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In 1995, Nomura Research Institute and Frank Russell Company’s index 
group partnered to create the Russell/Nomura Japan Equity Indexes (RNJEI) 
as benchmarks for the Japanese equity market. The year 2015 marks the 
20th anniversary of the creation of the RNJEI series and provides a good 
opportunity to evaluate the effectiveness of the indexes.

The RNJEI series was created to accomplish several objectives:1 

• Comprehensive – The primary objective was to provide a broad-market 
index that accurately measures the performance of the total equity market 
of Japan. The Russell/Nomura Total Market Index was the first index to 
consider all Japan-domiciled stocks for inclusion, including stocks from 
exchanges other than the Tokyo Stock Exchange First Section. 

• Float-adjusted – Constituents were weighted according to their availability 
for investment in the market. Adjustments for cross-holdings and 
shares unavailable for trading resulted in accurate float-adjusted market 
capitalization weights. Although adjustment for float is standard index 
construction practice today, this feature was innovative at the time. The 
resulting Russell/Nomura Total Market Index was designed to be more 
representative of the Japanese equity market than other existing indexes. 

• Modular – Another objective was to provide an internally consistent 
series of indexes that added up to the Russell/Nomura Total Market 
Index. At launch, the RNJEI series included modular components 
that spanned the size dimension from large to small cap stocks. In 
addition, value and growth style indexes were created for the Japanese 
equity market for the first time.2 The resulting index series provided a 
comprehensive and flexible set of tools for investors.

• Transparent – A final objective was to provide unambiguous and 
transparent rules for construction of the indexes. Clear rules for 
construction, stated in advance, are hallmarks of desirable indexes. For 
indexes to be used as benchmarks, such properties are essential.3 The 
RNJEI series was constructed with the same rigor Frank Russell Company 
used in constructing its series of U.S. indexes, launched in 1984.

The resulting benefits of these accomplished objectives include:

•  A comprehensive series of indexes that spans the size dimension and the 
value/growth style dimension, for use as benchmarks and as the basis for 
passive investments by asset owners and managers. See Appendix 1 for a 
depiction of the relationships among the RNJEI series members.

1   These objectives were stated, in slightly different order, in “Japanese Equity Style Indexes: Tools 
for Performance Evaluation and Plan Management,” by Jon A. Christopherson, Yasuyuki Kato and 
Jeffrey A. Hansen, Russell Research Commentary, September 1996, p. 2.
2   Value stocks are defined as stocks with relatively low adjusted price-to-book ratio (PBR) and 
growth stocks with relatively high adjusted PBR. For additional information on index methodology, 
refer to: http://www.ftse.com/products/indices/Russell-Nomura/.
3   See Jeffery V. Bailey, Thomas M. Richards and David E. Tierney (2007) in “Evaluating Portfolio 
Performance,” Chapter 12 of Managing Investment Portfolios: A Dynamic Process (3rd edition) 
by John L. Maginn, Donald L. Tuttle, Dennis W. McLeavey and Jerald E Pinto, eds. (Wiley). See 
also Jon A. Christopherson, David. R. Cariño and Wayne E. Ferson (2009), Portfolio Performance 
Measurement and Benchmarking (New York: McGraw-Hill).
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•  A representation of the entire investment opportunity set, rather than 
partial or narrow segments of the market. Generally, academic research 
suggests that the broadest benchmark that encompasses the assets 
in the equity market is the most objective.4 The RNJEI series provides 
comprehensive coverage of the Japanese equity market, as the indexes 
include stocks from both the First and Second sections of the Tokyo 
Stock Exchange, as well as the JASDAQ and other exchanges.

•  Free float weighting of equity components, by adjusting for closely held 
shares that were rarely traded or were owned by other companies (cross-
ownership), to reflect how much of each company’s stock was actually 
available for purchase. (DoCoMo was a classic example of what happens 
when you do not make adjustments.5)

•  Careful adjustments for equity availability, including Seiri Post stocks,6 
Japanese railroad real estate holdings and state-owned enterprises such 
as NTT, etc., reflecting unusual aspects of the Japanese equities market. 
Further, a series of technical adjustments, such as accurate closing 
prices, listing requirements, etc., were made to accurately measure what 
really happened to prices and capital flows in the Japanese market.

The Russell/Nomura Japan Equity Indexes were developed to provide 
broader and more representative coverage of the market than was available 
with existing Japanese equity indexes.7 In 1995, the existing indexes that 
were available to measure the broad Japanese equity market were the Tokyo 
Stock Exchange Price Index (TOPIX), the Nikkei Stock Average (Nikkei 225) 
and the MSCI Japan Index. The TOPIX included only stocks from the Tokyo 
Stock Exchange First Section, which is only a portion of the total Japanese 
equity market. The Nikkei 225 was price-weighted, a weighting scheme that 
is much less relevant to institutional investors than is weighting by market 
capitalization. The MSCI Japan Index included only a sample of the largest 
capitalization companies of the Japanese market. 

Subsequently, in 2004, the Russell/Nomura Prime Index was developed, 
consisting of the 1,000 largest and most liquid companies in the Russell/Nomura 
Total Market Index. The Russell/Nomura Prime Index provided an even more 
investable representation of the Japanese equity market than did the Total Market 
Index. The index was designed for extra-large passive funds. It covered both large 
cap and small cap markets with 1,000 names, while eliminating the smallest and 
most illiquid stocks of the Russell/Nomura Total Market Index. The index also 
introduced a banding methodology to decrease turnover at reconstitution. 

4   Richard Roll (1969), “Bias in Fitting the Sharpe Model to Time Series Data,” Journal of Financial 
and Quantitative Analysis, Cambridge University Press, vol. 4, issue 3, p. 278, September. Roll 
says, “For every asset, an index can be found to produce a beta of any desired magnitude, however 
large or small. Thus, for every asset (or portfolio), judicious choice of the index can produce any 
desired measured ‘performance’ (positive or negative) against the securities market line.” See 
also Chapter 8, pp. 67–77, in Christopherson, Cariño and Ferson (2009), Portfolio Performance 
Measurement (McGraw-Hill).
5   DoCoMo was spun of by NTT (Nippon Telegraph and Telephone Corp.), which was wholly owned 
by the Japanese government on a capitalization basis. DoCoMo became 5% of the TOPIX index, 
even though the government retained the majority of shares. Investors seeking to mimic the cap-
weighted portfolio of the TOPIX index, such as pension funds, sought shares that were not traded 
or available, with the predictable consequences – prices rose, as did the weight of DoCoMo in a 
self-reinforcing cycle. The TSE’s newer indexes have moved to float-weighting.
6   Stocks that are close to bankruptcy, in bankruptcy or in serious financial difficulty are moved to 
the Seiri and Kanri posts on the floor of the Tokyo Stock Exchange.
7   See Appendix 2 for a comparison of construction criteria among Japanese indexes.
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In this paper, we look at how these index design choices have resulted in 
observed characteristics over the last 20 years. We show how elements of the 
design have affected the index characteristics by comparing the Russell/Nomura 
Japan Equity Indexes to other indexes intended to represent the Japanese equity 
market, primarily the market-leading TOPIX. We begin with index returns and 
see how the RNJEI series has measured key facts of Japanese equity market 
history. Then we examine the overall composition and weighting of the Russell/
Nomura Total Market Index, and show that it is more representative of the broad 
market than other indexes.
The information in this paper is not intended to be, or represent, the competitive 
landscape of the market for Japanese market indexes, nor is it a picture, indicative 
or otherwise, of market share. In this paper, we focus on the Russell/Nomura Japan 
Equity Indexes as well as the TOPIX and MSCI Japan Index. Until 2014, all of the 
Government Pension Investment Fund (GPIF) passive domestic equity investments 
were allocated to the TOPIX, so it is essential to include in our analysis.8 At the time 
that the Russell/Nomura Japan Equity Indexes were developed, the MSCI EAFE 
Index was a widely adopted global benchmark; the MSCI Japan Index included in this 
analysis is a component of MSCI EAFE Index. We did not include the Nikkei 225 in 
our analysis as it is a price-weighted index, unlike the Russell/Nomura Japan Equity 
Indexes, TOPIX or MSCI Japan Index which are market cap-weighted indexes.

The series of Russell/Nomura Japan Equity 
Indexes includes distinct market segments
Because the RNJEI series spans the dimensions of size and value/growth styles, 
the history of the Japanese equity market has been tracked by the indexes to a 
level of detail that was not previously available.
Table 1 displays the annualized returns for each of the Russell/Nomura Japan 
Equity Indexes for 426 months of total returns including dividends. To see 
whether time period is a driving force in the returns, we divided the total 
426-month data set into two segments. The first segment contains data from 
January 1980 to December 2000 – 252 months; the second segment contains 
data from January 2001 to June 2015 – 174 months. The latter segment begins 
at the inception of the MSCI Japan Small Cap index (compared later in the 
paper). The data being analyzed is viewed on a Japanese yen basis. The 
annualized returns for the indexes are arranged in terms of the two major equity 
style dimensions: capitalization tiers and growth/value styles. 
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8   For more information on the GPIF’s announcement, see “GPIF’s selection of domestic equity 
investment managers and revision of manager structure” at 
http://www.gpif.go.jp/topics/2014/pdf/gpifs_selection_en.pdf.
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Table 1. Annualized returns of the Russell/Nomura series of indexes

January 1980 to  
June 2015

January 1980 to  
December 2000

January 2001 to  
June 2015

Broad 
Market Growth Value

Broad 
Market Growth Value

Broad 
Market Growth Value

Total 5.03 2.39 7.40 6.03 3.02 8.65 3.59 1.50 5.60

Top cap 4.29 2.05 6.84 6.06 2.98 9.44 1.77 0.73 3.19

Large cap 4.90 2.51 7.19 6.24 3.24 8.93 3.00 1.46 4.72

Mid cap 5.89 3.58 7.39 6.60 4.23 8.03 4.88 2.66 6.46

Mid small  
cap 5.85 3.21 7.58 6.08 3.74 7.68 5.52 2.45 7.42

Small cap 5.69 2.54 7.68 4.87 2.87 6.83 6.90 2.05 8.93

Source: FTSE Russell, data as at June 30, 2015. Past performance is no guarantee of future 
results. Certain returns shown reflect hypothetical historical performance. Please see the final page 
for important legal disclosures. Note: see Appendix 1 for cap tier definitions.

Given the argument that the return for a security should be commensurate with 
the business risk of that security, we would expect smaller capitalization stocks 
to outperform larger cap stocks, because their earnings are more volatile and, 
consequently, their market prices are also more volatile. The returns show that 
for the Japanese market, the mid-capitalization stocks have performed best in 
terms of the size dimension over the full 34.5-year period examined.

What is also of particular notice in Table 1 is that the growth investment style 
has substantially underperformed the value style over all three time periods 
examined: 34.5 years, the earlier 20-year period and the later 14.5-year 
period. The consistency of this underperformance is at odds with the results of 
substantial research into and experience in other equity markets.9 Based on the 
U.S. market experience, although a value premium may exist in the long run, 
we would expect the growth style to occasionally perform well; and over a long 
window, such as 35 years, we expect to see some time windows over which the 
returns of growth and value indexes are approximately the same.10

However, during the time period covered, the Japanese economy and markets 
underwent a severe correction during the “bursting of the Japanese bubble” as 
well as the U.S. tech bubble crash in the early 2000s and, of course, during the 
2008 worldwide economic crash. Japan was hit harder by more of these than 
most countries and hence investors may have become obsessed with what they 
perceived to be safer investments which translated into securities with lower 
price-to-book ratios and higher relative economic strength.

Comparing the returns of the RNJEI series to those of other available indexes 
is informative. Returns for the MSCI Japan Small Cap index begin in January 
2001, and are shown in Table 2 together with MSCI Japan, its value/growth 
indexes, and TOPIX. Also shown is the Russell/Nomura Prime Index, which was 

9   Eugene F. Fama and Kenneth R. French, “Value versus growth: The International Evidence,” 
Journal of Finance, Vol. 53, No. 6 (Dec. 1998), pp. 1975–99.
10   See Christopherson, Cariño and Ferson (2009), Portfolio Performance Measurement 
(McGraw-Hill); pp. 288–91 present evidence in the U.S. supporting cumulative returns rotation among 
the growth/value styles. The value style outperforms the growth style on an average frequency basis; 
however, when value style valuations rise sufficiently high, growth becomes much more attractive, 
and investors rotate toward growth under the reasoning that one can obtain growth prospects for 
roughly the same price as value prospects. Hence, style outperformance should rotate. 
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developed in 2004 as a new member in the Russell/Nomura Japan Equity Index 
series. Table 2 displays annualized returns of these indexes from January 2001 
to June 2015.

Table 2. Annualized return, January 2001 to June 2015

Broad Market Growth Value

Russell/ 
Nomura 

Total 
Market TOPIX

Russell/ 
Nomura 

Prime
MSCI 

Japan
Russell/ 
Nomura

MSCI 
Japan

Russell/ 
Nomura

MSCI 
Japan

Total market 3.59 3.29 3.50 – 1.50 – 5.60 –

Top cap 1.77 – – – 0.73 – 3.19 –

Large cap 3.00 – – 3.10 1.46 1.44 4.72 4.62

Mid cap 4.88 – – – 2.66 – 6.46 –

Mid small cap 5.52 – – – 2.45 – 7.42 –

Small cap 6.90 – – 6.36 2.05 – 8.93 –

Source: FTSE Russell, data as at June 30, 2015. Past performance is no guarantee of future 
results. Certain returns shown reflect hypothetical historical performance. Please see the final 
page for important legal disclosures. Returns for TOPIX and MSCI Japan Indexes sourced from 
Morningstar Direct.

As seen in Table 2, the series of Russell/Nomura Japan Equity Indexes provides 
a more detailed view of the market than do the alternative indexes shown. 
For example, while the MSCI Japan Index is designed to represent the broad 
Japanese market, using the RNJEI size classification, we may characterize 
it as a large cap index in the size classification context of the RNJEI series. 
The MSCI Japan (Standard) Index provides roughly 85% of free float–adjusted 
Japanese market capitalization, which is quite similar to the large cap definition 
of the RNJEI series. Hence, when we compare the performance of MSCI Japan, 
3.10%, with the Russell/Nomura Large Cap Index performance, 3.00%, the two 
annualized returns are actually quite similar.
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Composition comparison of the Russell/ 
Nomura Japan Equity Indexes to the TOPIX
In this section, we compare the constituents and coverage of the Russell/
Nomura Total Market Index to the TOPIX, which are both cap-weighted indexes 
covering large cap and small cap stocks. However, the Russell/Nomura Total 
Market Index includes more constituents and is designed to be more liquid. 

Table 3 shows the number of companies listed in each segment of the various 
stock exchanges in Japan – 3,618 companies in total. As of the end of June 
2015, the Russell/Nomura Total Market Index included 1,495 names and TOPIX 
included 1,893 names. Although TOPIX includes about 400 more stocks than 
the Russell/Nomura Total Market Index, its universe consists only of the stocks 
listed on the First Section of the Tokyo Stock Exchange. By comparison, the 
starting universe of the Russell/Nomura Total Market Index consists of the entire 
3,618 companies listed in Japan. Of those companies, the RNJEI excludes 
the smallest capitalization companies, while including 98% of the market 
capitalization of all listed companies. 

Table 3. Number of companies listed on each Japanese stock exchange

Tokyo Stock  
Exchange (TSE)

Nagoya Stock 
Exchange (NSE) 

(Companies listed 
only at NSE)

Fukuoka Stock 
Exchange (FSE) 

(Companies listed 
only at FSE) 

Sapporo Securities 
Exchange (SSE) 

(Companies listed 
only at SSE)

First Section 1,893 First Section 5 Main Board 25 Main Board 9

Second Section 550 Second Section 62 Q-Board 6 AMBITIOUS 6

MOTHERS 214 CENTREX 13

JASDAQ 824

Tokyo Pro Market 11

Total 3,492 Total 80 Total 31 Total 15

3,618

Source: FTSE Russell, data as at June 30, 2015.
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Excluding the smallest capitalization companies has a measurable impact on 
the liquidity of the index. To illustrate this, we compare the compositions of the 
Russell/Nomura Total Market Index and the TOPIX in Table 4. 

Table 4. Stocks in common, Russell/Nomura Total Market Index and TOPIX

Russell/Nomura Total Market Index
RN exTPX COMMON

153 1,347

1.20% 98.80%

1,347 489

98.45% 1.55%

COMMON TPX exRN

TOPIX

Source: FTSE Russell, data as at December 31, 2014. Data sourced from Nomura Securities.

As of the end of December 2014, the Russell/Nomura Total Market Index and 
TOPIX held 1,347 stocks in common, which is more than 98% of each index. The 
description “RN exTPX” includes the stocks in the Russell/Nomura Total Market 
Index, but not in TOPIX; and the description “TPX exRN” includes the stocks in 
TOPIX, but not in the Russell/Nomura Total Market Index. For convenience, in 
this paper, we reference the overlapping or non-overlapping groups of stocks 
between the comparison indexes as “portfolios,” as listed in Table 5. Table 6 
shows two liquidity measures of the two portfolios from 2006, after TOPIX fully 
shifted to being a free float market cap index. 

Table 5. Key for portfolios of overlapping and non-overlapping stocks 
between the Russell/Nomura Total Market Index and TOPIX

Portfolio Description
COMMON Stocks in both Russell/Nomura Total Market Index and TOPIX

RN exTPX Stocks in Russell/Nomura Total Market Index but not in TOPIX

TPX exRN Stocks in TOPIX but not in Russell/Nomura Total Market Index

COMMONP Stocks in both Russell/Nomura Prime Index and TOPIX

RNP exTPX Stocks in Russell/Nomura Prime Index but not in TOPIX

TPX exRNP Stocks in TOPIX but not in Russell/Nomura Prime Index

Source: FTSE Russell. Please see the final page for important legal disclosures.
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Table 6. Liquidity measures for RN exTPX compared to TPX exRN

TURNOVER (%) Amihud ILLIQUIDITY
RN exTPX TPX exRN RN exTPX TPX exRN

2006 408.6 11.7 6.45 4.84

2007 538.0 125.1 5.02 9.97

2008 556.8 11.6 35.87 36.43

2009 459.9 7.3 19.59 29.80

2010 334.5 15.5 11.30 15.90

2011 186.9 16.9 19.25 29.84

2012 9.1 10.9 11.13 13.13

2013 34.3 15.9 1.52 4.12

2014 29.1 9.8 3.57 2.67

AVERAGE 284.1 25.0 12.63 16.30

Source: FTSE Russell, data as at December 31, 2014. Please see the final page for important legal 
disclosures. Turnover and Amihud Illiquidity data sourced from Nomura Securities, as at the end of 
December in each year.

TURNOVER (%) is the total shares traded in the last 20 days divided by the 
shares outstanding. The larger a number is, the more liquid the portfolio is, 
and we see larger numbers in RN exTPX. The second measure, Amihud 
ILLIQUIDITY, is the average of absolute value of daily return divided by daily 
trading volume (in millions, JPY) in the most recent month (bps), and the smaller 
a number is, the more liquid the portfolio is. Again, we see higher liquidity in RN 
exTPX than in TPX exRN.

The analysis shows that the Russell/Nomura Total Market Index is broad, 
comprehensive and liquid. The broad coverage of the Russell/Nomura Total 
Market Index (including stocks other than those on the Tokyo Stock Exchange 
First Section) confirms that the index is representative of the Japanese equity 
market, and the high levels of liquidity validates the index’s investability.

Differences in returns due to composition and 
weighting
The index composition differences between RNJEI and TOPIX have led to 
differences in returns, as seen in Table 2. The differences in returns between 
the Russell/Nomura Total Market and Prime indexes and TOPIX could be 
from the differences in the constituent stocks included, or from the differences 
in the weighting schemes. We analyze these differences in Table 7, which 
shows returns for the overlapping and non-overlapping subsets of the 
various indexes. The full period, January 2001 to June 2015, is divided into 
two subperiods, where July 2006 to June 2015 is the subperiod after TOPIX 
shifted to free float weighting.
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shows that the 
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and liquid.
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Table 7. Performance of the Russell/Nomura Total Market and Russell/ 
Nomura Prime indexes compared with TOPIX

Anualized return (%)

Russell/Nomura  
Total Market Index

Russell/Nomura  
Prime Index TOPIX

Index COMMON
RN 

exTPX Index COMMONP
RNP 

exTPX Index COMMON
TPX 

exRN COMMONP
TPX 

exRNP

200101-
201506 3.59 3.61 3.07 3.50 3.53 2.06 3.29 3.34 8.48 3.24 8.76

200101-
200606 5.71 5.64 9.64 5.47 5.47 7.02 5.04 5.15 14.38 4.92 15.81

200607-
201506 2.32 2.39 -0.75 2.31 2.36 -0.85 2.24 2.25 5.02 2.22 4.66

Source: FTSE Russell, data as at June 30, 2015. Past performance is no guarantee of future 
results. Certain returns shown reflect hypothetical historical performance. Please see the final page 
for important legal disclosures. Data sourced from Nomura Securities.

In Table 7, the annualized returns under “Index” were estimated using the 
monthly returns and the free float-adjusted market capitalizations of the 
constituent stocks. “COMMON” is the portfolio of stocks included in both the 
Russell/Nomura Total Market Index and TOPIX. As the free float adjustment 
methodologies are different between the Russell/Nomura Total Market Index and 
TOPIX, we see the COMMON portfolio in both indexes with differing returns.

We also see higher returns in TPX exRN and TPX exRNP than in RN exTPX 
and RNP exTPX, respectively. The higher returns of the TPX exRN could be an 
illiquidity risk premium of the constituent stocks, but it was not enough to lift up the 
performance of TOPIX beyond that of the Russell/Nomura Total Market Index.

By comparison, the performance of the COMMON portfolio is higher in the 
Russell/Nomura core indexes than in the TOPIX. This phenomenon is seen even 
after July 2006, when TOPIX was fully shifted to the free float weighting scheme. 
The performance differences come from the difference in the free float weighting 
methodologies.11

The difference in free float weighting stems from the data sources used in the 
calculation. To calculate available shares for free float weighting, the index calculator 
needs shareholders’ data for each company. In Japan, major shareholders (at least 
the top 10) need to be disclosed in a company’s financial report, and that list of major 
shareholders is used to calculate available shares, not only by RNJEI but also by 
TOPIX and MSCI Japan. But the list is limited to the top 30 shareholders, at most, 
which is not a sufficient number to estimate available shares precisely.

The Russell/Nomura Japan Equity Indexes use an additional data source called 
“Declarations of marketable securities holdings contained in securities filings.” 
The data source does not consist of the shareholders of the company but, 
instead, it lists the securities that are held by the company. That is, suppose that 
COMPANY A holds STOCK X, which means that COMPANY A is a shareholder 
of COMPANY X. Using the securities filings data for all the listed companies, we 
can pick up many shareholders of COMPANY X in addition to COMPANY A.

11   The active share (absolute value of weight differences, summed over the constituents) between 
the two COMMON portfolios in Table 6 ranged around 3.9% to 5.5% in these nine years. 
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For example, Figure 1 shows the calculation of available shares for Sumitomo 
Mitsui Trust & Banking. The company disclosed its top 30 shareholders in its 
financial report, and the data, published by Toyo Keizai, can be used by TOPIX 
and MSCI Japan. The RNJEI picked up 629 additional shareholders from 
the securities filings data of other listed companies, available from the Nikkei 
Economic Electronic Databank System (“NEEDS”) data service. These 629 
shareholders are all stable shareholdings to be removed in the free float share 
calculation, as the shareholders are listed companies. As a result, the free float 
ratios estimated in the Russell/Nomura Japan Equity Indexes tend to be lower 
than in TOPIX and MSCI Japan. Using this additional data, the accuracy of the 
free float estimation can be improved significantly.

Figure 1. Free float calculation for Sumitomo Mitsui Trust & Banking

Sumitomo Mitsui Trust Holdings

As of the end of March 2014

Total number of shares outstanding 3,903,486,408
Number of treasury stocks 1,359,952

“Major shareholders” data from Toyo Keizai

Number of major share holders 30

Total number of shares held by the “Major 
shareholders” 1,506,240,163
Number of non-free float shareholders 3

Total number of shares held by the non-free float 
shareholders 89,972,182
Total number of non-free float shares 91,332,134
Free float ratio estimated (1) 97.7%

“Securities holdings” data from Nikkei NEEDS

Additional shareholders (listed companies) picked up from 
the data 629

Total number of shares held by the additional 
shareholders 673,009,515
Total number of non-free float shares 764,341,649
Free float ratio estimated (2) 80.4%

Source: FTSE Russell, data as at March 31, 2014. Please see the final page for important legal 
disclosures. Data sourced from Nomura Securities.

These results underscore the central point of this paper – that index construction 
methods really do matter. The proof is in the differences in performance 
revealed in Table 7 above. Furthermore, differences in weighting also affect the 
portfolio-level characteristics of the two COMMON portfolios, even though the 
fundamental data of each constituent stock is the same.

Table 8 shows the return on equity (ROE) of the indexes and the index portions. 
We see higher average ROE in the Russell/Nomura core indexes than in TOPIX.

These results 
underscore the 
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index construction 
methods really do 
matter.
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Table 8. ROE of the Russell/Nomura Total Market and Russell/Nomura Prime indexes compared to TOPIX

ROE (%)

Russell/Nomura Total Market Index Russell/Nomura Prime Index TOPIX

Index COMMON
RN 

exTPX Index COMMONP
RNP 

exTPX Index COMMON
TPX 

exRN COMMONP
TPX 

exRNP

2006 10.39 10.43 8.28 10.50 10.50 10.26 10.41 10.45 5.27 10.53 6.72

2007 10.16 10.18 9.57 10.25 10.24 10.72 10.07 10.29 3.89 10.19 5.47

2008 9.57 9.60 7.53 9.67 9.66 10.45 9.43 9.53 -0.16 9.59 3.60

2009 -0.36 -0.26 -6.68 -0.25 -0.24 -1.12 -0.74 -0.60 -22.03 -0.57 -7.32

2010 4.51 4.43 10.23 4.54 4.45 14.29 4.31 4.39 -5.28 4.42 -0.21

2011 8.03 7.98 10.62 8.08 8.02 13.23 7.82 7.87 1.85 7.91 4.35

2012 6.68 6.67 7.46 6.69 6.67 8.81 6.51 6.54 1.81 6.56 4.61

2013 6.33 6.29 8.64 6.39 6.32 11.82 6.16 6.21 1.53 6.25 2.77

2014 9.33 9.32 9.80 9.36 9.34 12.01 9.28 9.35 4.73 9.38 6.61

Average 7.18 7.18 7.27 7.25 7.22 10.05 7.03 7.12 -0.93 7.14 2.96

Source: FTSE Russell, data as at December 31, 2014. Past performance is no guarantee of future results. Certain returns shown reflect 
hypothetical historical performance. Please see the final page for important legal disclosures. Data sourced from Nomura Securities.

Correlations among the indexes
Taking a different look at index behavior, we examine the index returns 
correlations. Table 9 displays the correlations between the monthly returns of 
all of the indexes over the 2001 to 2015 time period. The first thing to note is the 
high correlations among all the indexes, which is what we would expect, since 
they all measure the same market to varying degrees.
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Table 9. Correlations of monthly returns for Japanese equity indexes from January 2001 to June 2015

Russell/
Nomura 

Total 
Market TOPIX

Russell/
Nomura 

Prime

Russell/
Nomura 

Large 
Cap

MSCI 
Japan

Russell/
Nomura 

Large 
Cap 

Growth

MSCI 
Japan 

Growth

Russell/
Nomura 

Large 
Cap 

Value

MSCI 
Japan 
Value

Russell/
Nomura 

Small 
Cap

MSCI 
Japan 
Small

Russell/Nomura 
Total Market 1.000 0.999 1.000 0.998 0.996 0.977 0.975 0.976 0.975 0.924 0.916

TOPIX 0.999 1.000 0.999 0.997 0.995 0.974 0.972 0.977 0.976 0.925 0.917

Russell/Nomura 
Prime 1.000 0.999 1.000 0.999 0.997 0.978 0.977 0.976 0.976 0.918 0.911

Russell/Nomura 
Large Cap 0.998 0.997 0.999 1.000 0.999 0.980 0.979 0.976 0.976 0.898 0.891

MSCI Japan 0.996 0.995 0.997 0.999 1.000 0.978 0.980 0.976 0.978 0.895 0.889

Russell/Nomura 
Large Cap Growth 0.977 0.974 0.978 0.980 0.978 1.000 0.989 0.914 0.923 0.868 0.866

MSCI Japan 
Growth 0.975 0.972 0.977 0.979 0.980 0.989 1.000 0.924 0.916 0.862 0.855

Russell/Nomura 
Large Cap Value 0.976 0.977 0.976 0.976 0.976 0.914 0.924 1.000 0.989 0.891 0.880

MSCI Japan Value 0.975 0.976 0.976 0.976 0.978 0.923 0.916 0.989 1.000 0.890 0.885

Russell/Nomura 
Small Cap 0.924 0.925 0.918 0.898 0.895 0.868 0.862 0.891 0.890 1.000 0.988

MSCI Japan Small 0.916 0.917 0.911 0.891 0.889 0.866 0.855 0.880 0.885 0.988 1.000

Source: FTSE Russell, data as at December 31, 2014. Past performance is no guarantee of future results. Certain returns shown reflect 
hypothetical historical performance. Please see the final page for important legal disclosures. Returns for TOPIX and MSCI Japan Indexes 
sourced from Morningstar Direct.

The correlations among all of these equity indexes for the Japanese equity market 
are predictably high, with the less-than-perfect correlations being about where you’d 
expect to find them in the off-diagonal cells. For example, the Growth and Value 
indexes dropped from the 0.99 level of most indexes to 0.914, and the correlation 
between Large Cap and Small Cap is 0.898.
The lowest correlation is between the Russell/Nomura Large Cap Growth Index and 
the Russell/Nomura Small Cap Index, at 0.868. The correlation between the Russell/
Nomura Total Market Index and all of the other large cap broad-market indexes is 
very high: between 0.996 and 0.998. The only near-perfect correlation is between the 
Russell/Nomura Total Market Index and the Russell/Nomura Prime Index, at 1.000.

Summary
The Russell/Nomura Japan Equity Index series has provided 20 years of excellence in 
measuring and indexing equities in the Japanese market. The Russell/Nomura Japan 
Equity Index series was created in 1995 to provide better indexes for the Japanese 
equity market. The high correlations among the indexes offered in the marketplace 
indicate that they are constructed from the same basic Japanese equity market. 
However, from a theoretical perspective, the Russell/Nomura Japan Equity Indexes 
are more comprehensive and more representative, because they include 98% of all of 
the equity opportunities available to investors in the Japanese market.
Our analysis herein has shown that the improvement in coverage, which extended 
primarily to the small cap and micro-cap areas of Japanese equities, has substantially 
contributed to more informed investment decisions. Both the Russell/Nomura Total 
Market Index and the Russell/Nomura Prime Index include the small cap segment. We 
have also shown that the Russell/Nomura broad market indexes demonstrate higher 
index returns, due to their particular free float cap weighting methodology.
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Appendix 1: Overview of Russell/Nomura Japan Equity Indexes
Various capitalization and investment style components of Russell/Nomura Indexes

A
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Large 0%

50%

85%

95%

100%Small

Total Market
(1,400 Stocks)

Value Growth

Low

Top Cap
(60)

Mid Cap
(240)

Small 
Cap Core

(350)

High

Micro Cap
(750)

Large Cap 
(300)

Mid-Small
Cap

(1,340)

Small Cap
(1,100)

Prime
(1,000)

Adjusted P/B

Banding
(900 – 1100)

Source: FTSE Russell, data as at December 1, 2015. Please see the final page for important legal disclosures.

Appendix 2: Comparison of basic construction criteria for 
selected Japanese equity indexes
 Russell/Nomura+ TOPIX** MSCI Japan (Standard)*

Criteria for inclusion in 
indexes

All stocks traded in 
Japan

Member of First 
Section of Tokyo Stock 
Exchange/Osaka Stock 
Exchange merged 
exchange list

Stock traded in Japan 
and selected for strength, 
liquidity, foreign purchase 
and sector diversification

Stock weighting scheme Adjusted float of 
capitalization

Capitalization weighted 
(float adjustments after 
2006)

Capitalization weighted 
(85% of float in Investable 
Market Index (IMI )

Reconstitution method Annual reconstitutions 
or as capital structures 
change

Episodic as stocks 
come into or go out of 
existence

Reviewed quarterly and 
rebalanced semi-annually

+ See “Russell/Nomura Japan Equity Indexes rulebook: equity quantitative research (index)”:  
http://www.russell.com/documents/indexes/construction-methodology-nomura-indexes-english.pdf 
* See “MSCI Global Investable Market Indexes Methodology: Index Construction Objectives, Guiding Principles and Methodology for the 
MSCI Global Investable Market Indexes” (June 2015):  
https://www.msci.com/eqb/methodology/meth_docs/MSCI_Jun2015_GIMIMethodology.pdf 
** See the Japan Exchange Group’s Tokyo Stock Price Index (TOPIX) pages at  
http://www.jpx.co.jp/english/markets/indices/topix/ 

https://www.msci.com/eqb/methodology/meth_docs/MSCI_Jun2015_GIMIMethodology.pdf
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to their investment process. A comprehensive range of reliable and accurate 
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