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What is the SFDR? 

The SFDR is a disclosure framework for asset managers and other financial 
market participants. Its aims are twofold. First to ensure transparency on the 
degree of sustainability of financial products for end-investors in the EU. 
Second to ensure consistency in how asset managers describe their 
environmental, social and governance (ESG) credentials, helping end-investors 
compare the sustainability features of financial products. 

It classifies financial products into three main categories, depending on how 
the product is presented to investors by the manager. The following are 
referred to as Level 1 requirements and came into effect on 10th March 2021. 
Article 9 funds have at least one “sustainable investment objective”. Article 8 
funds promote environmental and social objectives. Funds which do not fall 
into either of these categories are classified as Article 6. 

Level 2 SFDR requirements are expected to come into effect July 2022. These 
require more detailed disclosures at the holdings level such as the negative 
environmental and social effects or “Principal Adverse Impacts” (PAI) of 
portfolio companies. This will be helped by the soon-to-be-introduced 
Corporate Sustainability Reporting Directive (CSRD) which is anticipated to 
require companies to report on relevant sustainability data points.
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Capital at risk. The value of investments and the income from them may 
fall as well as rise and is not guaranteed. Investors may not get back the 
full amount invested.

The European Union’s Sustainable Finance Disclosure Regulation (SFDR) 
came into force in March 2021. Part of a broader Sustainable Finance 
Action Plan adopted by the EU, it is aligned with the European Green 
Deal, which aims to make the EU carbon neutral by 2050. Archie Beeching, 
Director of Responsible Investing, discusses the new regulations and how 
Muzinich is enhancing the sustainability of its product offerings
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Why is SFDR important for Muzinich and its clients? 

The introduction of SFDR is very relevant for our clients. It 
ensures they will receive detailed ESG disclosures on each 
financial product they invest in, and how sustainability 
risks are integrated into the investment process. They will 
also be able to compare the ESG features of financial 
products in a standardised framework, which we welcome. 
What the regulators started as a disclosure framework 
will, we believe, become a standard of best practice and 
transparency. 

What area has Muzinich focused on? 

We started with our UCITS platform because SFDR has the 
greatest impact on EU funds distributed in Europe. We are 
also now exploring options to apply a similar ESG policy to 
other Muzinich non-UCITS investment programmes. This 
requires engagement with issuers who have yet to disclose 
appropriate ESG data and we are happy to partner with 
them to determine the right disclosure set-up.

Although SFDR is an EU requirement, we have noticed 
growing international demand for more ESG related 
disclosure as well as promising policy moves to develop 
similar frameworks to the SFDR in most major financial 
markets. We are now exploring how to harmonize our 
reporting policies on funds distributed in different 
jurisdictions to create Article 8 and 9 equivalent strategies 
for US clients. 

What have you seen in the asset management community 
since the introduction of SFDR? 

We have already seen the impact of SFDR on the industry 
when it comes to new product generation and how quickly 
funds have been reclassified. What is critical is that 
changes in classification are in effect being reflected by 
asset managers’ ESG policies and their investment process.

What changes have you implemented in your ESG policy? 

While we have been incorporating ESG considerations into 
client portfolios for more than 20 years, we are increasing 
our focus and commitments. Upgrading our ESG policy was 
the first step.

We have increased our focus on climate change and carbon 
emissions and will sign our commitment to the Net Zero 
Asset Managers Initiative later this year. At the heart of 
the ESG policy for majority of our UCITS funds is a 
commitment to reduce the carbon intensity of our 
portfolios with a view to ultimately becoming Paris 
Aligned. We measure the carbon intensity of our portfolios 
and aim to be at least 10% more efficient than the 
reference benchmark using a Weighted Average Carbon 
Intensity (WACI) metric.

For strategies specifically focused on decarbonisation, we 
will raise the minimum efficiency threshold to 40% versus 
the benchmark. 

We apply negative screening for industries we believe 
are fundamentally unsustainable like controversial 
weapons, tobacco and thermal coal mining for energy 
generation. In addition, we have introduced a process to 
screen companies for the most severe breaches of 
international norms and standards on issues like human 
rights and corruption. 

We have also added ESG data points, sustainability risk 
considerations and ESG intelligence into our research. 
We believe this is the most efficient way to highlight and 
engage with companies with poor ESG risk management.

What are the next steps for SFDR? 

We believe and hope SFDR is here to stay, but we also 
believe it will evolve over time. We draw our clients’ 
attention to three main developments: 

Firstly, the EU taxonomy is a critical step in measuring 
capital flows towards more environmentally sustainable 
business activities. 

Secondly, the Non-Financial Reporting Directive will 
evolve to become the Corporate Sustainability Reporting 
Directive which will broaden corporate ESG reporting 
from a scope of 11,000 European businesses to 49,000. 
We also expect this year’s UN Climate Change 
Conference of the Parties (COP26) to highlight the 
urgency for changes needed to combat climate change, 
should the Paris Agreement be respected. 

Finally, we will join the Net Zero Asset Manager 
Initiative, committing to manage a growing part of our 
assets in carbon neutral portfolios by 2050 or earlier. 
This is to support the goal of net-zero greenhouse gas 
emissions by 2050 or sooner, in line with global efforts 
to limit warming to 1.5 degrees Celsius. 

This material is not intended to be relied upon as a 
forecast, research, or investment advice, and is not a 
recommendation, offer or solicitation to buy or sell 
any securities or to adopt any investment strategy. 
The opinions expressed by Muzinich & Co. are as of 
September 2021 and may change without notice.
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Important Information

FOR PROFESSIONAL CLIENTS AND QUALIFIED/ACCREDITED/INSTITUTIONAL INVESTORS ONLY.

Muzinich & Co. referenced herein is defined as Muzinich & Co., Inc. and its affiliates. This document has been produced for 
information purposes only and as such the views contained herein are not to be taken as investment advice. Opinions are as of
date of publication and are subject to change without reference or notification to you. Past performance is not a reliable 
indicator of current or future results. The value of investments and the income from them may fall as well as rise and is not
guaranteed and investors may not get back the full amount invested. Rates of exchange may cause the value of investments to 
rise or fall. Emerging Markets may be more risky than more developed markets for a variety of reasons, including but not limited
to, increased political, social and economic instability; heightened pricing volatility and reduced market liquidity. 
Any research in this document has been obtained and may have been acted on by Muzinich for its own purpose. The results of 
such research are being made available for information purposes and no assurances are made as to their accuracy. Opinions and
statements of financial market trends that are based on market conditions constitute our judgment and this judgment may prove
to be wrong. This document and the views and opinions expressed should not be construed as an offer to buy or sell or invitation
to engage in any investment activity; they are for information purposes only. 

Opinions and statements of financial market trends that are based on market conditions constitute our judgement as at the date 
of this document. They are considered to be accurate at the time of writing, but no warranty of accuracy is given and no 
liability in respect of any error or omission is accepted. This discussion material contains forward-looking statements, which give 
current expectations of future activities. Further, no person undertakes any duty or obligation to revise such forward-looking 
statements to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events. 
Muzinich makes no representation or warranty (express or implied) with respect to the information contained herein (including, 
without limitations, information obtained from third parties) and expressly disclaims any and all liability based on or relating to 
the information contained in, or errors omissions from, these materials; or based on or relating to the recipient’s use (or the use 
by any of its affiliates or representatives or any other person) of these materials; or based on any other written or oral 
communications transmitted to the recipient or any of its affiliates or representatives in the course or its evaluation of Muzinich.

This discussion material contains forward-looking statements. Any or all forward-looking statements in this material may turn 
out to be incorrect. They can be affected by inaccurate assumptions or by known or unknown risks and uncertainties. Although 
the assumptions underlying the forward-looking statements contained herein are believed to be reasonable, any of the 
assumptions could be inaccurate and, therefore, there can be no assurances that the forward-looking statements included in this 
discussion material will prove to be accurate. In light of the significant uncertainties inherent in the forward-looking statements 
included herein, the inclusion of such information should not be regarded as a representation that the objectives and plans 
discussed herein will be achieved. Further, no person undertakes any obligation to revise such forward-looking statements to 
reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.

Muzinich & Co., Inc. is a registered investment adviser with the Securities and Exchange Commission (SEC). Muzinich & Co., 
Inc.’s being a Registered Investment Adviser with the SEC in no way shall imply a certain level of skill or training or any 
authorization or approval by the SEC.
Issued in the European Union by Muzinich & Co. (Dublin) Limited, which is authorized and regulated by the Central Bank of 
Ireland. Registered in Ireland No. 625717. Registered address: 16 Fitzwilliam Street Upper, Dublin 2, D02Y221, Ireland. Issued in 
Switzerland by Muzinich & Co. (Switzerland) AG. Registered in Switzerland No. CHE-389.422.108. Registered address: Tödistrasse 
5, 8002 Zurich, Switzerland. Issued in Singapore and Hong Kong by Muzinich & Co. (Singapore) Pte. Limited, which is licensed and 
regulated by the Monetary Authority of Singapore. Registered in Singapore No. 201624477K. Registered address: 6 Battery Road,
#26-05, Singapore, 049909. Issued in all other jurisdictions (excluding the U.S.) by Muzinich & Co. Limited. which is authorized
and regulated by the Financial Conduct Authority. Registered in England and Wales No. 3852444. Registered address: 8 Hanover 
Street, London W1S 1YQ, United Kingdom.
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