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Implication of “Corporate Governance” to Japanese Economy

1. What does “Corporate Governance” means to Corporation?

“Corporate governance” refers to the company’s internal control system of governing structures
aiming at sound corporate activities by supervising and incentivizing the management to
appropriately maximize the corporate value. In many cases, the owner of a public company is the
shareholders. Therefore, for the shareholders, the management is a responsible person who is granted
“a professional proxy of the corporate management”. “Corporate governance” contributes to serve
as check and balance function to avoid conflict of interest amongst the stakeholders.

2. Latest Trend in Japan

Enhancement of corporate governance is one of the major objectives of the “Japan Revitalization
Strategy” (Third Arrow of Abenomics) aiming at the improvement of corporation’s productivity and
profitability by changing the mindset of management. Abe administration has already implemented
three important policies. First, it introduced the principles for responsible institutional investors
known as “Japan’s Stewardship Code” which was accepted and signed by 127 institutional
investors as of the end of May. Second, partial revision of the Companies Act intended to promote
the appointment of the outside director was approved by the Cabinet on June 20. Third, the
Industrial Competitiveness Enhancement Act came into force in January this year to promote
business restructuring through granting new tax incentives to private sectors.

Japanese corporations have already responded to the government policies mentioned above. This
year, the agenda attracted most at the general shareholders meeting was the “corporate governance”.
According to the Tokyo Stock Exchange (TSE), 74% of the listed company on the first section of
TSE appointed the outside director. And, a new stock index called “JPX-Nikkei Index 400%, which
is composed of the companies meeting requirements of global investment standards, such as high
ROEs, efficient use of capital and investor oriented management, was launched and welcomed by
investors. In addition, A JV, Mitsubishi Hitachi Power Systems, Ltd. was formed in February 2014
integrating the thermal power generation systems businesses of Mitsubishi Heavy Industries, Ltd.
(MHI) and Hitachi, Ltd. on the Industrial Competitiveness Enhancement Act. This example is
notable in terms of showing a desirable direction for Japanese companies to step into streamlining
their business for higher competitiveness and profitability.
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3. Future Outlook

We believe that the trend of enhancing “corporate governance” will be ongoing as it is a global
theme and moreover this theme forms an important piece of the growth strategy of Abenomics. In
fact, the government is under the process of introducing “Corporate Governance Code” and planning
a new policy to promote management support and business restructuring of the corporations by the
financial institutions.

The shareholders of Japanese corporations, in and out of Japan, claim that accumulated reserves
money might have been used more efficiently by making profitable investment or paying more
dividend if the corporate governance were implemented more properly. The retained earnings
(internal reserve) of the Japanese corporations (exclude financial institutions) in FY2013 was more
than 300 trillion yen. This was deemed as the symbol of the passive attitude of Japanese corporations,
not efficiently making use of the reserves. However, this can be seen as a potentiality for the
Japanese stocks to be positively looked once the huge reserve is used for an productive investment
such as M&A or capital expenditure as well as for increased dividend payment. We believe that the
“corporate governance” will attract investors’ attention as it will be a long lasting challenge and it is
closely linked with the desirable ways of management of the Japanese corporations and the
attractiveness of the Japanese stocks.
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