
AStudyonJapan・sStewardshipCode

underaLong-termBearStockMarketHypothesis

I.Introduction

1.Rationalebehindthestudy

AbenomicsisapolicymixthatwasdesignedandintroducedbyLiberalDemocratic

Party（LDP）inJapan.ItaimstorevivetheJapaneseeconomyandhasbeenadvocatedby

PrimeMinisterShinzoAbeandhisCabinetsinceDecember2012.AccordingtotheLDP・s

・JapanRevitalizationStrategy,・whichwasrevisedinJune2014,oneofthethreekeypolicy

measures1）torestoreJapanesefirms・earningpoweristoenhancecorporategovernance.

Japan・sStewardshipCode,2013（theCode,hereafter）isanunfamiliarconcepttotheJapa-

nese.Nevertheless,itisoneofthesolutionsthatisexpectedtostrengthencorporategov-

ernance.OthersolutionsincludetherevisionofJapan・sCompaniesActthatimposes

accountabilityonfirmswithnooutsidedirectors,andtherestructuringoftheGovernment

PensionInvestmentFund（GPIF）.2）Eachsolutionmaynotbeevaluatedasanindependent

policy,butratherjudgedasanelementofthepolicy-mixeffects,ifsucheffectsexist,inline

withaneconomictheory.

Fromanacademicperspective,inrelationtotheCode,thereareseveralcontroversial

pointsthatshouldbediscussedinrelationtotherevitalizationoffirms・earnings.My

researchquestioniswhethertheCodeistheoreticallymeaningfulintermsofincreasing
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earningspershare（EPS）undertheJapaneselong-termdowntrendofstockprices.

2.WhatareStewardshipresponsibilities?

Bydefinition3）,theCodestatesthat・Stewardshipresponsibilities・referstotherespon-

sibilitiesofinstitutionalinvestorstoenhancethemedium-tolong-terminvestmentreturn

oftheirclientsandbeneficiaries,includingultimatebeneficiaries.Theyaretodosoby

improvingandfosteringtheinvesteecompanies・corporatevalueandsustainablegrowth,

throughconstructiveengagementorpurposefuldialogue,basedonin-depthknowledgeof

thecompaniesandtheirbusinessenvironment.

3.Purposeofthestudy

Inthisprolongedexplanation,twokindsofconflictsofinterestseemtoexist.Thefirst

oneislocatedbetween（1）・enhancingreturnforclients・and（2）・improvingandfostering

theinvesteecompanies・corporatevalue.・Economically,（1）and（2）arecompletelydiffer-

ent,buttheCodeaimsata・win�win・relationship.Myintuitionisthatenhancinginvestee

companies・corporateearningsbyutilizinginvestors・powermaynotworkintheshort

term,oritmighttakealongtimetowork.Lookingbackovertheoverallnegativestock

marketperformancesofthepast25years,institutionalinvestorshavesufferedandwill

stillbefacingdifficultiesinraisingboththeirownreturnsandfirms・returnonequity

（ROE）.Inaddition,investorsareobligedtotakeforgrantedahugemarketriskovera

longerinvestmentperiod,andmaylosemoneyintheend.Thesecondconflictofinterest

istheso-called・principal�agency・
4）problem whereinvestors�agenciesfaceinformation

asymmetry,whereless-informedinvestorsconductboth（3）constructiveengagementand

（4）acquirein-depthknowledgeoftheinvesteecompanies.

Inalong-termperiodwhenoverallstockpricesaredeclining,isthisCodereallycom-

pensatingforthecapitallossesandthecostsassociatedwiththeseengagements,andhence

worthinvestinginJapan?

Thisstudyonlydealswiththefirstconflictofinterest.

Thepurposeofthisstudyis,first,toclarifytherelationshipbetweenstockpricesand

EPSintheJapanesestockmarketfrom1989to2014:theperiodofthemarket・sworstper-

formance,whenstockpricesweredeclining.Thesecondistojudgewhetherconducting

theCodeismeaningfulfromalong-terminvestors・perspective.

II.HistoryofStewardship

1.InEuropeandUK

AccordingtotheOxfordLearner・sDictionary5）,stewardshipisdefinedastheactof

takingcareoformanagingsomething,forexample,property,anorganization,moneyor

valuableobjects.RobledoandLopez（2006）statethatstewardshipwasatermusedinthe

13thto19thcenturiesinSpaintodescribeaneconomicrelationshipbetweenthelandlord

andthemanager（agent）,wherefiduciarydutywasestablished.Inaddition,accordingto

AStudyonJapan・sStewardshipCodeunderaLong-termBearStockMarketHypothesis56



Frankel（2010）,inMedievalEngland,theterms・use,・・charity,・and・trust・wereembodied

examplesofthefiduciarydutiesofpreservingandprotectingthelandlord・sassetsagainst

athirdparty.Evenearlier,estateandinheritancelawexistedintheRomanEraandde-

rivesfurtherbacktotheearlierperiodsofthe17thand18thcenturiesBC,whentheestab-

lishmentofthelawsofHammurabiandEshnunnaaresaidtohavemarkedthebeginning

offiduciaryduties.

RecentlyinEurope,topreventfraudulentconductbyfirms・directors,thepossibility

ofinstitutionalinvestors・activeinvolvementininvestees・boardactivitieshasbeenac-

tivelydiscussed.TheUKhasamorethan20-yearhistoryofstatutorycorporategovern-

ancedesign.Forinstance,theCadburyReport（1992）introducedthe・complyorex-

plain・6）approachtoinstitutionalinvestors;theHampelReport（1998）recommendeda

relationalframeworkfortherolesofdirectors,investors,andauditors.AftertheLehman

Brothers・defaultin2008andthesubsequentfinancialcrisis,theWalkerReview（2009）

establishedthenotionoftheengagementofinstitutionalinvestorstomonitorboardremu-

nerationandtherisk-takingactivitiesoffirms,especiallyintheUKbankingindustry.In

2010,thefirstdraftoftheUKStewardshipCodewascompleted,inlinewiththerevisedUK

CorporateGovernanceCodeenactedbytheFinancialReportingCouncil7）.In2012,theUK

StewardshipCodewasalsorevisedinlinewiththeKayReview（2012）.

2.InJapan

InJapan,therearefew recordsofactivists・discussions8） presentingevidenceof

whethertheCodewillhavepositiveimpactsoncorporateearnings,EPS,oranincreasein

particularstockprices.Academicresearchersaswellasbusinesspractitionershavenot

reachedanyconclusionorconsensusonthecontroversialissueofhowinstitutionalinves-

torsaffectcorporatefinancialstrategy,earnings,andpayoutpolicy.

Nevertheless,JapanimitatedtheUKStewardshipCodeandintroduceditin2013.This

isperhapsduetothepressurethatresultedfrom theAIJinvestmentfirm fraud9）that

occurredin2012inadditiontooutsidepressuresthatcamefromEurope.AnOECDreport

（2010）severelycriticizedtheinefficientsystemoftheGPIF.Itsreportarguedthatthere

waslow profitabilityandshort-termism.Allthesethingsacceleratedintroductionof

Japan・sCodebytheJapan・sFinancialServicesAgency,inDecember2013.Unlikealaw

thatisanenforceablegovernmentalnorm,the・Code・isavoluntarystandardorprinciple,

wheretheself-accountabilityrulewasintroduced,andnopenaltyclausehasbeenattached

tononparticipation.

III.Hypothesis

1.Data

Iusethefollowingdata.

（1） StockIndex―JapaneseTOPIX（1989�2014,yearendprices）;asimplearithmetic

averageannualyieldisminus2.0％;TokyoStockExchangedata

（2） JapaneseGovernmentBond（JGB）:（1989�2014）Duration25years;asimple
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arithmeticannualaverageyield＝1.2％;MinistryofFinancedata,asofJanuary

5,2015）.

（3） OtherStockIndices;AmericanNASDAQ & Dow JonesIndustrialAverage

（Dow）,GermanDAX,GlobalMorganStanleyCapitalIndex（MSCI）

2.Formerstudiesandassumptions

・F.ModiglianiandM.Miller（1958,1963）,MMpropositionIandII

TheyhypothesizedthatinpropositionIbasedontheconditionofnotransactionor

agencycosts,inanefficientmarketwithfreeshortselling,etc.,thevalueofafirmisunaf-

fectedandirrelevanttohowthatfirmisfinanced,eitherbydebtorequity.Thisissocalled

theMMpropositionI.Further,inpropositionIItheyarguethatthevalueofafirmstays

thesameregardlessofdividendpayoutpolicy.

・M.Jensen（1986）

Hearguedthat,withactivemonitoring,firmsbecomemorelikelytopayouttheirfree

cashflow,butthisdoesnotnecessarilymeanthatpayoutdividendsarealwaysincreasing

becauseconflictsofinterestoccurbetweenshareholdersandcorporatemanagers.Free

cashflowiscashflowinexcessofthatrequiredtofundallprojectsthathaveapositivenet

presentvalue（NPV）.Corporatemanagersaretheagentsofshareholders,arelationship

fraughtwithconflictinginterests.

・E.FamaandK.French（1992）

Theychose12differenttypesofportfolios,eachwhichconsistsofvaluesofUSstocks

rangingfromaboutUS$2billiontoUS$8billion,fortheperiod1963�1990.Theiraimwas

toexaminewhethertherewasanyrelationshipbetweenthestockreturn・r・andthe

earnings-to-priceratio（EPS/P）.Theydiscoveredthat,onaverage,thelargertheEPS/P,

thelargerrbecomes.

・Keyassumptionsofthemodernportfoliotheory10）

Inalong-termrecessionaryperiod,whereoverallEPSareeitherverylowornegative,

andwheretheearnings-to-priceratio・
EPS

P ・ishardlyincreasing,investorsarerisk

averse.

Naturallyundertheseconditions,fromthelong-termperspective,investorswillwish

tosellportfoliostocks.However,forthelasttwoyears（i.e.,2012to2014）theJapanese

stockmarketindexrebounded（TOPIX,year-end）,assumingthatJapan・soverallstock

pricesarestillonalonger-term（25-year）downtrend.Inthenextmodel,Idenoteaprice

ofatypicalstock,P,andtherateofreturnonthatstockisdenotedbyr.

TheJapaneseTOPIXchartwillclearlyindicateitsdowntrendascomparedwiththe

majorrelevantindicesoftheUSandothercountries（Figure3andFigure4,attheendof
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thispaper）.

Finally,stewardshipinthisthesisislimitedtothetri-partyrelationshipsamongulti-

mateinvestors（beneficiaries）,institutionalinvestors（trustees,trustedbybeneficiaries）,

andfirms（investees）.Yet,othervarioustypesofstewardshipexist,forexample,four-

party-relationshipsamong（1）beneficiaries,（2）trustees,（3）investeesand（4）trustees・

proxyagents（Figure1）.

IV.Analysis

1.Method

Examination:TherelationshipbetweenstockpriceandEPS

Inow adopttheapproachoftheNPVoffuturegrowthopportunities（NPVofG）,

writtenbyR.Brealey,S.Myers,andF.Allen（2006）asfollows:

Investorsoftendenotethetermsgrowthstocksandincome（orvalue）stocks.Inves-

torsbuygrowthstocksmainlyfortheircapital-gainexpectationswhentheyhopefor

thefuturegrowthofearnings,ratherthandividends.Incontrast,investorsbuyin-

comestocksmainlyfortheircashdividendswhentheyexpectlowornegativefuture

growthofearnings.（NPVofG）isusefulindeterminingthenetintrinsicvalueofa

newprojectoranacquisitionofanotherfirm.Itiscalculatedbytaking,forexample,

thenetcashinflow,discountedatthefirm・scostofcapital,lessthepresentvalueofa

newbusinessorapurchasedventurefirm.

2.Analysisandfindings

Tocoverallpossibilities,IcategorizedJapanesefirmsintothreedifferenttypesof

cases:（1）thecaseoftheno-growthfirm,（2）thecaseofthegrowthfirm,and（3）thecase
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ofthenegative-growthfirm.

（Case1） Thecaseoftheno-growthfirm,

wheretheNPVofgrowthopportunities（NPVofG）＝0

BackgroundInformation;

In（Case1）,Firm Xdoesnotgrowatall.Xdoesnotplowbackanyearningsand

simplyproducesaconstantstreamofdividends,whereD1istheone-yeardividendpaidin

Year1.Here,D1・ D2・ D3・ Dn.Intherealworld,Xmaynotalwayspayadividend

higherthanD1.Therefore,anoverallaveragedividendlevelinanyyearwillberegarded

asanaveragedividend,D1,aslongasXsurvivesforalongperiodoftime,likeaperpetual

bond.Inalong-termrecessionaryperiod,say25years,thefirmoveralldoesnotgrownor

isitexpectedtogrow,eveninthefuture,asamarketconsensus.Yet,investorsstillexpect

toreceiveatleastthesameamountofdividendsasbefore.Hence,althoughthefirm・s

stockpricehasfallentolessthanhalfoftheoriginalpurchaseprice,theseinvestorsare

satisfiedwiththisfirm・slong-term strategy.Formultiplefiscalyears,theseinvestors

depreciatedthestock・sbookvaluetothecurrentmarketpricebyrealizingaccounting

capitallossesannually,andtheynolongerexpectthestockpricetorecovertotheoriginal

purchaseprice.

Solutiontotheinvestor・sreturn;

Letaninvestor・sexpectedrateofreturnonstockXdenoter,thepresentvalueofstock

XdenotePnogrowth（＝StockpriceofX）,andtheearnings-to-priceratiodenoteEPS.

Inthis・caseoftheno-growthfirm,・Iuseadividenddiscountmodel.

Pnogrowth・
D1

1・r
・

D2

・1・r・
2・

D3

・1・r・
3・・

Dn

・1・r・
n

Here,D1・ D2・ D3・ Dnconstant,andn・・ then,P・
D1

r
willbeinduced.

（Oneexample:WhenP・50,D1・EPS・2.5,thenriscalculatedas0.05,whichis5％）

（Case2） Thecaseofthegrowthfirm

Inthiscase,Pgrowth,thestockpriceofXgrowthisavalueoftheno-growthstockXplusthe

NPVofthegrowthopportunities,（NPVofG）.

Pgrowth・
EPS

r
・（NPVofG）,thentheearnings-to-priceratiowillbeasfollows:
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TosolvefortherelationshipbetweenPandEPS,Ipreparetwomorecasesbelowbyutiliz-

ingtheEquation（1）,forthebetterunderstanding.

（Case2,withapositiveNPG） Thecaseofthegrowthfirm,where・NPGofG・・0

InStewardshipCodeactivities,investorsholddialoguesaboutthefuturegrowthofthe

firmwiththefirm・sdirectors,andtheypossiblyrequesttheboardtoraisethe（NPVofG）.

Ifthe（NPVofG）increasesandifitgetsclosertothevalueofP,

thenthevalueof・1・
NPVofG

P ・decreases.
As・（NPVofG）getsclosertothevalueofP・meansthattheconstantportionofitsdivi-

dendbecomesrelativelysmallerthantheNPVofitsfuturegrowth.

Here,0・ NPVofG・ P,・NPVofG・・P,andthedividendinanyyearisconstant.

Then,obviously,0・・
NPVofG

P
・1,and

NPVofG

P
isincreasing.

Here,・isadifferentialcoefficientcalledDelta・・・.

Forexample,ifPnogrowth・50,P・60,・P・10,

NPVofG:0・nogrowth・・10,・・NPVofG・・10,then
NPVofG

P
・10・50・20・60.

Asaresult,thevalueof
EPS

P
isalsodecreasing,ifrstaysconstant.

Wecanfindthat
EPS

P
and（NPVofG）goinoppositedirections,andarereverselyrelated.

（Case2,Alternative） Growthcase,where・NPGofG・・0andrisincreasing:

In（Case2）,somepeoplemayarguethatanassumptionthatr＝constantisunlikely.

Therefore,letmeproposeacasewhererisnotconstant,butincreasing.Here,anincre-

mentalvalueofrissmallerthanthatof
EPS

P
ofbyEquation（1）.

rt・ t・1・・
EPS

P
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EPS

P
・ r・1・

NPVofG

P ・ Here, NPVofG・ P …Equation・1・

Findings:

Wefindanimportantfact.AsaresultofStewardshipCodeactivities,

If
NPVofG

P
increases,

EPS

P
isdecreasing,thatis,PERisincreasing.

Also,ifPconstantlydecreasesforalongtime,thenthevalueofEPSdecreasesata

fasterspeedthanP・sdecline,bythedefinitionofEquation（1）.



Inarecessionaryperiod,where
EPS

P
ishardlyincreasing,

Smallinvestorsmayseektosellthisstocktoexit,orfairlylargeinvestorssimplyhold

theirexistingportfolioasitis,withoutanyStewardshipCodeactivitiestoincrease
EPS

P
.

（Case3） Thecaseofthenegative-growthfirm,where・NPGofG・・0

LetusconsidertheJapanesestockmarketandeconomicsituationsintheperiod1989�2014

Considerthat・NPVofG・decreases,passeszeroanddipsintothenegative―valuezone,

Then,thevalueof・1・
NPVofG

P ・increases,justaswehaveseenin（Case2）.

Asaresult,thedirectionof
EPS

P
isalsoincreasing,whentherlevelstaysthesame,of

whichthephenomenameans,inotherwords,thatinvestorswanttokeepthesamerateof

returnofrasthepreviousyear・s.Here,risobviouslynotincreasing.

Therefore,
EPS

P
hastobeincreasing,eveninthedepressionperiodof1989�2014tokeepthe

samerateofreturnr.

Induecourse,itisnaturalthatinvestorsurgethefirm・sdirectorstoincreaseEPS,by

repurchasingtheexistingnumberofsharesissued.

AstotheEPSitself,itisdifficulttoincreaseearnings.Asaresult,thenumberofshares

hastobedecreasing.Also,thedenominator,P,thestockprice,hastobedecreasingin

ordertoincreasethe
EPS

P
.Inotherwords,earningsandnumberofsharesarereversely

relatedtokeepthesameEPSlevel.

Now,bywayofintroducingtheCode,theJapaneseGovernmentgenerallytriestodis-
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Findings:

Inarecession,itismuchmoredifficulttoincreaser,since・rissmallerthan・
EPS

P
.

Therefore,inthisalternativeCase2,anendeavortoincrease
EPS

P
willnoteasilytake

place.

Findings:

EPS

P
hastobeincreasing,otherwiseinvestorsareunabletokeepthesamerrateas

before,sinceinvestorswantatleastastableandunchangedrateofr.



couragefirms・managementfrom undertakingasharerepurchaseactivity,sinceashare

repurchaseactivityreducesbothretainedearningsandreservesincapitalaccounts.For

afirm,asharerepurchaseisazero-NPVproject.Supposethatthetradeoffisbetween

runningariskofanewcapitalinvestmentbythemanagementandasharerepurchase.

Obviously,theshareholderswillpreferasharerepurchasetoanegativeNPVproject.In

Japan・slonghistoryofnegativeNPVofgrowthopportunities,Japanesefirmswerereluc-

tanttoacceptnegative-NPVprojects.

Let・simagineamacroworld:

Inadeterioratingeconomy,thecorporatesectorofGNPisdecreasing,whichmeansthat

earningsineachfirm are,onaverage,becominglowersincetheaggregateofearnings

becomeslow.

Ifstockpricesareinevitablyandcontinuouslydecliningandifthereisnoproperway

tosellofftoexitfromthestockmarket,thensuchaninvestorgivesupworryingtoomuch

aboutthelong-termdeclineofportfoliostockpricesaslongasthoseEPSsarenotdeclining

asmuch.Rather,investorshopeportfoliostockpricessurpassthecompetingbenchmark

indexperformance,whichisalsoanegativeperformance.

ThisiswhatJapaneseinstitutionalinvestorshaveactuallyexperiencedforaverylong

periodoftime,since1989,untilrecently.Inotherwords,a・sell・strategywouldhave

resultedinthebestperformanceever.However,theseinvestorscouldnotselltoexit

becausethesizeoftheirportfolioswasalreadytooenormoustosellouteverything,asin

thesituationoftheGPIF.

V.ConcludingRemarks

IexaminedtheroleofEPS/Pinreturns.IusedEPS/Pbecausetheearnings-to-price

ratioisalinkbetweentheexpectedreturnoninvestment（r）andthefairvalueofastock

（P）.Inaddition,itiseasytograbtherelationshipbetweenEPSandP.Evenmoreeffec-

tively,examiningtherelationshipbetweenEPS/Pandrhelpsjudgewhetheritismeaning-

fultocarryouttheCodefrom along-term investors・perspective.Ifthercomponentis

onlyaconstantdividend,rwillbeexactlythesameastheyearlydividend/priceofthe
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f・x・・ CorporateSectorofGNP・・・・・
n

n・1

・Erningsn・・e

Here,eisastandadizederror.

Findings:

Thealternativewayofincreasing
EPS

P
istodecreaseP,ontheconditionthatthe

relativedecreaseofEPSissmallerthanthedecreaseinP.

Thatis,・ofEPS・・ofP



stock,asweseein（Case1）.Thatis,r・
D1

P
・

EPS

P
.

Next,Iintentionallysetup（Case2）,becauseJapan・sStewardshipCodeissaidto

enhancecorporateearningsbygrowingandgeneratingnewcashinthelongrun.Inother

words,EPS/Pisameasureoffuturegrowth.Anotionofthenetpresentvalueofgrowth

opportunitiesistoevaluatewhethertheCodeeffectivelygeneratescashforthefirm

throughtheactivitiesoftheinvestors.Here,in（Case2）,aninterestingandmeaningful

resultwasinduced.Thatis,when
NPVofG

P
increases,

EPS

P
decreases;（NPVofG）and

EPSarereverselyrelated.Inaddition,investorswillbereluctanttoseethefindingsin

（Case2,alternative）,where・rt・ t・1・・
EPS

P
.ThisfactwilldiscouragetheCodepromot-

ersbecausetheendeavortoincreasetheinvestmentreturnrisnotpayingoff,compared

withtheendeavortoincrease
EPS

P
.FamaandFrench（1992）examinedtheroleofthe

earnings-to-priceratioinreturnsintheUSAonalong-term horizonfrom 1963to1990.

Theyfoundatendencyforalargerr,givenalargerEPS/P.

UnliketheUSA,Japan・sstockpricesfortheperiod1989�2014have,onanaverage,been

onadowntrendofaboutminus2％ annually.Iexaminedacaseofthenegative-growth

firmin（Case3）,whereIassumedrisnotincreasing,buttryingtoremainatleastinthe

samerateofr.Thisistypicallyavaluestockinvestment,whereretirementofthestock

occurredduetotheactivityofthefirm・smanagement.

In（Case3）,along-termgrowthinearningsisunlikely.Therefore,Japanwillbeunsuc-

cessfulincarryingouttheCodeunderalong-term bearstockmarket.Inalong-term

recessionperiod,M.Jensen・sargumentthatfirmsbecomemorelikelytopayouttheirfree

cashflowwithactivemonitoringsuchastheCode,shallnotapplyundertheMMproposi-

tionII.Asummaryofallcasesislocatedin（Figure2）.

Finally,asIhavenotexaminedanyriskandcostanalysisoftheCodeinthisstudy,for

example,inapplyingatypicalprincipal�agencymodeloranefficientmarkethypothesis.

Induecourse,furtherexaminationwillbeconductedinanotheracademicstudy.
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Figure2 Summary:Linkamongrateofreturn,stockprice

andearningstopriceratio

・Case1（Nogrowthfirm） EPS/P＝r＝Dividend/P

・Case2（Growthfirm） EPS/P＝r（1－（NPVofG）/P）

・Case2�Alternative（Growthfirm,whererisincreasing）

・rt・ t・1・・EPS/P

・Case3（NegativeGrowthfirm）

RetirementofstocksoccursinordertoincreaseEPS/P
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Table1 ComparisonbetweenJapan・sStewardshipCodeandUKStewardshipCode

PrincipleNo. Japan:ThePrinciplesoftheCode

Institutionalinvestorsshould:

UK:ThePrinciplesoftheCode

Soastoprotectandenhancethevalue

thataccruestotheultimatebenefici-

ary,institutionalinvestorsshould:

1.

Policy

Disclosure

haveaclearpolicyonhow theyfulfill

their stewardship responsibilities,and

publiclydiscloseit.

publiclydisclosetheirpolicyonhow

theywilldischargetheirstewardship

responsibilities.

2.

Conflictsof

interest

haveaclearpolicyonhowtheymanage

conflictsofinterestin fulfilling their

stewardshipresponsibilitiesandpublicly

discloseit.

havearobustpolicy on managing

conflictsofinterestin relation to

stewardshipwhichshouldbepublicly

disclosed.

3.

Monitoring

monitorinvesteecompaniessothatthey

canappropriatelyfulfilltheirstewardship

responsibilitieswith an orientation to-

wardsthesustainablegrowthofthecom-

panies.

monitortheirinvesteecompanies.

4.

Engagement

seektoarriveatanunderstandingincom-

monwithinvesteecompaniesandwork

tosolveproblemsthroughconstructive

engagementwithinvesteecompanies.

establishclearguidelinesonwhenand

howtheywillescalatetheirsteward-

shipactivities.

5.

Activities

haveaclearpolicyonvotinganddisclo-

sureofvotingactivity.Thepolicyonvot-

ingshouldnotbecomprisedonlyofa

mechanicalchecklist;itshould bede-

signedtocontributetothesustainable

growthofinvesteecompanies.

bewilling to actcollectively with

otherinvestorswhereappropriate.

6.

Voting

inprinciplereportperiodicallyonhow

theyfulfilltheirstewardshipresponsibili-

ties,includingtheirvotingresponsibili-

ties,totheirclientsandbeneficiaries.

haveaclearpolicyonvotinganddis-

closureofvotingactivity.

7.

In-depth

knowledge/

Reporting

havein-depthknowledgeoftheinvestee

companiesand theirbusinessenviron-

mentandskillsandresourcesneededto

appropriatelyengagewiththecompanies

andmakeproperjudgmentsinfulfilling

theirstewardshipactivitiestocontribute

positivelytothesustainablegrowthof

investeecompanies.

reportperiodicallyontheirsteward-

shipandvotingactivities.

Source:Japan・sFinancialServicesAgency,PrinciplesforResponsibleInstitutionalInvestors（Japan・sStewardship

Code）,andUKFRC・sUKStewardshipCode
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1） PrimeMinisterShinzoAbeandhisCabinetdecidedontheoriginalstrategyinJune2013.It

wasrevisedin2014.ThethreekeypolicymeasuresofItem 1― restoringJapan・searning

power,（1）companiestochange・―areasfollows:①enhancingcorporategovernance,②re-

forminginvestmentofpublicandquasi-publicfundsand③acceleratingindustrialrestructur-

ingandventurebusinessesbypromotingtheprovisionoffundsforgrowth.
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Figure3 HistoricalRelativeStockPrices

Source:ItoReview（2014）11） Amendedbyauthor

OriginalData:TokioMarine&NichidoFireInsuranceCo.,Ltd.
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Figure4 JapanTOPIXData:Comparisonbetween1989and2014
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2） BloombergreportedonFeb17,2014thattheGPIFwasthelargestpensionfundintheworld,at

124trillionJapaneseyen.Inaddition,itreportedthattheJapaneseequityinvestmentportfolio

portionoftheGPIFamountedto24％ thatyearandisexpectedtoincrease.

3） Thedefinitionwasfoundinthefollowingdocument.

FinancialServicesAgency,PrinciplesforResponsibleInstitutionalInvestors（Japan・sSteward-

shipCode）Topromotethesustainablegrowthofcompaniesthroughinvestmentanddialogue,The

CouncilofExpertsConcerningtheJapaneseversionofStewardshipCode,2014,p.1

4） Regardingtheprincipal�agencyproblems,Fama（1980）,forexample,attemptstoexplainhow

theseparationofsecurityownershipandcontrol,typicallyinlargecorporations,canbean

efficientformofeconomicorganization.Inmystudy,theprincipalistheowner（investors）,

andtheagentisthefirm・smanagement.

5） Theoriginoftheword・steward・istheoldEnglish・st�weard,・averbthatdatesbacktothe

early17thcentury,accordingtotheOxfordOnlineDictionarybyOxfordUniversityPress.

6） IntheCadburyReport,thesocalled・complyorexplain・approachtoinstitutionalinvestorsis

explainedinclause3.7oftheStatementofComplianceasfollows,・Werecommendthatlisted

companiesreportinginrespecttoyearsendingafterJune30,1993,shouldstateinthereport

andaccountswhethertheycomplywiththeCodeandidentifyandgivereasonsforanyareas

ofnon-compliance.TheLondonStockExchangeintendstorequiresuchastatementasoneof

itscontinuinglistingobligations.・

7） TheFinancialReportingCouncil（FRC）istheUK・sindependentregulatorfortheaccounting

andactuarialprofessions,andisresponsibleforcorporategovernance.

8） Discussionexamplesare,theminutesofthe1stto6thCouncilsofExpertsconcerningtheCode.

Inaddition,theCouncilsreceivedcommentsfrom 26individuals/entitiesinJapaneseand

from19individuals/entitiesinEnglishonthedraftoftheCode.Basedonthereceivedcom-

ments,theCouncilsrevisedandfinalizedtheCodeonFebruary26,2014.However,thereare

fewseriousdiscussionrecordsonwhethertheCodewouldtheoreticallyhavepositiveimpacts

oncorporateearnings.ThefinalJapaneseversionisprovidedinTable2,incomparisonwith

theUKStewardshipCode.

9） OnJune19,2012,theUK・sBBConlinenewsreportedthatthepresidentofAIJInvestment

Advisorsalongwiththreeothershadbeenarrestedforfraudrelatingto109billionyenof

missingpensionfunds.TheJapaneseprosecutorssaidthat7billionyenofthemissingmoney

wasstolenfromclients.Morethan880,000policyholderswereaffectedbythelosses.

10） Modernportfoliotheory（MPT）isafinancetheorysaidtohavebeenfirstdevelopedbyHarry

Markowitzinhispaper・PortfolioSelection,・JournalofFinance,1952.Hediscusseshowarisk

averseinvestorcanconstructasecuritiesportfoliotomaximizeanexpectedrateofreturn

giventhatacertainlevelofriskisset.

11） Thisdatawasusedinthefollowingreport.TheMinistryofEconomyTradeandIndustry

（MITI）,・FinalReportoftheItoReview:CompetitivenessandIncentivesforSustainable

Growth,MITI,2014,p.95.
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