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Ambiguous definition of
ESG investment leads to
misunderstanding

“Are ESG investment assets declining?”

The question has surfaced repeatedly over the
past one to two years.

So, what exactly is the definition of ESG
investing?
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Quarterly analysis

This report, authored in collaboration with SGX, reviews the development of
Japan's sustainability standards, the ESG performance of listed companies in
Japan compared to market-specific indices, and the growth of index-linked
SGX FTSE Blossom Japan Index Futures.

Key highlights from this quarter’s analysis:

e ESG investment assets appear to be growing, but the ambiguous and
broad definition of ESG may be misleading. It is important that ESG is a
key factor in investment assets

e Both the Blossom Japan and Blossom Sector Relative (SR) indices
maintained long-term outperformance relative to their benchmark with
strong quarterly performance led by ESG Factors

e SGX FTSE Blossom Japan Index Futures remain the only active Japan
ESG derivatives contract
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Are ESG investment assets
declining? — check the definition of
ESG investment

“Are ESG investment assets declining?”, “Has the ESG investment boom passed?”
These questions have been appearing frequently in public debate.

Before assessing these assets, it is important to clarify what ESG investing actually
means.

Principles of responsible investment (PRI) states it in the first of the six principles: “We
will incorporate ESG issues into investment analysis and decision-making processes.”
In addition, the PRI does not specifically mention "what ESG issues are incorporated
into investment decision-making" or "how much ESG is integrated into stock selection
of the portfolio” (to the best of our knowledge), and it seems that it is left to investors'
self-reporting. In other words, even if only a small portion of the process incorporates
ESG factors, it may still be classified as an ESG investment.

Sustainable investment assets are on
the rise - over 60% of total assets,
according to survey results

So what is the current state of sustainable investment in Japan?

According to a survey on sustainable investment assets by the NPO Japan
Sustainable Investment Forum (JSIF), the total amount of sustainable investment in
Japan is approximately 672 trillion yen (+7.4% year-on-year), and more than 60% of
Japan's investment balance is sustainable investment.

Exhibit 1. Trends in sustainable investment assets in the last 3 years

Year (trillion yen) 2023 2024 2025
Sustainable investment asset 538 626 672
Sustainable investment as a percentage o o o
of total assets under management 65.3% . .
(Answer) Number of institutions 63 61 56

Source: FTSE Russell, based on NPO Japan Sustainable Investment Forum [ H &Y 25 F 7 L8 (93 2024, Y RTFT

VIR EEEIRE 2025 EREIR.
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Broad scope - breakdown of
sustainable investment methods to
be noted

Next, let's take a look at the breakdown of the asset by method of sustainable
investment balance in the same report.

Exhibit 2. Sustainable investment asset by investment method

e e
ggllgtc); linked ESG Investment Index -Best 10 14 15
Equity linked ESG investment Index -Tilt 13 17 15
ESG Integration 439 451 464
Negative Screening 327 334 374
Screening based on international norms 165 178 220
Positive Screening 11 11 88
Sustainability Theme Investments 33 20 21
Impact Investing 2 1 3
Exercise of Voting Rights 21 264 263
Engagement 295 355 319

Source : FTSE Russell based on NPO Japan Sustainable Investment Forum [ A 27 7 /L& (1 # 2024, Y XTF+T )L
BEERSHE 2025 #ERER.

We can observe that ESG investment assets are increasing across most categories.

The first place in asset is "ESG integration", with nearly half of all assets under
management invested in 464 trillion yen in 2025. This may give the impression that a
large share of Japan’s investments are already ESG-focused.

FTSE Russell
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The ambiguous definition of ESG
“integration” may mislead to too large
asset

The definition of ESG integration is defined as follows, according to another JSIF
report.

Exhibit 3. Definition of ESG Integration by organizations

Organization Definition of ESG Integration

Consider ESG in financial analysis and
investment decisions. It can be done in a variety
of ways to suit the fund manager's investment
style and methodology.

CFA Association

Environmental, social and governance factors
should be systematically and explicitly
incorporated into financial analysis by fund
managers.

GSIA

Systematically and explicitly incorporate key ESG
PRI criteria into investment analysis and investment
decisions.

Source : FTSE Russell, based on NPO Japan Sustainable Investment Forum [ E{E#&%E FIADOHER |

Ultimately, there is no clear regulation specifying what ESG factors must be integrated
or to what extent, and it seems that it is left to investors' voluntary declaration.

In other methods, engagement comes in second place, and voting rights are fourth.
While these practices fall under responsible investment, many may still question
whether they qualify as ESG investing.

FTSE Russell
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Japanese FSA guide clearer ESG
investment with “key” factor

These practices are becoming common even among investors who do not explicitly
focus on stewardship or ESG. Investors and managers are likely obliged to at least
clearly disclose the content and results of the ESG activities, as well as the extent of
their impact on subsequent stock selection, as well as the excluded stocks and the
reasons for them.

In the “Partial Revision of the "Comprehensive Supervisory Guidelines for Financial
Instruments Operators, etc - VI— 2 — 3 — 5 Considerations for ESG considerations

(2) Scope of ESG Investment Trusts” issued by Japanese FSA for the ESG
investment trusts, it defined as follows:

For the purposes of these Supervisory Guidelines, ESG investment trusts shall be
public investment trusts that fall under the following categories:

1. ESG is a key factor in the selection of investment assets, and
2. Describe the contents of (1) in the "Objective and Characteristics of the
Fund" section of the Prospectus

Key factor’ does not imply a minor contribution, such as 10%, but at least 50%, or 70-
80% or more in general sense, which means that ESG is a factor in the selection of
investment assets, and if it is not disclosed, it should not be called an ESG investment
trust. (It is said that this revision has significantly reduced the number of ESG-branded
investment trusts.) This seems to be similar to the European SFDR*.

*The Sustainable Finance Disclosure Regulation (SFDR) is a sustainability disclosure regulation for
financial products enforced by the EU in March 2021. The purpose of this program is to require financial
market participants and financial advisors to disclose information on ESG (environmental, social, and
governance) to prevent greenwashing (superficial environmental considerations) and to provide highly
transparent information
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ESG should be “key” factor in the
selection in the definition of ESG
Investment

In response to questions and editorials such as ‘Is ESG investment slowing?’ and
‘Has the ESG investment boom passed?’, in line with the definition of the Financial
Services Agency, it can be said that ‘ the pool of assets that genuinely rely on ESG as
a primary stock-selection factor may actually be quite limited and may not grow to
become significant.

For reference, the FTSE JPX Blossom Japan Index is classified as a positive
screening that is overwhelmingly lower assets than other methods in Exhibit 2. Each
stock in the portfolio is selected based entirely on ESG considerations in FTSE JPX
Blossom Japan Index.
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The FTSE Blossom Index Series
finishes CY2025 with strong quarterly
gains driven by ESG factors

Exhibit 4. The FTSE Blossom Index Series has maintained long-term
outperformance vs the benchmark

— FTSE Blossom Japan Index

FTSE Blossom Japan Sector Relative Index

— FTSE Japan All Cap Index Mﬁ

O O PO ool
S
Source: FTSE Russell. Data as of December 31, 2025.

The FTSE JPX Blossom Japan Series maintained strong performance in the
2025/10-12 quarter, which also resulted in the strong outperformance over the
benchmark for the full year 2025. FTSE JPX Blossom Japan delivered an excess
return of +708 bps for the quarter (of which ESG factors contributed +542 bps) and
+850 bps for the full year (with ESG factors contributing +480 bps). FTSE JPX
Blossom Japan Sector Relative also recorded quarterly excess returns of +203 bps
(ESG factors +285 bps) and full-year excess returns of +327 bps (ESG factors +277
bps).

The Blossom series marks its 10th anniversary this period since its inception at the
end of December 2015. Looking back over the past ten years, Blossom Japan has
delivered exceptionally strong performance, achieving a cumulative excess return of
+3,062 bps against the benchmark. Detailed attribution analysis further shows that the
primary driver of this outperformance was not traditional factors such as industry
allocation, value, or momentum, but rather ESG factors, which contributed +2,389
bps. These facts provide the objective evidence that improvements in ESG scores by
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Japanese listed companies have been well recognized by the investors in Japan and
have generally contributed to enhancing the companies’ corporate value.

Exhibit 5. Attribution Analysis for the FTSE Blossom Japan Index (bps)

Industry Value Quality Volatility Momentum ESG Residual Total Excess

2015/12 - 2023112 187 163 155 -166 183 1,146 233 1,217
2015112 - 2024/3 178 203 158 214 402 1,612 277 1,945
2015/12 - 2024/6 250 210 157 221 219 1,875 266 2,042
2015/12 - 202419 -225 199 187 203 266 1,632 377 1,858
2015/12 - 2024112 281 214 155 215 322 1,910 418 2,212
2015/12 - 2025/3 -229 207 92 200 309 1,570 414 1,980
2015/12 - 2025/6 248 210 129 238 206 1,571 a7 1,000
2015/12 - 2025/9 -248 260 104 283 348 1,847 534 2,354
2015/12 - 202512 275 284 123 318 376 2,389 728 3,062
R 9 40 3 .48 218 466 45 728
Q“"gggLE_’:""" 72 6 1 7 -83 263 -12 a7

Q"";gg:‘gg"ﬂe 25 11 30 18 .53 .243 11 184
S 56 15 32 12 56 278 41 354

Quaggafgme 51 6 63 14 12 339 3 233
Q“";g;g_‘c_’:me -19 3 38 .38 17 1 3 71

TEETE 1 49 2 -44 21 276 116 445
ngg;%%rm 28 25 19 -35 29 542 194 708

Source: FTSE Russell, Data as of September 30, 2025. Data covers the period from December 31, 2015, to December 31,
2025.
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Exhibit 6. Attribution Analysis for the FTSE Blossom SR Index (bps)

Quality Volatility Momentum Residual Total Excess

2015/12 - 2023/12 24 34 -151 60 255 663 107 823
2015/12 - 202473 2 9 3 -162 176 1,188 63 1,147
201512 - 2024/6 57 12 3 164 153 1,321 99 1,164
2015/12 - 2024/9 28 44 170 69 307 915 12 1,011
2015/12 - 2024/12 -60 45 170 74 324 1,056 0 1122
2015/12 - 2025/3 18 42 -152 62 308 888 58 1,065
2015/12 - 2025/6 23 50 181 89 328 808 72 1,055
2015/12 - 2025/ 0 40 167 116 361 1,048 80 1,246
2015/12 - 2025/12 0 33 189 131 390 1333 14 1,449
Q"“;gz": _,?';"99 2 25 148 102 79 526 -170 324
Quariory Timeo -59 4 -0 2 23 133 36 17

St 20 32 167 95 154 -406 111 153
Qu;g;mg:azme 31 1 1 5 17 141 12 11

Q““% _,?':“9‘* 41 3 18 13 -16 -169 58 57

LR 5 8 29 27 20 10 14 -10

Q““;gg _,?';“99 23 -10 14 27 33 150 8 191

Q“;g;;ﬁ 3'1“2“9‘* 1 b 2 45 29 285 66 203

Source: FTSE Russell, Data as of September 30, 2025. Data covers the period from December 31, 2015, to December 31,
2025.
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The SGX FTSE Blossom Japan
Index Futures remain the sole active
ESG derivatives contract for the
Japanese market

As we enter 2026, the SGX FTSE Blossom Japan Index Futures contract retains its
position as the only active Japan ESG derivatives contract.

This has been supported by flexible execution options for participants, with active and
sizeable block trading complemented by on-screen liquidity in both the day and
overnight sessions.

Exhibit 7. Evolution of activity on the SGX FTSE Blossom Japan Index Futures

Open Interest and Daily Average Volume
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Source: SGX. Data as of March 2023 — December 2025. Past performance is no guarantee of future results. Please see end
for important legal disclosures.
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In 2025, the SGX FTSE Blossom Japan Index Futures continued to be used as a
tool for dividend equitization, during the major dividend seasons in Japan (in March

and September).

The next such cycle will occur in March (highlighted in the red boxes below, with
September’s cycles in blue), where we have historically seen this use case in action.

Through the March Dividend Season over the years, the Open Interest has increased

by at least US$50M.

Exhibit 8. Increase in Open Interest around the September dividend season

Open Interest through Dividend Season
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About Singapore Exchange (SGX
Group)

We are Asia’s leading and trusted securities and derivatives market infrastructure, operating equity, fixed
income, currency and commodity markets to the highest regulatory standards. We also operate a multi-
asset sustainability platform, SGX FIRST or Future in Reshaping Sustainability Together (sgx.com/first).
We are committed to facilitating economic growth in a sustainable manner leveraging our roles as a key
player in the ecosystem, a business, regulator and listed company. With climate action as a key priority,
we aim to be a leading sustainable and transition financing and trading hub offering trusted, quality, end-
to-end products and solutions. As Asia’s most international, multi-asset exchange, we provide listing,
trading, clearing, settlement, depository and data services, with about 40% of listed companies and over
80% of listed bonds originating outside of Singapore. We are the world’s most liquid international market
for the benchmark equity indices of China, India, Japan and ASEAN. In foreign exchange, we are Asia’s
leading marketplace and most comprehensive service provider for global FX over-the-counter and futures
participants. Headquartered in AAA-rated Singapore, we are globally recognised for our risk
management and clearing capabilities. For more information, please visit https://regco.sgx.com/

SGX Disclaimer

This document/material is not intended for distribution to, or for use by or to be acted on by any person or
entity located in any jurisdiction where such distribution, use or action would be contrary to applicable
laws or regulations or would subject Singapore Exchange Limited (“SGX”) and/or its affiliates (collectively
with SGX, the “SGX Group Companies”) to any registration or licensing requirement. This document/
material is not an offer or solicitation to buy or sell, nor financial advice or recommendation for any
investment product. This document/material has been published for general circulation only. It does not
address the specific investment objectives, financial situation or particular needs of any person. Advice
should be sought from a financial adviser regarding the suitability of any investment product before
investing or adopting any investment strategies. Use of and/or reliance on this document/material is
entirely at the reader’s own risk. Investment products are subject to significant investment risks, including
the possible loss of the principal amount invested. Past performance of investment products is not
indicative of their future performance. Any forecast, prediction or projection in this document/material is
not necessarily indicative of the future or likely performance of the product. Examples (if any) provided
are for illustrative purposes only. While each of the SGX Group Companies have taken reasonable care
to ensure the accuracy and completeness of the information provided, each of the SGX Group
Companies disclaims any and all guarantees, representations and warranties, expressed or implied, in
relation to this document/material and shall not be responsible or liable (whether under contract, tort
(including negligence) or otherwise) for any loss or damage of any kind (whether direct, indirect or
consequential losses or other economic loss of any kind, including without limitation loss of profit, loss of
reputation and loss of opportunity) suffered or incurred by any person due to any omission, error,
inaccuracy, incompleteness, or otherwise, any reliance on such information, or arising from and/or in
connection with this document/material. The information in this document/material may have been
obtained via third party sources and which have not been independently verified by any SGX Group
Company. No SGX Group Company endorses or shall be liable for the content of information provided by
third parties (if any). The SGX Group Companies may deal in investment products in the usual course of
their business, and may be on the opposite side of any trades. Each of SGX, Singapore Exchange
Securities Trading Limited and Singapore Exchange Bond Trading Pte. Ltd. is an exempt financial
adviser under the Financial Advisers Act (Cap. 110) of Singapore. The information in this document/
material is subject to change without notice. This document/material shall not be reproduced,
republished, uploaded, linked, posted, transmitted, adapted, copied, translated, modified, edited or
otherwise displayed or distributed in any manner without SGX’s prior written consent. Please note that
the general disclaimers and jurisdiction specific disclaimers found on SGX’s website at
http://www.sgx.com/terms-use are also incorporated into and applicable to this document/material.
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ABOUT FTSE RUSSELL

FTSE Russell is a leading global provider of index and benchmark solutions, spanning diverse asset classes and investment objectives. As a trusted investment partner
we help investors make better-informed investment decisions, manage risk, and seize opportunities.

Market participants look to us for our expertise in developing and managing global index solutions across asset classes. Asset owners, asset managers, ETF providers
and investment banks choose FTSE Russell solutions to benchmark their investment performance and create investment funds, ETFs, structured products, and index-
based derivatives. Our clients use our solutions for asset allocation, investment strategy analysis and risk management, and value us for our robust governance process
and operational integrity.

For over 40 years we have been at the forefront of driving change for the investor, always innovating to shape the next generation of benchmarks and investment
solutions that open up new opportunities for the global investment community.

ABOUT LSEG
LSEG is a leading global financial markets infrastructure and data provider, playing a vital social and economic role in the world’s financial system.

With our open approach, trusted expertise and global scale, we enable the sustainable growth and stability of our customers and their communities. We are dedicated
partners with extensive experience, deep knowledge and a worldwide presence in data and analytics; indices; capital formation; and trade execution, clearing and risk
management across multiple asset classes.

LSEG is headquartered in the United Kingdom, with significant operations in 65 countries across EMEA, North America, Latin America and Asia Pacific. We employ over
26,000 people globally, more than half located in Asia Pacific. LSEG’s ticker symbol is LSEG.

CONTACT US
To receive our research and insights email and Market Maps reports, directly to your inbox, subscribe here.
To learn more, visit Iseg.com/ftse-russell; email info@ftserussell.com; or call your regional Client Service team office:
EMEA +44 (0) 20 7866 1810 Asia-Pacific
North America +1 877 503 6437 Hong Kong +852 2164 3333
Tokyo +81 3 6441 1430
Sydney +61 (0) 2 7228 5659

Disclaimer

© 2026 London Stock Exchange Group plc and its applicable group undertakings (“LSEG”). LSEG includes (1) FTSE International Limited (“FTSE”), (2) Frank Russell Company
(“Russell”), (3) FTSE Global Debt Capital Markets Inc. “FTSE Canada”, (4) FTSE Fixed Income LLC (“FTSE FI"), (5) FTSE (Beijing) Consulting Limited (“‘WOFE”), FTSE EU SAS
("FTSE EU"). All rights reserved.

FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, FTSE FI, WOFE, FTSE EU and other LSEG entities providing LSEG Benchmark and Index services. “FTSE®,
“Russell®, “FTSE Russell®”, “FTSE4Good®, “ICB®”, “Refinitiv’, “WMR™”, “FR™"” and all other trademarks and service marks used herein (whether registered or unregistered) are
trademarks and/or service marks owned or licensed by the applicable member of LSEG or their respective licensors.

FTSE International Limited is authorised as a Benchmark Administrator and regulated in the United Kingdom (UK) by the Financial Conduct Authority ("FCA") according to the UK
Benchmark Regulation, FCA Reference Number 796803. FTSE EU SAS is authorised as Benchmark Administrator and regulated in the European Union (EU) by the Autorité des
Marches Financiers (“AMF”) according to the EU Benchmark Regulation.

All information is provided for information purposes only. All information and data contained in this publication is obtained by LSEG, from sources believed by it to be accurate and
reliable. Because of the possibility of human and mechanical inaccuracy as well as other factors, however, such information and data is provided "as is" without warranty of any kind.
No member of LSEG nor their respective directors, officers, employees, partners or licensors make any claim, prediction, warranty or representation whatsoever, expressly or impliedly,
either as to the accuracy, timeliness, completeness, merchantability of any information or LSEG Products, or of results to be obtained from the use of LSEG products, including but not
limited to indices, rates, data and analytics, or the fitness or suitability of the LSEG products for any particular purpose to which they might be put. The user of the information assumes
the entire risk of any use it may make or permit to be made of the information.

No responsibility or liability can be accepted by any member of LSEG nor their respective directors, officers, employees, partners or licensors for (a) any loss or damage in whole or in
part caused by, resulting from, or relating to any inaccuracy (negligent or otherwise) or other circumstance involved in procuring, collecting, compiling, interpreting, analysing, editing,
transcribing, transmitting, communicating or delivering any such information or data or from use of this document or links to this document or (b) any direct, indirect, special,
consequential or incidental damages whatsoever, even if any member of LSEG is advised in advance of the possibility of such damages, resulting from the use of, or inability to use,
such information.

No member of LSEG 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 LSEG 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 and rates cannot be invested in directly. Inclusion of an asset in an index or rate 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 or rate 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.

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index and/or rate returns shown may not represent the results of the
actual trading of investable assets. Certain returns shown may reflect back-tested performance. All performance presented prior to the index or rate inception date is back-tested
performance. Back-tested performance is not actual performance, but is hypothetical. The back-test calculations are based on the same methodology that was in effect when the index
or rate was officially launched. However, back-tested data may reflect the application of the index or rate methodology with the benefit of hindsight, and the historic calculations of an
index or rate may change from month to month based on revisions to the underlying economic data used in the calculation of the index or rate.

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions that ultimately may prove to be inaccurate.
Such forward-looking assessments are subject to risks and uncertainties and may be affected by various factors that may cause actual results to differ materially. No member of LSEG
nor their licensors assume any duty to and do not undertake to update forward-looking assessments.

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 LSEG. Use and distribution of LSEG data requires a licence from LSEG and/or its licensors.

The information contained in this report should not be considered “research” as defined in recital 28 of the Commission Delegated Directive (EU) 2017/593 of 7 April 2016
supplementing Directive 2014/65/EU of the European Parliament and of the Council (“MiFID II”) and is provided for no fee.
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