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Kanai: I don’t believe that ESG is properly understood yet in
Japan. In the financial world, by contrast, ESG is becoming a
commonly used term around the globe. In this section, we engage
in extensive discussion with the aim of deepening understanding
of ESG and its relationship with CSR, as well as the impact of
ESG on the financial business and CSR issues facing Japanese
companies. I believe such discussion is highly significant. 

1. ESG: Historical Background———

Kanai: I would like to start by discussing what ESG really is.
According to my understanding, the fundamental concept of
CSR appeared in 2003, often called “CSR Year One” in Japan.
At that time, CSR centered mainly on the so-called “triple bot-
tom line”—the environment, society, and the economy—and
did not incorporate the perspective of governance. When PRI

(Principles for Responsible Investment) was introduced in 2006,
the concept of ESG became a topic of debate for the first time in
Japan. I’d like to start our discussion by asking why governance
entered the equation. 

ESG Goes Mainstream 
Komori: Since 1999, Sumitomo Trust has participated in the
international conference held by the International Corporate
Governance Network, headed by some of the world’s foremost
institutional investors. In the beginning, governance (G) was
the main topic of discussion at these conferences. About four or
five years ago, however, the issue of the environment (E) sud-
denly entered the scene, to be joined more recently by issues
facing society (S). It’s not as if the discussion topics shifted
from G to E and S; rather, the territory covered by G expanded,
in my opinion. I’d like to hear your opinion as to why these
changes occurred. 

Proliferation of ESG in Japan
Dialogue with Stakeholders

This year, we invited Jeremy Prepscius, Managing Director (Asia) BSR*, and Xin Zhuo,
Manager of Advisory Services, BSR (Beijing Office). They had a lively discussion with three
Sumitomo Trust personnel associated with ESG (the Environment, Society and
Governance) about the current state and future direction of CSR activities among Japanese
companies, with particular emphasis on ESG issues. 
* BSR (Business for Social Responsibility): Established in 1992 in the United States, it is the world’s largest CSR promotion organization

(NPO). BSR mainly provides consulting services in the strategic CSR field, with global membership of more than 250 companies. BSR is
currently involved in CSR-related projects in more than 70 countries. 
(The unabr idged text of  the “Dia logue with Stakeholders” is avai lable for v iewing in Japanese on our websi te:
http//www.sumitomotrust.co.jp/csr/index.html.)
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Xin: The governance component of ESG is essentially of interest
to mainstream investors, I believe. However, the environment
and society elements have received growing emphasis, and this is
why the ESG concept evolved. You might as well say that a
whole new world was born with the birth of the term “ESG.”

Relationship between ES and G 
Jeremy: If I could add one
point, G (meaning governance)
is important because it is where
decisions are made. To cite an
example, I’d like to describe my
experience at Nike. 

At that time, a Nike sup-
plier obligated all of its work-
ers to live in the company dormitory, and even charged rent for
that accommodation. I was very doubtful as to whether or not
Nike approved of the situation, and after six months of continu-
ous contacts with the company, we still did not get a response.
In the process, a huge number of problems came to the surface,
and for the first time I held a meeting with company directors at
the factory, which lasted for two hours. However, they declared
their decision not to change the current situation. During
lunchtime, I asked members of the Board of Directors whether
or not they had actually seen the company dormitory. Since
their reply was “No,” we arranged a tour of the dormitory. After
just 30 minutes, they said, “Jeremy, now we understand. Let’s
make some changes.” They had transformed their attitudes. 

Governance is all about decision-making. With respect to its
impact on people and the environment, we have to watch what
kinds of decisions are made by governance. And that is why gov-
ernance is so important.

PRI: Becoming a Core Element of 
Investment Decisions 

Kanai: It is said that ESG is becoming an increasingly main-
stream concept for investors. But what is the real degree of
progress, do you think? 

Kawazoe: At present, the United Nations Principles for
Responsible Investment (UN PRI) has the greatest influence on
overseas investors. It is a fact that many European pension funds
and investment companies have made PRI part of their invest-
ment guidelines. 

At the same time, investment companies are assembling spe-
cialist teams, capable of analyzing such non-financial data as the
environmental, social, and governance aspects, in addition to
their fundamental analysts. In other words, more and more fund
management organizations bring together people engaged in tra-

ditional fundamental research and those who can analyze the
primary elements of responsible investments. PRI has become
especially mainstream in Europe. 

ESG’s Place in Supply Chain Management 
Kanai: By the way, having just listened to the story about
Nike, I get the feeling that initiatives to address ESG problems
in the supply chain management area became mainstream quite
a long time ago—well before the financial sector. Is my under-
standing of this correct? 

Jeremy: Another way of describing the ESG acronym is “people,
planet, and profit,” and “people” represent the “S” (society) part,
while “planet” is “E” (environment) and “profit” is “G” (gover-
nance). Rather than question where ESG came from, I think it’s
preferable to say that “each element of ESG constitutes a funda-
mental block for building a business.” 

Xin: The situation differs by industry. In the case of apparel
manufacturers like Nike, NGOs focused on the issue of eliminat-
ing inferior working conditions in Asia. This led to greater recog-
nition of supply chain issues. In the financial sector, companies
should be calling for a deeper emphasis on ESG. For example, we
should by all means place the spotlight on companies that pro-
vide financing for projects that pollute the environment. 

The NGO Effect
Kanai: NGOs are very strong in Europe and the United States,
as can be seen by the progress they have made in solving prob-
lems such as the Nike issue. However, NGOs are not so strong
in Japan. Isn’t this a disadvantage in the context of broadening
the ESG concept? 

Jeremy: When Japanese companies advance their operations
on the global stage, they must compete with other international
companies. In this context, it becomes important to earn the
confidence of other stakeholders, such as consumers and govern-
ments. This trust evolves in tandem with their reciprocal rela-
tionships. For Japanese companies competing on the global
stage, the importance of maintaining ties with NGOs will con-
tinue to grow, I believe. Also, as the world grows increasingly
complex, more and more people and organizations will want
their voices heard. NGOs will ask a bunch of tough questions,
but open and courageous companies that are willing to listen
will be able to access better information, and thus establish a
stronger, more competitive position vis-à-vis other companies. 
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Impact of NGOs on 
Environmentally-Friendly Property

Kanai: In the real estate market, I get the impression that the
players on the ground are taking the initiative with respect to
ESG issues. What is your opinion? 

Ito: With respect to environmentally-friendly property invest-
ments, it is not that NGOs are nowhere to be seen. As a matter
of fact, financial institutions and real estate companies in Japan
are starting to ask NGOs for knowledge that they could not
access in the past.

Let’s cite the example of biodiversity, a concept that is diffi-
cult for us to grasp. But by listening seriously to NGOs that
make passionate pleas about preserving biodiversity, Japanese
companies are gradually beginning to understand that this is an
economic issue, and they can generate new levels of economic
value if they respond properly. 

Role of the United Nations 
Kanai: The United Nations Global Compact and PRI seek to
address ESG issues in a highly proactive manner. What kind of
roles are the UN and other organizations playing here? 

Xin: The UN seeks to be the leader in various fields, the body
that makes the first move. Even in the financial sector, the UN
endeavors to exercise its influence through the United Nations
Environment Programme Finance Initiative (UNEP FI), and the
UN PRI is an organization set up to address financial issues. 

The UN PRI has broadened the geographical domain of its
activities to include Europe, North America, and China, with the
aim of attracting as many members as possible. In the beginning,
initiatives were of a voluntary nature, but each year going forward
companies will assume more obligations, including submission of
reports about their compliance with PRI principles. Those who fail
to follow the principles will be asked to withdraw membership, so I
feel that the UN PRI will come to exert a very strong influence. 

Kanai: Do you think that the UN PRI intends to create a type
of de facto standard? 

Komori: I certainly get the feeling that PRI principles are slow-
ly becoming the de facto standard. In the past one or two years,
a large number of overseas institutional investors have intro-
duced themselves as signatories to the PRI, as if it is some kind
of status symbol. Nowadays, when I mention that Sumitomo
Trust is also a signatory, it instantly creates an atmosphere con-
ducive to conversation. 

Calls for a More Holistic Approach
Kanai: Do you have any other comments about ESG? 

Jeremy: The real issue with ESG is the need for companies to
think of the question of “externality” in their business models.
Externality is labor or the environment, for instance, and com-
panies must make various business choices taking into account
these externalities. Companies need to decide how they can gen-
erate earnings while taking all these factors into account. 

Kawazoe: The key challenge here is to adopt a holistic
approach. When I think of a company with a holistic busi-
ness approach, I envisage one that places due emphasis on the
environment, society, and governance. By contrast, those
who simply pursue CSR activities that they like adopt a selec-
tive approach.

Kanai: For people like us
doing business in Japan, it is
certainly difficult to adopt a
holistic approach. In light of
how the UN PRI was formed,
one probably could not
understand ESG without hav-
ing a holistic approach. Those
who pursue selective CSR would miss the target. I feel that we
have verified that fact during this discussion.

2. Japanese Companies’ CSR———

Kanai: Now, I’d like to talk about what companies must con-
sider from the ESG perspective when pursuing CSR activities
within their core businesses.

Japanese Companies’ CSR: 
Specializing in the Environment 

Kanai: Mr. Komori, you mentioned that you got the feeling
that a gap exists between western and Japanese companies
regarding their positions on CSR, when you did the rounds
of overseas investors as an IR practitioner. Can you explain
this perception? 

Komori: I have visited a number of CSR evaluation organizations
together with corporate clients. When asked to make CSR assess-
ments of client companies, all evaluation organizations said that a
gap exists between western and Japanese companies. Japanese
companies devote unparalleled energies to the environmental
aspect. Indeed, they go beyond what is necessary from the evalua-



tion perspective. When it
comes to social issues, howev-
er, there is little substance. For
example, they seem insensitive
to such matters as human
rights issues in other countries.
On the governance side, a
large gap appears to the extent

that proper comparisons cannot be made. From the viewpoint of
people in the evaluation agencies, this is the most problematic
aspect of Japanese companies’ CSR activities. 

Jeremy: I completely agree with your assessment. The value of a
company’s CSR is decided by the markets in which it does busi-
ness. Japanese companies advancing their operations overseas
must also keep this in mind, I believe. What are socially responsi-
ble corporate activities will be decided by the values on which the
market places importance. Japanese companies advancing their
operations overseas must also keep this in mind, I believe.

ESG Priorities Differ by Nation 
Xin: Companies should mod-
ify their CSR activities accord-
ing to the countries in which
they operate. Whether it’s
ESG or CSR, it is only natural
for a company to change its
approach depending on the
context of each country. 

Japanese companies are extremely sensitive to environmental
issues. Japan has a small land mass and is not blessed with abun-
dant natural resources. In this context, energy and resources
must assume a high priority. At the same time, the natural envi-
ronment must also be protected. 

Of course, Japanese companies cannot afford to overlook
non-environmental issues. Having said that, the heavy emphasis
placed on the environment is, in itself, not problematic. 

Jeremy: For every company, managerial resources are limited,
and the role of governance is to allocate such limited resources in
an effective manner. By communicating with stakeholders in
various markets and deepening relationships with such stake-
holders, companies can reach an understanding as to what is
important in each market, and how such value can be linked to
their own businesses. If they follow this approach, we can hand
down appropriate judgments. 

Are Japanese CSR Activities Authentic? 
Kanai: Recently, I attended a party awarding the CSR activities

of Japanese companies. In each case, an executive of the compa-
ny took the stage to make a prize acceptance speech.
Unanimously, they claimed to have been committed to CSR for
the past century. This approach seems different from modern
CSR spoken in the context of ESG. 

Xin: It’s similar in China. Representatives receiving prizes on
behalf of major corporations often state that they have pursued
CSR since long ago and that it is not particularly new. 

Many companies that claim to be pursuing ESG activities
are doing so in name only, and in essence they have not
changed their practices at all. If a company has a serious com-
mitment to sustainability, it must undertake drastic changes,
not superficial ones.

Jeremy: The only way to test whether or not a company’s prac-
tices are correct is to ask really difficult questions. But is there any-
one in Japan prepared to ask the tough questions? The truth will
be revealed once companies are forced to answer such questions.

CSR as a Management Strategy 
Kanai: Next, I’d like to talk about what is necessary in order to
promote CSR as a management strategy, also taking into
account issues about Japanese companies discussed earlier. 

Mr. Kawazoe, you recently attended a conference in Seoul,
South Korea, called Business for Environment (B for E). Did
you get the impression that Asian companies have begun con-
ducting CSR activities with a holistic approach? 

Kawazoe: Yes, I did get that impression. Many South Korean
and Taiwanese companies primarily target overseas markets
rather than their own. Therefore, they move more quickly than
Japanese companies to recruit personnel and incorporate local-
ization and CSR as elements of their management strategies. 

In the future, Japanese companies will need to embrace this
new holistic concept when advancing their businesses overseas.
That is what I thought at the conference.

Why CSR? 
Kanai: Sustainability has become an extremely important man-
agement issue in real terms. In this context, can Japanese compa-
nies win against international competition? 

Jeremy: Why should companies pursue sustainability?
Because it is a highly future-oriented theme that encourages
corporate growth. If a company doesn’t lead the world in this
respect, it cannot become a leading company in that industry.
And to do that, we need a holistic approach. Without such an
approach, a company should repeatedly ask itself why it is
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doing business in the first place. 
Companies must also invest in innovation. The world is

changing, and markets are changing as well, so companies
need to constantly invest in innovation. They must also
respond to changing demands of consumers, and also think
about ways to approach consumers to encourage adoption of
sustainable consumption.

Strategic Significance of 
Environmentally-Friendly Properties

Kanai: In our company’s environmentally-friendly property
business, currently a domestic initiative, we are trying to incor-
porate ESG through our participation in the UNEP FI’s
Property Working Group (PWG). Is this approach important in
order to win in the domestic market? 

Ito: The first major issue is the need for the real estate business
to become sustainable in itself. In the course of realizing a sus-
tainable society, office buildings and residential units must be
designed with specifications that suit a sustainable society.
Without this, the real estate business will fail to evolve.

In this context, a number of systems have been developed to
evaluate the environmental performance of buildings. These
include BREEAM in the United Kingdom, LEED in the United
States, and CASBEE in Japan. From the perspective of investors,
the variety of such frameworks underscores the need to employ
some common benchmarks. 

At the same time, real estate has inherent regional characteris-
tics, so individual attributes will differ according to country. I
feel we must create real estate investment standards that reflect a
balance between the need for common responses from all
nations and specific responses from individual nations. 

At present, the real estate market is recovering, and investors
around the world are finally beginning to make diversified inter-

national investments. I feel
that, through initiatives such
as those described above, there
is a need to create a framework
for the Japanese real estate
industry allowing investment
decisions to be made that
effectively address ESG issues. 

Kanai: In order to attract overseas investors, domestic business-
es need to act according to a holistic approach. Do you have any
comments about this point? 

Jeremy: When we think about real estate, we need to consider
which questions should be asked, and in which circumstances.

When designing a building, an architect needs to consider
which problems need to be solved while preserving the original
design concept. The ecosystem of the entire city also must be
taken into account. These factors represent a holistic approach,
in my opinion. 

Xin: The issue of sustainability has become a huge topic even in
China. At present, China is undergoing a major urbanization
trend, and many people from regional areas are moving to the
cities. According to some sources, the shift will involve close to
900 million people. 

In this context, how should we handle urban design and other
issues going forward? This is a major problem. What shall we do
with real estate in China? Building construction, too, is becom-
ing the target of extensive debate from the perspective of main-
taining sustainability in the future. I have no idea how this will
pan out, but it is certainly a very serious issue for the future. 

Breakthrough to ESG Proliferation
Kanai: As a CSR manager, I am concerned that businesses
related to sustainability are not expanding. What would provide
the motivation for companies to significantly expand their sus-
tainability businesses? I’d love to hear your comments.

Jeremy: If you find the answer, make sure you let me know!
(Laughter) In my experience, it takes effort and internal leader-
ship to change a company. The pursuit of CSR activities should
not just be a feel-good endeavor for a company; it must also be
important from the viewpoints of stakeholders and the business
itself. By applying a “materiality filter” to CSR activities, they
can also become business. It will require considerable effort, I
think, and leadership without fear of failure is also crucial.
Meanwhile, the world is changing very rapidly, and businesses
must keep abreast of such changes. CSR is necessary under such
circumstances. 

Kanai: Equity investors are concerned first and foremost about
corporate value—in other words, the share price. Taken to the
extreme, shareholders may be satisfied as long as the company is
looking after them. In this context, how do we go about pro-
moting the concept of sparking innovation while addressing the
needs of diversified stakeholders? 

Komori: During my 10 years as an IR practitioner, I’ve gotten
the sense that shareholders, especially institutional investors,
are not treated as stakeholders by Japanese companies.
However, mainstream institutional investors are not requesting
the undivided attention of companies; they are just asking to
be included as part of the stakeholder group. Japanese compa-
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nies tend to devote excessive energy toward the manufacture of
products, and overlook the true purpose of why they are
engaged in business. It has become a one-way street from both
perspectives. This is the source of dissatisfaction among foreign
institutional investors. 

Rengo and Pension Funds Hold the Key
Jeremy: Recently, I heard that Rengo, the Japanese Trade
Union Confederation, has started asking its affiliated pension
funds about SRI and ESG. Rengo is a stakeholder for many
Japanese companies, and it can also exert influence over corpo-
rate pensions. I’d like to ask how you plan to respond to such
moves by Rengo. 

Kawazoe: When investors
have questions or inquiries
about environmental or social
issues, we must mutually relay
the questions to companies
which are the targets of
investment, since we are act-
ing as the investors’ trustee. 

From that perspective, if there’s an inquiry from a pension
fund customer, for example, this provides an opportunity for
closer engagement with these companies which are the targets
of investment. The question is how to translate such engage-
ment into something tangible, which should become clear in
the future. 

Jeremy: I can’t wait! (Laughter)

Komori: The issue to date with governance in Japan is the ten-
dency for foreign institutional investors to be ignored by
Japanese companies when they make requests. If an institutional
investor of a Japanese pension fund made a similar request, the
company would probably take the matter more seriously. So,
such moves by Rengo and pension funds and debates about ESG
will certainly have a favorable impact on both institutional
investors and issuers. 

Chinese Companies use CSR as 
a Strategic Opportunity 

Xin: We have various dealings with numerous Chinese compa-
nies, and we have noticed a single turning point in the process.
Sustainable companies in China have adopted the approach that
“being at the leading edge of ESG provides not pain but opportu-
nity.” They often visit institutional investors and talk about ESG
and CSR, and explain why new products are CSR-compliant. I’m
looking forward to seeing how interaction between companies

and their institutional investors and other stakeholders progresses
in the future. 

3. Thoughts for the Future———

Kanai: Now, I’d like to get final thoughts from everyone before
wrapping up with some advice from Jeremy. 

Ito: Initiatives related to ESG have evolved from a holistic
approach. In the final analysis, however, ESG contains elements
that can be incorporated into a company’s real estate holdings or
in its corporate value. Our task going forward is to make this
fact more and more evident. 

Komori: I wish to continue providing information and consult-
ing services that encourage issuing companies to join us in
thinking about ESG. 

Kawazoe: Our challenge is to help companies incorporate
global standards relating to the environment, society, and gover-
nance into their operations. This, I believe, will lead to more
entrustment of assets overseas and increased overseas business for
our company. 

Jeremy: In Sumitomo Trust’s CSR Report last year, I noticed
the term “Eco-Trustution.” At this point, I would like to ask
two questions: “Why are you doing this?” and “What do you
wish to achieve?” I have similar questions about environmentally-
friendly property. 

Companies that ask themselves such honest questions can
become CSR leaders, in my opinion. This means understanding
your own business practices and maintaining transparency, while
at the same time working to involve other companies, the gov-
ernment, and general society into the mix. It does not simply
mean compiling a list of CSR activities. Rather, it means devel-
oping CSR as an integral component of your overall combina-
tion of activities. That is what will be required in the future. On
behalf of BSR, I eagerly look forward to working with
Sumitomo Trust, who is showing clear leadership in this field. 




