfigure
preferences, identities, or social context”, arguing that, just as rational decision-making is a
natural component of any politically significant normative change, so too does dominant
societal norms influence rational decision- making (p. 887). The following analysis will

similarly maintain that the relationship between the two is highly interactive.

The last section has outlined different perspectives on transparency policies, presenting the
promises and pitfalls that comes from their exclusive reliance on norms. Showing that interest-
based strategies have proven unsuccessful in delivering ambitious climate policies thus far, it
argues that norm-based strategies have potential to circumvent the powerful vested interests
that currently block the adoption interest-based strategies. I do not dismiss the soft regulatory
nature of the Taxonomy as inherently ineffective but maintain that it can strengthen norms for
sustainable finance, which might prove successful in two different ways. Firstly, it might alter
the preferences of financial actors to a point where sustainable investing becomes habitual and
the new normal, precluding the need for direct material incentives. Secondly, it might alter the
preferences of enough financial actors to tip international dynamics in favour of previously

infeasible political solutions, laying the ground for more ambitious policies in the future.

Recognising the highly political nature of transparency policies, | nonetheless maintain that
they can be progressive means of change if carefully designed and implemented (Fung, Graham

& Weil 2007). While a comprehensive analysis of transparency power dynamics in line with a
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critical political economy perspective is beyond the scope of this thesis, the normative focus
nonetheless allows me to account for any potential normative conflicts of knowledge
generation. This serves to highlight whose information has been considered valid and accorded
primacy in the decision-making process leading up to the Taxonomy’s adoption, which might

pave the way for critical political economy research in the future.

3.3 Normative change

Having established the theoretical focus on norms, this section outlines their nature more in-
depth, accounting for how norms change and the role of policy in establishing them. Finally, it

presents the five normative institutional strategies against which the Taxonomy is assessed.

How do norms change?

The Taxonomy is designed to increase transparency, protect against greenwashing, and steer
capital to sustainable activities (Commission 2021a). In normative lingo, this entails a shift
from the currently dominant norm of conventional investment practices towards a new norm of
sustainable investing. In order to assess the Taxonomy’s potential to contribute to this

normative shift, we must first know how norms change.

While a norm is usually perceived as a relatively stable construct, they can in fact change very
abruptly. Nyborg et al. (2016) draw on the ecological concept of ‘tipping points’ to describe
how norms change, and the role that feedbacks play in crossing them: “The tipping point is
where a vicious cycle turns into a virtuous one, or vice versa” (p. 42). This dynamic is based
on the premise that peoples’ willingness to accommodate a new norm grows with the number
of norm followers, hence enabling vicious or virtuous cycles to arise. The new norm reaches a
level of stability when social feedback triggers the norm into a process of self-reinforcement
(Nyborg et al. 2016).

How then, can a new norm take hold in a network? Theory on innovation diffusion holds that
a new behaviour must first be pioneered by so-called norm leaders, who persuade others to
embrace it. If the new behaviour is recognised as individually beneficial by other people, a local
cluster — or critical amount — of norm leaders emerge. At this stage, the speed and scope of the
new behaviour’s growth depends upon the social standing of the norm leaders (Nyborg et al.
2016). These pioneers are hence essential for a norm’s successful foothold, in shaping “the

breadth and depth of norms by strategic choices to link behaviours to certain identities, roles,
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and circumstances under which they are expected” (Mitchell & Carpenter 2019, 419). It is norm
leaders who create positive feedback loops, ultimately causing the new behaviour to reach a
tipping point and become ‘cool’ and the new normal (Nyborg et al. 2016, 43). While social
sanctioning serves as an important enforcement mechanism in the early growth of a norm, fully
internalized norms are typically followed independently of whether others observe and sanction
that behaviour (Vatn 2005a; Nyborg et al. 2016).

Policy as a means to change norms

So far, | have discussed how norms impact behaviour and how new ones can take hold in a
social network, showing the paths through which norms can win influence. But say we have a
situation where there is a public interest in accelerating the establishment of a norm, how can
policy be utilised for this purpose? The nature of a social norm is as previously mentioned two-
fold, consisting of a normative as well as a social element. Norm-strengthening policies may be

designed to alter either one of these elements — or optimally, to combine the two.

Speaking to the social element, Nyborg et al. (2016) propose a set of conditions that enables
the effective mainstreaming of a norm. Firstly, behaviour must be easily observable so that
social sanctioning can take place. Secondly, the new behaviour should be easy to copy, hence
not entailing high costs. Thirdly, the process will run smoother if the new behaviour entails
coordination benefits, that is, situations where “social, economic, and technical factors (...)
invoke a need for people to coordinate their behaviour” (Nyborg et al. 42). Lastly, new
behaviours are more easily adopted when individuals expect them to become the new normal,
independent of what is considered normatively right. A potentially powerful role of policy is
therefore to “provide reasons for people to change their expectations” (Nyborg et al. 43). All of
these conditions seek to strengthen the social and/or economic feedbacks from adopting the
new behaviour. Such feedbacks can either steer in the same direction or in opposite directions.

What matters for the growth of a norm is their combined effect (Nyborg et al. 2016).

Policies that are focused on altering the normative element will instead seek to renegotiate
collectively held values (Mitchell & Carpenter 2019). This strategy typically involves shifting
the discourse from the interest-based “costs vs. benefits” to the normative “is vs. ought”,
whereby certain behaviours are identified as correct and others as wrong. They thereby intend
to activate a logic of appropriateness, encouraging actors to “assess their social interests in

gaining and maintaining a certain civic identity by behaving in certain ways” (Mitchell &
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Carpenter 2019, 414). This thesis will assess the Taxonomy’s strengths and weaknesses against
five normative institutional strategies identified by Mitchell & Carpenter (2019) that are
presented in detail in the next section.

While structuring the analysis around their five normative strategies, | will frequently refer to
Nyborg et al.’s (2016) enabling conditions, recognising the importance of the normative as well
as the social element in norm building. An effective norm-promoting policy should optimally
combine these elements, having social and economic feedbacks generate a stable loop of self-
reinforcement that is supported by a solid narrative of what is ‘wright and wrong’. As touched
upon previously, the EU Taxonomy does little to directly strengthen the economic feedbacks
of investing sustainably (Baer, Campiglio & Deyris 2021; Ameli et al. 2020). Its most
prominent route to success will arguably lie, therefore, in its ability to combine a strong

normative narrative with the strategic strengthening of social feedbacks.

3.4 Normative institutional strategies
This section will present Mitchell and Carpenters’ (2019) normative institutional strategies

more in-depth and account for how they apply to the EU Taxonomy more specifically.

1. Promoting discursive shifts

Language and discourse are central policy tools when seeking to alter collectively held values
since targeted actors must be rhetorically persuaded to adjust their perception of what is
legitimate, and to value identities, norms, behaviours and roles over outcomes and interests.
Central to discursive strategies is the act of framing, i.e., making “some aspects of a perceived
reality (more salient) in such a way as to promote a particular problem definition, causal

interpretation, moral evaluation, and/or treatment recommendation” (Entman 1993, 52).

Mitchell & Carpenter (2019) suggest that normative frames are undervalued in climate change
policy, arguing that a rhetorical shift from ‘self-interest’ and ‘costs and benefits’ towards
considerations of ‘the public good’ and ‘right and wrong’ can accelerate climate action where
the progress of interest-based rationales is moderate or slow (p. 418). Such normative frames
enhance the salience and legitimacy of ethics-based discourses at the expense of their interest-
based counterparts, which might serve to ‘rhetorically entrap’ actors in a logic of
appropriateness (Petrova 2016). Another discursive strategy is found in so-called norm grafting.

This speaks to the process whereby “norms gain influence through linkage both to accepted
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meta-norms and to specific norms codified in international law” (Finnemore & Sikkink 1998),

I.e., drawing associations to already established and broadly accepted norms.

How then, is the problem definition as well as the suggested treatment framed in the Taxonomy
framework? And how does the tool utilise normative frames and norm grafting to win ground?
These questions are explored under hypothesis 1 (H1): The EU Taxonomy has an effect because

it promotes discursive shifts.

2. Defining and promoting norm-related identities

The definition and promotion of norm-related identities speaks to the centrality of norm
leaders in mainstreaming new behaviours. These shape “the breadth and depth of norms by
strategic choices to link behaviours to certain identities, roles, and circumstances under which
they are expected” (Mitchell & Carpenter 2019, 419). So, while discursive shifts speak to the
formulation of new values, norm-related identities are essential for showing how these values
are translated into new behaviours - i.e., leading us from theory to practice. Norm leaders can
either frame already existing identities as particularly salient, or establish new norm-related
identities for actors to take pride in. This is typically done by means of rhetorical strategies
and frames that defines “good citizenship” (Mitchell & Carpenter 2019, 419).

Efforts to promote norms are effective “(1) when the actors being targeted value acquiring or
maintaining a particular identity, (2) when certain behaviours are essential to doing so, and (3)
when those behaviours fit the targeted actors’ social roles” (Mitchell & Carpenter 2019, 419).
Each of these criteria will be explored under the hypothesis 2 (H2): The EU Taxonomy has
effect because it defines and promotes norm-related identities.

3. Mobilising pride and shame

Related to the promotion of norm-related identities is the mobilisation of pride and shame as
a norm-strengthening strategy. To frame some behaviours as praiseworthy and others as
undesirable enables the soft enforcement mechanism of naming and shaming. This works by
(1) framing certain behaviours as violations of morality, (2) labelling them as inappropriate,
and (3) creating social expectations on actors to conform those behaviours (Mitchell &
Carpenter 2019, 419).

The effective mobilisation of pride and shame calls for similar enabling conditions as those

emphasised by Nyborg et al. (2016). For one, generating transparency around targeted actors’
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desirable and/or undesirable behaviours is essential, as it enables social sanctioning from
external actors. This speaks to the effectiveness of the Taxonomy’s transparency generating
approach, which is closely related to the sustainable investment strategy promoted through its
institutional design. Secondly, targeted actors are more likely to adopt new behaviours when
they experience strong social expectations to norm conformance (Mitchell & Carpenter 2019).
As emphasised by Nyborg et al. (2016), a new behaviour is more easily adopted when actors
expect it to become the new normal, independent of what is considered normatively right. This
condition speaks thus, to how the Taxonomy generates social expectations of norms
conformance. These questions will be explored under the hypothesis 3 (H3): The EU

Taxonomy has effect because it mobilises pride and shame.

4. Mobilising transnational networks

“Norm-building campaigns succeed when gatekeepers work with a few strategically chosen
others to develop and communicate a strong unifying message” (Mitchell & Carpenter 2019,
420). Gatekeepers are actors with “network visibility, prestige, large budgets, connections and
access to numerous allies and influence over targeted actors” (Mitchell & Carpenter 2019, 420),
which in this case refers to the EU. The mobilisation of transnational networks can trigger more
effective norm convergence by making new international resources available and by
multiplying “the opportunities for dialogue and exchange” (Keck & Sikkink 1999, 89), i.e.,
accelerating the norm diffusion process.

The success of norm-building campaigns are thus dependent on the combined influence of
gatekeepers and their targeted partners on the one hand, and their ability to deliver a shared
normative narrative on the other. In the Taxonomy context, the former speaks to 1) the EU’s
strength as a regulatory gatekeeper at the global stage, and 2) the social standing of the
transnational networks that EU have partnered with amongst targeted actors, that is, firms and
financial actors. The latter speaks instead, to the necessity of shared values and an established
common discourse. To succeed in this undertaking, it is important to select networks “whose
interests, perspectives, resources, and reputations are consistent with and bolster the sought-

after framing and normative discourse” (Mitchell & Carpenter 2019, 420).

I will explore how these dynamics played out in the Taxonomy, discussing the relative strength

of the EU as a gatekeeper in climate-finance nexus and how does it draw on strategic
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partnerships to communicate a strong normative stance on sustainable finance under hypothesis

4 (H4): The EU Taxonomy has effect because it mobilises transnational networks.

5. Shifting forums

A final strategy involves a shift of forums. In cases where powerful veto players has a strong
grip of the normative agenda, committed actors can benefit from gathering in alternative
institutional forums, where they can push for more ambitious policies amongst like-minded
actors. Such venue-shifting serves to “de-legitimize practices that advocates see as unethical as
well as the social structures that brought those practices into being and that hobble efforts to
change them” (Mitchell and Carpenter 2019, 421). There are two elements in this strategy:
Where the first speaks to the need to marginalise the influence of veto players, the second speaks

to the importance of rewarding norm leaders.

In the case of the Taxonomy, this normative strategy speaks to the potential effects arising from
moving corporate sustainability reporting from the private self-regulation sphere to EU
jurisdiction, but also unilateral and/or transnational climate governance at the expense of
multilateral fora. Did these shifts of venue foster a stronger norm for sustainable investing and
tilt the balance of power to norm leaders? And were there any powerful veto players that
suffered as a result? These questions are explored under the hypothesis 5 (H5): The Taxonomy

has effect because it shifts forums to marginalise veto players and reward norm-leaders.
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4.0 Methodology

This chapter will outline the methodology of the thesis, hereunder the research design, selection
of informants and analytical strategy, as well as ethical considerations and research limitations.

4.1 Research design

As of today, there are few quantifiable results to serve as empirical foundation to draw
conclusions about the impact of the Taxonomy. In these instances case study research is
particularly useful, since it allows the researcher to gather information from a variety of data
sources to build a comprehensive understanding of the unit of analysis — the Taxonomy and
CDA — in an early phase (Yin 2014). Indeed, a case study is an “empirical inquiry” that
“investigates a contemporary phenomenon (the “case”) in depth and within its real-world
context, especially when the boundaries between phenomenon and context may not be clearly
evident” (Yin 2014, 16). This is indeed true for the Taxonomy, which is a contemporary rather
than historical phenomenon that builds on contextual normative, legal and political

developments within the ‘sustainable finance’ domain.

A case study may be applied for different purposes. Yin (2014) differentiates between the
descriptive approach, which describes a phenomenon in its real-world context; the explanatory,
which explains “how or why some condition came to be”; and the exploratory, that aims to
identify research questions for further studies (p. 238). This research project will include all
elements to some degree but is mainly focused around the second; addressing how the
Taxonomy draws on normative institutional strategies to strengthen sustainable investing. A
case study forms an understanding of a case by converging information from various data
sources (Yin 2014). This research project is based on three sources of primary data: written

documentation, interviews with key informants, direct observation.

Written documentation

The main source of primary data for this study is written documentation. This falls under
O’Leary’s (2017) category of ‘existing data’, that is, “data that while often found on the
Internet, still exists independent of it” (p. 270). This broad category of evidence includes
various formats and covers a huge array of data types. Of particular relevance here is official
data and records, hereunder legislation and non-governmental organization data, but also

organizational communication, documents and records (O’Leary 2017).
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The selection of written documentation can usefully be divided into two different categories.
The first category of documents — EU policy documents, reports, and communication — served
to build a comprehensive understanding of the Taxonomy and the CDA, the novelty of which
called for purposive sampling (Seale 2018, 166). This is effective when little is known about a
topic, which gives the investigation an exploratory feel (Seale 2018, 166). Here, | reached a
point of saturation relatively quickly. The second category of documentation includes reports,
communications, and consultation responses from various corporate and non-governmental
stakeholders to the Taxonomy, which was used to map how the Taxonomy and CDA were
received by different stakeholder groups. To this end, | adopted a maximum variation sampling
approach to ensure that a vide variety of views were presented (Seale 2018, 167). While not
able to include everyone’s views, I soon noticed that each respective stakeholder group held
relatively homogenous views. Civil society actors for instance, tended to adopt the same
narratives and discourses in their accounts, reflecting a shared understanding of the
Taxonomy’s promises and challenges. The same was true for corporate actors. A saturation

point could therefore be reached sooner than expected.

Given the legal status of the Taxonomy and the nature of my research, | deemed it natural to
limit the document review to publicly available documents and communication only. A list over

key documents — all been accessed though the internet — is presented in Appendix A.

Interviews

The second source of primary data came from semi-structured in-depth interviews with key
informants. Working with key informants is particularly useful if you aim to gather “insider or
expert knowledge that goes beyond the private experiences, beliefs and knowledge base of the
individual you are talking to” (O’Leary 2017, 212). This rationale aligns well with the motive
of my project, where expert knowledge of the Taxonomy is key. A main objective for using key
informant interviews has been to expand my initial understanding of the Taxonomy (O’Leary
2017, 2013), but also to decipher the relationship between policy to those making the policy on
the one hand, and those targeted by the policy on the other. Another objective was to triangulate
and confirm analytical assessments (O’Leary 2017, 213), ultimately helping me better

understand the ‘why’ and the ‘how’ behind the ‘what’ of the documents themselves.

A common challenge that might arise in working with key informants relates to informant
subjectivities. While all must be expected to answer in line, either with their own or their
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employers’ worldview, some will have “a real agenda operating” (O’Leary 2017, 214). This is
certainly true in this case, where the unit of analysis has been subject to heated political debate
and stakeholders’ views can be expected to reflect underlying political and/or material motives.
I have addressed this risk by undertaking preliminary research of the positions of informants’

employee organisations, which has enabled me to better contextualise the data provided.

| conducted a total of 13 semi-structured interviews (see Appendix C). They were all conducted
in the spring 2022 and lasted around an hour. The interview guide was adapted to the various
stakeholder groups, and in some cases to suit the individual expertise of a respondent.
Adjustments were based on their work experience, written publications, or a preliminary
clarification of expectations. The overall structure underwent minor changes over time, as some
initial questions were found to give answers of little use. Since this was in the midst of Covid-
19 restrictions in Norway, no interviews were conducted in person. With the exception of one
respondent — who requested to have the interview over phone — all interviews were conducted
over Skype. Besides the one over phone, | video recorded all interviews to facilitate
transcription, which allowed me to be more attentive and adapt the conversation according to
the semi-structured form (Kvale & Brinkmann 2009, 159). | also took notes by hand, which
helped me to remember any thoughts that struck me during the conversation. Similar to that of
written documentation, the relative homogenous responses within each respective stakeholder

group allowed me to reach a saturation point sooner than expected.

Direct observation

Another source of information for this thesis has been gathered by participating in digital
conferences and webinars that undertake the EU Taxonomy specifically, or sustainable finance
more broadly. This goes under Yin’s (2014) category of ‘direct observation’. While physically
attending conferences and events has a participatory element, virtual meetings limits the role to
that of an observer only. Attending these webinars have served to strengthen my knowledge of
the domain and get a more thorough understanding of the language and concepts at play (Yin
2014), and their digital nature has allowed be to gain access to high-level conferences that
would otherwise be difficult to attend. The passive nature of observation limits the dangers of
bias to that of event selection. | attended a total of 8 relevant digital events in the time span
between November 2020 to December 2022 for this purpose, a comprehensive list of which is
presented in Appendix B. | came across the events through social media posts by organisations

and news outlets engaged in sustainable finance, or upon direct recommendation by informants.
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Analytical strategy

This thesis primary analytical strategy is qualitative data analysis. In contrast to its quantitative
counterpart’s focus on statistical analysis, qualitative approaches uses thematic analysis to
generate knowledge of the unit under investigation (O’Leary 2017, 325). Since the primary
objective of this research is to explore how the Taxonomy draws on norms to improve
investment practices, a qualitative approach — which allows for an in-depth and open-ended
analysis of words, experiences and observations — is suitable (Seale 2018, 308). It also suits the

social constructivist philosophical assumptions of the thesis.

The thesis will combine a deductive and inductive logic of reasoning. Assessing the
Taxonomy’s normative potential against a predetermined analytical typology speaks to the
deductive phase, where a theoretical framework is utilised to broadly identify what themes will
be explored in the analysis (O’Leary 2017, 330). Since it is only recently adopted and relatively
underexplored in literature however, | deem it useful to approach my data in a relatively
unrestricted manner, engaging in inductive reasoning to explore the predetermined themes in
greater detail (Seale 2018, 434). According to O’Leary (2017), the credibility of deductive
hypothesis testing is conditioned upon the researcher’s “willingness to acknowledge the
unexpected that just might arise form their data” (p. 331). Engaging with data inductively to
explore alternative explanations can hence serve to lower the risk of confirmation bias (O’Leary
2017, 331). Engaging in cycles of deductive and inductive reasoning is thus deemed a fruitful

strategy to test theoretically identified hypotheses without downplaying alternative causes.

4.2 Selection of informants

The informants of the study was invited to participate based on their organisational affiliation,
with the objective of representing a broad variety of perspectives on the Taxonomy. The
selection started by identifying relevant stakeholder groups. Here, a first distinction was made
between targeted actors and non-targeted actors. While the former can be further categorised
into financial and non-financial actors, the second category includes public authorities,
academia and NGOs and interest organisations, resulting in five stakeholder categories.

The second step involved identifying relevant actors from each stakeholder category. This was
done by referring to the composition of the EUs sustainable finance expert groups (HLEG, TEG
and PSF), but also on the basis of Taxonomy-related reports, articles and webinars. Potential

informants were contacted on e-mail, who in turn recommended new interviewees in line with
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a snow-ball approach. Generating a list of informants through a referral process can be
particularly useful to identify informants with a particular expertise or insider experience
(O’Leary 2017, 211). A list of all informants is presented in Appendix C. sorted after their

primary employee organisation, even if several served as advisors in the expert groups.

4.3 Analysis

While Mitchell & Carpenter’s (2019) typology served to determine the overall themes of the
analysis, raw data have nevertheless undergone a parallel thematic analysis according to Clarke
& Braun’s (2017) six-step approach. While similar to other qualitative approaches in that it
advocates for frequent engagement with the research question (Bell, Bryman, & Harley 2018),
it aims to move beyond mere semantics towards underlying assumptions, ideas and concepts in
a more systematic manner. This is arguably well suited for this research undertaking, which
seeks to identify hidden discursive shifts, narratives and identity markers in text and speech.
The six steps is as follows: 1) Familiarise yourself with the data; 2) generate initial codes; 3)
search for themes; 4) review themes; 5) refine and rename themes; and 6) produce the report.
Since the aim of the interviews have been to expand my understanding about the Taxonomy
tool and to triangulate analytical assessments, | have departed from their approach slightly in

not adopting a strict coding strategy (step 2).

Firstly, upon completing the interviews, | familiarised myself with the data by transcribing the
video recordings (applicable to 12 out of 13 interviews) by hand and paired them with my
written notes. This gave me an overview of the data at hand, which allowed me to start searching
for recurrent themes. Secondly, | organised all transcriptions in a document that was organised
after recurrent themes, identified either through literature or the interviews themselves. In the
third phase | revisited my research question and theoretical framework, upon which a number
of themes were deemed irrelevant for the subsequent analysis. They emerged in a more
crystallised form in the fourth step, where I mapped the internal homogeneity of each theme to
better single out the ones that were broadly supported by the sample group, including whether
they supported or challenged themes previously mapped in the document analysis. Refining the
themes accordingly served to bring out the key message of each one, but also giving a clearer

picture of their collective essence, i.e., the main findings of the research.

The result of this process — and the final step — is presented in the analysis chapter, where

recurrent themes are grouped under Mitchell & Carpenter’s (2019) normative typology. The
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interview-data is here merged with document-, and webinar generated data that have been
thematically analysed. | have strived to present a nuanced and comprehensive picture, giving
room to dominant trends and alternative explanations alike. The final step has been highly
iterative, with several rounds of revisiting themes and triangulating findings. Informants are

here anonymised under a number, presented in the format ‘I(X)” when quoted.

4.4 Ethical considerations

The data collection for this thesis was approved by the Norwegian Centre for Research Data.
To further ensure that data collection and utilisation would live up to the highest ethical
standards, I have considered Diener & Crandall’s (1978) four ethical areas throughout the
research process, continuously addressing whether the project involves 1) any harm to

participants, 2) lack of informed consent, 3) an invasion of privacy, or 4) deception of any kind.

As for the first area, this research does not address a topic of a particularly sensitive nature. The
main risk for participants is identified as the collection of data that reflect individual political
standpoints. Seale (2018) emphasises that anonymity can be especially difficult to maintain in
cases where people work for particular organisations. This has therefore been systematically
addressed by ensuring full anonymity to all participants, where only the employer organisation
is presented, and that upon prior consent. Any quote that may indicate the informant’s employer
was also cut out. Furthermore, interview-data was collected with informed consent, where both
participation and video-recording were agreed upon beforehand. Throughout the process,
interview-data have been treated according to current data protection standards. Files were
saved on a local University computer under an anonymised system. This to ensure that
participants would not be subject to any invasion of privacy arising from the handling of

personal data.

One issue of concern has been a potential distortion of views — or deception — that could arise
from the translation process, since it risks nuancing the original meaning of the respondent. A
total of eight interviews were conducted in Norwegian. These were transcribed and sorted
thematically in their original language, and only translated to English if quoted in the analysis.
In translating, | was careful to convey the original meaning to my best ability, trying to ensure
that participants’ views were presented in a respectful manner and reflective of their ideological
positions. In total therefore, the research has been conducted with strong ethical standards

throughout the process.
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4.5 Research positionality

Since case study researchers must understand the unit of analysis beforehand, they are
especially prone to utilise a case study to confirm a predetermined position (Yin 2014). They
might be tempted therefore, to emphasise evidence that supports their position while
downplaying contrary evidence. Conducting ethical research will therefore involve careful
consideration of potential preliminary biases and keep updated on contradictory perspectives
throughout the process (Yin 2014).

Bryman (2016) stresses that qualitative data analysis is a result, not only of the data collected,
but also of the researcher who interprets the data. The findings of this research can thus usefully
be understood as the result of a process whereby my respondents’ subjective knowledge have
interacted with those of my own. A careful consideration of my own positionality in relation to
the unit of analysis is therefore deemed important. As a student, | have a highly interdisciplinary
background. My academic field of interest can be grouped under the umbrella of international
relations and have included courses in political science, international law, political economy,
and history, but also languages and cultural studies. 1 am primarily trained in qualitative
research and have always been interested in the multiple sources and expressions of power in

global politics, and especially that of the private sector.

| first gained knowledge about the EU Taxonomy through my position as a sustainability
consultant for a project called the Nordic Sustainability Reporting Standard (NSRS) initiated
by the Nordic Accountant Federation. The Taxonomy immediately caught my attention. In the
corporate sustainability information ecosystem — which I was then was part of — the tool was
met with a lot of optimism and was frequently portrayed as a game-changer that would end
greenwashing and finance the green transition. With research responsibility for the Taxonomy,
the EU Green Deal, and climate risk, |1 was able to study the tool and its context in-depth
throughout the project, which cemented my interest in the field.

Being trained in qualitative research, | doubt claims that such undertakings can be fully
objective. Instead, | aim to strive towards high levels of reflexivity around my choices,
assumptions, and motivations (Kvale & Brinkmann 2009). While | have tried to put aside my
own opinions to the best of my ability, I will nevertheless recognise the potential influence that
my previous affiliation with a corporate industry association might have had on this research
project. 1 have addressed this potential bias paying greater attention to non-corporate

perspectives in the data selection process, both with literature and webinars. Only two out of

39



eight webinars attended were co-organised by corporate actors for example, serving to balance
any potential overrepresentation of this stakeholder groups’ perspective initially. In total
therefore, | have systematically addressed the risk of bias, also by triangulating findings from

webinars with those from written sources and interviews.

4.6 Research limitations

The Taxonomy is an enormous framework with a close-to unlimited number of stakeholders
given its potential impact on the state of the environment. This thesis” empirical foundation is
limited to selected documentation, 8 webinars and 13 interviews. Whilst not an explicit
objective of qualitative research, it is still worth noting that the limited sample might raises
issues of generalisability — that is, whether research findings are “applicable to a larger
population, a different setting or to another group” (O’Leary 2017, 68). As an example, several
of the informants represented stakeholders based in Norway, whose perspectives on the
Taxonomy might differ from their counterparts based in EU Member States. A different
informant sample could therefore have given other results. The level of saturation experienced
in the data selection process and systemic triangulation of findings nonetheless serves to
minimise the risk of poor generalisability.

Another and related limitation concern the making of the Taxonomy, a process where decisions
concerning scope, policy design and technicalities is little documented. To build a
comprehensive narrative of how the context in which this policy tool came about, what potential
instruments were downplayed in its favour, and whose influence ultimately gained ground has
therefore proven difficult. A better understanding of such could have strengthened the

contextual backdrop for the analysis, where issues of stakeholder influence and power is raised.

One might also question the theoretical focus on norms, which downplays the material
incentives that might arise from the Taxonomy. This choice is based on the fact that the
materialisation of incentives is dependent upon external actors and cannot, therefore, be
attributed to the Taxonomy itself. Expectations as to how the Taxonomy will come to spur the
development and deployment of green premiums, loans, and green labels is also to a larger
degree accounted for in academic literature (Chiapello 2020; Schiitze & Stede 2021; Linciano,
Soccorso & Guagliano 2022) — against which a complementary assessment of normative
strength is deemed a more pressing research gap . With that said, it is worth noting that I do not

aim to give a full picture of Taxonomy-induced material incentives towards sustainable
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investing in this thesis.

Yet another limitation arises from the fact that it researches the Taxonomy in isolation. The tool
is part of a larger policy framework with complementary regulations, disclosures and labels that
are designed to interact and collectively strengthen the norm of sustainable investing. The
choice to assess the potential of the Taxonomy alone, without accounting for its interaction with
other policies, was done on the basis of this thesis timeframe and scope. | acknowledge that this
isamajor limitation but am confident that the current analysis nonetheless might serve a starting

point for future normative assessments of the policy package as a whole.

A related limitation is found in the centrality of the CDA specifically, as opposed to the Climate
Delegated Act more generally. This focus risks exaggerating the prominence of the energy
sector relative to that of other sectors and might come to portray the Act as having an
disproportionate influence on the normative standing of Taxonomy as a whole. The limitation
of the case study was nonetheless done on the basis of 1) the centrality of the energy sector for
the green transition, 2) the relevance of the Act, both in terms of timing and political attention,

and 3) the scope of the thesis.

There are also limitations with regards to time. The Taxonomy and the Delegated Acts are work
in progress whose scope and content are expected to be evaluated and updated with time — they
are ‘living documents’ (McGregor 2006). As the underlying data for this thesis’ findings may
be updated, it risks being outdated in the future. The current configuration of the Taxonomy is
nevertheless likely to create path dependencies that might influence the future trajectory of
sustainable finance, against which an assessment of its normative strength can serve an

important steppingstone towards understanding future developments.
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5.0 The EU Taxonomy: A Gold Standard?

This chapter will analyse the normative potential of the EU Taxonomy. The analysis is
structured after five normative institutional strategies, against which the Taxonomy is assessed
after its ability to 1) promote discursive shifts; 2) identify and promote norm-related identities;
3) mobilise pride and shame; 4) mobilise transnational networks; and 5) shift forums to
marginalise veto players (Mitchell & Carpenter 2019). It aims to provide a comprehensive and
more systematic understanding of the Taxonomy’s normative strengths and weaknesses and

how those are affected by the adoption of the CDA.

5.1 Promoting discursive shifts

This section will discuss how the Taxonomy and CDA draws on discursive shifts to strengthen
the norm for sustainable finance, identifying the use of causal interpretations, moral
evaluations, and strategic framings. It starts by outlining the central discourses in the
Taxonomy, here identified as 1) climate risk is financial risk, 2) sustainability is good business,
3) private finance as the solution, and 4) ecological sustainability, which are summarised in a
discussion around whether the Taxonomy’s draws on normative or interest-based framings. It
continues to outline central discourses in the CDA, that is, 1) low-carbon nuclear, 2) gas as a
transition bridge-fuel, and 3) pragmatism in a time of crisis, which end in a discussion around

the Taxonomy’s discursive strength and how that was influenced by the CDA’s adoption.

“Climate risk is financial risk”

The Taxonomy clearly positions the climate change issue within the discursive landscape of
risk. TEG (2020) introduces the issue at hand by referring to the World Economic Forum’s 15"
Global Risk Report, pointing out that “all of the “top long-term risks by likelihood” are
environmental, and climate change is rated the biggest global threat” (p. 7). The sustainable
finance challenge is thus actively positioned within the climate risk discourse. How might this

serve to potentially strengthen the norm for sustainable finance?

Firstly, the climate risk discourse serves to rhetorically connect the climate challenge with
global financial flows. Better alignment between climate objectives and financial stability is
framed as a ‘win-win solution’, where the integration of climate risk in financial-decision

making is said to strengthen financial stability, and where private finance is framed as an
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effective means to accelerate climate action. Zou et al. (2015) provides a poignant example of
how the policy agendas are rhetorically connected through the discursive frame of risk:
The role of the financial sector (...) in the economy is to match savers and
investors, and to manage risks in line with fiduciary duties. One the face of it, this
is not dissimilar to the role of climate policies. Known as mitigation and
adaptation policies to the climate change community, climate policies aim to
avoid the risks of catastrophic climate change with potentially far-reaching

impacts on the global economy by reducing GHG emissions and increasing
economic resilience and reducing vulnerability to the impacts of climate change

(p. 1)
The discourse promotes a causal interpretation in other words, of sustainable development and
financial stability as mutually reinforcing policy agendas, which strengthens the rationale for
financial solutions to climate change on the one hand and identified potential synergy effects
on the other. The latter might strengthen the positive social feedbacks from investing
sustainably, since coordination benefits is an important condition for altering the attractiveness
of a new norm (Nyborg et al. 2016).

Secondly, by introducing climate change as a component in perhaps the most central concept
for investors — risk — climate risk in itself must be understood as a strategic framing: “the risk
discourse and alleged rationality that reinforces it are already well established in the corporate
lexicon” (Wright & Nyberg 2015, 61). Since knowledge of, and systems for risk assessments
are long established in the finance sector, the conceptualisation of climate change in already
well-established financial lingo and custom arguably lowers the transaction cost of adopting
the new norm, the acceleration of which is more effective when the alternative behaviour is low
cost (Nyborg et al. 2016).

Thirdly, by defining sustainable investments according to their climate performance, the
Taxonomy promotes a causal relationship between low-risk and sustainable investments on the
one hand, and high-risk and non-sustainable investments on the other. While not explicitly
making a judgement on the financial performance of an investment, it serves as a blueprint of
the sectors and activities that the EU deems compatible with a low-carbon future, signalling
that non-aligned industries will not be profitable in the long run. Informant no. 2 (12)
emphasised that, since the Taxonomy spotlights what sectors are believed to survive the de-
carbonisation of the economy, it may in fact come to serve as a basic climate risk assessment:

There are a lot of different factors involved in assessing transition risk, which
makes it very difficult to report anything meaningful (...) But if you have
something that is Taxonomy-aligned it has already been through a screening
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process that says, “this is a sector we expect to be here in the future, and it is best
in class”, working as a mini-screening on climate risk (12)

12 points to the complexity of undertaking climate risk assessments according to the TCFD
framework, arguing that the relatively simple and straightforward design of the Taxonomy
might complement the TCFD as a basic screening tool, highlighting the Taxonomy’s strategic
position within the climate risk discourse and its potential market niche within the sustainability

information ecosystem.

Fourthly, the climate risk discourse also signals a heightened institutional focus on a long-term
approach to investing as opposed to quarterly thinking. It introduces the longer time horizons
of climate change in a domain which is otherwise dominated by short-term thinking, urging
investors to focus on long-term value creation:

This tragedy of the horizon goes beyond climate change and applies to all areas

of sustainable development. Sustainability is axiomatically linked to the long

term, as the associated actions and investments — in economic, social and

environmental terms — require action with a long-term orientation (HLEG 2018,
45)

While not explicitly reflected in the institutional design of the Taxonomy, the climate risk
discourse serves as a moral devaluation of short-term investment practices, strengthening the
collective understanding of its inappropriateness. This might in turn st