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Is the European Green Deal a big deal? 

A disturbing landscape requiring urgency

 The 2015 Paris agreement was a major breakthrough compared to previous United Nations (UN) coordinated 

agreements such as Kyoto (1992) or Sweden (1972): but its actions plans need to shift into higher gear. Just 

ahead of the UN Secretary-General’s Climate Action Summit on 23 September, the World Meteorological  

Organization came out with a shocking finding: the country pledges made in Paris would need to be increased 

by a factor of five to be aligned with the +1.5°C limit goal. Scientists have already revealed how bad just an extra 

0.5°C would be: but the current projection of a 3°C rise by 2100, is downright apocalyptic. 

 The US has clearly lost its political leadership on climate issues after having created the world’s first nationwide 

Environmental Protection Agency in 1970; that said, individual states are sticking to their commitments. US coal 

production has declined by 30% since 2014. And coal states such as Wyoming are looking for renewable 

alternatives such as wind. At the same time, the US private sector will be at the forefront of climate transition 

technology thanks mainly to Silicon valley billion investors / philanthropists and corporates.  

 At the political level, the European Union (EU) is genuinely getting serious about the Carbon emissions goals. At 

the  centerpiece of its 10-point action plan is the recently created Taxonomy of Environmentally Sustainable 

Activities. It enabled the President of the European Commission (EC) to confidently announce a European 

Green Deal, committing the EU to becoming the world’s first climate-neutral continent. It also proposes a 

“European Climate Law” by 2021 along with a comprehensive plan to increase the EU’s reduction target for 

2030 to 55% from 40% currently. 

What has the EU done since Paris?

 The Paris Agreement called for action plans from the European Union and other country signatories. France 

was a pioneer as it had already signed its own Energy Transition Law in 2015, including Article 173 as regards 

corporate disclosures of long-term climate-related risks as well as a GREEFIN Label, governing green 

investments along specific eco-sector classifications. 

Sources: EU Technical Expert Group on Sustainable Finance: Taxonomy Technical Report, June 2019, Using the Taxonomy, June, 2019, Mission Possible -

Report Summary November 2018, EU High-Level Expert Group on Sustainable Finance: Financing a Sustainable European Economy, Final Report 2018, The

Paris Agreement, U.S. Environmental Protection Agency website, UN Climate Change Website: https://unfccc.int/; UN Climate Action Summit Website:

https://www.un.org/en/climatechange/science.shtml ; Financial Times, 10 September 2019

https://unfccc.int/
https://www.un.org/en/climatechange/science.shtml
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 In December 2016, the European Commission commissioned its own task force - High 

Level Expert Group- on Sustainable Finance to provide an Action Plan on Financing 

Sustainable Growth, targeting both investors and corporates. Completed in March 

2018, its key recommendation was the drawing up of a European Taxonomy of 

Environmentally Sustainable Activities. For this purpose, the Commission appointed a 

Technical Expert Group (TEG) on Sustainable Finance, a group of 35 experts from 

finance, academia, civil society and industry. 

 The group published its Taxonomy report in June 2019 along with a draft for an EU 

Green Bond Standard and a Report on benchmarks for climate and ESG disclosures. 

The final Taxonomy report will be published by end 2019 after a consultation process, 

but will continue to be updated by a Permanent Platform on Sustainable Finance. It 

should be approved as a Delegated Act by mid-2020 and then be transposed into 

country laws by the end 2022 deadline. 

 The EU Taxonomy lists economic activities with performance criteria for their 

contribution to six environmental objectives, outlined below. Activities are categorized in 

the three types: 

• Low carbon: Already compatible with a 2050 carbon neutral economy

• Transition: In the process of contributing to a carbon neutral economy by 2050

• Enabling: Enabling low carbon performance or substantial emissions reduction

 The first Delegated Act of the taxonomy will focus on Climate Change Mitigation and 

Adaptation in the first phase, mainly because of its explicit and quantifiable impact on 

climate change.  To be taxonomy-eligible, an economic activity must go through 4 

steps: 

I. Contribute substantially to 1 or more of the 6 environmental objectives (see below)

II. Do no significant harm to any other environmental objective; 

III. Comply with minimum social safeguards and 

IV.Technical screening criteria. The technical screening criteria identified six macro 

sectors covering 67 activities, representing 93% of Greenhouse emissions.

 The only activities not yet covered by the Taxonomy are Mining and quarrying, Fishing, 

Glass manufacturing, Paper and Pulp manufacturing, Aviation and Maritime shipping. 

 The 411 page Taxonomy report provides key information on detailing the eligibility of 

activities for the Taxonomy.  It then relies on existing benchmarks, best practices and 

requirements set in current EU policies to develop metrics and thresholds for energy 

and carbon performance. 

 As an example, “Manufacture of Aluminum” under the Macro sector” Manufacturing” is 

classified as both “Transition” and “Enabling”. Along with commentary and other details, 

the taxonomy provides the necessary metrics and targets such as “Primary aluminum 

productions need to meet all three European Union Benchmarks”:
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What is the EU European Taxonomy of Environmentally Sustainable Activities?

Metric Threshold

Direct emission intensity 1.514 tCO2e

Electricity consumption for electrolysis 15.29 MWh/t

Electricity carbon intensity for electrolysis 100 g CO2e/kWh

Sources: EU Technical Expert Group on Sustainable Finance: Taxonomy Technical Report, June 2019, Using the Taxonomy, June, 2019, Mission Possible -

Report Summary November 2018, EU High-Level Expert Group on Sustainable Finance: Financing a Sustainable European Economy, Final Report 2018, The

Paris Agreement, U.S. Environmental Protection Agency website, UN Climate Change Website: https://unfccc.int/; UN Climate Action Summit Website:

https://www.un.org/en/climatechange/science.shtml ; Financial Times, 10 September 2019
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 The Taxonomy report also addresses the means and the costs of implementing new 

technologies such as hydrogen, electrolysis and carbon capture in the hard to abate 

sectors. The cement and aviation sectors will clearly prove to be the most costly to 

consumers.

 The taxonomy has a universal scope, applying to businesses, citizens and policy 

makers at EU, Member State, Region and City levels. It will underpin public policy and 

regulatory requirements for schemes, including climate-related disclosure, the EU 

Ecolabel of financial products and the EU Green Bond Standard. 

 On June 18, the EU Commission published new non-binding guidelines on corporate 

climate-related information reporting for around 6,000 EU companies, taking into 

account the TEG’s January 2019 Report on climate-related disclosure. Companies can 

use them starting in 2020.  The EU Commission recommends that companies disclose 

the proportion of their revenue and/or operational expenditure that are taxonomy 

compliant. 

 EU taxonomy and subsequent legislation is nudging companies in the right direction but 

grass roots protest movements are a key factor to success. Financial firms responsible 

for over US$86 trillion in assets have already committed to disclose climate-related 

financial risks. At the same time, corporates in Europe and the US are heeding calls to 

Green policies well in advance of legislation. Amazon stated that it would aim for net 

zero emissions by 2040 and be fueled by 100% renewable energy by 2030. In Europe 

large companies such as Nestlé's stated that in addition to reducing emission 

equivalent to 1.2 million cars since 2014, it has committed to: 

• Alternative packaging materials

• Higher environmental footprint products, including plant-based food & beverage options.

• Programs with farmers to restore land and limit greenhouse gas emissions

• Moving from 33% to 100% renewable electricity usage in all its installations

• Pursuing advocacy for public policies to ensure all sectors move faster towards 1.5°C

• Transforming operations in the way ingredients are produced and sourced

Bigger companies will clearly want to be perceived as being ahead of the game. After 

all, a major portion of their value is embedded in their brand. Their leadership will 

hopefully create a snowball effect that will enable us to achieve the Paris targets and 

reach zero net emissions during this century. 
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 Despite multiple sources of turmoil, including the escalation of the Sino-US trade war 

August and softening economic data, European equity markets have been holding up 

well, declining by just 1.4% in August but up by over 3% in the month to 20 September; 

however, deteriorating economic data could still spoil things. 

 Meanwhile, in August sectors benefitting from lower interest rates, such as Utilities, 

Telecommunications and Real Estate performed well, as did defensives, such as Food 

and Pharmaceuticals. In September, however, cyclical sectors, such as Autos and 

Financials staged a recovery as government bond yields started to stabilize and rise 

from all time historic lows.  

 These reversals in short term trends will likely continue as the market is starting to buy 

into cyclicals at trough multiples while standing by the exits at the slightest sound of 

alarm, imaginary or real. At the same, time, investors are right to be fretful as disruptive  

changes are not going away. The move away from fossil fuels and the re-emergence of 

barriers to trade is making historical comparisons less translatable. 

European Equity – Market review and outlook
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Sector Views Weighting* Rationale for our views

Telecoms Overweight  Our overweight is predicated on very attractively valued companies

Insurance Overweight  Cheap valuations, strong capital adequacy ratios

Banks Overweight  Enticing valuations; reinforced capital ratios and high dividend payments

Healthcare & Equipment Overweight  Our overweight results from stock choices

Capital Goods Overweight  Our overweight results from stock choices

Consumer Durables & Apparel Underweight  The sector is composed of very expensive luxury goods companies

Food, Beverage & Tobacco Underweight  The sector is relatively expensive, defensive companies with low growth profiles

Pharmaceuticals Underweight  Underweight since selling Shire, for stock-specific reasons

Semi-conductors Underweight  After strong outperformance, this cyclical sector has become too expensive

Utilities Underweight  We think very few companies present attractive fundamentals in this sector

Environment

Outlook

 In this state of flux, European markets have remained polarized, with a long term trend 

of outperformance of growth sectors and companies.  However, as they are already in 

negative territory interest rates will eventually hit a floor, giving value stocks with high 

earnings yields an irresistible appeal. We could soon see a long awaited style rotation 

into value. At the time, the upside for major equity markets around the world seems 

limited as the S&P continues to hover around its all time highs in the face of an 

acceleration in cuts to global growth.  
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Indicates improved or better-than-expected data on month-on-month/quarter-on-quarter basis                

Indicates worsened or below-expectations data on month-on-month/quarter-on-quarter basis

Indicates unchanged or in line with expectations on month-on-month/quarter-on-quarter basis 

Sources: Bloomberg, HSBC Global Asset Management, as of 13 September 2019. The commentary and analysis presented in this document reflect the opinion of
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Data watch as of 13 September 2019
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* Eurozone Core CPI is CPI excluding energy, food, alcohol & tobacco

Euro fixed income: outlook & positioning update
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 The primary market was very quiet in the first three weeks of August but hit a record 

volume in the last week of the month, with issuers apparently in a hurry to make up for 

the lost time and trying to jump ahead of what is expected to be a very busy 

September. Heavy volumes were easily absorbed without triggering any selling from 

investors to make room for new issues, which is evidence that still a lot of cash is 

available for investments. We expect heavy issuance in September, which is good 

news for credit spreads.

 Even if Fed and ECB monetary policies represent a major support factor, the market 

seems to have already priced this in. Also, monetary support has been made 

necessary by the weakening economic environment which tends in turn to weaken the 

creditworthiness of some issuers, particularly assets in the most cyclical sectors or with 

the most fragile balance sheets. Against this backdrop, we prefer to remain cautious 

with a defensive approach that is neutral in duration and credit exposure. We are 

nonetheless maintaining our positive bias on financial and non-financial subordinates 

while overweighting the shortest-dated issues.

Indicator Data as of
Latest 

data
Consensus

Previous 

data
Analysis

PMI Composite August F 51.9 51.2 51.5 The Composite PMI for August increased, with gains in both the

services and manufacturing sectors, although the manufacturing

reading remained below 50. Overall, the PMI reports signaled

Eurozone GDP growth stabilizing below its potential pace, with no

sign of acceleration yet

GDP Growth QoQ Q2 P 0.2% 0.2% 0.4% GDP growth slowed down in Q2, in line with the subdued pace of H2

18. Still, on a yoy basis, GDP grew by just 1.2% yoy, below potential

growth. Much of the weakness was led by a contraction in Germany

(-0.1% qoq Vs. +0.4% previously). France's GDP growth was

revised up to 0.3% qoq (0.2% initially, unchanged from Q1). Spain

grew at a slower than expected pace (0.5% qoq after 0.7% in Q1),

whilst Italian growth stalled during the period (consensus:-0.1% qoq)

Industrial production

(% MoM)

July -2.0% -1.4% -2.4% Industrial production keeps contracting, with every category falling,

including transport and equipment (with the exception of food and

pharmaceutical products). The weakness highlights the region's

vulnerability to the global trade slowdown, with risks of spillover

effects on domestic demand

Unemployment 

rate

July 7.5% 7.5% 7.5% Unemployment stabilized in July, still at its lowest level since July

2008. Italy's job gains surprised to the upside, driving the

unemployment rate just below 10%

Trade balance (goods, 

ex EMU) EUR billion 

(12mth cumulative) 

July 201.7 200.2 195.1 The eurozone trade surplus improved in the 12-month to July on

falling imports. Meanwhile, exports have softened less rapidly than

imports, helped by UK frontloading before the initial 31 March Brexit

deadline, as well as by some redirection of trade to Asia (ahead of

new US-China tariffs)

Retail sales % YoY July 2.2% 2.0% 2.8% Retail sales accelerated in the first seven month of the year (2.2%

yoy), relative to the 1.6% growth rate recorded in 2018, thanks to

easing inflation, accommodative financial conditions, and

moderately supportive fiscal policy in some countries

Inflation (% YoY)  

- Headline CPI 

August  P

1.0% 1.0% 1.0%

Headline inflation remained low in August, led by negative base

effects in energy prices. Core inflation remains far away from the

ECB's inflation target, and still in its 0.7%-1.3% range observed

since April 2016- Core CPI * 0.9% 1.0% 0.9%

ECB Refinancing rate

Deposit rate

12 Set. 0.00%

-0.50%

0.00%

-0.50%

0.00%

-0.40%

As expected, the ECB announced a significant stimulus package,

including a cut in its deposit rate with a two-tier rate system for

reserve remuneration, and an open-ended asset purchase

programme (EUR 20bn per month). Also, the terms of the new

TLTRO III refinancing operations are more generous than those

initially announced. Finally, given persistently low inflation, the ECB

reinforced the dovish stance of the forward guidance on interest

rates with, notably, a reference to realised core inflation
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The value of investments and the income from them can go down as well as up and investors may not get back the 

amount originally invested. Past performance contained in this document is not a reliable indicator of future 

performance whilst any forecasts, projections and simulations contained herein should not be relied upon as an 

indication of future results. Where overseas investments are held the rate of currency exchange may cause the value 

of such investments to go down as well as up. Investments in emerging markets are by their nature higher risk and 

potentially more volatile than those inherent in some established markets. Economies in Emerging Markets generally 

are heavily dependent upon international trade and, accordingly, have been and may continue to be affected 

adversely by trade barriers, exchange controls, managed adjustments in relative currency values and other 

protectionist measures imposed or negotiated by the countries with which they trade. These economies also have 

been and may continue to be affected adversely by economic conditions in the countries in which they trade. Mutual 

fund investments are subject to market risks, read all scheme related documents carefully.
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