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Our philosophy 

 

Our approach to implementing ESG considerations 
When we conduct a historical comparison between leading ESG indices and the TOPIX, it is apparent that ESG indices do not 
always outperform the market. This implies that investing in companies with superior ESG policies on its own is insufficient for 
outperformance. Instead, a well-conceived approach is necessary when implementing ESG considerations. As with any 
investment, appropriate stock selection and portfolio management are crucial to improve performance and control risk within an 
ESG strategy.  
 
The Japan Equity team believes that a superior ESG investment process should:  

- Pursue alpha through a combination of financial and non-financial information, including ESG 
- Focus on ESG factors that lead to future earnings and strengthen competitiveness 
- Involve consistent engagement with corporate management teams  

 
ESG integration and ESG active ownership 
At Nikko AM, ESG is a central element of our management philosophy and something we believe to be essential for putting 
fiduciary principles into practice. We are therefore working to integrate ESG into all our investment decisions. Covering the Japan 
Equity team, the firm launched the Stewardship and Proxy Voting (S&PV) Committee in 2014, the Stewardship and Voting Rights 
Policy Oversight Committee (which oversees what is discussed at the S&PV Committee) in June 2016, and the ESG Global Steering 
Committee in November 2016, all of which meet quarterly. 
 
ESG is implemented in our investment processes through taking two approaches: ESG integration and ESG active ownership. ESG 
Integration is defined as using ESG information to generate alpha. ESG active ownership is defined as engaging with companies 
to enhance capital efficiency and shareholder returns.  

 
 
 
 
 

Taking a strong approach to ESG issues is a necessary condition for companies to generate new growth. By investing in the 
stocks of such companies, we believe that excess returns can be achieved over the medium to long term. 

The Japan Equity team aims to generate alpha by picking companies with superior ESG policies through a stock selection 
process that combines both negative and positive screening, and an optimization process that incorporates thorough 
management of risks. 
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1. ESG integration 
a. CSV evaluations of individual stocks: Positive screening  

All Japan equity active investment strategies incorporate 
CSV evaluations*, which take ESG factors into 
consideration. CSV, or creating shared value, is a 
methodology that assesses how companies balance their 
engagement of ESG issues on one hand, and the pursuit 
of profitability and competitiveness on the other, in order 
to create value for both society and shareholders. Our 
analyst research has incorporated CSV evaluations since 
2013. 

 
*CSV evaluation: a score which applies the CSV theory proposed by 
Harvard University professor Michael Porter (that creating social 
value leads to economic value) by comprehensively evaluating a 
firm its competitiveness, ESG factors and financial strength.  
 

 
 

b. Approach to firms with governance risk: Negative screening 
Firms that have been involved in criminal conduct/fraud and/or accounting fraud, or that have caused environmental or social 
problems, are classified as having governance risk. The Japan equity team excludes firms with perceptible corporate governance 
risk from its investment universe, while also seeking to promote better governance by engaging with the firms it invests in.  

  
 

2. ESG active ownership 
- The Stewardship and Voting Rights Policy Oversight Committee was formed in June 2016. Members, most of whom 

are from outside the firm, focus on whether Nikko AM’s proxy voting and engagement are in line with investor interests.  
 

- Active Ownership Group was established in March 2017 to specialize in engagement with small and mid-sized firms. 
Two active ownership analysts cover all names listed on the Tokyo Stock Exchange First Section outside of the 1000-
name sector analyst research universe. These include stocks in passively managed portfolios (approximately 1,070 
names). Analysts prioritize firms to engage with based on considerations including corporate earnings, asset efficiency 
and shareholder return. Engagement reports are created to track progress and be shared internally; feedback is also 
provided to active investment portfolio managers.  
 

- The Japan Equity team contributes to the continued growth of investee companies through engagement and proxy 
voting. It also acted ahead of competitors in disclosing proxy voting records on its public website from 2002. With the 
objective of aligning its stewardship activities (e.g. proxy voting) with the faithful execution of its fiduciary duty, the team 
works to ensure that these activities are based on a consistent decision-making process and appropriate decision-
making criteria. 
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Japan equity ESG strategy lineup  

 
 

 

 

 

  

Japan ESG Equity 
Strategy

• Uses ecological 
screenings by The Good 
Bankers (a Japanese 
leader in ecological 
research) and CSV ratings 
by Nikko AM

• Aims to secure active 
return over the mid to 
long term by investing in 
environmentally friendly 
firms with strong profits 
and growth potential

Japan Equity CSV 
Active Strategy

• Invest mainly in stocks of 
firms that combine social 
contributions with 
medium-and long-term 
corporate growth

• Analysts assess stocks by 
assigning ESG points, 
competitiveness points, 
and financial strength 
points and adding them 
together to calculate CSV 
scores

• Based on research 
produced by analysts, 
portfolio managers 
construct portfolios while 
comprehensively 
considering valuations 
and other such factors

Japan Equity SRI 
Concentrated 

Investment Strategy

• Aim to obtain excess 
return by investing in 
stocks of firms listed on 
the Japanese stock 
market that not only 
excel in efforts to resolve 
environmental problems, 
but also have strong 
records on training, 
treating employees well 
and contributing to 
society

• Select stocks by 
narrowing them down 
based on SRI ratings 
provided by advisory firm 
The Good Bankers

• The portfolio manager 
builds the portfolio by 
selecting stocks in 
consideration of factors 
such as earnings and 
valuations

Japan Equity 
ESG/CSV Smart Beta 

Strategy

• Within TOPIX 500, 
determine names to 
invest in using 
“quantitative CSV scores”, 
calculated based on 
firms’ labor productivity 
and efficiency in 
investing in personnel, 
and “qualitative CSV 
scores” calculated by 
analysts

• Names with low scores 
are excluded from the 
portfolio (negative 
screening)

• Portfolios are also 
constructed based on 
investment weighting 
calculations that factor in 
float-adjusted market 
capitalizations

• Rebalanced monthly

Nikko AM’s Commitments: 
Nikko AM has been a signatory of United Nations Principles for Responsible Investing (UN PRI) since 2007.  Nikko AM has 
also launched Japan’s first SRI fund and has a history of innovation across all asset classes.  Our adoption of the Japan 
Stewardship Code is set out on our website. 
 
Nikko AM is a member/signatory of the following organisations and initiatives: 
 
– Principles for Financial Action for the 21st Century: Nikko AM actively engaged in initiatives from Japan's Ministry of  

Environment as one of the members of the drafting committee, and we are a steering committee member of Principles  
for Financial Action for the 21st Century 

 
– CDP (formerly Carbon Disclosure Project) – Nikko AM is a signatory since 2006, a global disclosure system that enables  

companies to measure and manage their environmental impacts. 
 

It is important to note that we do not exclude particular asset types, industry sectors or securities wholly on moral or ethical grounds,  
unless this is expressly built into the product’s investment strategy or client agreement. 
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Important Information 
This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution only under such 
circumstances as may be permitted by applicable laws. This document does not constitute investment advice or a personal recommendation 
and it does not consider in any way the suitability or appropriateness of the subject matter for the individual circumstances of any recipient.  

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or 
participate in any trading strategy. Moreover, the information in this material will not affect Nikko AM’s investment strategy in any way. The 
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not 
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or 
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates 
or prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own 
judgment. Opinions stated in this document may change without notice.  

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of 
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal 
investment. The mention of individual stocks, sectors, regions or countries within this document does not imply a recommendation to buy or 
sell.  

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided 
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.  

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko 
AM is strictly prohibited. 

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is 
it intended for distribution to persons in Japan.  Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) 
No. 368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association/Japan Securities Dealers 
Association. 

United Kingdom and rest of Europe: This document constitutes a financial promotion for the purposes of the Financial Services and Markets 
Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United Kingdom (the FCA Rules). 

This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United Kingdom by the FCA 
(122084). It is directed only at (a) investment professionals falling within article 19 of the Financial Services and Markets Act 2000 (Financial 
Promotions) Order 2005, (as amended) (the Order) (b) certain high net worth entities within the meaning of article 49 of the Order and (c) 
persons to whom this document may otherwise lawfully be communicated (all such persons being referred to as relevant persons) and is only 
available to such persons and any investment activity to which it relates will only be engaged in with such persons. 

United States:  This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any 
investments. This document should not be regarded as investment advice.  This document may not be duplicated, quoted, discussed or 
otherwise shared without prior consent. Any offering or distribution of a Fund in the United States may only be conducted via a licensed and 
registered broker-dealer or a duly qualified entity. Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser. 

Singapore: This document is for information only with no consideration given to the specific investment objective, financial situation and 
particular needs of any specific person. You should seek advice from a financial adviser before making any investment. In the event that you 
choose not to do so, you should consider whether the investment selected is suitable for you. Nikko Asset Management Asia Limited is a 
regulated entity in Singapore. 

Hong Kong: This document is for information only with no consideration given to the specific investment objective, financial situation and 
particular needs of any specific person. You should seek advice from a financial adviser before making any investment. In the event that you 
choose not to do so, you should consider whether the investment selected is suitable for you. The contents of this document have not been 
reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko Asset Management Hong Kong Limited is a 
licensed corporation in Hong Kong. 

Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM Australia) is responsible for the distribution of this information in Australia. Nikko 
AM Australia holds Australian Financial Services Licence No. 237563 and is part of the Nikko AM Group. This material and any offer to provide 
financial services are for information purposes only. This material does not take into account the objectives, financial situation or needs of any 
individual and is not intended to constitute personal advice, nor can it be relied upon as such. This material is intended for, and can only be 
provided and made available to, persons who are regarded as Wholesale Clients for the purposes of section 761G of the Corporations Act 2001 
(Cth) and must not be made available or passed on to persons who are regarded as Retail Clients for the purposes of this Act. If you are in any 
doubt about any of the contents, you should obtain independent professional advice. 

New Zealand: Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562) is the licensed Investment Manager of Nikko 
AM NZ Investment Scheme, Nikko AM NZ Wholesale Investment Scheme and the Nikko AM KiwiSaver Scheme. This material is for the use of 
researchers, financial advisers and wholesale investors (in accordance with Schedule 1, Clause 3 of the Financial Markets Conduct Act 2013 in 
New Zealand). This material has been prepared without taking into account a potential investor’s objectives, financial situation or needs and is 
not intended to constitute personal financial advice, and must not be relied on as such. Recipients of this material, who are not wholesale 
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investors, or the named client, or their duly appointed agent, should consult an Authorised Financial Adviser and the relevant Product 
Disclosure Statement or Fund Fact Sheet (available on our website: www.nikkoam.co.nz). 

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No 
offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee 
only and must not be passed to, issued to, or shown to the public generally.  

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the 
Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private 
placement or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No 
private or public offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in 
Kuwait. No marketing or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.  

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and 
regulated by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the 
United Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or 
published in full or in part for any purpose whatsoever without a prior written permission from Nikko AME.  

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or 
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is 
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not 
therefore benefit from any protections that would be available to such clients.   

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any 
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or 
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant 
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Bank group and not available to 
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may 
not be eligible for sale in some states or countries, and they may not be suitable for all types of investors.  

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by 
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an 
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the 
Executive Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any 
contract of whatsoever nature within the territory of the Sultanate of Oman.  

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an 
independent investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public 
and should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose 
whatsoever without a prior written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your 
jurisdiction and any inquiries regarding the Strategies should be made to Nikko AME.  

United Arab Emirates (excluding DIFC):  This document and the information contained herein, do not constitute, and is not intended to 
constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being 
offered to a limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in 
an investment in such Strategy, and (b) upon their specific request.  

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any 
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should 
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration 
thereof).  

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd. 
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