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Price-to-Book is Back 

 

The Tokyo Stock Exchange (TSE) is currently finalizing what Dalton Investments believes may be the 
single most significant development in the Japanese markets since the adoption of Abenomics. To recap, 
in April 2022, the TSE announced that companies would be reorganized into three sections – Prime, 
Standard and Growth – aimed at increasing the value of listed companies and attracting investors. Of 
the three, the top-tier Prime section would have the most rigorous listing standards related to liquidity 
(daily trading volumes and tradeable market capitalization), corporate governance and business 
performance (profitability and shareholder equity). Companies that did not meet them would be 
delisted or moved to a lower section of the stock exchange. However, the TSE was criticized for the 
limited immediate impact of the reforms, allowing over 1,800 companies to remain in the Prime section, 
including allowing almost 300 companies that did not fully comply with the new listing requirements to 
remain in the Prime section on a temporary basis. The TSE at the time set no clear end to this 
transitional period.  

In January 2023, the TSE announced plans to firm up its previous reforms with hard deadlines for non-
conforming companies, but perhaps more importantly, to require non-compliant companies to disclose 
action plans to increase their Price/Book ratio to 1x. This has the potential to be a huge boon to the 
Japanese market and particularly to value managers with a focus on engagement or activism. 

In its presentation to the market, the TSE notes that across the Prime and Standard sections, over 1,800 
companies trade for below 1x Price/Book – an anomaly globally. The group of companies included titans 
such as Toyota, Mitsubishi and Honda, with the group collectively representing some USD 2trn in market 
capitalization. If this group were to suddenly re-rate to the modest valuation of 1x Price/Book, Dalton 
estimates this would represent a market cap-weighted upside move in share prices of around 35% (or 
USD 700bn of value creation). Of course, for stock pickers the potential gains could be even higher – the 
TSE notes that 699 companies in the Prime and Standard sections trade below 0.5x Price/Book! 
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Price/Book Ratio Global Comparison 
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What is changing? 

Two major changes will be implemented by the TSE in Spring 2023, with others to follow later in the 
year: 

1. Introducing a hard deadline for compliance with the listing requirements. This will be either 
March 2024 or March 2025 (to be finalized), with a one-year probation period proposed. 

2. TSE will engage with companies as follows: 
a. Company management teams and boards of directors will be requested to discuss the 

stock price and/or market capitalization of the company, with an understanding of the 
company’s cost of capital and return on invested capital, and look to make necessary 
policies and improvements, if required 

b. If the company continuously trades at a Price/Book ratio of less than 1.0x, the TSE will 
require more robust disclosures from the company, which include specific goals and 
processes to improve the Price/Book ratio 

c. In order to reflect measurable improvements for the benefit of investors, companies will 
be asked to provide periodic updates 
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Why the change? 

Following market disappointment around the impact of the TSE’s reforms of April 2022, a 
forum/working group was formed, including academics, Japan’s Ministry of Economy, Trade and 
Industry (METI), Japan Exchange Group (JPX, the parent company of the TSE) and asset managers to 
discuss ongoing issues in the Japanese market and the changes required for higher overall stock prices 
to be achieved in Japan. JPX and the government now recognize that while many Japanese corporate 
management teams are world-class operators, they are frequently lacking in financial literacy, resulting 
in poor capital allocation, a low return on equity (ROE) and consequently a low Price/Book ratio. This 
limited financial literacy generally leads to a lack of understanding amongst management teams of the 
concept of “cost of capital” for their companies. 

To achieve change, JPX believes it needs to shift the mindset for Japanese management teams from 
“profit and loss-driven” business management to “balance sheet and cash flow” business management. 
JPX has also expressed that drastic changes are required to reduce the number of companies with a 
Price/Book ratio of less than 1x. 

 

What is the likely impact on the market? 

In late January 2023, US activist Elliot appeared amongst the public ownership of Dai Nippon Printing 
(DNP, 7912), a conglomerate holding several leading businesses, including the metal masks used in OLED 
(Organic Light-Emitting Diode) manufacturing and lithium-ion battery pouches. Years of poor capital 
allocation had led to the massive over-capitalization of the business, structurally low ROE (averaging just 
3%) and a low Price/Book ratio (between 0.6 and 0.7x). Within two weeks of Elliot’s arrival, DNP 
announced a plan to undertake “the largest acquisition of treasury shares in DNP’s history” to “create 
sustained business value and shareholder value with an ROE target of 10%, and expedite achieving a 
Price/Book ratio of more than 1x”. 

While the above could simply been seen as reflecting management’s reaction to Elliot’s aggressive 
reputation, perhaps more informative of the changes underway was the February 2023 announcement 
from watch-maker Citizen Watch that it would be buying back 22.1% of outstanding shares, 
instantaneously driving up its ROE and Price/Book ratio (along with its stock price!). This dramatic 
change in capital allocation policy was all the more remarkable for the apparent lack of an activist 
driving this change. 
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This for us is the key point. After many years of assiduous efforts to encourage better governance and 
capital allocation, Japanese activist managers such as Dalton now have new and immensely powerful 
peer activists – the TSE and ultimately the Japanese government. Based on our continued dialogue with 
both groups, we have been delighted to see an increasing desire to provide actively engaged investors 
like Dalton with the tools to encourage company managements to do their jobs in increasing corporate 
values. Indeed, based in part on our conversations with senior management at the TSE, and building on 
our past engagement efforts (Dalton was responsible for 13 of the total 55 companies that received 
shareholder proposals in 2022), we decided to support the goals of the TSE by sending a letter to all 
portfolio companies in December, notifying them of our intention to submit shareholder proposals in 
the upcoming AGM season, with specific requests for material improvements in the following key areas: 

• Capital allocation - returning excess cash to shareholders through dividends and share buybacks 
– resulting in an increase in ROE (and likely raising the Price/Book ratio to the desired minimum 
of 1.0x) 

• Board diversity – aiming for a majority of independent directors and increasing the 
representation of women on corporate boards 

• Alignment of interest – putting in place significant restricted stock compensation (rather than 
cash compensation) for senior management 
 

While the details of the updated TSE reforms remain to be ironed out, their direction is clear, as they 
resolutely pursue better governance, to make Japanese equities more attractive to investors. Dalton 
expects the following results from the new reforms: 

• Strong absolute returns from low Price/Book Japanese stocks, in anticipation of better capital 
allocation activity 

• Low Price/Book stocks outperforming high Price/Book stocks as investors rotate within Japan, in 
anticipation of better relative performance from the former 

• An acceleration of the sale of cross-shareholdings and non-operating real estate assets, with 
proceeds used to implement share repurchase programs and ultimately boost ROE and 
Price/Book 

• A lower resistance to activist demands (both privately and in the form of shareholder proposals) 
for increased share repurchases and dividend increases 
 

With these changes, we are even more excited about the prospects for investing in Japanese equities 
and welcome your questions about these or other developments in Japan. Please contact Dalton’s 
investor relations team (investorrelations@daltoninvestments.com) or your regular Dalton contact if 
you would like to schedule a call with our Japan team. 
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* * * * * 

This document is provided for informational purposes only, and does not constitute a solicitation of any 
shares in any investment vehicle managed by Dalton Investments.  Such solicitations can only be made 
to qualified investors by means of the private placement memorandums, which describe, among other 
things, the risks of making an investment.  Additionally, this presentation does not constitute investment 
advice of any kind.  

All of the information in this document relating to Dalton Investments or its affiliates (collectively, “Dalton” 
or the “Firm”) is communicated solely by Dalton, regulated by the U.S. Securities and Exchange 
Commission (SEC).  SEC registration does not imply SEC endorsement.  No representation or warranty 
can be given with respect to the accuracy or completeness of the information, or with respect to the terms 
of any future offer of transactions conforming to the terms hereof.  Certain assumptions may have been 
made in the analysis which resulted in any information and returns/results detailed herein.  No 
representation is made that any results/returns indicated will be achieved or that all assumptions in 
achieving these returns have been considered or stated.  Additional information is available on request.  
Opinions and estimates offered constitute our judgment and are subject to change without notice, as are 
statements of financial market trends, which are based on market conditions.  Unless otherwise indicated, 
figures presented are preliminary, unaudited, subject to change and do not constitute Dalton’s standard 
books and records.  

PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE PERFORMANCE. THE VALUE OF THE 
INVESTMENTS AND THE INCOME FROM THEM CAN GO DOWN AS WELL AS UP AND AN 
INVESTOR MAY NOT GET BACK THE AMOUNT INVESTED.  THESE INVESTMENTS ARE 
DESIGNED FOR INVESTORS WHO UNDERSTAND AND ARE WILLING TO ACCEPT THESE RISKS. 
PERFORMANCE MAY BE VOLATILE, AND AN INVESTOR COULD LOSE ALL OR A SUBSTANTIAL 
PORTION OF ITS INVESTMENT. 

Any estimates, projections or predictions (including in tabular form) given in this communication are 
intended to be forward-looking statements.  Although Dalton believes that the expectations in such 
forward-looking statements are reasonable, it can give no assurance that any forward-looking statements 
will prove to be correct.  Such estimates are subject to actual known and unknown risks, uncertainties 
and other factors that could cause actual results to differ materially from those projected.  These forward-
looking statements speak only as of the date of this communication.  Dalton expressly disclaims any 
obligation or undertaking to update or revise any forward-looking statement contained herein to reflect 
any change in its expectations or any change in circumstances upon which such statement is based. 

Please note that neither the Funds/Composites nor the Investment Manager/Investment Advisor complies 
with the requirements of the Alternative Investment Fund Managers Directive (“AIFMD”) of the European 
Union. No direct or indirect offering or placement of shares by or on behalf of the Funds/Composites or 
the Investment Manager may be made to or with investors in member states of the European Union in 
breach of either the applicable requirements under the AIFMD or the private placement regime in each 
relevant member state.  

 


