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Naming guidelines, indices and optimistic diversity

In amongst all the headlines, in Q1 2025 

sustainable fixed income funds maintained 

positive momentum with $14bn of inflows, 

higher than any quarter in the previous year.1  

For investment grade bond funds, the 

proportion classified as Article 8 and Article 9 

stayed constant at 72%.2

The resilience in the fixed income asset class 

bucks the trend though; across all asset classes 

there were $8.6bn of outflows from sustainable 

funds globally in Q1 2025 versus the $18.1bn 

inflow in Q4 20241, and the overall portion of 

Article 8 and 9 funds dropped from 60% to 58% 

of the market.2

In this overarching context, we explore the 

consequences of the European Securities and 

Markets Authority (ESMA) fund naming 

guidelines on funds and the use of 

sustainability-related indices, what this means 

for the investable universe and how these 

developments might drive investor behaviours.

ESMA’s guidelines on funds’ names using ESG 
or sustainability-related terms 3 (the 

Guidelines) have triggered a review of fund 

names and of the appropriateness of 

benchmark indices.4  For example, in the first 

quarter of 2025, 116 European domiciled funds 

removed sustainability-related terms from their 

names and many more switched ESG terms in 

preparation for the implementation deadline 

for the Guidelines.1

1 Morningstar, April 2025. Global Sustainable Fund Flows: Q1 2025 in Review, accessed 28 April 2025
2 Morningstar, April 2025. SFDR Article 8 and Article 9 Funds: Q1 2025 in Review, accessed 6 May 2025
3 ESMA. Guidelines on funds' names using ESG or sustainability-related terms, accessed 15 May 2025
4 Clarity AI, 5 September 2024 – modified 12 May 2025. ESMA Fund Names Rule: Over Half of EU Funds Must Divest or 
Rename to Meet Compliance, accessed 28 May 2025
5 EU, 9 December 2019. Regulation - 2019/2089 - EN - EUR-Lex
6 Invesco, 30 January 2025. Can you satisfy climate objectives with low tracking error?

Having come into force on 21 May 2025, the 

Guidelines state that EU-domiciled 

Undertakings for Collective Investment in 

Transferable Securities (UCITS) funds with 

sustainability- or transition- related terms in 

their name must comply with specific 

criteria.3 This is to minimise the risk of 

greenwashing. For example, such funds must 

ensure 80% of their assets promote 

environmental or social characteristics, and 

depending on the specific terms used they 

might need to exclude companies with more 

than 50% of their revenue from activities 

related to fossil fuels.3 

The result is that you can expect a better 

understanding of what it means to be a fund 

with terms such as green, climate, impact, 

ESG, sustainability, responsible, or SRI 
(Socially Responsible Investing) in their titles. 

Key to the naming guidelines is that EU funds 

with sustainability-related names must seek 

to ensure they are not in breach of the 

exclusionary criteria specified for EU Paris-

aligned Benchmark (PAB) or EU Climate 

Transition Benchmark (CTB) indices- again, 

which one depends on the terms used.4 This 

requirement has, firstly, reshaped the 

methodologies of some sustainable indices 

so they conform to the EU regulated 

benchmarks.5  Secondly, it has driven up 

demand for the benchmarks; the associated 

datasets provided support due diligence and 

compliance, and by using these benchmarks 

for a sustainable fund, tracking errors can be 

reduced.6

https://www.morningstar.com/business/insights/research/global-esg-flows
https://www.morningstar.com/en-uk/business/insights/research/sfdr-article8-article9
https://www.esma.europa.eu/document/guidelines-funds-names-using-esg-or-sustainability-related-terms
https://clarity.ai/research-and-insights/regulatory-compliance/esma-fund-names-rule-over-half-of-funds-need-to-divest-or-change-name-in-coming-months/
https://clarity.ai/research-and-insights/regulatory-compliance/esma-fund-names-rule-over-half-of-funds-need-to-divest-or-change-name-in-coming-months/
https://eur-lex.europa.eu/eli/reg/2019/2089/oj/eng
https://www.invesco.com/uk/en/insights/satisfy-climate-objectives-with-low-tracking-error.html
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Simply put, these updates mean the universe of 

eligible assets shrinks for funds in scope of the 

regulation. The objective of the Guidelines is to 

help asset managers understand and market 

sustainable products in a more consistent way, 

reducing the risk of greenwashing. This means 

the full investment chain can now be clearer on 

what it takes to be considered a sustainable 

asset. The next step will be growing the 

investable universe to support diversity and 

resilience. 

Index construction rules impact the investable 

universe for a fund that chooses it as its 

benchmark. Many fund managers have been 

checking there’s still a strong fit with their 

investment objective and criteria. In some 

cases, switches are being made. Indices are 

more than just measuring sticks – they shape 

markets, capital flows, and portfolio 

construction. And that means they influence 

yields and relative performance.

Given how far we’ve come it’s hard to 

imagine this - though a pessimistic path 

could see investors withdraw from the 

integration of sustainability. In the EU, this 

would mean removing sustainability-related 

labels from fund names. Ignoring 

sustainability-related data, objectives and 

benchmarks would likely open up your 

investable universe as you’d have fewer 

constraints imposed upon the portfolio.

An optimistic path – and one that wouldn’t 

be smooth - could see this regulation spur 

more rigorous sustainability-related 

practices. Improving the sustainability 

performance of a company would not 

exclude it from any conventional funds but 

could facilitate greater access to funds with 

higher ESG expectations in its mandate. 

More companies doing well on 

decarbonisation, human rights and 

biodiversity action means more eligible 

companies for sustainable indices and funds.

Both the pessimistic and optimistic 

narratives could increase diversity for a given 

portfolio. It depends on each fund’s mandate 

and investment thesis.

Investors have a role to play. By engaging 

with policy makers and companies, investors 

can encourage enhancement of 

sustainability-related performance. Having 

desirable assets in the relevant sustainable 

index means a portfolio manager can deliver 

on their strategy, while minimising deviation 

from the benchmark, making it easier to 

articulate the choices of both index and 

investments to clients, boards, and 

regulators. 
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In a period of greater polarisation around 

sustainability, we see – yes – some wavering in 

commitments to objectives, though we see 

many investors hold strong and large volumes 

of real money still putting sustainability-related 

criteria into their mandates. It’s going to be a 

bumpy ride. Drawing conclusions from the 

dynamics at play in global politics, as well as 

the corporate, academic and media domains is 

as complicated as ever.

With $168bn of passive assets tracking the EU’s 

Paris-aligned benchmarks and Climate 

Transition Benchmarks as of November 2024,7  

there is money flowing to a select set of 

investments. Per the optimistic case above, the 

more we can enhance sustainability profiles, 

the greater the number of eligible assets and by 

association, diversity. 

Investors can support sustainability objectives 

and increase diversity of portfolios by 

advocating for a strong policy environment 

that sets a clear direction of travel and 

provides the confidence needed to invest and 

innovate.8 Investors can also engage with 

issuers, so they understand what qualities 

underpin eligibility for relevant indices and 

specific sustainable funds. Underwriting banks 

can help with this. Together, these moving 

parts can champion a market that promotes 

sustainability objectives alongside resilient 

returns in a way that is fair, clear and not 

misleading. 

7 Morningstar, November 2024. Investing in Times of Climate Change Report
8 CFA Institute, November 2024. A New Focus for Investor Climate Commitments

Sustainability Markets Insights
Bumpy ride – Naming guidelines, indices, and optimistic diversity      30 May 2025

Hannah Simons
Head of Sustainability, Sustainability Markets Advisory
Hannah.Simons@lloydsbanking.com

Annabel Ross
Director, Sustainable Debt Capital Markets
Annabel.Ross@lloydsbanking.com

Jon Gregory
Head of UK Real Money Credit Sales
Jonathan.Gregory@lloydsbanking.com

To contact us directly giving us permission to add you to our mailing list, or to unsubscribe, please 
email: sustainabilitymarketsinsights@lloydsbanking.com. 

All editions in the Sustainability Markets Insights series can be found at 
lloydsbank.com/sustainabilitymarketsinsights.

https://connect.sustainalytics.com/hubfs/INV/Reports/Investing%20in%20Times%20of%20Climate%20Change_November%202024.pdf
https://rpc.cfainstitute.org/sites/default/files/-/media/documents/article/industry-research/a-new-focus-for-investor-climate-commitments.pdf
mailto:SustainabilityMarketsInsights@lloydsbanking.com?subject=Sustainability%20Markets%20Insights%3A%20Add%20me%20to%20the%20mailing%20list&body=This%20is%20a%20prepopulated%20email%20to%20make%20it%20easier%20for%20you.%20Please%20complete%20and%20send%20back%20to%20us%20confirming%20your%20consent%20to%20be%20added%20to%20the%20Lloyds%20Sustainability%20Markets%20Insights%20mailing%20list.%20%0A%0AHello%2C%0A%0AI%2C%20%5Bname%5D%2C%20give%20Lloyds%20Corporate%20Markets%20permission%20to%20add%20me%20to%20their%20mailing%20list%20so%20I%20receive%20the%20latest%20editions%20of%20Lloyds%20Sustainability%20Markets%20Insights%20direct%20to%20my%20inbox.%0A%0AMany%20thanks%2C%0A%0A%0ASecurity%20Information%0A%0APlease%20note%20that%20any%20data%20sent%20via%20e-mail%20is%20not%20secure%20and%20could%20be%20read%20by%20others.%0A%0APlease%20note%20that%20Lloyds%20Bank%20NEVER%20send%20emails%20that%20ask%20for%20confidential%20or%20security%20information.%20We%E2%80%99ll%20never%20send%20you%20an%20email%20asking%20for%20your%20log%20on%20details%2C%20or%20direct%20you%20to%20a%20webpage%20that%20asks%20for%20this%20information.%20Visit%20our%20online%20security%20pages%20for%20more%20details:%20http://www.lloydsbank.com/business/security.asp.%0A%0ALloyds%20and%20Lloyds%20Bank%20are%20trading%20names%20of%20Lloyds%20Bank%20plc.%20Registered%20Office%3A%2033%20Old%20Broad%20Street%2C%20London%20EC2N%201HZ.%20Registered%20in%20England%20and%20Wales%20no.%202065.%20Telephone%3A%200207%20626%201500.%0A%0AAuthorised%20by%20the%20Prudential%20Regulation%20Authority%20and%20regulated%20by%20the%20Financial%20Conduct%20Authority%20and%20the%20Prudential%20Regulation%20Authority%20under%20Registration%20Number%20119278.%20%0A
https://www.lloydsbank.com/business/resource-centre/insight/sustainability-markets-insights.html?utm_source=newsletter&utm_medium=pdf&utm_id=CIB25&utm_content=may


These recommendations should be treated as a marketing communication for the purposes of UK law. Consequently, it has 
not been prepared in accordance with legal requirements designed to promote the independence of investment research 
and is not subject to any prohibition on dealing ahead of the dissemination of investment research.

By accessing, viewing or reading this Communication you confirm, represent, warrant and undertake that you understand, 
acknowledge and agree to comply with the contents of this disclaimer.
                                                       
This communication (1) does not constitute or form part of any offer to sell or an invitation to subscribe for, hold or 
purchase any securities or any other investment; (2) shall not form the basis of or be relied on in connection with any 
contract or commitment whatsoever; (3) is provided for information purposes only and is not intended to form, and should 
not form, the basis of any investment decision; (4) is not and should not be treated as investment advice, investment 
research or a research recommendation; (5) has been prepared by, is made by, and is subject to the copyright of, Lloyds 
Bank Corporate Markets plc (‘Lloyds Bank’) and may not, in whole or in part, be reproduced, transmitted, stored in a 
retrieval system or translated in any other language without the prior written consent of Lloyds Bank; (6) is intended only for 
and directed at persons who are not classified as an EU Retail Investor in the European Economic Area (EEA) and for these 
purposes an “EU Retail Investor” means a person who is one (or more) of: (i)  a retail client as defined in point (11) of Article 
4(1) of Directive 2014/65/EU (as amended, “EU MiFID II”) or (ii) a customer within the meaning of Directive 2016/97 (as 
amended, the “EU Insurance Distribution Directive”), where that customer would not qualify as a professional client as 
defined in point (1) of Article 4(a) of MiFID II) (7) is intended only for and directed at persons who are not classified as a UK 
Retail Investor in the United Kingdom (“UK”) and for these purposes “UK Retail Investor” means a person who is one (or 
more) of: a retail client, as defined in point (8) of Article 2 of Regulation (EU) No 2017/565 as it forms part of domestic law 
by virtue of the European Union (Withdrawal) Act of 2018 (“EUWA”);  (ii) a customer within the meaning of the provisions of 
the Financial Services and Markets Act 2000 (the “FSMA”) and any rules or regulations made under FSMA which were relied 
on immediately before exit day to implement the EU Insurance Distribution Directive, where that customer would not 
qualify as a professional client as defined in point (8) of Article 2(1) of Regulation (EU) No 600/2014 as it forms part of 
domestic law by virtue of the EUWA; (8) is confidential, intended only for the internal use of authorised recipients and may 
not be disclosed, reproduced or redistributed, in whole or in part, to a third party without the prior written consent of 
Lloyds Bank; (9) is in summary form, is based on current public information, and although Lloyds Bank has exercised 
reasonable care in its preparation, no representation or warranty, express or implied, is made as to the accuracy, reliability 
or completeness of the facts and date contained herein by Lloyds Bank, its group companies and affiliates, and its or their 
directors, officers, employees, associates and agents (altogether, “Lloyds Bank Persons”).

The information contained in this Communication has not been independently verified by Lloyds Bank.  The information and 
any opinions in this Communication are subject to change at any time and Lloyds Bank is under no obligation to inform any 
person of any such change.

This Communication may refer to future events which may or may not be within the control of Lloyds Bank Persons, and no 
representation or warranty, express or implied, is made as to whether or not such an event will occur.

To the fullest extent permitted by applicable law, regulation and rule of regulatory body, Lloyds Bank Persons accept no 
responsibility for and shall have no liability for any loss in relation to this Communication, however arising whether direct, 
indirect, consequential or loss of profit.  Lloyds Bank Persons may have an interest in any financial material mentioned in this 
Communication.
In Australia, LBCM does not hold an Australian financial services licence (AFSL) and is exempt from the requirement to hold 
an AFSL. LBCM is authorised by the Prudential Regulatory Authority (PRA) and is regulated by the PRA and the Financial 
Conduct Authority under the laws of the United Kingdom, which differ from Australian laws. LBCM is not an authorised 
deposit-taking institution under the Banking Act 1959 (Cth). Any services provided in Australia or to Australian customers are 
intended for Wholesale Clients only (as defined under the Corporations Act 2001.

Lloyds Banking Group plc and its subsidiaries may participate in benchmarks in any one or more of the following capacities; 
as administrator, submitter or user. Benchmarks may be referenced by Lloyds Banking Group plc for internal purposes or 
used to reference products, services or transactions which we provide or carry out with you. More information about Lloyds 
Banking Group plc’s participation in benchmarks is set out in the Benchmark Transparency Statement which is available on 
Lloyds Bank website.

Lloyds Bank is a trading name of Lloyds Bank plc, Bank of Scotland plc, Lloyds Bank Corporate Markets plc and Lloyds Bank 
Corporate Markets Wertpapierhandelsbank GmbH. Lloyds Bank plc. Registered Office: 25 Gresham Street, London EC2V 
7HN. Registered in England and Wales no. 2065. Bank of Scotland plc. Registered Office: The Mound, Edinburgh EH1 1YZ. 
Registered in Scotland no. SC327000. Lloyds Bank Corporate Markets plc. Registered office 25 Gresham Street, London 
EC2V 7HN. Registered in England and Wales no. 10399850. Authorised by the Prudential Regulation Authority and regulated 
by the Financial Conduct Authority and the Prudential Regulation Authority under registration number 119278, 169628 and 
763256 respectively. Lloyds Bank Corporate Markets Wertpapierhandelsbank GmbH is a wholly-owned subsidiary of Lloyds 
Bank Corporate Markets plc. Lloyds Bank Corporate Markets Wertpapierhandelsbank GmbH has its registered office at 
Thurn-und-Taxis Platz 6, 60313 Frankfurt, Germany. The company is registered with the Amtsgericht Frankfurt am Main, 
HRB 111650. Further regulatory information is available via https://www.lloydsbank.com/business/corporate-
banking/important-information/commercial-banking-regulatory-information.html.

Lloyds Bank is reliant upon third party data sources to support the disclosure of environmental, social and governance 
(“ESG”) information and data within this Communication and in the context of any ESG support offered. The data relied 
upon may be produced based on methodologies which are not transparent to Lloyds Bank and both the data and the 
methodology used are subject to change without notice which may impact the integrity of any ESG support. The regulatory 
environment impacting investors’ ESG reporting obligations and attitudes towards investee companies is complex and fast 
paced. Accordingly, any ESG support is intended to be generic in nature, and not specific to a determination as regards the 
materiality or financial impact of a company’s ESG performance for any specific investor. Any ESG support provided is not 
intended to constitute regulated investment advice and accordingly, any investor protection regimes afforded to regulated 
advice do not apply to this service. Lloyds Bank corporate support services are not a substitute for you obtaining 
independent verification and advice on the accuracy of ESG and / or sustainability disclosures and the ability to substantiate 
such statements.

5

https://www.lloydsbank.com/business/corporate-banking/important-information/commercial-banking-regulatory-information.html
https://www.lloydsbank.com/business/corporate-banking/important-information/commercial-banking-regulatory-information.html

	Slide 1: Sustainability Markets Insights
	Slide 2: Naming guidelines, indices and optimistic diversity
	Slide 3
	Slide 4
	Slide 5

