The New ESG Playbook – EU Sustainable
Finance Rules Start to Take Shape


The European Union kick-started the first phase of Sustainable Finance Disclosure Regulations in March 2021,
requiring asset managers and financial advisors to reveal ESG information to encourage more private money into
green investing.



Key parts of the rules classify strategies as Light Green and Dark Green depending on how embedded they are in
sustainability. Some large asset managers are already actively using SFDR for most existing products, while also
developing new ones with the framework in mind.



The second phase of SFDR with more onerous obligations will be rolled out in 2022.

WHAT IS SFDR?
The Sustainable Finance Disclosure Regulations (SFDR) are a set of rules designed to shine a light on ESG informaton in the fund
management industry to help inform investors about the types of green assets they are putting their money into. The EU’s policy
objective is to divert a greater amount of private wealth towards sustainable investing. The regulation should create a more level
playing field to compare how asset managers are approaching major issues like climate change.
It also requires asset managers to publish the adverse effects of their investments on the environment and society, which will
help to prevent ‘greenwashing’, the act of dressing up a product to be more environmentally-friendly than it actually is.
The EU began applying SFDR to asset managers doing business in Europe on March 10 but more detailed dislcosures won’t
be mandated until 2022. Europe’s money managers have been practising ESG integration to the tune of €3.8 trillion, or 16% of
investment funds and discretionary investments as of the end of 2019, according to the European Fund and Asset Management
Association. The rules are being introduced just as funds for ESG management are increasing.

SFDR OVERVIEW AND CHALLENGES
SFDR requires asset managers and financial advisors such as brokers, to disclose ESG-related information on an entity basis
and by financial instrument (fig. 1).
DISCLOSURE CHALLENGES
1. Entity level
Money managers and advisers are required to publish their policies on their websites. An important area of disclosure is called
Principal Adverse Impacts, which deals with the negative effects of investment decisions and advice on sustainability factors.
This is designed to prevent ‘greenwashing’ and allow investors to weigh the positive and negative activities of the firm.
2. Financial Instrument
This is divided according to the nature of the product. First, market participants assess and reveal sustainability risks that may affect
returns. They also need to disclose financial products that promote environmental and social characteristics (Article 8), also called
Light Green; and financial products that aim at sustainable investment (Article 9), known as Dark Green.
However, it is unclear which products fall under Light and Dark green because the definitions are ambiguous. Article 8 does not
define what constitutes “promotion” of environmental and social characteristics. In other words, it is not clear which actions constitute
advertising, yet at the same time SFDR requires disclosure of sustainability risks that may affect returns for all financial instruments.
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Outline of SFDR

Details of disclosure

Subject to disclosure

Disclosure method

(Article 3) Policy for Reflecting
Sustainability Risk in Investment
Decisions/Investment Advice
(Article 4) Principal adverse impacts
of investment decisions/investment
advice on environmental, social, and
other sustainability factors and
measures to be taken

Financial market participant
Financial advisor
(Entity Units)

(Article 9) Consistency of reference
indicators for financial products
targeting sustainable investment
(dark-green financial products)

–

Compliance
or explain

Not yet
formulated

Website
2021/3/10

Contents
Disclose

Financial market participant
Financial advisor
(Financial product unit)

(Article 7) Principal adverse impacts
of individual financial products on
environmental, social, and other
sustainability factors
(Article 8) Standards and reference
indicators for environmental and
social characteristics of financial
products that promote such
characteristics (light green financial
products);

Status of bylaws

Start date

Contents
Disclose

(Article 5) Compensation policies
consistent with the reflection of
sustainability risks
(Article 6) Method of reflecting
sustainability risk in investment
decisions/investment advice and
evaluation of the impact on returns

Means of disclosure

–
Compliance
or explain
2022/12/30
Pre-contract
Disclosures

Financial market participant
(Financial product unit)

(Article 10) Description of the
financial products falling Article 8
and 9 on the website;
(Article 11) Status of achievement of
characteristics/targets of financial
products falling under Article 8 and 9

Contents
Disclose

2021/3/10

Not yet
formulated
Disclosure of
Article 8.9.11
information

Website

2021/3/10

Contents
Disclose

Continuous
Disclosure

2022/1/1
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Source: Nomura Institute of Capital Markets Research from ESAs.

Fig. 1: Outline of SFDR

Article 9 covers impact investment funds but it is unclear how much sustainable investment should be targeted. It defines
sustainable investment as conditional upon (1) investing in economic activities that contribute to environmental or social goals,
(2) not having a material adverse
effectOFonGREEN
either –environmental
or social
goals,
and START
(3) having
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structure, employment
relationships,
employee
compensation,
and compliance.
Pre-contract
disclosure
required by
the PDR
of ESAs fortax
individual
financial products
Article 8
(Light Green Products)

Article 9
(Dark Green Products)

1

Intention to make partial sustainable investments (If yes,
whether there is investment in companies that conduct
activities in accordance with the EU taxonomy)

1

Indicators used to measure the achievement of sustainable
investment targets and whether there is investment in
companies that conduct activities in line with EU taxonomy

2

Content of environmental and social characteristics being
advertised

Investment strategy

3
4
5

Investment strategy

2
3

Asset allocation planning

4

Percentage of investment meeting EU taxonomy and how to
meet sustainable investment requirements (Contribution to
environmental and social goals and “do not significantly harm”)

5

Are principal adverse impacts on sustainability factors such
as the environment and society considered?

When (1) is Yes: Percentage of investments meeting EU
taxonomy and methods to meet sustainable investment
equirements (Contribution to environmental and social goals
and “do not significantly harm”)

Asset allocation planning

6

Are principal adverse impacts on sustainability factors such as
the environment and society considered?

6

(When there is a reference indicator) Whether the indicator is
in line with the sustainable investment target

7

(When there is a reference indicator) Whether the indicators
are in line with the environmental and social characteristics
being advertised

7

(If you're aiming to reduce carbon emissions,) Is the EU
Climate Benchmark a reference indicator?

Source: Nomura Institute of Capital Markets Research from ESAs.

Fig. 2: Pre-contract disclosure required by the PDR of ESAs for individual financial products
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Under these circumstances, market participants are required to make their own judgement about whether products fall under
Article 8 or Article 9 until detailed regulations are finalized.
50 SHADES OF GREEN – EU SUSTAINABLE FINANCE RULES START TO TAKE SHAPE

ASSET MANAGERS’ APPROACH
Asset Managers’ Approach
French Asset Manager
As of February, with an AUM of 452 billion euros, it has
656 products falling under Light and Dark Green
For investment trusts in Europe, 328 billion euros, or 60%
of AUM falls under these two categories
The company has integrated all elements of ESG into its
active open-end funds under a plan announced in 2018

Dutch Asset Manager
As of March, it has 83% of funds classified as Light Green
and 12% Dark Green while other funds constitutes 5%
It introduced a classification system* divided into three
categories: (1) Sustainability Inside, (2) Sustainability Focus,
and (3) Impact Investment, to help customers assess green
investments

Swiss Asset Manager
As of March, 303 funds, 11.2% of the total, were
classified as Light Green and 6 funds, 0.2% of the total,
were classified as Dark Green
It has identified and prioritized key adverse impacts of
sustainability, and is working to strengthen its internal
procedures framework consistent with SFDR

US Asset Manager
63% of funds established or revised in Europe in 2020
fall under Light or Dark Green
It plans to expand the suite of sustainable investments
for its European customers to accelerate the transition
to a greener economy
It expects that 70% of new or revised funds in 2021 will
be Light or Dark green

* Sustainability Inside integrates ESG based on independent research, investment exclusion, voting and engagement. Sustainability Focus sets clear sustainability policies, targets for ESG characteristics,
and targets for an environmental footprint that exceeds benchmarks. Impact Investments are strategies that aim to contribute to specific sustainability themes, such as the United Nations Sustainable Development Goals.
Source: Nomura Institute of Capital Markets Research from ESAs.
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Fig. 3: Asset Managers’ Approach

LOOKING AHEAD
While the SFDR regime is in its infancy and detailed regulations have yet to be finalized, asset managers that sell to EU
investors already have a number of Light Green and Dark Green financial products. However, depending on how the European
Commission establishes the bylaws, detailed ESG disclosures will not be available to investors until 2022. The incoming EU
taxonomy may also affect SFDR by pushing companies to reveal more sustainability information. This is a transitional period that
promises to greatly increase transparency and prevent greenwashing.
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DISCLAIMER
This article first appeared in fuller form and in Japanese language in the Nomura Sustainability Quarterly Spring 2021 edition, published by the Nomura Institute of Capital Markets
Research (NICMR), authored by Shoge Isobe of NICMR. Sponsored for translation and publication by Nomura International plc by Andrew Bowley.
The information contained herein (the “Information”) is provided to you by the Sales, Structuring and or Trading Departments of Nomura International plc (“NIP”). NIP is part of the Nomura
group of companies (“Nomura”) and the Information may contain contributions from employees of the Nomura group of companies. NIP authorised by the Prudential Regulation Authority
(“PRA”), regulated by the UK Financial Conduct Authority and the PRA and is a member of the London Stock Exchange. The Information is confidential and has been furnished solely for
your information and must not be referred to, disclosed, transmitted, reproduced or redistributed, in whole or in part, to another person.
The Information is subject to the following terms:
It is provided to you to promote investment services generally and Nomura and/or connected persons do not accept any liability whatsoever for any direct, indirect or consequential loss
arising from any direct or indirect use of the Information or its content.
It is intended for (a) professional clients and eligible counterparties as they are defined under the regulatory rules in the European Economic Area (“EEA”) and (b) institutional investors as
defined in the U.S. and is not subject to the independence and disclosure standards applicable to debt research reports prepared for retail investors.
Nomura is not a designated investment adviser and the Information is therefore provided on the basis that you have such knowledge and experience to evaluate its merits and risks and
are capable of undertaking your own objective analysis of the Information with respect to your specific requirements.
It is based on sources Nomura believes to be reliable, but we do not represent that it is accurate or complete.
Any prices, yields, figures, projections and examples or opinions expressed are subject to change without notice and may: be derived from public or Nomura sources (which may not
be representative of any theoretical or actual internal valuations employed by us for our own purposes) and based on various factors including, but not limited to, current prices quoted,
valuation of underlying assets, market liquidity, Nomura and its affiliates’ proprietary models and assumptions, economic, market, regulatory and other conditions as they exist and can
be evaluated at the relevant time;
not include adjustments for transaction and hedging costs, accounting offsets and provisions, liquidity or credit considerations or other significant factors which may materially change
actual values; and
refer to past or simulated past market performance neither of which is a reliable indicator of future market performance.
Consequently Nomura does not represent the Information is accurate or complete and makes no representations, warranties or undertakings (express or implied) as to the accuracy,
completeness, timeliness or validity of the Information and the Information should not be regarded as implying a value for any instruments referenced in the Information for which there
may not be a liquid market; nor used to determine interest payable or other sums due under loan agreements or under other financial instruments or the price or performance of any
financial instrument.
It may have been prepared in accordance with regulatory requirements which differ from those demanded under applicable jurisdictions where you are located.
Nomura is not soliciting any action based on the Information and it should not be considered as an offer to buy or sell any financial instruments or other products which may be mentioned
in it.
It does not constitute a personal recommendation under applicable regulatory rules in the EEA or take into account the particular investment objectives, financial situations or needs of
individual investors nor does it constitute tailor made investment advice as this term may be defined under applicable regulations in any jurisdiction.
It has not been prepared in accordance with legal requirements designed to promote the independence of investment research, it is not subject to any prohibition on dealing ahead of
the dissemination of investment research and any views expressed in the Information may differ from the views offered in Nomura’s independent research reports prepared for investors
including retail investors or from views that may be expressed by other financial institutions or market participants on the same subject matter as the Information.
It may not be independent of the proprietary interests of Nomura. Nomura trades, or may trade, any financial instruments mentioned in the Information for its own account and such trading
interests may be contrary to any recommendation(s) offered in the Information. Nomura also may have acted as an underwriter of financial instruments or other products mentioned and
may currently be providing investment banking services to the issuers of such financial instruments or products.
For the avoidance of doubt, Nomura and/or its officers, directors and employees, including persons, without limitation, involved in the preparation or issuance of the Information, may from
time to time, have long or short positions in, and buy or sell, financial instruments, or derivatives (including options) thereof, of any companies mentioned in the Information or related
financial instruments or derivatives.
Nomura manages conflicts identified through our Confidentiality and Information Barriers policies, by maintaining a restricted list, a personal account dealing policy and policies and
procedures for managing conflicts of interest arising from the allocation and pricing of financial instruments and impartial investment research and disclosure to clients via client
documentation. Disclosure information is available at http://www.nomuranow.com/disclosures.
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