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Regulators across several key developed markets globally have 
implemented or proposed regulations addressing disclosure of 
environmental, social and governance (ESG) factors influencing 
funds’ investments, in an effort to support regulators’ sustainable 
finance initiatives and reduce greenwashing, a practice where asset 
managers overstate or make unsupported ESG-related claims 
regarding fund investments.  

This report compares fund-level regulatory developments across 
eight markets and assesses the potential impact on asset managers 
and funds. While these regulations and proposals can be at both the 
entity level (e.g. asset manager) and the product level (e.g. fund), 
Fitch Ratings focuses solely on fund-level requirements here.  

While the products covered differ, the regulations and proposals 
usually have two common traits. First, regulatory focus is to 
establish a fund labelling or classification system. The second is 
developing a set of disclosure and reporting guidelines to explain 
how ESG fits into the investment process.  

Fitch views increased ESG regulatory oversight and transparency 
as supportive of existing ratings, but not necessarily as rating 
positive on its own. To the extent that enhanced transparency more 
clearly differentiates asset outperformance (underperformance) 
for certain funds, this could support incremental positive (negative) 
rating momentum. 

We expect adoption of the various regulatory requirements to 
introduce additional costs to the ESG fund management process. 
That said, there is scope for costs to be absorbed without a 
significant impact on asset managers’ margins, cash flow leverage 
ratios or ratings, particularly those with broadly diversified assets 
under management. Nevertheless, asset managers face regulatory 
compliance risks, which could create reputational damage and fund 
outflows in more extreme cases. 
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What Are the US Proposals? 

In May 2022, the US Securities and Exchange Commission (SEC) 
proposed amending rules and forms under both the Investment 
Advisers Act of 1940 and the Investment Company Act of 1940 
(collectively, the 1940 Act) that address funds’ and advisors’ 
incorporation of ESG factors. The first part of the proposal included 
categorisation of certain types of ESG strategies and increased 
disclosures in fund prospectuses, annual reports and advisor 
brochures based on ESG category. Funds will fall into one of three 
categories – ESG-focused, ESG impact, a subcomponent of ESG-
focused, and ESG integration.  

SEC Classification Summary   

Type Definition 

ESG-focused Funds for which ESG factors are a significant or main 
consideration. 

ESG impact A subsection of ESG-focused funds for funds that seek to 
achieve a particular ESG impact. 

ESG integration Funds that integrate ESG factors alongside non-ESG 
factors in investment decisions. 

Source: Fitch Ratings, SEC 

 

A fund defined as ‘ESG-focused’ will be required to describe ESG 
factors and disclose how those factors affect investment selection 
and strategies. This includes an ESG strategy overview table that 
describes a fund’s strategy, how it incorporates ESG factors into its 
investment decisions, and how the fund votes proxies and engages 
with companies about ESG issues. In addition, the fund will need to 
release information concerning its carbon footprint and weighted 
average carbon intensity, screen factors used for including or 
excluding specific investments, and disclosures on if or how it tracks 
an index, uses an internal methodology or a third-party data 
provider, and any third-party ESG frameworks. 

Any fund defined as ‘ESG impact’ will need to disclosure how it 
records progress towards attaining a specific ESG impact and how 
the strategy will affect financial returns. This would also include any 
key performance indicators and the time horizon that the fund 
considers. The fund must also provide details on the specific impact 
it aims to produce. 

A fund defined as ‘ESG integration’ must disclose how ESG factors 
influence the investment strategy. Many funds are expected to fall 
into this category, as most managers at least consider governance 
factors when making investment decisions. The proposal would 
require funds that consider ESG factors in their investment process 
to disclose additional information regarding their strategy. The 
amount of required disclosure depends on how central ESG factors 
are to a fund’s strategy and funds that do not consider ESG factors 
in their investment process would not have additional disclosures. 

The second part of the proposals is to expand the ‘Names Rule’ 
under the 1940 Act so that funds indicate when the investment 
decisions incorporate one or more ESG factors. The Names Rule 
requires funds with certain names to adopt a policy to invest 80% of 
their assets in the investments suggested by that name. 

The final rules are expected in 2023 after the comment period was 
reopened in October 2022 due to a technological error. 

What Is the Canadian Guidance? 
There are no legal requirements for ESG-related fund disclosures in 
Canada, but in January 2022 the Canada Standards Association 
(CSA) published guidance on the disclosure practices of fund 
investments. The guidance includes requirements based on the 
fund’s name and suggestions to increase transparency to investors. 
Each province in Canada has its own securities regulator, but the 
CSA coordinates and harmonises regulation for the Canadian 
capital markets. 

The CSA references the 10 areas relating to product disclosure 
from the International Organization of Securities Commissions 
(IOSCO) Recommendations on Sustainability-Related Practice, Policies, 
Procedures and Disclosure in Asset Management report and the fund 
categorisations from a Canadian Investment Funds Standards and 
Committee (CIFSC) report, Responsible Investment Identification 
Framework. The CIFSC has a self-imposed mandate to standardise 
the classifications of Canadian-domiciled retail mutual funds. In its 
framework, the CIFSC lists six different categories for ESG funds 
and their definitions. Examples include ‘ESG Impact Investing’ for 
funds that aims to achieve a measurable social or environmental 
impact and ‘Best-in-Class’ for funds, which focus on investing in 
companies that are leaders in ESG.  

A fund that primarily invests, or whose name implies that it will 
primarily invest, in ESG-oriented assets is required to indicate this 
in its fundamental investment objectives, as well as in its fund facts 
or ETF facts. A fund that uses one or more ESG strategies, either as 
principal investment strategies or as part of its investment selection 
process, is required to provide disclosure about the ESG-related 
aspects of its investment selection process and strategies. Lastly, an 
investment fund must include a summary of the policies and 
procedures that the fund follows when voting proxies relating to 
portfolio securities in its prospectus or annual information form. 

Funds are recommended to disclose any ESG factors used and 
explain the meaning of each factor and how they are evaluated and 
monitored. Funds are also recommended to disclose targets 
included in their strategy and identify if those targets change over 
time. Where an ESG-related fund uses internal or third-party 
company-level ESG ratings or scores, or ESG-related indices or 
benchmarks, the fund is recommended to explain how those 
ratings, scores, indices or benchmarks are used. 

What Is the EU Regulation? 
The European Securities and Markets Authority (ESMA) adopted 
the Sustainable Financial Directive Regulation (SFDR) in 2019, 
which became effective in 2021. The SFDR applies to segregated 
mandates and pooled funds across asset classes. Structured 
products, derivatives and securitised vehicles are not in its scope.  

At the centre of the SFDR is the classification of funds. Funds have 
to classify under one of three definitions – Article 6 (A6), Article 8 
(A8) and Article 9 (A9). The different categories have specific 
disclosure requirements at launch and periodically thereafter. For 
example, the undertakings for the collective investment in 
transferable securities (UCITS) prospectus must include an annex 
with prominent statements, which vary depending on the 
classification.  
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SFDR Classification Summary 

Article Definition 

A6 Managed products not classified as A8 or A9. 

A8 Products that promote environment or social characteristics, 
provided that the companies in which the investments are made 
follow good governance practices.      

A9 Products with an environment or social investment objective. 

Source: Fitch Ratings, ESMA 

 

The second part of SFDR, which was adopted in 2022 and became 
effective in January 2023, aims to harmonise the implementation of 
SFDR via templates that include mandatory indicators.  

The prescriptive approach can be seen in the guidance for fund 
names. In a supervisory briefing published in May 2022, specific 
recommendations are made on the terms ‘sustainable’ or 
‘sustainability’, which should only be used for A9 funds or A8 funds 
with sustainable investments.  

A consultation was launched in November 2022 by ESMA to discuss 
a proposed minimum ESG investment threshold for funds with an 
ESG-related name. Funds would have to hold at least 80% of 
investments that meet the fund’s strategy environment or social 
characteristics or sustainable investment objectives to be able to 
have an ESG-related name.  

Several national regulators provided guidance on SFDR to help 
asset managers understand requirements. The French financial 
market authority highlighted, in a position paper published in 
February 2023, that ESMA’s definition of sustainable investment is 
unclear and the lack of a minimum ESG investment threshold 
prevents investors from assessing the extent to which a fund is 
sustainable.   

What Is the Swiss Guidance? 
The Swiss Financial Market Supervisory Authority (FINMA) 
published guidance in November 2021 for Swiss collective 
investment schemes, setting out what would be considered 
greenwashing. FINMA advocates for a high degree of transparency 
with regards to sustainability reporting. Recommendations remain 
broad and less prescriptive than in the EU.  

The Swiss Federal Council created specific climate scores in June 
2022, which are aligned with the Paris Agreement. Their usage is 
voluntary and the aim is to represent best practice.  

On 26 September 2022, the Asset Management Association of 
Switzerland (AMAS) published a self-regulating proposal covering 
transparency and disclosure for sustainability-related collective 
investments. AMAS members will have to follow the guidelines 
from September 2023. If a fund requires a change of 
documentation, the deadline can be extended to September 2024. 

Rather than standard-setting, the guidelines are principle-based. 
The self-regulation does not establish a fund labelling system, 
unlike in the other regions. 

Asset managers may opt to comply with comparable international 
standards in lieu of the AMAS ESG guidelines. Fund managers view 

the foreign equivalency clause of the regulation positively as it 
reduces the compliance burden of Swiss managers when dealing 
with cross-border business.   

On 16 December 2022, the council announced a series of 
sustainable finance measures, including recommendations at 
product level. It presented a definition for sustainable investments.  

To be labelled as sustainable or having sustainable characteristics, 
funds would need to go beyond solely considering ESG risks. Funds 
would also need to pursue an alignment with one or more specific 
sustainability goals, or a commitment to achieving one or more 
specific sustainability goal. A working group on how best to 
implement the council’s position will present a plan by end-3Q23.  

What Is the UK Proposal? 
On 25 October 2022, the UK Financial Conduct Authority (FCA) 
published measures outlining proposals for sustainability 
disclosure requirements (SDRs) and investment labels for products.  

The proposals would introduce three sustainable product labels, 
product disclosures and specific fund naming rules. The FCA’s work 
is based on established standards and recommendations of a 
number of international bodies, including the Taskforce on Climate-
related Financial Disclosures, the IOSCO and the International 
Financial Reporting Standards (IFRS) of the International 
Sustainability Standards Board (ISSB).  

The proposal covers the full range of investment products available 
to retail consumers, whether or not a product is sustainable. They 
do not cover institutional products, certain pension schemes and 
insurance-based investment products.  

Proposed FCA Categories  

Proposed Labels Definition 

Sustainable focus  Products with an objective to maintain a high 
standard of sustainability in the profile of assets 
by investing. 

Sustainable improvers Products with an objective to deliver measurable 
improvements in the sustainability profile of 
assets over time. May invest in assets that may 
not be sustainable now, with an aim to improve 
their sustainability. 

Sustainable impact Products with an explicit objective to achieve a 
positive, measurable contribution to sustainable 
outcomes.  

Source: Fitch Ratings, FCA 

 

Due to high cross-border EU and US business for the UK fund 
industry, the FCA proposes equivalency routes with the SFDR and 
the SEC’s proposal. A consultation is in progress to review industry 
feedback with the FCA expected to provide further commentary in 
1H23. 

The section below outlines and compares the ESG relevant 
regulation in various Asian jurisdictions. Disclosure requirements 
on ESG funds in the following three Asian markets share similarity. 
In China ESG funds specific regulation is not available yet. 
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What Are the Hong Kong Proposals? 
The Securities and Futures Commission (SFC) launched its initial 
ESG fund regulation in 2019 and set out the follow-up rules in June 
2021 to enhance the disclosure of ESG funds, including periodic 
assessments and reporting. The rules have been effective since 1 
January 2022. 

The regulation applies to funds that incorporate ESG factors as 
their investment focus and reflect this in their investment 
objectives. The SFC also introduced the definition of climate-
related funds and guidance specific to these funds. 

The SFC’s naming rules require a fund’s primary investments to 
reflect the particular ESG focus in the fund’s name. The reference to 
ESG should not overstate or over-emphasise the ESG features. 

Under the new rules, asset managers need to disclose not only a 
fund’s ESG focus (e.g. climate change, green, low carbon footprint, 
sustainability) and the criteria (e.g. filters, indicators, ratings, third-
party certificates or labels) used in the offering documents, but also 
how the ESG focus is measured and monitored.    

Asset managers should also disclose their ESG investment 
strategies, how these strategies are implemented, the expected or 
minimum proportion of securities that are compliant with the fund’s 
ESG focus and whether an exclusion policy is adopted. If a fund 
tracks an ESG benchmark, details of the benchmark and how the 
benchmark is relevant to the fund should be disclosed. Asset 
managers need to disclose the risks or limitations associated with 
the fund’s ESG focus and investment strategies. 

Asset managers are required to conduct periodic assessments, at 
least annually, to measure the attainment of the ESG focus and 
disclose the assessment-relevant information to investors. 

An UCITS fund will be regarded as an ESG fund in Hong Kong if the 
fund incorporates ESG factors as its key investment focus and 
includes these factors in the investment objectives and strategy. 
Whether the fund is classified as A8 or A9 under the SFDR is not a 
key factor for the recognition as an ESG fund in Hong Kong. The SFC 
may request from the asset manager enhanced disclosure regarding 
the UCITS fund’s specific strategies and risks and impose or vary the 
requirements if regarded.  

What Are the Singapore Proposals? 
The Monetary Authority of Singapore (MAS) issued disclosure and 
reporting requirements for retail ESG funds in July 2022, which will 
take effect on 1 January 2023. 

The rules apply to funds that include ESG factors as their 
investment focus and represent themselves as an ESG-focused 
scheme. Funds that use negative screening or incorporate ESG 
factors only to seek financial returns are not regarded as ESG funds. 

Under the naming rules the funds should reflect their ESG focus in 
the investment portfolio in a substantial manner, if the funds’ name 
includes ESG-related terms. MAS considers a fund to be an ESG 
fund if at least two-thirds of the fund’s net asset value are  invested 
in ESG assets. 

Prospectus disclosure requirements are similar to those in Hong 
Kong. Asset managers are asked to provide information about the 

fund’s ESG focus and criteria to measure the attainment of the ESG 
focus, investment strategy, including how the strategy is 
implemented on a continuous basis, the minimum ESG assets 
proportion, the reference benchmark if used and risks associated 
with the scheme’s ESG focus. 

Beside the fund’s prospectus, asset managers should disclose how 
and the extent to which the scheme’s ESG focus has been met, as 
well as the actual proportion of the ESG investments, in annual 
reports.   

UCITS funds that are classified as A8 or A9 under the SFDR will be 
recognised as ESG funds in Singapore.  

What Are the Taiwan Proposals? 
Taiwan’s Financial Supervisory Commission (FSC) published its 
disclosure requirements on ESG funds on 2 July 2021, which 
became effective on the same day. 

Asset managers in Taiwan are required to disclose a fund’s ESG 
focus and objectives, the criteria to measure the achievement of the 
fund’s ESG objective, investment strategy, minimum proportion of 
ESG investments, reference benchmark (if used), exclusion policy (if 
adopted) and risks associated with the ESG focus.  

Asset managers need to disclose the due diligence conducted by the 
fund on the invested assets and provide access to the due-diligence 
reports. 

After the launch of the fund, annual disclosure of the fund’s actual 
ESG investment proportion, comparison between the benchmark 
and the actual fund’s portfolio and periodic due diligence should be 
made on the asset manager’s website. 

The FSC set out rules specific for offshore ESG funds distributed in 
Taiwan on 11 January 2022 and these also became effective on the 
same day. Offshore ESG funds are not automatically recognised as 
ESG funds in Taiwan and an application needs to be submitted for 
the FSC’s approval. Offshore ESG funds must comply with all the 
disclosure requirements for onshore ESG funds. 

How Could the Regulations and Proposals 

Impact Asset Managers and Funds? 

Asset Managers 

Fitch believes asset managers across regions will face increased 
costs from fund-level ESG regulations, including one-off charges as 
well as higher reporting, legal and compliance costs, and data and 
staff training expenses. Managers may be able to pass these costs 
on to investors in the form of higher management fees.  

Asset managers offering funds in multiple regions face the added 
complexities of navigating different regulations given the lack of 
common ESG standards and sustainable investment definition 
globally. The SFDR is applicable to fund managers selling funds in 
the EU, not only EU-domiciled fund managers. The US amendments 
are for companies registered under the 1940 Act. 

In addition to country-specific regulations, asset managers also face 
disparate standards and recommendations from international 
organisations. In November 2021, the IFRS created the ISSB to help 
with transparency on ESG reporting. 
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The ISSB plans to release standards for climate disclosures in 2023 
with potential endorsement from the IOSCO. In November 2021, 
the IOSCO published a report on recommendations for 
sustainability-related practices, policies, procedures and disclosure 
in asset management at firm and product levels. Recommendations 
included parameters around the use of sustainability-related labels 
and disclosure about sustainability-related product’s investment 
objectives.  

Heightened regulatory scrutiny stemming from these legal 
requirements or guidance increases the risk of regulatory fines. 
Their financial and reputational impact on asset managers is still 
unclear given the limited number of data points.  

The regulations’ impact on growth in the US is uncertain as some 
managers expressed concerns in their public comments regarding 
the requirement to disclose proprietary systems of evaluating ESG 
factors in a competitive market. This concern and increased costs of 
the disclosures could be balanced by the higher fees received for 
ESG funds and large inflows over the past few years. In addition, the 
SEC has not finalised the proposal and can address the concerns 
raised from public comments they received. 

In Europe, we do not expect increased cost to be a major deterrent 
to the launch and management of ESG products as managers are 
familiar with sustainability reporting and disclosures and have ESG 
compliance structures already in place as voluntary sustainability 
labels have been on the market for several years. Since 2016, for 

example, France’s financial industry has had access to a 
government-sponsored ESG certification, the socially responsible 
investment label.  

Funds 

We expect enhanced transparency and increased comparability 
resulting from these regulations, increasing flows into ESG-related 
funds from sustainability-conscious investors.  

However, there will be a greater compliance burden for ‘greener’ 
funds due to their additional disclosure requirements. In the US, 
these funds would be ESG-focus and impact funds, and in Europe, 
A8 and A9 funds. Challenges to find granular data on investments 
could also increase costs and risks.   

In addition, fund classification reversals heighten reputational risks, 
and may lead to outflows. In Europe, as the A9 and A8 classifications 
remain ambiguous, the sector has experienced reversals of 
classifications from A9 to A8, and A8 to A6. Further reversals are 
expected as best practice and further guidance are established.  

Fitch believes an ESG-related fund name holds higher reputational 
risk than a non-ESG related name as it is signalling to investors a 
specific ESG stance. As such, regulators are paying close attention 
to ESG-related terms such as impact in a fund name, which could 
lead to regulatory fines and reputational damage to the manager 
and hurt investor confidence at the fund level resulting in outflows 
in extreme cases.  
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Appendix A 
ESG Fund Regulation/Guidance Comparison Summary  

 US Canada Europe Switzerland UK Hong Kong Singapore Taiwan 

Main regulation(s)  
or proposal(s) 

Investment Advisers 
Act of 1940 and 
Investment Company 
Act of 1940  

ESG-Related Investment 
Fund Disclosure 

SFDR 
RTS 

Multiple guidance and 
self-regulations 

SDRs and investment 
labels 

Circular to management 
companies of SFC-
authorised unit trusts 
and mutual funds, ESG 
funds 

Circular No. CFC 
02/2022: Disclosure 
and Reporting 
Guidelines for Retail 
ESG Funds 

Financial-Supervisory-
Securities-SITC-
1100365536 

Effective date(s) Work in progress July 2022 SFDR: June 2021 
RTS: January 2023 

Multiple effective dates 
Work in progress 

Work in progress January 2022 January 2023 July 2022 

Products in scope 
(selected) 

1940 Act Funds Investment Funds Segregated Mandates, 
Pooled Funds, UCITs, AIFs 

 Retail funds Unit Trusts and Mutual 
Funds 

Retail Funds Mutual Funds 

Products not in 
scope 

  Structured products  Institutional funds  Institutional funds  

Fund 
classifications/ 
labels 

Proposal: 
Integration fund 
ESG impact fund 
ESG-focused fund 
 

Guidelines: 
ESG exclusions 
ESG best-in-class 
ESG integration and 

evaluation 
ESG thematic investing 
ESG related engagement 

and stewardship 
Impact investing 

Article 6 
Article 8 
Article 9 
 

 Proposal: 
Sustainable focus 
Sustainable improvers 
Sustainable impact 

ESG fund 
Climate fund 

  

Cross-region 
equivalencies 

   AMAS: Allows 
comparable international 
standards  

Proposal: EU and US 
equivalency routes  

EU equivalency routes 
proposed 

EU A8/A9 funds 
recognized as ESG 
funds  

 

Fund naming rules 80% of assets invested 
in the type of 
investment suggested 
by name 

Fund's investment 
objectives are required to 
reference the ESG aspect 
included in the fund name 

Name cannot be 
misleading 
Consultation in progress 

SFC: working group in 
progress 

80% of assets invested 
in the type of 
investment suggested 
by name 

Fund's investment 
objectives are required 
to reference the ESG 
aspect included in the 
fund name 

Name cannot be 
misleading 
Proportionately reflect 
the ESG features 
Should not overstate or 
over emphasize the ESG 
features 

 

Minimum 
portfolio ESG 
coverage 

80% based on name  At discretion of manager 
but threshold needs to be 
disclosed 
 
Consultation in progress: 
Proposal of 80% threshold 
for ESG-related fund 

  At discretion of 
manager, but threshold 
needs to be disclosed 

Two thirds At discretion of 
manager but 
threshold needs to 
be disclosed 

Source: Fitch Ratings, ESMA, FCA, SEC, CSA, IOSCO, Swiss Federal Council, Hong Kong Securities and Futures Commission, FSC, MAS 
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