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How it started…

The EU Taxonomy, which came into effect on 12 July 2020, is a classification system that provides a standardised definition of environmentally sustainable economic activities (“green
activities”) across the EU. Technical criteria for the listed activities are being checked and updated on an ongoing basis. They are meant to facilitate a situation where the financial sector can
contribute significantly to the achievement of the climate and energy goals of the EU and can guide the required investments in the desired direction.

Sustainable investment, however, takes an even wider view. In addition to environmental aspects, it also takes into account social and governance aspects in investment decision-making.
For these areas, no goals have been set so far. Upon request by the EU Commission, sub-group 4 of the Platform on Sustainable Finance started in October 2020 to think about the
relevance and possibilities of expanding the EU Taxonomy to include social goals. In addition, it is to look into the relationship between Social Taxonomy and Environmental Taxonomy,
other sustainability goals like governance, and the regulatory framework. After an interim report on 12 July 2021 it released the final report on Social Taxonomy on 28 February 2022, which
takes into consideration 268 responses from the consultation on the interim report.

The purpose and goals of a (possible) Social Taxonomy

The Social Taxonomy is meant to support the guidance of capital flows into those companies and economic activities that respect human rights and at the same time promote investments
that improve living conditions, especially for disadvantaged people. It is meant to provide investors with a classification system in their investment decisions. The existing EU Taxonomy will
be used as template, with the caveat that it will be difficult to establish quantifiable criteria for a Social Taxonomy.

The Social Taxonomy is meant to drive the achievement of the Sustainable Development Goals (SDGs) and the creation of the social single market as defined in article 3 of the treaty of the
European Union.

Comparison of the EU Taxonomy and a (possible) Social Taxonomy

Significant differences between a Social and the Environmental Taxonomy:

Most economic activities have damaging effects on the environment, but they can be regarded as having social utility on the basis of their creation of humane jobs, the raising of tax
revenue, and the production of socially useful goods and services. Therefore, a Social Taxonomy has to distinguish between the inherent social good and additional utility such as the
enforcement of human rights, the creation of jobs, or the facilitation of access to healthcare.
Whereas environmental goals and criteria can be scientifically founded, a Social Taxonomy has to be based on international standards such as for example the International Charter of
Human Rights.

The proposed structure of the Social Taxonomy relies on structural aspects of the EU Taxonomy, among them, for example, the development of social goals, types of considerable
contributions, criteria for the avoidance of significant damage caused by economic activities (“Do no significant harm”, DNSH), and minimum standards (“minimum safeguards”).

Employees (including supply chains), end users, and affected communities (directly or via the value chain) have been identified as stakeholders who could be affected by economic
activities.

The proposed structure defines three social goals:

Humane working conditions (including supply chains)
Adequate standard of living and well-being for end users
Integrative and sustainable communities and societies

https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/overview-sustainable-finance/platform-sustainable-finance_en
https://ec.europa.eu/info/sites/default/files/business_economy_euro/banking_and_finance/documents/280222-sustainable-finance-platform-finance-report-social-taxonomy.pdf
https://sdgs.un.org/goals


The formulation of sub-goals – a difference to the EU Taxonomy – is to ensure that the following aspects be considered: health(care) and safety, housing, wages, non-discrimination, well-
being of end users, and the livelihood of communities.

Basically, the EU Taxonomy distinguishes between two kinds of significant contributions:

Additional social good of the activity itself (e.g. medical drug research)
Avoidance of negative effects, e.g. via health and safety measures at work

The topic of governance is discussed at length in chapter 6 of the report. It says that sustainable governance is regulated by corporate in-house rules and procedures and by state
guidelines. Since they are closely tied to the company that pursues the respective activity, the regulation concerning governance within the Taxonomy is seen as part of the minimum
safeguards. The report proposes that the link should not be based on a set list of indicators for companies or the sector, but on the sustainability strategy and the social performance
indicators (KPIs) of the scrutinised company, such as employee and supplier satisfaction, working and social standards at the suppliers, measures aimed at closing the gap between
minimum wage and living wage, and corporate spending on education and training.

The report also discusses socially harmful economic activities, i.e. mainly those that are to be seen as harmful under any circumstances. Internationally agreed conventions, e.g. on certain
kinds of arms, and the research about harmful social effects of certain activities, e.g. the use of tobacco, have been suggested as sources to identify such activities.

Finally, the report covered the requirements for future social criteria and indicators and the ideas for the next steps towards developing a Social Taxonomy.

Conclusion

This report has come out at a crucial time, as the admission of nuclear power and natural gas into the EU Taxonomy has recently been discussed vigorously (N.B. the Platform and many
asset managers were highly critical about said admission).

The task of developing a Social Taxonomy could turn out even more challenging, with the attack on Ukraine highlighting the importance of the context in defining socially sustainable or
harmful activities and defensive activities. Companies in the arms industry currently like to refer to the Sustainable Development Goal (SDG) No.16, “Peace, Justice, and Strong Institutions”.
This is probably the case as they have not been taken into account by the EU Taxonomy, section “Green Activities”, nor by the suggestions for a Social Economy and are therefore possibly
worried about their future source of finance. These efforts also fail to clarify what sort of weapons are to be regarded as socially acceptable. Are controversial ones such as for example
nuclear arms or fragmentation bombs included? Sub-goal 16.4 (of the aforementioned SDG 16) stipulates that the illegal movement of finance and arms is to be reduced drastically by 2030.
This is a very ambitious goal, especially for arms manufacturers, and it certainly does not suggest an increase in weapons output.

Without a doubt, there is rising demand from investors for social investment opportunities, but the units of measurement for social issues are even more fragmented than the ones used to
assess the environmental impact. The effort required to develop a Social Taxonomy is therefore expected to be bigger. One can also expect the bureaucratic input to increase both for
companies and the financial sector.

It is important to bear in mind that this report is a proposal, not a binding decision. The EU Commission will probably release an announcement by the end of the year in which it will explain
its own conclusions and intentions in this matter.

Sources:
European Commission EU taxonomy for sustainable activities
European Commission Platform on Sustainable Finance
Cric e.V.
Handelsblatt, Artikel vom 10.02.2022
Natixis, Newsletter, EU Social Taxonomy Proposal: simpler and meaningful but half-way through. 24.03.2022
pwc.at, Artikel zu Entwurf soziale Taxonomie Sommer 2021
Lexology, Artikel 01.03.2022
Resolution der UN Generalversammlung verabschiedet am 25.09.2015 – Die Agenda 2030

This article is part of the ESGenius Letter on the topic “Social – The ‘S’ in ESG” . Further information and insights from our experts on social factors in sustainable investment can be found
here.

This document is an advertisement. Unless indicated otherwise, source: Erste Asset Management GmbH. The language of communication of the sales offices is German and the languages of communication of the
Management Company also include English.

The prospectus for UCITS funds (including any amendments) is prepared and published in accordance with the provisions of the InvFG 2011 as amended. Information for Investors pursuant to § 21 AIFMG is
prepared for the alternative investment funds (AIF) administered by Erste Asset Management GmbH pursuant to the provisions of the AIFMG in conjunction with the InvFG 2011.

The currently valid versions of the prospectus, the Information for Investors pursuant to § 21 AIFMG, and the key information document can be found on the website www.erste-am.com under “Mandatory
publications” and can be obtained free of charge by interested investors at the offices of the Management Company and at the offices of the depositary bank. The exact date of the most recent publication of the
prospectus, the languages in which the key information document is available, and any other locations where the documents can be obtained are indicated on the website www.erste-am.com. A summary of the
investor rights is available in German and English on the website www.erste-am.com/investor-rights and can also be obtained from the Management Company.

The Management Company can decide to suspend the provisions it has taken for the sale of unit certificates in other countries in accordance with the regulatory requirements.

Note: You are about to purchase a product that may be difficult to understand. We recommend that you read the indicated fund documents before making an investment decision. In addition to the locations listed
above, you can obtain these documents free of charge at the offices of the referring Sparkassen bank and the offices of Erste Bank der oesterreichischen Sparkassen AG. You can also access these documents
electronically at www.erste-am.com.

N.B.: The performance scenarios listed in the key information document are based on a calculation method that is specified in an EU regulation. The future market development cannot be accurately predicted. The
depicted performance scenarios merely present potential earnings, but are based on the earnings in the recent past. The actual earnings may be lower than indicated. Our analyses and conclusions are general in
nature and do not take into account the individual characteristics of our investors in terms of earnings, taxation, experience and knowledge, investment objective, financial position, capacity for loss, and risk tolerance.

Please note: Past performance is not a reliable indicator of the future performance of a fund. Investments in securities entail risks in addition to the opportunities presented here. The value of units and their earnings
can rise and fall. Changes in exchange rates can also have a positive or negative effect on the value of an investment. For this reason, you may receive less than your originally invested amount when you redeem
your units. Persons who are interested in purchasing units in investment funds are advised to read the current fund prospectus(es) and the Information for Investors pursuant to § 21 AIFMG, especially the risk
notices they contain, before making an investment decision. If the fund currency is different than the investor’s home currency, changes in the relevant exchange rate can positively or negatively influence the value of
the investment and the amount of the costs associated with the fund in the home currency.

We are not permitted to directly or indirectly offer, sell, transfer, or deliver this financial product to natural or legal persons whose place of residence or domicile is located in a country where this is legally prohibited. In
this case, we may not provide any product information, either.

Please consult the corresponding information in the fund prospectus and the Information for Investors pursuant to § 21 AIFMG for restrictions on the sale of the fund to American or Russian citizens.

It is expressly noted that this communication does not provide any investment recommendations, but only expresses our current market assessment. Thus, this communication is not a substitute for investment
advice, does not take into account the legal regulations aimed at promoting the independence of financial analyses, and is not subject to a prohibition on trading following the distribution of financial analyses.

This document does not represent a sales activity of the Management Company and therefore may not be construed as an offer for the purchase or sale of financial or investment instruments.

Erste Asset Management GmbH is affiliated with the referring Sparkassen banks and Erste Bank.

Legal disclaimer

https://sdgs.un.org/goals/goal16
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/eu-taxonomy-sustainable-activities_de?etrans=de
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/sustainable-finance/overview-sustainable-finance/platform-sustainable-finance_en
https://cric-online.org/info-medien/news/909-abschlussbericht-zur-sozialen-taxonomie-veroeffentlicht
https://www.handelsblatt.com/politik/international/finanzierungsregeln-subjektive-vorstellungen-von-sozialer-gerechtigkeit-eu-kommission-plant-nun-auch-soziale-taxonomie/28054210.html
https://gsh.cib.natixis.com/our-center-of-expertise/articles/eu-social-taxonomy-proposal-simpler-and-meaningful-but-half-way-through
https://www.pwc.at/de/dienstleistungen/wirtschaftspruefung/pruefungsnahe-beratung/aktuelle-artikel/eu-platform-on-sustainable-finance-veroeffentlicht-einen-entwurf.html
https://www.lexology.com/library/detail.aspx?g=4f01b2d0-6d3e-42c6-bcea-f454e355813d
https://sdgwatchat-live-8893156df82d48b0bb53d2-309f0d2.aldryn-media.com/filer_public/80/0f/800f40fa-3b06-4e64-b516-fef69722cc9f/resolution_der_generalversammlung_verabschiedet_am_25_september_2015_-_transformation_unserer_welt_-_die_agenda_2030_fur.pdf
https://blog.en.erste-am.com/dossier/social-the-s-in-esg/
https://www.erste-am.com
https://www.erste-am.com
https://www.erste-am.com/en/investor-rights
https://www.erste-am.com


Please also read the “Information about us and our securities services” published by your bank.

Subject to misprints and errors.

Alexander Osojnik
Senior Research Analyst, Erste Asset Management


	From the EU Taxonomy to the EU Social Taxonomy?
	The purpose and goals of a (possible) Social Taxonomy
	Comparison of the EU Taxonomy and a (possible) Social Taxonomy
	Conclusion

	Alexander Osojnik

