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Abstract: This paper explores the possibility of Japan adopting the Non-Financial Capital and Equity Spread Synchronization Model, also
known as the Yanagi’s model, to build an environmental, social, and governance (ESG)-friendly economy. The Yanagi’s model focuses on
incorporating non-financial elements, such as ESG factors, into companies’ traditional financial performance measures. By doing so, the
model aims to enhance firms’ long-term sustainability and value creation. This paper assesses the potential benefits and challenges of
implementing the Yanagi’s model in the Japanese context through a review of relevant literature and case studies. The literature suggests
that integrating ESG factors can lead to improved financial performance, reduced risk, and increased reputation for companies. However,
there are also concerns about the lack of standardization and transparency in ESG data, as well as the potential for greenwashing or
superficial adoption of ESG practices. Despite these challenges, this paper argues that the Yanagi’s model could serve as a viable path
for Japan to build an ESG-friendly economy, given the country’s recent push for sustainability and the growing demand for socially
responsible investments. This paper suggests several recommendations for improving the model, such as increasing transparency and
standardization in ESG data, enhancing stakeholder engagement, and promoting a culture of long-term value creation. Overall, this paper
concludes that while there are challenges to adopting the Yanagi’s model, its potential benefits for building a sustainable and ESG-
friendly economy in Japan make it a worthwhile pursuit.
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1. Introduction

The significance of environmental, social, and governance
(ESG) practices has received considerable attention in the context
of global attempts to attain the Sustainable Development Goals
(SDG) by 2030 [1, 2]. Notably, Japanese businesses have adopted
ESG concepts and shown dedication to a variety of areas,
including community welfare, environmentally friendly
manufacturing, client-centered services, and product safety [3].
Japan is a suitable candidate for the incorporation of ESG
principles into strategic and operational choices because of its
extensive history and the fact that it is home to more than 40% of
the century-old firms in the globe [3]. Japan has created a
comprehensive strategy that is informed by the 2030 Agenda for
Sustainable Development and focuses on people, prosperity,
planet, peace, and partnership [3]. Despite admirable
development, there are still significant gaps, notably in crucial
areas like active ownership, stewardship engagement, and taking

into account non-tangible elements that affect business value.
Significant manifestations of these issues can be seen in the areas
of environment [E], social [S], and governance [G].

Underscoring its commitment to environmental preservation is
Japan’s admirable goal of achieving net-zero emissions by 2050 [4].
Due to the slow adoption of renewable energy sources and the
continued usage of coal-fired power plants, the rate of greenhouse
gas emission reduction confronts difficulties [4]. The challenges
that Japan faces are highlighted by its struggle to strike a balance
between energy security and decarbonization. Japan faces
difficulties in retaining talent due to its aging and declining
population in terms of social inclusion and diversity.

Corporate governance is still a major topic of discussion, with
Japanese companies lagging behind their international counterparts
because of issues including the lack of independent board members
and the practice of “cross-shareholding” [5, 6]. The Stewardship
and Corporate Governance codes [7] and other initiatives have
advanced governance standards and sustainability practises, but
more work is required, including the creation of sustainability
committees and the alignment of management compensation
with ESG performance.
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The importance of determining the causes of Japanese
companies’ unusually low price-to-book ratios (PBRs), which
span industries including automotive, electronics, and
manufacturing, is highlighted by the fact that they are significant
on a global scale. Japanese businesses separate out from their
regional competitors by practicing cautious financial management
and stakeholder-focused governance [8].

To examine how the Yanagi’s model might improve the
current framework in Japan, this research conducts a thorough
analysis of the body of existing literature and employs
qualitative data collection methodologies. The Yanagi’s
model’s potential to advance the SDG is evaluated, with an
emphasis on its applicability in the Japanese context [8]. This
research aims to provide insights useful not only to Japan but
also to other countries trying to implement ESG efforts by
putting light on the Yanagi’s model’s success in promoting
sustainable business practices in Japan. This investigation is in
line with the growing importance of ESG practices and
the pressing requirement for Japanese businesses to adopt
sustainable development plans.

2. Research Methodology

Given this background, this study aims to investigate the
effectiveness of the Yanagi’s model in revitalizing the struggling
Japanese economy. This research aims to provide a
comprehensive and critical review of Yanagi’s research on non-
financial capital and equity spread synchronization by analyzing
four key pillars of research. These pillars include:

1) Synchronization model of non-financial capital and equity
spread

2) Empirical studies conducted
3) Importance of disclosing ESG finances
4) Engagement in firms as a decisive factor

Therefore, this paper seeks to examine the impacts of implementing
the Yanagi’s model within a larger framework on the Japanese economy.
The Yanagi’s model emphasizes sustainability and social responsibility
in economic development, and this research will assess its potential
impact on Japan’s economy. Moreover, this study aims to contribute
to the existing literature on ESG investments at both micro and macro
levels. By incorporating the Yanagi’s model into the analysis, this
research aims to provide a unique perspective on how ESG
investments can promote sustainable economic growth.

The methodology for this study involved a mixed-methods
approach that combines a comprehensive literature review of the
existing literature on Yanagi’s research, including theoretical and
empirical articles, academic books, and other pertinent sources.
The sources to review were selected adhering to the PRISMA
guidelines (Figure A1 [9]). The interview with Dr. Yanagi
followed a semi-structured approach, allowing for
open-ended questions to gather rich and detailed information.
Further, a critical analysis approach was utilized to evaluate the
strengths and limitations of each of the four pillars of research.
The findings of this study will be presented in a descriptive and
narrative form, providing a detailed overview of the
effectiveness of the Yanagi’s model in revitalizing the struggling
Japanese economy, which can inform policy decisions and
business practices in Japan and other countries, providing
valuable contributions to academic literature.

3. Yanagi’s Model: A Conceptual Review

Dr. Ryohei Yanagi, former chief financial officer at the
Japanese pharmaceutical company Eisai, has developed a model
that quantifies the impact of ESG factors on a company’s
financial performance. The Yanagi’s model is an efficient formula
that endeavors to establish a correlation between ESG indicators
and the value of Japanese companies. Yanagi was ahead of his
time in his research, especially when ESG and sustainable
investing were not as popular as they are today. Furthermore, his
extensive experience in the corporate governance of Japan helped
him create the model, built on the belief that ESG and non-
financial reporting are on the rise. A detailed explanation of the
model is given as Figure 1 [10] below.

The Non-Financial Capital and Equity Spread Synchronization
Model is a conceptual framework that seeks to explain the
relationship between non-financial capital and the value of a
company’s equity. This model postulates that the value of a
company’s equity is a function of the synchronicity between the
company’s non-financial capital and the spread between its ROE
and the cost of equity (COE) [11]. In this model, non-financial
capital is defined as the intangible assets of a company, such as
its brand reputation, innovation capabilities, human capital, and
relationships with stakeholders. The equity spread, on the other
hand, is the difference between a company’s ROE and its COE
and reflects the excess returns that a company generates over its
cost of capital. The greater the equity spread, the higher the value
of a company’s equity.

According to Yanagi’s model, the synchronization between a
company’s non-financial capital and its equity spread is a key
determinant of its market value added (MVA), which is the
materialization of non-financial capital. MVA represents the
difference between the market value of a company’s equity and
the book value of its equity. In other words, MVA measures the
value that investors place on a company’s non-financial capital
[12]. The breakdown of the PBR is a key element in Yanagi’s
model. PBR is a financial metric that reflects the market’s
perception of a company’s non-financial capital. When a
company’s non-financial capital is highly valued by the market,
its PBR will be correspondingly elevated. Conversely, if the
market regards a company’s non-financial capital unfavorably, the
resultant PBR will be low [13]. Yanagi’s model suggests that the
breakdown of PBR can be explained by the synchronicity
between a company’s non-financial capital and its equity spread.
The relationship between intangible assets, equity spread
synchronization, and MVA can be expressed mathematically as
follows:

MVA ¼ ROE� COEð Þ � B=Vð Þ � 1� D=Eð Þ � 1þ E=Að Þ � 1� F=Nð Þ (1)

where MVA is the market value added; ROE is the return on
equity; COE is the cost of equity; B is the book value of
equity; V is the market value of equity; D is the book value
of debt; E is the market value of equity+book value of debt; A
is the book value of assets; F is the book value of fixed assets;
N is the book value of networking capital.

This equation shows thatMVA is positively related to the equity
spread (ROE – COE) and the synchronicity between non-financial
capital and the equity spread, as reflected in the terms (1 + E/A)
and (1 – F/N). It is worth acknowledging that this equation
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operates exclusively on balance sheet inputs, a noteworthy
characteristic of the Yanagi’s approach.

The other terms in the equation reflect the company’s capital
structure and asset composition. Another interesting takeaway is
his research on the relationship between cash holdings and the
financial performance of Japanese companies. In his book, Yanagi
[14] argues that a significant portion of the cash held by Japanese
companies is leading to the destruction of financial assets.
Furthermore, he posits that this is one of the reasons why foreign
investors tend to undervalue Japanese companies. Despite years of
positive results from the Abenomics reform, around 40% of
Japan’s companies have a price-to-book value ratio that is still
less than one [15]. Research by Opler et al. [16] has shown that
companies with limited access to capital markets tend to have
high ratios of cash holdings to total assets, as seen in a sample of
US companies from 1971 to 1994 [17]. Yanagi argues that this
also applies in the Japanese context, where companies with high
financing costs or small cash flows tend to hold large amounts of
cash instead of investing it. Other factors that contribute to this
trend include poor investor relations and recognition gaps due to
cultural differences. Furthermore, a global investor survey
conducted by Yanagi [18] found that foreign investors tend to
discount the value of cash held by Japanese companies by 50%.
This means that 100 Yen would only mean a value of 50. This
supports the findings of quantitative research by Faulkender and
Wang [19] and Dittmar and Mahrt-Smith [20], which used
regression equations to estimate the extent of this discounting.

Further, ROE is a measure of how efficiently a firm makes use
of its shareholder’s equity to generate profits. As mentioned earlier,
Japanese ROE management has been traditionally focused on long-
term growth and stability as opposed to short-term gains. Some
celebrated examples of the above include the “keiretsu” and
“main bank” systems practiced in Japan [21, 22]. However,
Japan’s shareholder returns are among the worst performers,
which predominantly is due to its Bank-governance system.
According to Dr. Yanagi, many Japanese companies lag behind
when it comes to showing the value of intangibles like employing
workers with disabilities or promoting women to management
positions. In recent years, nearly 341 Japanese companies have
adopted integrated reporting, as per KPMG data [4, 23]. This
reflects the growing trend of businesses in Japan to promote their
company’s intangible assets, such as human resources and social

contributions, in addition to traditional financial metrics such as
ROE. In this regard, the Yanagi’s model aims to bridge the gap
between these intangible assets and financial metrics and provide
an understanding of how these assets contribute to the overall
value of a company.

Thus, the “Yanagi’s model,” which emphasizes the importance
of increasing employee training days to boost a company’s valuation,
has been adopted by several Japanese firms such as JR East, Eisai,
NEC, KDDI, and Nissin Foods. These firms have disclosed the
positive results of the Yanagi’s model in their respective
integrated reports. For instance, NEC reported that increasing
employee training days by just 1% would lead to a 7.2% increase
in its valuation over 5 years [24]. While several other companies
are planning to implement the Yanagi’s model, they have not yet
disclosed their intentions. In addition, there is nearly ¥200trn
(£1.4trn) sleeping on Japanese companies’ corporate balance
sheets, which has almost doubled in the past 15 years [25, 26].

To create value and raise ROE, companies can adopt several
strategies. For instance, they can raise ROE temporarily by buying
their own shares, but the key is whether they can sustain the
increased ROE over the long term. Unless the enterprise’s entity
changes, high ROE will eventually return to average. Overall, the
Yanagi’s model presents a promising approach to improving a
company’s valuation and maintaining a highly motivated
workforce. However, for it to be effective, companies must
address underlying issues such as Bank-governance and focus on
sustaining long-term ROE growth. As more companies adopt the
Yanagi’s model, it will be interesting to observe its impact on
shareholder returns and corporate balance sheets. Lastly, Yanagi’s
studies have been acknowledged in several research publications
including ‘The Case for Impact’ by Haut [27]. The model along
with its effectiveness in Eisai, a Japanese pharmaceutical
company, also found its mention in the final report of G7 impact
taskforce.

4. Findings: Review of Empirical Studies

Dr. Ryohei Yanagi’s empirical studies have revealed a positive
correlation between Eisai’s ESG key performance indicators (KPIs)
and PBR as Figure A2 shows. This review aims to critically evaluate
Yanagi’s empirical studies, discussing the strengths, limitations, and
implications of his research. The findings of his multiple regression

Figure 1
Synchronization model of non-financial capital and equity spread
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analysis are significant as it demonstrates that companies that
prioritize ESG factors can achieve better financial performance.
The multiple regression analysis used in the study utilized a
logarithmic transformation as Figure A2 shows.

ln PBRið Þ ¼ αþ β1 � ln ROEið Þ þ β2 � ln ESGKPIi�tð Þ þ γ i�t (2)

where the dependent variable is denoted by PBRi. The independent
variables included: ln ROEi and ln ESG KPIi-t, with α, β1, β2, and γi-t
as the coefficients. Wherein, α includes the factors affecting
PBRi increase, which cannot be explained with ROE or ESG. β1

indicates the strength of the relationship between ROE and PBR.
β2 indicates the strength of the relationship between ESG KPIs
and PBR.

γ i�t is the difference between PBRi estimated by regression
equation and actual PBR. “i” represents the fiscal year under analy-
sis, denoting the specific time period for which the data are being
examined. “t” signifies the year for which the calculation is per-
formed, essentially capturing the temporal aspect of the analysis.

The study as shown in Figure 2 [18] covered a wide time frame
and included 88 ESG KPIs that were retroactive to an average of 12
years. A total of 1088 distinct regressions were produced as a result
of the 28-year compilation of Eisai’s PBRi data. In this setting, it is
crucial to understand why using individual regressions instead of a
single longitudinal or panel regression is preferable. We have the
chance to explore variations within these subsets because each
individual regression examines a particular subset of data
observations. This method, in turn, makes it easier to understand
the complex connections between ESG KPIs and PBR across a
range of contexts and time periods.

As the results are drawn from previous studies, it is prudent to
mention that the reported findings are derived from these specific
methodologies. Further, it might be worthwhile to think about
investigating alternative regression models as a possible direction
for future study [18, 28].

This is a significant sample size, and it helps to reduce the
possibility of errors or bias in the study. The use of logarithmic
transformation in the multiple regression analysis is also quite
appropriate, as it helps to adjust for the nonlinear relationship
between the variables. However, such scale should not obscure
the need for rigorous data quality and the potential for biases in

retrospective data collection. This is particularly crucial when
dealing with historical ESG KPIs and PBR figures, where data
accuracy and consistency might be questionable. Additionally,
while the analysis might boast numerical sophistication, it could
inadvertently overshadow critical qualitative aspects that play a
pivotal role in understanding the contextual relevance of ESG
practices. Moreover, the use of logarithmic transformation, while
theoretically sound, can introduce assumptions that might not
entirely align with the complex reality of financial markets.

Different weightings were assigned to various ESG factors, and
the analysis results indicate that spending on employee development,
such as pay and training, can positively impact a company’s value
over time. For example, Yanagi found that increasing investment
in employees by 10% would result in a 13.8% increase in Eisai’s
price-to-book value ratio over 5 years. Similarly, increasing
research and development spending by 10% would result in an
8.2% improvement in the ratio over 10 years. Yanagi argues that
his model can help investors evaluate a company’s ESG efforts by
providing concrete numerical evidence, especially in a market
where there are unregulated calculations of ESG metrics by
various data providers. The Yanagi’s model is particularly
relevant as regulators are increasingly focusing on ESG issues.
Given below is a figure that shows the positive correlation
between Eisai’s ESG KPIs and PBR explained above. While the
model has been tested in various studies, what makes Yanagi’s
work stand out is the delayed penetration effect as Figure A3 [10]
shows, which suggests that companies that improve their ESG and
SDG performance can experience positive financial performance
in the long run. Further, an empirical study conducted by Yanagi
and Yoshino [29] in Japan further supports the Non-Financial
Capital and Equity Spread Synchronization Model. The study
found that a company’s human, organizational, and relational
capital had a positive and significant impact on its MVA and
equity spread. In particular, the study found that a company’s
organizational capital, which refers to the systems, processes, and
structures that enable the company to operate effectively, had the
strongest impact on its MVA and equity spread. In summation,
Yanagi’s proposition that his model offers investors a clear path
to evaluating a company’s ESG endeavors demands closer
examination. While quantifiable metrics can indeed provide
insight, the danger arises when a single model is wielded as a
universal yardstick for evaluating diverse companies across
sectors. The diverse nature of industries, market conditions, and
business models suggests that a one-size-fits-all approach may not
be accurate or meaningful in capturing the nuances of ESG
performance.

5. Discussion

5.1. Current asset managers/owners incorporation
of ESG investment thesis

It is crucial to understand how current asset managers and
owners incorporate ESG investment thesis in Japan before
implementing the Non-Financial Capital and Equity Spread
Synchronization Model widespread across Japanese companies.
There are several reasons for this. First, the ESG investment
approach has gained significant traction in Japan in recent years.
Institutional investors are increasingly integrating ESG factors into
their investment strategies [30]. As a result, understanding how
asset managers and owners incorporate ESG investment thesis is
essential to align the Non-Financial Capital and Equity Spread
Synchronization Model with their investment strategies.

Figure 2
Positive correlation of Eisai’s ESG KPIs and PBR
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Second, Japanese companies have unique cultural, social, and
legal contexts that influence how they incorporate ESG factors. For
instance, Japanese companies have historically prioritized
stakeholder relationships and long-term value creation over short-
term profits [31]. Therefore, incorporating ESG factors may not
be a radical shift for Japanese companies as it aligns with their
values and culture. However, the specific ESG factors that
Japanese asset managers and owners prioritize may differ from
those in other countries. Thus, incorporating the specific ESG
factors that Japanese asset managers and owners prioritize is
critical for the effective implementation of the Non-Financial
Capital and Equity Spread Synchronization Model.

Further, understanding how asset managers and owners
incorporate ESG investment thesis in Japan is essential for
ensuring that the implementation of the Non-Financial Capital and
Equity Spread Synchronization Model aligns with the broader
national goals and regulatory frameworks. For instance, Japan’s
Stewardship Code and Corporate Governance Code outline
expectations for institutional investors to engage with investee
companies on ESG issues [32]. Incorporating ESG factors that
align with the Stewardship Code and Corporate Governance Code
can enhance the effectiveness of the Non-Financial Capital and
Equity Spread Synchronization Model in achieving its objectives.

The market conditions suggest that including sustainable
practices that stress ESG KPIs is a major driver of growth for
shareholder value [33]. In the 2023 Japanese scenario, asset
owners majorly comprise life insurance companies and asset
management firms have witnessed a tumultuous increase in
including ESG parameters in their investment decisions and
portfolio selection. The basic incorporation strategies used by
institutional investors for ESG investment thesis do not vary
greatly from that of other countries. Most asset managers/owners
focus on companies with a strong ESG performance track record.
These companies unlike others hold a greater competitive edge in
the long term as they potentially could be more resilient to
volatile markets and even unprecedented pandemics. Parallel to
this, sustainable finance has witnessed an increase in the number
of institutions that collect and analyze data on a company’s ESG
practices and their eligibility to secure ESG-related bonds and
loans is gaining significance [34].

In a workshop organized by the CFA Institute in Japan [35],
most participants pointed out that while governance issues always
have an impact, the degree of impact contributed by social and
environmental factors varies. A prominent reason behind this
owes to the lack of metrics to calculate social and environmental
factors due to the vast number of subsets under one social
or environmental KPI and the subjective nature of the same [36].
Further, they highlighted that third-party research and company
disclosures are updated only annually, significantly delaying the
identification and rectification of ESG mismanagement risks.
Although institutional investors heavily depend on the data and
conclusions provided by these organizations, it is painstakingly
difficult to closely observe how effective are their ESG practices
and the extent of their impact beyond the indices and numbers
given out by these data providers [37].

Following are a few examples that illustrate how Japanese
institutional investors incorporated ESG factors into their
investment processes: one of the giant institutional investors, the
Government Pension Investment Fund (GPIF), has adopted ESG
policy and active engagement with their portfolio companies into
their investment thesis. To meet a certain target, GPIF uses
exclusionary screening as their criteria to avoid investing in

weapon production or environmental destruction companies [38].
As a universal owner, GPIF encourages reducing negative
externalities and thereby increasing their investee company
impacts. According to, “Women in the Workplace” data published
by GPIF with an average disclosure rate of 50 percentage
recorded a low level of participation. Further, the percentage of
female new hires increased from 25.0% in 2017 to 27.0% in
2022. Despite such numbers, Task Force on Climate-related
Financial Disclosures on the metrics has only environmental data
published and stewardship engagement on climate change has
seen a growth of +14.3% and diversity at +11.8% [38]. Another
example is that of Nissay Asset Management, which has a
dedicated ESG research team to constantly review the
performance of companies that come under their portfolio.
Further, the company effectively put its voting rights to improve
the investee company’s ESG performance. Additionally, it offers
ESG-themed investment products like “Nissay ESG Japan Equity
Fund,” which is invested in companies that have strong ESG
performance compared to others [39, 40].

The study conducted by Diewert et al. [41] highlights the need
for effective collaboration between asset managers/owners and
corporations in promoting sustainable investments. It is, therefore,
imperative that both market participants work together to achieve
the common goal of promoting sustainable investments and
enhancing long-term shareholder value.

5.2. How the Yanagi’s model can improve Japan’s
current economic crises and boost foreign
investment?

The main argument of this research is that the Yanagi’s
model could accelerate Japan’s economic growth in a
sustainable manner, resulting in a win–win situation for all
stakeholders [42]. The literature on the relationship between
ESG efforts and firm-level performance is well-established. A
plethora of studies have demonstrated that companies that
prioritize ESG initiatives, such as reducing carbon emissions,
promoting diversity, and engaging with local communities,
tend to exhibit improved firm value [43, 44], superior
credit ratings [45], increased productivity [46, 47], increased
competitiveness [48, 49], and overall stronger financial
performance [50, 51]. Additionally, numerous studies have
sought to explore the connection between environmental or
social legislation and firm-level performance [50–55] and
examine how macroeconomic factors impact a firm’s ability
and willingness to implement ESG-aligned internal policies.

The most important research to back up this argument comes
from the paper titled “The Effect of Firm-level ESG Practices on
Macroeconomic Performance” by Zhou et al. [56]. The paper
primarily delves into the examination of the relationships between
the implementation of ESG practices by corporations and the
macroeconomic performance of their respective nations of origin,
during the 2002–2017 time frame. The study also found that ESG
investments have a positive impact on the macroeconomy.
Specifically, the study found that an increase in the proportion of
companies with high ESG ratings leads to higher economic
growth, lower inflation, and a reduction in income inequality. The
study argues that this is because ESG investments lead to more
sustainable and socially responsible business practices, which can
create positive externalities and promote economic stability. The
implications of these findings are significant. For one, they
suggest that ESG investments can be a valuable tool for
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companies to improve their financial performance and reduce
systematic risk. Additionally, they suggest that policymakers can
encourage companies to invest in ESG practices as a means of
promoting economic growth and social welfare. The results,
obtained from the analysis of the entire sample group, indicate
that a one-unit increase in the average scores of ESG practices at
the country level is positively correlated with a 0.06%, 0.10%,
and 0.19% increase in the logarithm of GDP per capita,
respectively. To illustrate this, if the average environmental score
of Indonesian firms, which stands at 43.5, were to be raised to the
level of French firms, with a score of 71.8, this would result in a
15% increase in GDP per capita, from approximately USD 4,300
to USD 4900, given all other conditions remain unchanged [56].

For the 11 emerging economies that were included in the
sample, a statistically significant relationship was found between
all three dimensions of corporate ESG practices and economic
growth per capita. However, for developed countries, the average
environmental and governance performance of firms was not
found to have a statistically significant effect on national
economic growth per capita. On the other hand, the average social
performance of firms was found to have a positive and
statistically significant effect. A one-unit increase in the mean
social performance score is correlated with a 0.07% increase in
the logarithm of GDP per capita, suggesting that if the mean
social performance of Japanese firms, which stands at 44.56, were
to be raised to the level of Spanish firms, with a score of 67.38,
this would result in a 18.48% increase in Japan’s GDP per capita,
given all other conditions remain unchanged [56].

However, it is important to note that the study has some
limitations. The authors acknowledge that the study is limited to a
specific time period and country, and the results may not be
generalizable to other countries or time periods. Additionally, the
study is based on a correlation analysis, and causation cannot be
inferred from the results. Despite these limitations, the results of
the study are significant as they provide empirical evidence of the
positive relationship between firm-level ESG practices and
macroeconomic growth. The findings suggest that policymakers
should encourage firms to adopt ESG practices to promote
sustainable economic growth.

Japan has been facing several economic challenges for the past
few decades, including deflation, an aging population, and a
shrinking workforce [57]. The COVID-19 pandemic has further
exacerbated these issues, leading to a significant decrease in
foreign investment in the country. However, the Yanagi’s model,
which emphasizes ESG practices at the firm level, can play a
crucial role in addressing these challenges and attracting foreign
investment to Japan. According to a study by Kusnadi and Wei
[58], firms with strong ESG practices tend to perform better
financially and have higher stock returns than those with weak
ESG practices. This finding is supported by another study by
Grewal et al. [59], which shows that firms with higher ESG
scores have a lower cost of capital, indicating that investors are
willing to pay a premium for firms with strong ESG practices.
The Yanagi’s model, which emphasizes ESG practices at the firm
level, can help Japanese firms improve their financial
performance, which in turn can boost foreign investment.
According to a paper by Tang and Wang [60], Japanese firms that
prioritize ESG practices tend to have a competitive advantage
over their peers, as they are better able to manage risks and
capitalize on new opportunities. Additionally, firms that prioritize
ESG practices are better able to attract and retain top talent, which
can further enhance their competitive advantage. In order to
implement the Yanagi’s model, Japanese firms will need to adopt

and integrate ESG practices into their business operations. This
includes implementing sustainable business practices, promoting
diversity and inclusion, and ensuring good corporate governance.
One way to encourage firms to adopt these practices is through
government incentives and regulations. For example, the Japanese
government can offer tax incentives to firms that prioritize ESG
practices or introduce regulations that require firms to disclose
their ESG performance to stakeholders.

Implementing the Yanagi’s model will not only improve the
financial performance of Japanese firms but can also help address
some of the country’s broader economic challenges. For example,
promoting sustainable business practices can help address
environmental challenges, such as reducing carbon emissions and
promoting renewable energy. Additionally, promoting diversity and
inclusion can help address social challenges, such as gender
inequality and discrimination. This indicates that the Yanagi’s
model can help Japanese companies become more resilient and
sustainable in the long run. By prioritizing ESG practices,
companies can reduce their environmental footprint, promote social
well-being, and enhance corporate governance, which can lead to
increased investor confidence and better access to capital. One key
aspect of the Yanagi’s model is the emphasis on stakeholder
engagement. The model suggests that companies should engage
with stakeholders, including employees, customers, and local
communities, to understand their needs and concerns. This can help
companies build stronger relationships with stakeholders and
improve their reputation, which can attract new customers and
investors. Additionally, stakeholder engagement can help companies
identify potential risks and opportunities, which can inform their
business strategy and lead to more sustainable practices.

Another aspect of the Yanagi’s model is the focus on long-term
value creation. Thismeans that companies should prioritize sustainable
practices that create value over the long term, rather than focusing
solely on short-term profits. This can help companies build
resilience and adaptability, which is particularly important in
uncertain economic times. The Yanagi’s model also emphasizes
transparency and disclosure, which can help companies build trust
with investors and other stakeholders. By disclosing information
about their ESG practices, companies can demonstrate their
commitment to sustainability and social responsibility, which can
enhance their reputation and attract new investors.

5.3. Strength analysis of Yanagi’s model

While it presents an innovative approach toward incorporating
ESG practices in a firm’s decision-making process, there are
potential limitations that need to be acknowledged. One of the main
strengths of the Yanagi’s model is its comprehensive approach to
ESG considerations. By incorporating a wide range of factors that
are often neglected by traditional models, such as employee
welfare, community engagement, and environmental impact, the
model presents a more holistic view of the firm’s responsibilities
toward its stakeholders. This is particularly relevant in the context
of Japan’s economic crisis, where social and environmental issues
are becoming increasingly salient and pressing.

However, the Yanagi’s model’s success is dependent on the
firm’s ability to accurately measure and quantify the impact of its
ESG efforts. While the model provides a structured framework for
ESG considerations, it may be challenging for firms to accurately
measure the impact of their actions on macroeconomic outcomes.
This is particularly relevant in the case of environmental impact,
where the impact of a firm’s actions may be difficult to quantify
and model accurately.
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Moreover, the Yanagi’s model’s effectiveness is dependent on
the level of buy-in from firms and other stakeholders. While the
model may be effective in encouraging firms to prioritize ESG
considerations, there is a risk that it may not be widely adopted if
firms do not see the value in such efforts. This is particularly
relevant in the context of foreign investment, where firms may
prioritize short-term financial gains over long-term sustainability
[61]. There may be several potential challenges and barriers to
adopting the Yanagi’s model in the Japanese context. Some of
these challenges include resistance from companies that prioritize
short-term profits over long-term sustainability, lack of
understanding and awareness of the importance of ESG practices
among stakeholders, and difficulty in measuring and reporting on
non-financial performance indicators. Additionally, there may be
cultural and institutional barriers to the adoption of the Yanagi’s
model, such as a lack of transparency and accountability in
corporate governance practices and a tendency toward hierarchical
decision-making structures. The government and regulatory bodies
may also face challenges in implementing policies and regulations
that encourage the adoption of the Yanagi’s model, particularly if
there is resistance from powerful business interests.

To overcome these challenges, it may be necessary to engage in
stakeholder education and awareness campaigns, provide incentives
for companies to prioritize ESG practices, and establish a culture of
transparency and accountability in corporate governance.
Additionally, the government may need to introduce granular
regulatory frameworks that require companies to report on their
non-financial performance and establish partnerships with civil
society organizations and other stakeholders to promote ESG
practices and the adoption of the Yanagi’s model.

In conclusion, while the Yanagi’s model presents a promising
approach toward incorporating ESG considerations in firm decision-
making, its effectiveness is dependent on various factors.While it has
the potential to address Japan’s current economic crisis and boost
foreign investment, it is essential to acknowledge its potential
limitations and address these challenges proactively. This will
require a collaborative effort from firms, policymakers, and other
stakeholders to ensure that ESG considerations are effectively
integrated into corporate decision-making processes.

6. Recommendations

This paper envisages a few suggestions that could be made to
improve the present Yanagi’s model and to further boost the
Japanese economy. First, one recommendation is to encourage more
companies to adopt the model by providing incentives for doing so.
The current model has only been adopted by only a limited number
of companies. Despite promising results, the model needs to be
tested among a variety of establishments across multiple sectors.

Based on the analysis, it is recommended that future research on
the Yanagi’s model should consider implementing standardized
reporting requirements or third-party verification processes to
improve the reliability and transparency of non-financial capital
performance reporting. This could be achieved through the
development of integrated reporting frameworks that provide a
comprehensive overview of a company’s sustainability
performance, including its ESG and SDG indicators. Furthermore,
it is important to note that disclosure on its own may not
necessarily drive financial performance, as studies have shown
that performance-based ESG measures are more effective in this
regard. Therefore, it is recommended that the Yanagi’s model
prioritizes using performance-based ESG measures to drive
financial outcomes and promote sustainable economic growth

[62]. Further, Yanagi for his research has only catered to
consolidated KPIs, leaving behind several proxy KPIs that might
impact the businesses. This paper recommends that future model
updates should consider the proxyKPIs alongside consolidated ones.

Additionally, there could be further research and development
to refine the model and its impact on corporate performance. For
example, research could be conducted to better understand the
relationship between the different types of non-financial capital,
such as social and environmental capital, and how they impact a
company’s financial performance. This could help to refine the
model and ensure that it accurately captures the full range of non-
financial capital that can contribute to corporate success.

In addition, Japan’s economy heavily relies on small and
medium-sized enterprises (SMEs), which comprise over 99% of
all companies in the country [63]. These companies face unique
challenges in adopting ESG practices, such as a lack of resources,
expertise, and market pressure. Therefore, any proposal to
promote ESG practices in Japan must consider the needs and
constraints of these SMEs [57, 64].

Lastly, emphasis is on the importance of actively engaging with
companies to increase their ESG and SDG indicators. This
engagement should focus on developing a clear conceptual
framework for understanding the linkages between ESG and SDG
factors, conducting empirical research to demonstrate the impact of
sustainability initiatives, disclosing sustainability performance
through integrated reporting, and building long-term relationships
with key stakeholders. Additionally, companies need to set clear
sustainability goals and performance targets, measure and report on
their progress, and continuously improve their sustainability
performance over time. Finally, it is recommended to emphasize the
importance of tracking and recording engagement to demonstrate
stewardship credentials and foster transparency and accountability.

7. Conclusion

In retrospect, the Yanagi’s model presents a viable path toward
building an ESG-friendly economy for Japan. The model’s focus on
incorporating non-financial capital and sustainability factors into
equity valuation aligns with the global trend toward ESG
investing. Japan has recognized the importance of ESG investing
and has made significant strides toward integrating it into the
corporate and investment landscape. However, there is still room
for improvement in terms of the widespread adoption and
implementation of ESG practices. Adopting the Yanagi’s model
can provide a framework for Japanese companies to integrate
ESG factors into their decision-making processes and
investments. As Japan moves toward a more sustainable and
responsible business environment, it can position itself as a
leader in the global ESG movement. The empirical evidence
presented by Yanagi and Yoshino supports the efficacy of the
Yanagi’s model and provides a basis for its implementation in
Japanese companies. Ultimately, the success of the Yanagi’s
model and Japan’s ESG adoption depends on the commitment
and collaboration of various stakeholders, including asset
managers, corporations, policymakers, and investors. However,
with its potential to drive economic growth and promote
sustainability, the Yanagi’s model offers a promising avenue for
Japan to build a more ESG-friendly economy. As stated by
Yanagi [14], “Businesses should be a force for good in society.”
The Yanagi’s model provides a framework for businesses to do
just that, by incorporating ESG initiatives into their business
practices and ultimately contributing to a more sustainable and
equitable future for all.
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Appendix

Figure A1
PRISMA flow diagram

Identification of studies via databases and registers

Records removed before screening:

Duplicate records removed (n = 54 )
Records marked as  ineligible by
automation toois (n = 100 )
Marked ineligible by
Human(n=50)
Records removed for other
reasons (n = 25 )

Records Identified from:
Databases (n=341)
(Scopus.
JSTOR.
Google search*)

Records excluded**
(n =40 )

Records screened
(n = 112 )

Reports sought for retrieval
(n =72 )

Reports not retrieved
(n = 12 )

Reports excluded:
Reason: Falls  outside the 

scope of the chosen topic (n =
20)

Reports assessed for eligibility
(n = 60 )

Studies included in review
(n = 40 )

Note: *Google search was used as there have not been considerable
previous reports on Yanagi’s model; therefore, it was necessary to
understand alternate views on FT report, financial reports of
companies.

Figure A3
Yanagi’s model with Topix 100 and Topix 500 companies

Figure A2
Results of multiple regression analysis
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