
 Sustainable 
Signals:
Understanding Individual Investors’ Interests and 
Priorities from the Perspective of Japan

There are encouraging signs of demand for sustainable investing in Japan, 
according to the latest “Sustainable Signals” survey by the Morgan Stanley 
Institute for Sustainable Investing. Just over half (56%) of individual investors 
surveyed in Japan are interested in sustainable investing, and 29% say they are 
likely to increase their allocation to sustainable investments in 2024.

For individual investors, performance remains important with the 
survey indicating that Japanese investors prioritize maximizing 
financial returns (83% of respondents) over advancing positive 
social or environmental impact (74% and 72% respectively), 
with a majority believing that they can achieve both. Only 42% 
say that sustainable and financial gains are a tradeoff, versus 
over 65% in US and Europe. Furthermore, over 80% of Japanese 
individual investors say companies should address environmental 
and social issues, on par with US and Europe.

 80%+
Japanese individual investors say  
companies should address environmental  
and social issues on par with US and Europe.

Majority of Japanese individual investors  
believe they can achieve both financial returns 
and positive social or environmental impact.

https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/MSInstituteforSustainableInvesting-SustainableSignals-Individuals-2024.pdf
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This comes at a time when sustainable assets 
under management (AUM) in Japan have been on 
an upward trend with the AUM of sustainable funds 
domiciled in Japan at ~$4.5 billion and with those 
invested in the country at $32 billion. 

Japan-Domiciled Sustainable Funds AUM (USDbn)

Sustainable Funds Investing in Japan AUM (USDbn)

FY18

FY18

FY19

FY19

FY20

FY20

FY21

FY21

FY22

FY22

FY23

FY23

 

5.0

4.5

4.0

3.5

3.0

2.5

2.0

1.5

1.0

0.5

0.0

0.8%

0.7%

0.6%

0.5%

0.4%

0.3%

0.2%

0.1%

0.0%

5.0%

4.5%

4.0%

3.5%

3.0%

2.5%

2.0%

1.5%

1.0%

0.5%

0.0%

35.0

30.0

25.0

20.0

15.0

10.0

5.0

0.0

Source: Morningstar data as of Feb 9, 2024

~$4.5 billion

$32 billion
AUM of sustainable funds 

domiciled in Japan 
AUM of sustainable funds  

invested in Japan 

 Japan-domiciled sustainable funds  Sustainable as % of total

 Sustainable funds investing in Japan  Sustainable as % of total

0.4%

2.3%

0.7%

4.3%

 



3MORGAN STANLEY INSTITUTE FOR SUSTAINABLE INVESTING | 2024

Improve Data Quality and Transparency

Increase Sustainable Investment Product Offerings

Amongst Japanese individual investors, the biggest 
perceived barrier to sustainable investing is lack of 
transparency and trust in reported data. But there are 
signs that this may change. The Japanese Financial 
Services Agency (FSA) has mandated companies 
required to file an annual securities report including 
all listed companies in Japan, to disclose sustainability 
related information in the annual securities report from 
March 2023. In addition, upcoming issuance of draft 
sustainability disclosure rules in March 2024 by the 

Sustainability Standards Boards of Japan (SSBJ) will 
encourage Japanese corporates to improve their ESG 
disclosures, with the final standards scheduled to be 
issued no later than end of March 2025. This should  
help investors gain greater access to more consistent 
and comparable ESG related disclosures across 
industries and markets, which may lead asset managers 
to have more conviction over adopting a sustainable 
investment strategy.

An ambitious government strategy, known as the Asset 
Management Strategy1, to channel substantial Japanese 
household financial assets of $14 trillion from savings 
into investments may also help drive sustainable 
investing in the region. On average, Japanese 
households keep more than half of their assets in cash2, 
which is significantly higher compared with 13% in the 
U.S. and 35% in Europe. The Japanese government is 
working to change this and incentivize households to 
allocate more of their assets to investment products. 
As part of this initiative, Investment Trust Association 
of Japan announced the inclusion of new sustainable 
investment products such as sustainable mutual funds 
and ETFs to the list of New Individual Savings Account 
(NISA3) eligible products. 

An ongoing challenge is that at the moment, of the 
over 2000 products4 that are now under the individual 
tax incentives scheme, only around 80 are sustainable 
investment products. Investors have a sense of this 

limited availability, with 44% of Japanese individual 
investors interested in sustainable investing citing lack of 
financial products available for their portfolio.

For asset managers considering how to increase the 
number of available products, our survey suggests 
that key themes to address are “Climate Action”, 
“Healthcare”, and “Circular Economy”, as these were 
the most popular themes amongst Japanese individual 
investors interested in sustainable investing. Our analysis 
of existing sustainability funds suggests that Climate 
Action is well represented but there could be potential 
for further investment in health-related themes.

In addition, the supply of climate action products could 
be boosted by the Japanese Government’s Green 
Transformation Plan5, which requires around $1 trillion 
in initiatives, of which over 80% needs to come from 
private sector. 

SUSTAINABLE SIGNALS: UNDERSTANDING INDIVIDUAL INVESTORS’ INTERESTS AND PRIORITIES FROM THE PERSPECTIVE OF JAPAN

These numbers still trail those of Europe and the 
U.S., where over 80% of investors express interest in 
sustainable investing, and sustainable AUM reached  
$3 trillion and $330 billion respectively in 2023.

So, what opportunities exist that may drive further 
adoption of sustainable investing in Japan and better 
meet growing investor demand?

1 FSA’s Report on Working Group on Capital Market Regulations and Asset Management Task Force of the Financial System Council: 01.pdf (fsa.go.jp)
2 BOJ “Basic Figures – Flow of Funds for the Third Quarter of 2023” report published on Dec 20, 2023.
3 NISA refers to an expanded tax-exempt investment vehicle to help spur investment by individual investors.
4 NISA eligible products last updated on Feb 9, 2024 for mutual funds and Jan 18, 2024 for ETFs, REITS, etc.
5 Outline of the Basic Policy for the Realization of Green Transformation: https://www.meti.go.jp/english/press/2023/pdf/0210_003b.pdf

https://www.toushin.or.jp/static/NISA_growth_productsList/
https://www.fsa.go.jp/en/refer/councils/singie_kinyu/20231213/01.pdf
https://www.boj.or.jp/en/statistics/sj/sjexp.pdf
https://www.meti.go.jp/english/press/2023/pdf/0210_003b.pdf
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Equity Fund Exposure to Sustainability Themes

Source: Morgan Stanley Institute for Sustainable Investing, “Sustainable Signals: Understanding Individual Investors’ Interests and Priorities.  
Data as of January 26th, 2024. 

In summary, to meet growing individual investor demand in Japan, there are 
opportunities to:

  Improve data quality and align corporate sustainability 
disclosures with the ISSB/SSBJ standards.

  Channel $14 trillion of Japanese household financial 
assets from savings to investments via new government 
incentives and include sustainability products by the 
Investment Trust Association of Japan to the New 
Individual Savings Account (NISA) platform.

  Increase the number of available sustainable product 
offerings from asset managers, taking into account 
key themes of interest, as well as industries that are 
currently underinvested in need of transition finance.

  Continue to grow the sustainable investing expertise of 
financial advisors and asset managers to better educate 
and inform investors.

Help Inform Investors on Sustainable Investing
Maximizing financial returns are the top priority for 
Japanese individual investors, and a majority believe 
that it’s possible to do that while also advancing positive 
environmental and social impact. Our survey showed, 
however, that individual investors are looking for more 
guidance on how to do this. Over half of Japanese 
individual investors interested in sustainable investing 
expressed limited knowledge about how to get started in 
sustainable investing (53%), and they indicated that they 
lack the tools necessary to measure sustainable impact 

(56%), with more than one-third conveying a lack of 
financial advice.

This provides Japanese Financial Advisors and Asset 
Managers an opportunity to upgrade their expertise in 
sustainable investment to help educate their clients and 
better understand their needs, and by offering a more 
diversified and targeted products that can be a solution 
for their investment objective and goals. 
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For more information about the Morgan Stanley Institute for Sustainable Investing,  
visit morganstanley.com/sustainableinvesting.

where ESG criteria is not applied. There is no assurance that an ESG 
investing strategy or techniques employed will be successful. Past 
performance is not a guarantee or a dependable measure of future 
results. For risks related to a specific fund, please refer to the fund’s 
prospectus or summary prospectus.

Investment managers can have different approaches to ESG and 
can offer strategies that differ from the strategies offered by 
other investment managers with respect to the same theme or 
topic. Additionally, when evaluating investments, an investment 
manager is dependent upon information and data that may be 
incomplete, inaccurate or unavailable, which could cause the 
manager to incorrectly assess an investment’s ESG characteristics 
or performance. Such data or information may be obtained 
through voluntary or third-party reporting. Morgan Stanley does 
not verify that such information and data is accurate and makes 
no representation or warranty as to its accuracy, timeliness, 
or completeness when evaluating an issuer. This can cause 
Morgan Stanley to incorrectly assess an issuer’s business practices 
with respect to its ESG practices. As a result, it is difficult to compare 
ESG investment products.

The appropriateness of a particular ESG investment or strategy will 
depend on an investor’s individual circumstances and objectives. 
Principal value and return of an investment will fluctuate with 
changes in market conditions.

Diversification does not guarantee a profit or protect against loss in a 
declining financial market.

The guest speakers at the Sustainable Investing Summit are 
neither employees nor affiliated with Morgan Stanley & Co. LLC or 
Morgan Stanley Smith Barney LLC (“Morgan Stanley”). Opinions 
expressed by the guest speakers are solely their own and do not 
necessarily reflect those of Morgan Stanley.

Information contained in the material is based on data from 
multiple sources and Morgan Stanley makes no representation as 
to the accuracy or completeness of data from sources outside of 
Morgan Stanley. References to third parties contained herein should 
not be considered a solicitation on behalf of or an endorsement of 
those entities by Morgan Stanley. Morgan Stanley is not responsible 
for the information contained on any third-party web site or your 
use of or inability to use such site, nor do we guarantee its accuracy 
or completeness. The terms, conditions, and privacy policy of any 
third-party web site may be different from those applicable to your 
use of any Morgan Stanley web site. The opinions expressed by the 
author of an article written by a third party are solely his/her own and 
do not necessarily reflect those of Morgan Stanley. The information 
and data provided by any third-party web site or publication is as of 
the date of the article when it was written and is subject to change 
without notice.

This material may provide the addresses of, or contain hyperlinks 
to, websites. Except to the extent to which the material refers to 
website material of Morgan Stanley Wealth Management, the firm 
has not reviewed the linked site. Equally, except to the extent to 
which the material refers to website material of Morgan Stanley 
Wealth Management, the firm takes no responsibility for, and makes 
no representations or warranties whatsoever as to, the data and 
information contained therein. Such address or hyperlink (including 
addresses or hyperlinks to website material of Morgan Stanley 
Wealth Management) is provided solely for your convenience and 
information and the content of the linked site does not in any way 
form part of this document. Accessing such website or following such 
link through the material or the website of the firm shall be at your 
own risk and we shall have no liability arising out of, or in connection 
with, any such referenced website. Morgan Stanley Wealth 
Management is a business of Morgan Stanley Smith Barney LLC.

This material was published in February 2024 and has been prepared 
for informational purposes only, and is not a solicitation of any 
offer to buy or sell any security or other financial instrument, or to 
participate in any trading strategy. This material does not provide 
individually tailored investment advice. It has been prepared without 
regard to the individual financial circumstances and objectives of 
persons who receive it. Securities discussed in this material may 
not be appropriate for all investors. It should not be assumed that 
the securities transactions or holdings discussed were or will be 
profitable. Morgan Stanley recommends that investors independently 
evaluate particular investments and strategies and encourages 
investors to seek the advice of a Financial Advisor.

This material contains forward-looking statements and there can be 
no guarantee that they will come to pass.  Past performance is not a 
guarantee of future results or indicative of future performance.

Information contained in this material is based on data from 
multiple sources and Morgan Stanley makes no representation as 
to the accuracy or completeness of data from sources outside of 
Morgan Stanley.

Morgan Stanley makes every effort to use reliable, comprehensive 
information, but we make no guarantee that it is accurate or 
complete. We have no obligation to tell you when opinions or 
information in this material may change.

Because of their narrow focus, sector investments tend to be  
more volatile than investments that diversify across many sectors 
and companies.

Certain portfolios may include investment holdings deemed 
Environmental, Social and Governance (“ESG”) investments. For 
reference, environmental (“E”) factors can include, but are not limited 
to, climate change, pollution, waste, and how an issuer protects and/
or conserves natural resources. Social (“S”) factors can include, but 
not are not limited to, how an issuer manages its relationships with 
individuals, such as its employees, shareholders, and customers as 
well as its community. Governance (“G”) factors can include, but 
are not limited to, how an issuer operates, such as its leadership 
composition, pay and incentive structures, internal controls, and 
the rights of equity and debt holders. You should carefully review 
an investment product’s prospectus or other offering documents, 
disclosures and/or marketing material to learn more about how it 
incorporates ESG factors into its investment strategy. 

ESG investments may also be referred to as sustainable investments, 
impact aware investments, socially responsible investments or 
diversity, equity, and inclusion (“DEI”) investments.  It is important to 
understand there are inconsistent ESG definitions and criteria within 
the industry, as well as multiple ESG ratings providers that provide 
ESG ratings of the same subject companies and/or securities that 
vary among the providers.  This is due to a current lack of consistent 
global reporting and auditing standards as well as differences in 
definitions, methodologies, processes, data sources and subjectivity 
among ESG rating providers when determining a rating.  Certain 
issuers of investments including, but not limited to, separately 
managed accounts (SMAs), mutual funds and exchange traded-
funds (ETFs) may have differing and inconsistent views concerning 
ESG criteria where the ESG claims made in offering documents 
or other literature may overstate ESG impact. Further, socially 
responsible norms vary by region, and an issuer’s ESG practices 
or Morgan Stanley’s assessment of an issuer’s ESG practices can 
change over time. 

Portfolios that include investment holdings deemed ESG investments 
or that employ ESG screening criteria as part of an overall strategy 
may experience performance that is lower or higher than a portfolio 
not employing such practices.  Portfolios with ESG restrictions 
and strategies as well as ESG investments may not be able to take 
advantage of the same opportunities or market trends as portfolios 
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