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The Evolution of the FTSE Sovereign Risk
Monitor and the Impact to FTSE ESG Fixed
Income Indices

Following the notice issued on the 22 February 2023 on the proposed enhancements to the Environmental
Pillar Score of the FTSE Russell Sovereign Risk Monitor (SRM), FTSE Russell is seeking feedback on using
these enhanced scores in relevant FTSE ESG fixed income indices. The enhanced SRM scores are referred
to as 2SRM’ scores.

The FTSE ESG Government Bond Index Series incorporates a tilting methodology to adjust the index
weights of government bonds according to each country’s relative ESG score. The weight of each country is
based on the market capitalisation of its index-eligible debt and relative ESG performance, measured across
three distinct and quantitative Environmental, Social, and Governance pillars (E, S and G pillars) using the
SRM methodology.

This consultation provides the projected impact of the proposed use of 2SRM ESG scores in this
index series and invites index users to provide feedback on their preferences for implementation.
Index users and other stakeholders are invited to respond to info@ftserussell.com by Thursday 04 May
2023.

The consultation will be run according to FTSE Russell's Policy for Benchmark Methodology Changes. Any
potential changes will be subject to further review by FTSE Russell’s internal governance forums and
decided by FTSE Russell's Index Governance Board. FTSE Russell reserves the right to conduct further
consultations as necessary.

Should you have any questions regarding the consultation, please contact info@ftserussell.com.
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Evolution of the Sovereign Risk Monitor

In February 2023, FTSE Russell published a research paper detailing its proposal for comprehensive
enhancements to the Environmental Pillar Score of the FTSE Russell Sovereign Risk Monitor (SRM).

The SRM is designed to measure material financial risks from ESG factors for sovereign issuers, with data
available for 151 countries from 1999 onwards. SRM scores are incorporated into the methodology for
thematic FTSE fixed income ESG government bond indices.

Following increasing market maturity, customer feedback, and the World Bank Group’s review of sovereign
ESG models, FTSE Russell developed the following enhancements to the environmental pillar of the SRM:

e Improved integration of forward-looking climate risks, including temperature alignment and physical
risk.

e The inclusion of increasingly important themes such as biodiversity and food security.

e An adjustment to eliminate income bias in environmental scores.

Figure 1. An overview of the enhanced Environmental pillar
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Projected Impact to FTSE ESG Government
Bond Indices

FTSE Russell offers a variety of sustainable investment fixed income indices, designed to help investors to
integrate their sustainable investment strategy into their fixed income investments. Within this thematic family
of indices, the FTSE ESG Government Bond Index Series measures the performance of global government
bonds while incorporating a tilting methodology which adjusts index weights relative to each country’s
Environmental, Social, and Governance (ESG) performance.

The ESG performance assessment that underpins the FTSE ESG Government Bond Index Series is
designed to achieve improved ESG performance scores for the sovereign bond asset class utilising
geometric tilts on E, S, and G pillars. The ESG pillars are based on ESG factors developed by Beyond
Ratings as part of the Sovereign Risk Monitor (SRM) model.

According to published index methodology, the market value weights for each country within the FTSE ESG
Government Bond Index Series are rebalanced at each month-end based on their respective country index
ESG score. The index ESG scores are re-calculated monthly using E, S and G pillar scores, which are
updated and made available in the month following each quarter-end.

The proposed enhancements to the SRM, resulting in what is referred to as 2SRM’ scores, would
impact the E pillar score for relevant FTSE fixed income indices once implemented. Details of the
project impacted as overleaf.
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The figures below provide the projected impact to country weights for selected indices that comprise the
FTSE ESG Government Bond Index Series, using 2SRM scores to calculate the index ESG market value
weighting tilt, instead of the SRM scores currently being used in the indices.

These projections are based on February 2023 index profiles (with index data, such as market value weight,
as of January month-end) and are tilted using the latest Q4 2022 SRM and 2SRM updated scores.

Figure 1. Projected Impact for the FTSE ESG World Government Bond Index

Country Market SRM Raw Score 2SRM Raw Score SRM 2SRM
Value E S G E S G ESG Index | ESG Index Difference in
Weight Weight Weight ESG weight
United States 42.88% 56.87 | 77.09 | 86.34 | 58.23 | 73.83 | 79.91 | 40.07% 40.63% 0.56%
of America
Japan 13.81% 50.05 | 80.51 | 93.29 | 52.79 | 82.29 | 88.46 | 9.60% 13.75% 4.14%
France 7.40% 68.89 | 70.58 | 88.24 | 73.31 | 70.78 | 81.09 | 11.11% 10.01% -1.10%
Italy 6.52% 59.10 | 49.35 | 69.85 | 61.10 | 46.04 | 62.67 | 1.70% 1.76% 0.06%
Germany 5.66% 67.55 | 79.88 | 94.04 | 63.84 | 83.35 | 91.07 | 11.04% 9.30% -1.74%
Spain 4.34% 66.57 | 53.97 | 80.69 | 67.22 | 55.85 | 71.69 | 2.52% 2.36% -0.16%
United 4.26% 71.75 | 73.93 | 9164 | 71.39 | 76.19 | 86.97 | 7.82% 7.11% -0.72%
Kingdom
China 3.79% 56.12 | 62.93 | 4256 | 4593 | 61.04 | 39.89 | 0.80% 0.54% -0.26%
Canada 1.80% 66.80 | 72.88 | 95.12 | 68.97 | 71.15 | 92.32 | 3.02% 2.71% -0.31%
Belgium 1.63% 56.40 | 76.04 | 90.15 | 62.63 | 80.30 | 83.58 | 1.54% 2.22% 0.68%
Australia 1.41% 68.99 | 75.30 | 95.25 | 63.09 | 76.99 | 93.41 | 2.67% 2.11% -0.55%
Netherlands 1.31% 64.57 | 82.50 | 96.53 | 58.02 | 84.05 | 96.80 | 2.45% 1.86% -0.58%
Austria 1.04% 66.67 | 76.68 | 93.32 | 69.05 | 77.76 | 90.36 | 1.86% 1.79% -0.06%
Mexico 0.73% 55.28 | 47.66 | 31.65 | 58.73 | 43.75 | 35.75 | 0.08% 0.11% 0.03%
Ireland 0.56% 63.05 | 64.59 | 94.23 | 62.34 | 64.47 | 90.63 | 0.59% 0.55% -0.04%
Malaysia 0.49% 53.96 | 57.28 | 65.66 | 49.55 | 59.05 | 60.52 | 0.10% 0.11% 0.01%
Finland 0.44% 64.81 | 72.10 | 98.01 | 77.43 | 74.72 | 99.16 | 0.70% 0.88% 0.19%
Singapore 0.40% 54.62 | 70.98 | 95.04 | 4455 | 68.14 | 94.15 | 0.31% 0.21% -0.10%
Poland 0.40% 5751 | 60.41 | 71.50 | 60.66 | 64.12 | 64.62 | 0.15% 0.21% 0.06%
Israel 0.30% 61.11 | 7759 | 77.29 | 49.43 | 79.11 | 69.92 | 0.31% 0.17% -0.14%
Denmark 0.28% 7156 | 76.36 | 97.66 | 67.66 | 79.96 | 98.92 | 0.59% 0.54% -0.05%
New Zealand 0.20% 62.04 | 72.86 | 97.39 | 65.34 | 71.81 | 97.93 | 0.28% 0.29% 0.02%
Sweden 0.17% 71.35 | 70.08 | 96.78 | 83.87 | 76.02 | 97.21 | 0.30% 0.36% 0.06%
Norway 0.17% 76.22 | 81.38 | 97.61 | 91.88 | 85.21 | 99.03 | 0.40% 0.42% 0.02%
Turnover 5.83%

Index Effective Duration Yield to Maturity (%)

Market Value Weight WGBI 7.55 3.13

SRM Scores ESG WGBI 7.62 3.10

2SRM Scores ESG WGBI 7.81 3.02

Data as of January 2023 month-end. Source: FTSE Russell.
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Figure 2. Projected Impact for the FTSE ESG EMU Government Bond Index

Country Market SRM Raw Score 2SRM Raw Score SRM 2SRM _ _
v [TETS [ e [ E [ s [ o | E | ES | Remeer
Weight Weight
France 25.61% | 68.89 | 70.58 | 88.24 | 73.31 | 70.78 | 81.09 | 34.14% 37.10% 2.97%
Italy 22.54% 59.10 | 49.35 | 69.85 | 61.10 | 46.04 | 62.67 2.12% 3.02% 0.90%
Germany 19.58% 67.55 | 79.88 | 94.04 | 63.84 | 83.35 | 91.07 36.83% 30.33% -6.50%
Spain 15.01% 66.57 | 53.97 | 80.69 | 67.22 | 55.85 | 71.69 6.06% 6.81% 0.75%
Belgium 5.64% 56.40 | 76.04 | 90.15 | 62.63 | 80.30 | 83.58 2.93% 6.22% 3.29%
Netherlands 4.54% 64.57 | 82.50 | 96.53 | 58.02 | 84.05 | 96.80 7.79% 4.02% -3.76%
Austria 3.60% 66.67 | 76.68 | 93.32 | 69.05 | 77.76 | 90.36 6.07% 7.02% 0.95%
Ireland 1.94% 63.05 | 64.59 | 94.23 | 62.34 | 64.47 | 90.63 1.78% 1.69% -0.10%
Finland 1.53% 64.81 | 72.10 | 98.01 | 77.43 | 74.72 | 99.16 2.29% 3.80% 1.51%
Turnover 10.36%
Index Effective Duration Yield to Maturity (%)

Market Value Weight EGBI 7.27 2.92

SRM Scores ESG EGBI 7.53 2.61

2SRM Scores ESG EGBI 7.54 2.66

Data as of January 2023 month-end. Source: FTSE Russell.

Figure 3. Projected Impact for the FTSE ESG Emerging Markets Government Bond Index — Capped

Country Market 1SRM Raw Score 2SRM Raw Score 1SRM 2SRM
v\v/::gﬁt E B G E S G ESG ESG Difference
Index Index in ESG
Weight Weight weight
Indonesia 10.00% 56.28 31.73 49.40 59.09 29.14 47.16 3.20% 3.38% 0.18%
Thailand 10.00% 48.67 54.57 41.99 52.52 58.95 41.35 1.33% 2.51% 1.18%
China 10.00% 56.12 62.93 42.56 45.93 61.04 39.89 3.77% 1.34% -2.43%
Mexico 10.00% 55.28 47.66 31.65 58.73 43.75 35.75 0.27% 0.51% 0.23%
South Africa 9.66% 50.00 33.07 53.00 46.95 29.81 51.75 2.42% 3.82% 1.39%
Malaysia 8.44% 53.96 57.28 65.66 49.55 59.05 60.52 20.27% 19.62% -0.65%
Saudi Arabia 7.33% 48.22 53.08 47.69 36.54 51.32 42.92 2.06% 1.30% -0.76%
Poland 6.83% 57.51 60.41 71.50 60.66 64.12 64.62 27.74% 28.79% 1.05%
Philippines 6.44% 54.68 35.41 38.21 60.87 34.99 39.04 0.38% 0.56% 0.18%
Brazil 4.46% 59.78 58.06 40.80 71.13 49.25 41.21 1.47% 1.75% 0.28%
Colombia 3.59% 61.05 48.65 42.84 68.64 39.70 43.22 1.35% 1.27% -0.08%
Romania 3.19% 61.59 49.27 61.29 72.79 50.24 56.54 8.24% 8.19% -0.04%
Hungary 2.78% 62.12 66.27 69.16 69.17 69.94 62.55 13.71% 13.46% -0.25%
Turkey 2.52% 57.06 41.22 32.47 56.88 40.38 34.25 0.07% 0.06% -0.01%
Chile 2.47% 61.50 59.69 78.97 67.47 57.88 71.85 13.15% 12.75% -0.41%
Peru 2.30% 61.04 46.33 40.76 60.51 37.80 43.52 0.55% 0.70% 0.15%
Turnover 4.65%

FTSE Russell




Index Effective Duration Yield to Maturity (%)

Market Value Weight EMGBIC 5.65 6.49
SRM Scores ESG EMGBIC 5.22 6.17
2SRM Scores ESG EMGBIC 5.19 6.31

Data as of January 2023 month-end. Source: FTSE Russell.

Figure 4. FTSE ESG Emerging Markets US Dollar Government Bond Index Projected Impact — Top 10
Countries by Market Value Weight

Country Market SRM Raw Score 2SRM Raw Score SRM 2SRM
Value Difference in
Weight ESG weight
E S G E S G ESG ESG
Weight Weight
Chile 2.56% 61.50 59.69 78.97 67.47 57.88 71.85 9.84% 11.02% 1.17%
Uruguay 2.06% 63.32 65.25 85.72 67.12 66.08 78.65 8.61% 9.59% 0.99%
Qatar 5.40% 50.52 63.47 69.74 39.46 63.57 63.26 12.55% 8.32% -4.23%
Hungary 1.78% 62.12 66.27 69.16 69.17 69.94 62.55 6.31% 7.10% 0.78%
Argentina 4.64% 57.91 60.00 41.87 62.87 57.64 43.26 3.99% 5.51% 1.51%
Panama 3.52% 62.98 40.32 53.18 63.32 37.10 51.15 4.96% 5.09% 0.13%
Romania 1.71% 61.59 49.27 61.29 72.79 50.24 56.54 4.19% 4.95% 0.76%
Indonesia 6.56% 56.28 31.73 49.40 59.09 29.14 47.16 4.74% 4.93% 0.19%
Brazil 4.41% 59.78 58.06 40.80 71.13 49.25 41.21 3.57% 4.27% 0.70%
Dominican 2.75% 54.80 48.35 49.94 62.30 47.63 47.50 3.26% 4.01% 0.75%
Republic
Index Effective Duration Yield to Maturity (%)
Market Value Weight EMUSDGBI 7.58 7.98
SRM Scores ESG EMUSDGBI 8.46 6.54
2SRM Scores ESG EMUSDGBI 8.32 7.04

Data as of January 2023 month-end. Source: FTSE Russell.
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Consultation Feedback

FTSE Russell would like to seek feedback from index users on implementation preferences, such as the
notice period, for the incorporation of the 2SRM data scores within FTSE ESG government bond indices. We
also welcome the views of index users on any other aspects of the index methodology related to the use of
SRM scores.

Market participants are also invited to share feedback on the technical details of the proposed enhanced
Environmental Pillar Score of the Sovereign Risk Monitor.

Index users and other stakeholders are invited to respond to info@ftserussell.com by Thursday 04 May
2023.
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For more information about our indices, please visit ftserussell.com.

© 2023 London Stock Exchange Group plc and its applicable group undertakings (the “LSE Group”). The LSE Group
includes (1) FTSE International Limited (“FTSE”), (2) Frank Russell Company (“Russell”), (3) FTSE Global Debt Capital
Markets Inc. and FTSE Global Debt Capital Markets Limited (together, “FTSE Canada”), (4) FTSE Fixed Income Europe
Limited (“FTSE FI Europe”), (5) FTSE Fixed Income LLC (“FTSE FI”), (6) The Yield Book Inc (“YB”) and (7) Beyond
Ratings S.A.S. (“BR”). All rights reserved.

FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, YB and BR. “FTSE®”,
“Russell®”, “FTSE Russell®” “FTSE4Good®”, “ICB®”, “The Yield Book®” “Beyond Ratings®” and all other trademarks
and service marks used herein (whether registered or unregistered) are trade marks and/or service marks owned or
licensed by the applicable member of the LSE Group or their respective licensors and are owned, or used under licence,
by FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, YB or BR.

FTSE International Limited is authorised and regulated by the Financial Conduct Authority as a benchmark administrator.

All information is provided for information purposes only. Every effort is made to ensure that all information given in this
publication is accurate, but no responsibility or liability can be accepted by any member of the LSE Group nor their
respective directors, officers, employees, partners or licensors for any errors or for any loss from use of this publication
or any of the information or data contained herein.

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors make any claim,
prediction, warranty or representation whatsoever, expressly or impliedly, either as to the results to be obtained from the
use of FTSE Russell indices or the fitness or suitability of FTSE Russell indices for any particular purpose to which it
might be put. Indices cannot be invested in directly. Inclusion of an asset in an index is not a recommendation to buy, sell
or hold that asset. The general information contained in this publication should not be acted upon without obtaining
specific legal, tax, and investment advice from a licensed professional.

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors provide
investment advice and nothing in this document should be taken as constituting financial or investment advice. No
member of the LSE Group nor their respective directors, officers, employees, partners or licensors make any
representation regarding the advisability of investing in any asset or whether such investment creates any legal or
compliance risks for the investor. A decision to invest in any such asset should not be made in reliance on any
information herein. Indices cannot be invested in directly. Inclusion of an asset in an index is not a recommendation to
buy, sell or hold that asset nor confirmation that any particular investor may lawfully buy, sell or hold the asset or an
index containing the asset. The general information contained in this publication should not be acted upon without
obtaining specific legal, tax, and investment advice from a licensed professional.

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means,
electronic, mechanical, photocopying, recording or otherwise, without prior written permission of the applicable member
of the LSE Group. Use and distribution of the LSE Group index data and the use of their data to create financial products
require a licence from FTSE, Russell, FTSE Canada, FTSE Fl, FTSE FI Europe, YB, BR and/or their respective
licensors.
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About FTSE Russell

FTSE Russell is a leading global index provider creating and managing a
wide range of indices, data and analytic solutions to meet client needs
across asset classes, style and strategies. Covering 98% of the investable
market, FTSE Russell indices offer a true picture of global markets,
combined with the specialist knowledge gained from developing local
benchmarks around the world.

FTSE Russell index expertise and products are used extensively by
institutional and retail investors globally. For over 30 years, leading asset
owners, asset managers, ETF providers and investment banks have chosen
FTSE Russell indices to benchmark their investment performance and
create investment funds, ETFs, structured products and index-based
derivatives. FTSE Russell indices also provide clients with tools for asset
allocation, investment strategy analysis and risk management.

A core set of universal principles guides FTSE Russell index design and
management: a transparent rules-based methodology is informed by
independent committees of leading market participants. FTSE Russell is
focused on index innovation and customer partnership applying the highest
industry standards and embracing the IOSCO Principles. FTSE Russell is
wholly owned by London Stock Exchange Group.

For more information, visit ftserussell.com.

To learn more, visit ftserussell.com; email info@ftserussell.com; or call your regional
Client Service Team office:

EMEA North America Asia-Pacific

+44 (0) 20 7866 1810 +1 877 503 6437 Hong Kong +852 2164 3333
Tokyo +81 3 4563 6346
Sydney +61 (0) 2 8823 3521
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