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Quarterly analysis 

Authored in collaboration with SGX, this report reviews the development of 
Japan's sustainability standards, the environmental, social and governance 
(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:  

– The gap between the ESG performance of Japan and European 
companies (as measured by the FTSE Russell ESG score) has narrowed, 
and the environmental score is approaching parity 

• However, the disclosure rate of Japan companies in the social and 
governance domains continues to lag behind Europe 

– Both Blossom Japan and Blossom Sector Relative Indices reported 
quarterly underperformance relative to their benchmark FTSE Japan All 
Cap Index, largely caused by the negative contribution from the ESG factor  

• The SGX FTSE Blossom Japan Index Futures continues to remain the 
global leader amongst Japan ESG derivatives, with market share of 99% 
(in terms of Open Interest in USD notional)  
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Japan's public pension signed PRI 
At last year's PRI in Person event in Tokyo, then Prime Minister, Fumio Kishida, 
mentioned that at least seven Japanese public pension funds would sign the 
Principles for Responsible Investment (PRI). According to the PRI documents as of 
August 2024 this year, there had been 140 signatories (mostly asset managers) in 
Japan.  
 
PRI encourages responsible investments, the integration of ESG into investments and 
stewardship activities. Regarding ESG integration, the method taken may vary 
depending on the signatory organisation, but it is expected that new investments and 
increasing assets into ESG indices will occur in the future. There is also a possibility 
that this trend will gradually spread to not only public pensions but also corporate 
pensions. 
 

ESG scores of Japanese companies 

continue to improve  
The FTSE Russell ESG scores of companies are often used as criteria for inclusion in 
FTSE Russell ESG related indices. Our previous research paper “Rewarding ESG 
disclosures”, published in June 2024, uses FTSE Russell ESG Scores to analyse 
Japanese companies, and finds: 

– The gap in ESG performance between Japanese companies and their 
European counterparts (as measured by FTSE Russell ESG Scores) is 
closing, with their environmental scores now nearing parity 

– However, challenges remain for Japanese companies, particularly in the 
Social and Governance domain, where disclosure rates still lag those seen in 
Europe 

 

https://www.lseg.com/en/ftse-russell/research/rewarding-esg-disclosures
https://www.lseg.com/en/ftse-russell/research/rewarding-esg-disclosures
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Figure 1. FTSE Russell ESG Scores – December 2023/December 2020  

 

Source: FTSE Russell ESG Scores, December 2023. The score data is weighted by market capitalisation.  

 

Also in our previous research paper, the reason for the inferior social score was that 
‘social’ has a wider range of themes compared to environment, and the themes that 
are considered important (or material) for companies vary greatly depending on the 
industry and corporate activities. We highlighted that this may be due to the difficulty 
in standardising corporate disclosures rather than taking into account social impact.  

 
Trends and issues in governance 
disclosure in Japanese companies  
 
Following on from the previous section on social scores, let's take a closer look at the 
trend of governance in the ESG pillar. 
 
Figure 2 shows that Japanese companies had lower average governance scores than 
European counterparts across all four themes as of June 2021. For example, 
Japanese companies disclosed policies or commitments to tax transparency or 
responsibility, but this was significantly   below developed European countries and 
below other regions in terms of evidence of board oversight of the management of tax 
risks and country-by-country breakdown of corporation tax paid globally.  
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Figure 2. Proportion of companies reporting on key tax issues by region – June 

2021 

 

 
Source:  FTSE Russell, June 2021. 
 

In addition, one of the frequently asked questions about corporate governance is the 
definition of ‘independent director’ and ‘non-executive director’. A non-executive 
director is a director who is not an employee of the company and does not engage in 
daily management of the company. A non-executive director may also be referred to 
as an ‘outside director’, and under the Japanese Companies Act, is a director who is 
not employed by the company, its subsidiaries or its parent company.  
 
In this regard, the companies did not fully meet the indicators of the ‘Audit Committee’ 
and the ‘Remuneration Committee’ in the FTSE Russell ESG Scores methodology, if 
there is no committee composed only of non-executive directors (in many cases, the 
committee includes executive directors).  
 
This may be due to cultural or regulatory differences in corporate governance in 
Japan and globally. The FTSE Russell ESG Score evaluates if the members of Audit 
Committee and the Remuneration Committee are fully non-executive members in the 
committee as a first criteria. Then, the number of independent directors determines 
the score. 

 
Japan's governance scores have 
improved significantly over the past 
three years 
 
As of June 2021, there was a significant difference in governance scores. However, 
looking at Figure 3, by December 2023, while the average governance score of 
Japanese companies is still lower than the score of developed countries in Europe, it 
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is much closer to the average global score. It is much closer to developed countries 
ex-Japan and much higher in tax transparency.  
 
Figure 3. FTSE Russell Governance theme Scores – December 2023 

  
Source: FTSE Russell ESG Scores, December 2023. The score data is weighted by market capitalisation. 

 

We also find Japan’s governance scores have improved significantly over the past 

three years compared to other countries.  

 

Figure 4. Improvement of governance scores by countries – December 2023 vs. 
December 2020  

 
Source: FTSE Russell ESG Scores, December 2023. The score data is weighted by market capitalisation. 

 

What could the contributing factors influencing this in the disclosures of Japanese 

companies be? We believe one reason for this could be the recent regulatory 

encouragement of disclosures and the growing awareness of ESG reporting to attract 

investment. For example, in the case of the Blossom Japan Index, ongoing corporate 
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engagement with FTSE Russell has contributed to a better understanding of the FTSE 

Russell ESG score criteria. 

 

Governance disclosure becomes 

increasingly important 

In terms of governance, Japanese companies are getting closer to Europe and the 

United States, but there may still be a unique culture of corporate governance in 

Japan. Compared to the average FTSE Russell ESG Governance theme Score of 

developed countries, three themes of corporate governance, risk management and 

anti-corruption are below developed country counterparts. Disclosure of information 

on these three themes could be improved.  

 

Long-term performance remains 
strong, despite quarterly 
underperformance vs. benchmark  
 

Figure 5. Blossom Index Series maintains long-term outperformance vs. 

benchmark 

 
Source: FTSE Russell. Data as of 30 September 2024. 
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For the first time since September 2023, when we adopted the ESG factor model for 
the attribution analysis of Blossom Japan series (Why Japan? Why sustainable 
investments? Why now? | LSEG), both Blossom Japan and Blossom Japan Sector 
Relative Indices reported a negative contribution from the ESG factor this quarter. The 
Blossom Japan Index underperformed the benchmark FTSE Japan All Cap Index by 
184bp (ESG factor contribution -243bp), and FTSE Japan Blossom Sector Relative 
Index by 108bp (ESG factor contribution -128bp).  
 
 

Figure 6. Attribution analysis for FTSE Blossom Japan Index (bps) 

Period Industry Value Quality Volatility Momentum ESG Residual 
Total 

excess  

2015/12/31 - 
2024/06/28 

-250  210  -157  -221  319  1,875  266  2,042  

2015/12/31 - 
2024/09/30 

-225  199  -187  -203  266  1,632  377  1,858  

Quarterly 
change 

25  -11  -30  18  -53  -243  111  -184 

Source: FTSE Russell, Data as of 30 September 2024. Data covers the period from 31 December 2015 to 30 September 
2024. 

Figure 7. Attribution analysis for FTSE Blossom Sector Relative Index (bps) 

Period Industry Value Quality Volatility Momentum ESG Residual 
Total 

excess  

2015/12/31 - 
2024/06/28 

-45  44 -174  -75  335  1,043  -11  1,118 

2015/12/31 - 
2024/09/30 

-28  44  -170  -69 307 915  12  1,011  

Quarterly 
change 

16  0  3  5 -28  -128  23  -108 

 

Source: FTSE Russell, Data as of 30 September 2024. Data covers the period from 31 December 2015 to 30 September 
2024. 

The significant turmoil observed in the Japanese equity market in August 2024 seems 
to have created a risk-averse atmosphere associated with profit-taking market 
reactions. Nevertheless, both Blossom Japan and Blossom Sector Relative Indices 
maintain significant outperformance over their benchmark on a long-term cumulative 
performance basis, due in large part to the ESG factor (+1,632bp (ESG)/+1,858bp 
(total) and +915bp (ESG)/+1,011bp (total), respectively). These long-term 
performance results may continue to imply the statistical evidence of the existence of 
the ESG factor in the Japanese equity market.  
 
 
 

https://www.lseg.com/en/ftse-russell/research/japan-sustainable-investments
https://www.lseg.com/en/ftse-russell/research/japan-sustainable-investments
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SGX FTSE Blossom Japan Index 
Futures contract remains the global 
leader amongst Japan ESG 
derivatives 
 
The SGX FTSE Blossom Japan futures contract remains the global leader amongst 
Japan ESG derivatives, with market share of 99% (in terms of Open Interest (OI) in 
USD notional).  
 
Figure 8. Meaningful OI on SGX FTSE Blossom Japan vs. other Japan ESG 
Futures 

 
Source: SGX. Data from January 2021 to September 2024. Past performance is no guarantee of future results. Please 
see end for important legal disclosures. 

 

At the time of writing, the volume trend indicates a rise during the Japanese dividend 
season, suggesting the futures contract is gaining popularity as a tool for cash 
equitisation.  
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Figure 9. Rising volumes of SGX FTSE Blossom Japan contract with increased 
adoption 

 
Source: SGX. Data from January 2021 to September 2024. Past performance is no guarantee of future results. Please 
see end for important legal disclosures. 

 

Over time, the number of constituents of FTSE Blossom Japan has expanded, 
indicating Japanese companies are making efforts to disclose ESG metrics and  
corporate governance metrics. As can be observed in Figure 10, a growing basket 
has led to lower tracking error of the FTSE Blossom Japan index compared to the 
Japan broad-market index. The basket is hyper liquid for those looking at entering 
positions via blocks. 
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Figure 10. Growing size of FTSE Blossom Japan index basket (LHS), driving 
tracking error (RHS) lower 

 
Source: SGX. Data from January 2021 to September 2024. Past performance is no guarantee of future results. Please 
see end for important legal disclosures. 

Roll activity remained robust in September, with an average top of book size and 
spread of 35 lots and ~3.4bps, respectively, despite the market volatility; ~95% of the 
September positions were rolled out to December maturity over LTD-10-day window. 
Post roll, ~80% of positions are held on December 2024 and ~20% on March 2025 
expiries. 

 

Figure 11. Calendar roll average top of book (LHS) and bid/offer (bps) 

 
Source: SGX. Data from January 2021 to September 2024. Past performance is no guarantee of future results. Please 
see end for important legal disclosures. 
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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 
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contract, tort (including negligence) or otherwise) for any loss or damage of any kind (whether direct, indirect or consequential losses or other 
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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 
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opposite side of any trades. Each of SGX, Singapore Exchange Securities Trading Limited and Singapore Exchange Bond Trading Pte. Ltd. is an 
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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 35 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. 
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EMEA +44 (0) 20 7866 1810 

North America +1 877 503 6437 

Asia-Pacific 

Hong Kong +852 2164 3333 

Tokyo +81 3 6441 1430 

Sydney +61 (0) 2 7228 5659 
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