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This report is for information purpose only and is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied 
on as such. Although we seek to update our research as appropriate, the contents may be different from the most recent fact as the report is published at irregular intervals as appropriate.
This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. The price and value of investments referred to in this research and 
the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
The author of this report is not in relation of serious conflict of interest with the reported company.
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◼ Challenges Facing CG and Engagement in Japan
➢ Firms have worked to improve board practices since the Governance Code 

came into effect in 2015, but it is not clear which practices lead to “true” CG 
enhancement that leads to effective decision-making, actions and value 
creation, and how these things are linked together. 

◼Our Analysis
➢ We attempt to analyze which board practices correlate with desirable actions 

and value creation, for TSE listed companies (nearly 1,800 in database as 
Metrical Universe). 

➢ Few researchers are analyzing the linkage between value creation and CG 
practices via the mechanism of concrete actions.

Board Practice

Corporate Governance

Value Creation

Decisions/Actions



Correlations: Board Practices and Performance

This report is for information purpose only and is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. Although we 
seek to update our research as appropriate, the contents may be different from the most recent fact as the report is published at irregular intervals as appropriate. This research is not an offer to sell or the solicitation 
of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, 
financial situations, or needs of individual clients. The price and value of investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, 
future returns are not guaranteed, and a loss of original capital may occur. The author of this report is not in relation of serious conflict of interest with the reported company.

Practice scores: significant correlation with performance continues
✓ Tobin‘s Q: Now: Nom. Committee and Comp. Committee (negative) Retired Top management 

and % Independent Directors
✓ ROE (actual): Now: Nom. Committee and Comp. Committee and
✓ ROA (actual): Now: Nom. Committee, Comp. Committee, % Woman Board Members and 

Incentive plan

• Are these effects due to better CG practices, or temporary earnings boosts?…or perhaps “good firms 
copy other firms’ practices faster”? Hypothesis: % female directors reflects “willingness to change”

• Scores for Nomination and Compensation Committees inversely correlate with Tobin’s q. We do not 
find that many of the new committees formed or that those with better practices (e.g. chair/majority 
of the members are INEDs) are having  significant positive impact. Probably this will take time.
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Correlations: Key Actions and Performance
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The author of this report is not in relation of serious conflict of interest with the reported company.

+Robust  
Growth Policy

+less Dilution of 
Shareholders    

Equity

(Fewer/no large owners
 (parent or founder is
  scored higher)

There is significant correlation between these actions and performance 
✓ Lower “non-investment” stockholdings, growth policy, presence of large owners, no 

takeover defenses,…. and equity issuance (probably reflecting investment for growth)

✓ Cash holdings/sales appears to reflect that profitable companies simply generate more cash. 

✓ “Fewer or no large owners” : negative correlation suggests benefits from presence of large owner(s). 
+less Cross-
shareholdings 

shares

+No Takeover 
Defense

(Less excess cash holding
 is scored higher as a factor
in our analysis)
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(Dividend policy and equity issuance are 
complex. Dividends, lack of equity issuance 
holding back growth, subsequent returns?) 



Correlations: Board Practices and Those Actions
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There are significantly positive correlations between 
certain board practices and certain key actions
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Improvement in board practices 
seems to lead to actions 

that enhance performance

This report is for information purpose only and is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied 
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This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. The price and value of investments referred to in this research and 
the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
The author of this report is not in relation of serious conflict of interest with the reported company. 6



Stratification by % of Independent Directors
✓ In general, when INEDs comprise a majority of the board, firms display superior 

performance as judged by our criteria, especially Tobin’s Q.
✓ >50% INEDs increased 11 to 359. The number of companies with >50% INEDs is still small 

but displayed superior median average Tobin’s Q (1.18 vs. 1.06). Thus, the superior 
average Tobin’s Q is “liked” by the market average

✓ Companies with % independent directors (>50%) outperformed the overall average in ROE 
(8.37% vs. 7.61%, median basis) and in ROA (4.13% vs. 4.01%, median basis) over the past 
three years. Companies with lower % of INEDs also display superior performance. We 
hypothesize this is caused by presence of “large owners” or founders with interests 
aligned w/other investors 
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Stratification by % of Independent Directors Suggests a 
U-Curve: “Modern Governance”, and/or “Large Owners” Function Well

This report is for information purpose only and is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied 
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This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. The price and value of investments referred to in this research and 
the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
The author of this report is not in relation of serious conflict of interest with the reported company. 8



Stock Price Performance
CG Top20 Stocks Vs. TOPIX and JPX400



CG Top 20 companies

This report is for information purpose only and is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied 
on as such. Although we seek to update our research as appropriate, the contents may be different from the most recent fact as the report is published at irregular intervals as appropriate.
This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. The price and value of investments referred to in this research and 
the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
The author of this report is not in relation of serious conflict of interest with the reported company.

Note: Universe of Top20 Composites 
has been expanded to 1,800 since 
July 2018 from 500 companies. 



Distribution: Board of Directors Score

This report is for information purpose only and is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied 
on as such. Although we seek to update our research as appropriate, the contents may be different from the most recent fact as the report is published at irregular intervals as appropriate.
This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. The price and value of investments referred to in this research and 
the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
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Evaluated factors: Chair of Board, director term length, # of directors, # of INEDs, # of female directors, etc.

Compact board size, more diversified board composition, and a larger number of INEDs result in a higher score. 



Distribution: % of Female Board Members

This report is for information purpose only and is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied 
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Evaluated factor:  Number of female Board Members

If the % of female directors >=33%, >=25%, >0% or 0%, → score 3, 2, 1 or 0 respectively. 



Distribution: # of ex-CEO Advisors

This report is for information purpose only and is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied 
on as such. Although we seek to update our research as appropriate, the contents may be different from the most recent fact as the report is published at irregular intervals as appropriate.
This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal 
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the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
The author of this report is not in relation of serious conflict of interest with the reported company.

Evaluated factor:  Number of ‘Komon’ or ‘Sodanyaku’ who remains in a company after step down of top 
management position such as CEO.

If the number of ‘Komon’ or ’Sodanyaku’ is 0, 1, 2 or more than 2, → score 0, -1, -2 or -3 respectively. 



Distribution: % of Independent Directors

% of independent directors = # of independent directors/total # of directors of board



Distribution: Committee Score

This report is for information purpose only and is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied 
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Evaluated factors: Establishment of committee(s), chairperson of committee(s), % of INED of committee, etc.

Score is zero if company has neither a nominations nor a compensation committee. 
INED as the chairperson and/or a higher % of INEDs result in a higher score. 



Distribution: Comp. Incentive Plan Score
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Evaluated factors: Establishment of incentive compensation plan, type of incentive plan, disclosure policy of plan, etc.

Performance linked incentive compensation plan and higher transparency of compensation result in a higher score. 



Distribution: AGM/IR Disclosure Score
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Evaluated factors: Availability of electronic voting, notice of convocation/CG report published in 
English, availability of IR meeting, IR disclosure policy, etc.

Higher accessibility of AGM and voting, and high-quality IR practices result in a higher score. 



Distribution: Growth Policy Score
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Evaluation factors: Quantitative targets, mid-term-management plan, KPIs, cash holdings/sales, ROE 
forecast for the current year, etc.

Explaining and implementing a robust growth strategy with clear targets and KPIs results in a higher score. 



Distribution: Cash Holding Score
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Evaluated factor:  Ratio of cash holdings (that are cash equivalent) to revenues.
A higher % of Cash Holding / Revenue results in a lower score.



Distribution: Dividend Policy Score
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Evaluated factors: Dividend payout policy, actual/expected dividend payout ratio, etc.

Higher dividend payout ratio, but one that is no more than 50% (dividend paid / net income) results in a higher score.  



Distribution: Stockholding Score
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Evaluated factor:  Ratio of stockholdings (that are not for pure investment purposes) to total. (Such 
holdings are often called “cross-shareholdings”.) 

A higher % of Stock Holding / Total Assets results in a lower score.



Distribution: Takeover Defense
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Evaluated factor:  Whether the company has takeover defenses or not

Score is zero if no takeover defenses, 10 if it has takeover defenses. 



Distribution: Equity Issue Score
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Evaluated factor : The # of times new equity was issued since the year 2000, and the type of issuance.

More frequent issuance of equity is scored lower.  New issuance of common shares is scored lower 
than issuance of convertibles and/or preferred shares.



Distribution: Equity Cancellation Score
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Evaluated factor : The # of times equity was cancelled since the year 2000.

More frequent cancellation of equity is scored higher.  Only buyback of common shares is scored 
nothing.



Distribution: METRICAL CG Score

Evaluation factor:  A specially weighted average of all scores for board practices (55-60%) and actions (40-45%).

Board practices:  board of directors, committee, incentive plan, large ownership, etc.
Actions: stockholdings, dividend policy, growth policy, equity issuance/cancellation, takeover defenses, 
AGM/IR, other factors such as scandals, etc. 
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Distribution: Large Ownership Score

This report is for information purpose only and is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it should not be relied on 
as such. Although we seek to update our research as appropriate, the contents may be different from the most recent fact as the report is published at irregular intervals as appropriate.
This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. The price and value of investments referred to in this research and 
the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
The author of this report is not in relation of serious conflict of interest with the reported company.

Evaluated factor:  How fragmented the shareholder composition is; whether there are large holders or not. 

Score is 5 if large shareholders have ≧50% ownership, 10 if large shareholders have ≧25% and <50% 
ownership, 15 if no shareholders own ≧20% ownership. 



Distribution: % of Foreign Ownership
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Distribution: ROE（actual）
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Distribution: ROA（actual）
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Distribution: Tobin’s Q
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