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Update on the Tokyo Stock Exchange’s Reforms 

The Tokyo Stock Exchange (TSE) recently released the minutes for the August 29, 2023 meeting, the 
11th meeting of the TSE’s “Council of Experts Concerning the Follow-up of Market Restructuring” and the 
1st meeting since the adoption of its Price Book Ratio (PBR) 1.0 initiative. That initiative set a minimum 
target price/book of 1.0 for listed companies in Japan and asked all companies to disclose a “Action to 
Implement Management that is Conscious of Cost of Capital and Stock Price”. As part of this, 
management teams were required to consider and disclose their cost of capital and specifically address 
how they planned to achieve a Return On Equity (ROE) above 8% which is deemed consistent with 
achieving a PBR above 1.0. To us, this request was revolutionary in that for the first time, Japanese 
company management was being mandated to explicitly focus on something which until then had often 
been viewed as none of their concern: namely the price of their stock! 

The minutes of the August 29, 2023 meeting provided an insight into just how serious the TSE was about 
its initiative. To us, the message from the minutes of the meeting and associated presentation materials 
was clear: 

• The TSE has no intention of slowing down its initiative and Japanese company management will 
continue to face pressure from the TSE to comply 

• Companies should disclose their ROE targets 

• Japanese companies need to improve their PBR to 1.0 at a minimum 

• Importantly…. Companies that have a PBR of above 1.0 are not excused – they too need to 
actively consider their cost of capital and disclose their plans. 

Update on progress 

Figure 1 – Status of Disclosure by Number of Companies (Prime and Standard Segments of the TSE) 

 

Source: TSE 
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As Figure 1 shows, there has been a steady uptake of the TSE’s request, with 284 companies making 
their public disclosures and another 263 stating that these are under consideration. However, this leaves 
a sizeable part of the listed universe (2723 companies to be precise) which have yet to comply. 

Figure 2 – Breakdown of Prime segment companies disclosing by market capitalization and PBR 

Market Capitalization 
(USD) PBR <1 PBR >1 

>$700m 30.4% 20.6% 

$170-700m 21.6% 9.1% 

<$170m 12.5% 8.1% 

Source: TSE 

Figure 2 makes it clear which companies have been quickest on the uptake. The larger companies in 
Japan are clearly feeling the greatest pressure to comply, particularly if they have a persistently low PBR. 
It is also fair to note that these larger companies often have greater resources to spend in undertaking 
and disclosing these important reviews. Nevertheless, the TSE has made it clear that there are no 
exceptions for smaller market capitalizations or even for higher PBR companies – all companies need to 
comply with the request. While there will likely be a continued stream of disclosures coming particularly 
from large low valuation companies, we also believe there will be significant opportunities in the small cap 
space as these companies play catch up. 

So what exactly is in the initiatives disclosed so far? Of the 284 disclosures so far made: 

• 72 provided their cost of capital 

• 235 set one or more explicit targets for their business: 

o 199 ROE targets 

o 57 Return of Investment Capital (ROIC) targets 

o 39 Price/Book targets 

While the above is not exactly perfect, as seasoned Japanese investors, we believe the setting of target 
metrics such as the above represents a sea change in thinking for Japanese management. 

Figure 3 attempts to summarize the content of the text of the initiatives, grouping them into broad 
categories where the management teams want to drive improvements. Clearly all of these are positive 
steps and we see the evidence of continued improvements in shareholder returns (record buybacks and 
dividends) as well as the start of a rationalization of company’s business structures, including selling off or 
closing low profitability or non-core operations. It is also encouraging to see Japanese firms embracing 
sustainability initiatives, given these continue to lag global standards. However, we are particularly 
interested in the 50 companies that discussed the plan to unwind their cross-shareholding structure. We 
view cross-shareholdings (where inter-related companies such as suppliers and customers will hold 
stakes in each other’s business) as one of the biggest remaining challenges in the Japanese equity 
market and intend to make this a major focus of our engagement over the coming year. In our view, the 
TSE reforms supply strong ammunition to engagement-focused managers such as Dalton in driving 
positive change.  
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Figure 3 – The content of the initiatives disclosed (Prime and Standard segments) 

 
Source: TSE 

The remarkable case of Aisin (7259) 

Aisin is an $11bn market capitalization company which produces components and systems for the 
automotive industry, as part of the Toyota Group of Companies (Aisin is the fourth biggest division in the 
group). The company is 40% controlled by the Toyota Group and has historically acted in unison with the 
Toyota management and given limited focus to its minority shareholders. Despite this, and driven by the 
TSE’s demands, on 14 September the company gave a “Mid/Long-term Business Strategy Briefing”, 
which included some remarkable elements: 

• Completely selling out of its (mostly Toyota Group) cross-shareholdings (JPY 250bn in total) 

• Increasing shareholder returns through share buybacks and dividends 

• Transferring out or closing non-core and low profitability business lines 

• Setting explicit ROIC (13%) and PBR (>1x) targets 

• Outlining a specific focus on key sustainability issues such as carbon neutrality 

In our view, if a company like Aisin can move to completely unwind its cross-shareholdings, then this is an 
extremely positive sign for the wider Japanese market. 

Conclusion 

We are truly encouraged by the TSE’s continued and persistent reform agenda and believe it is having a 
profound impact on the Japanese market. As engagement-focused investors, being able to speak to 
Japanese company management in the common language of cost of capital, valuation and ultimately 
share price is revolutionary. With the Japanese market’s strong performance (at least in Japanese Yen!) 
in recent periods, we are often asked whether we believe the opportunity is over in Japan. On the 
contrary, we believe we are still in the early stages of a multi-year opportunity in the country, as the 
management of Japanese companies respond to the pressure to drive better returns for shareholders. As 
Figure 4 shows, there remain a huge number of companies listed in Japan with metrics below the TSE’s 
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minimum targets, most of which are yet to make public disclosures of their plans to address these failings. 
Even if we only consider the large-cap skewed TOPIX index, we see a pronounced gap between Japan 
and the rest of the world (figures 5 and 6) on these key metrics, meaning there remains the potential for 
sustained relative outperformance from Japan. 

Figure 4 – Percentage of Prime and Standard segment companies trading below TSE targets 

 

Source: Bloomberg 

Figure 5 – Ratio of companies with ROE lower than 8% (TOPIX, S&P 500, STOXX 600) 

 

Source: Bloomberg 
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Figure 6 – Ratio of companies with PBR lower than 1 (TOPIX, S&P 500, STOXX 600) 

 

Source: Bloomberg 

* * * * * 

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.  


