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Varied Approaches under Article 8 SFDR Classification

Over a third of European short-term bond funds (STBFs) are classified under Article 8 of the EU
Sustainable Finance Disclosure Regulation (SFDR), based on Fitch Ratings’ sample of over 80% of
the industry by assets as of end-2021.

Article 8-classified funds claim to promote environmental or social characteristics.
Article 6-classified funds, however, which disclose how sustainability risks are incorporated or
otherwise deem such considerations as not relevant, were the largest group amongst European
STBFs at 47%. Fitch defines STBFs as fixed-income funds with a target duration of one to three
years.

Of the STBFs classified under Article 8, Fitch observed different approaches to promoting
environmental or social characteristics within the sample. Article 8 funds were equally split
between those that assess sustainability risk as a consideration in their investment decisions and
those that assess sustainability risk, but in addition explicitly target exposures to companies with
the best sustainability practices.

This highlights that, even within a single regulatory classification, sustainability approaches can
show meaningful variance. Fitch rates nine funds within the sample, only one of which is classified
under Article 8 of the SFDR.

STBFs rated by Fitch maintain a higher credit quality than the industry average, though credit
quality for these funds remains weaker than for money market funds (MMFs). Most rated STBFs
specify aminimum ‘BBB’ category rating, versus minimum ‘A’ or ‘F1’ category ratings for MMFs.

What to Watch

Data Availability: Market demand for assessments on environmental, social and governance (ESG)
impacts should increase as SFDR becomes increasingly referenced by investors. While there has
been rapid progress in the availability of data for equities and long-term assets, there are additional
complexities faced for short-term assets such as commercial paper.

AUM Growth Sensitivity to Rates: Low or negative rates, combined with higher inflation, have led
traditional MMF investors to consider STBFs as part of cash-segmentation strategies, supporting
growth in STBF AUM. That said, rate rises in many developed markets are leading to increased MMF
yields and may reverse investor allocations to STBFs.
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SFDR Definitions

Article 6 definition:

Transparency of the integration of
sustainability risks

Financial market participants shall
disclose how sustainability risks are
integrated into investment
decisions and the potential impact
of those risks on returns

Where financial market participants
deem sustainability risks not to be
relevant, they shallinclude a clear
and concise explanation of the
reasons.

Source: Fitch Ratings

Article 8 definition:
Transparency of the promotion
of environmental or social
characteristicsin
pre-contractual disclosures

A fund promotes, among other
characteristics, environmental or
social characteristics,or a
combination of those
characteristics, provided that the
companies in which the
investments are made follow
good governance practices.

Source: Fitch Ratings, Lipper
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Article 9 definition:
Transparency of sustainable
investments in
pre-contractual disclosures
A fund has sustainable
investment as its objective
and an index has been
designated as areference
benchmark, the information
to be disclosed.
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DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers. Please read these limitations and disclaimers by following this link: https://www.fitchratings.com/understandingcreditratings. In addition,
the following https://www.fitchratings.com/rating-definitions-document details Fitch's rating definitions for each rating scale and rating categories, including definitions relating to default. Published ratings, criteria, and
methodologies are available from this site at all times. Fitch's code of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance, and other relevant policies and procedures are also available from the Code of
Conduct section of this site. Directors and shareholders’ relevant interests are available at https://www fitchratings.com/site/regulatory. Fitch may have provided another permissible or ancillary service to the rated entity or its
related third parties. Details of permissible or ancillary service(s) for which the lead analyst is based in an ESMA- or FCA-registered Fitch Ratings company (or branch of such a company) can be found on the entity summary page
for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied
upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party
verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public information, access to the management of
the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability of independent and competent third-
party verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings and reports should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the
information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports,
Fitch must rely on the work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions and predictions
about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a
security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a rating or a
report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely
responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in connection with the sale of the
securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of
any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or anumber of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent).
The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the
securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to be used by
persons who are retail clients within the meaning of the Corporations Act 2001.

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on
behalf of the NRSRO (see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel may participate
in determining credit ratings issued by or on behalf of the NRSRO.
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