
The corporate governance code was introduced in Japan in 2014. Initially, 
companies scrambled to find independent directors to put on the board 
and were more concerned with complying with the letter rather than the 
spirit of the law. However, over the ensuing years, the quality of directors 
has improved significantly and companies have taken the opportunity 
to improve the functioning of the board by having it take more of an 
oversight role and focus on strategy rather than operational issues. 

We question all the companies we meet about this and find that they 
have become increasingly positive about these changes to corporate 
governance. The charts below give some indication of the progress we 
have seen so far. 

There is a greater awareness of the importance of capital allocation 
and the need to balance future investment, balance sheet strength and 
shareholder returns. Indeed, many of the companies we meet are keen 
to hear our views on this point.

Challenging cross-shareholdings  
One aspect of the corporate governance code is the need to justify cross-
shareholdings. The unwinding of cross-shareholdings started during the 
Japanese financial crisis in the early 2000s, but was running out of steam 
before the code was introduced. It has given renewed impetus to the 
unwinding, particularly given that the latest version of the code is even 
stricter on this point.

At the same time, we think that the code has emboldened activists to 
challenge companies which are seen as being inefficient from a balance 
sheet perspective. The stewardship code, which was introduced in 2013, 
means that Japanese institutional investors can no longer ignore the 
activists entirely.

And we have seen some interesting examples of companies taking a more 
robust approach with other listed companies. Itochu, the trading house, 
raised its stake in Descente, a sportswear manufacturer, from 30 to 40 
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Establishment of voluntary advisory committees
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per cent in a hostile move and then forced out the board because it felt 
that Descente’s management were underperforming. Yahoo Japan forced 
out the CEO of Askul, a company in which it owned a 45 per cent stake, 
because it was dissatisfied with the company’s deteriorating business. 
And the shareholders in Japanese bathroom equipment company Lixil, 
led by Marathon Asset Management, forced the CEO, who was from the 
founding family, to resign when he failed to secure sufficient votes at the 
shareholders’ meeting.

Return on equity (ROE) has improved in Japan since the introduction of 
the corporate governance code. But much of the improvement is due to 
rising profitability. We think that ROE can continue to improve because 
of the changes in corporate governance in Japan. Companies realise that 
holding on to excess amounts of cash is no longer justifiable. 

Dividends continue to climb
We have seen a big increase in share buybacks over the past year and 
more and more companies tell us that they want to steadily increase 
dividends. Payout ratios in Japan are around 50 per cent if you include 
buybacks. We do not expect them ever to go down the Western route of 
returning 100 per cent or more to shareholders, but then we don’t think 
that is entirely healthy. But we do think we will see a gradual increase in 
dividend payouts over the coming years.

Going for gold
This years’ Olympics will draw the eyes of the world to Japan again. There 
are plenty of estimates of the net financial benefit to the economy of 
hosting the summer games, but the truth is that nobody really knows. 
The one thing we do know is that it will definitely be a positive. The 
Government intends to use this as an opportunity to show off Japan’s 
world-leading technology such as autonomous vehicles and, 5G and even 
paper beds. 

“Recyclable cardboard beds and customizable mattresses for athletes to 
sleep on during the 2020 Tokyo Olympics and Paralympics were unveiled 
this week, as organizers aim to provide comfort at the athletes village 
while fulfilling environmental sustainability goals.

The bed frames, made of high-resistance cardboard, can support up 
to about 200 kilograms, the organizers said. They come with three-
part polyethylene mattresses that can be mixed and matched to suit 
each athlete’s preferred firmness for the upper, middle and lower body, 
according to Japanese bedding maker Airweave Inc.”

Japan continues to increase in popularity as a tourist destination and the 
summer coverage will undoubtedly boost its popularity even further. Our 
railway and hotel companies will benefit (Seibu Holdings told us that it 
has booked out almost all of its rooms in Tokyo for the duration of the 
Olympics and Paralympics). And the ongoing diversification of tourist 
arrivals will be a positive. Until last year, Japan was very dependent 
upon China and South Korea for tourism.  And clearly, in the short term, 
a lack of Chinese tourists visiting Japan because of the Coronovirus is 
a negative. But the Rugby World Cup brought higher-spending tourists 
from the competing nations to Japan. Judging by the positive feedback 
from these first-time visitors, many are likely to return. Tourism is a 
significant positive contributor to the Japanese economy.

Also not to be underestimated is the feel-good factor. Excitement levels 
in Japan are already running high and there will be a positive impact on 
consumer sentiment. The Japanese have spent the past 20 years doing 
themselves down. This year they will have reasons to be positive again. 

Return on equity

Source: IR Japan. Data as at 31 July 2019.
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