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ABSTRACT

This thesis explores the interplay between gloipaince and remote firms and institutions. It
highlights the interactions between global insiituél investors and Japanese firms on
environmental, social, and corporate governanc&jEB&ndards, and the process of change in
Japanese corporate governance practices. It foonsasalysing the responses of large Japanese
firms with a high level of foreign ownership to gl finance and global institutional investors’

strategies for engagement.

Japan provides an excellent research environmeiitiéaopic. It is geographically and culturally
remote from the West, and has the world’s thirddat economy with increasing foreign ownership
on the Tokyo Stock Exchange. Under the influencgl@bal finance, the Japanese economy has
been in transition despite the persistence ofatitional institutions. There are many globally
recognised Japanese firms, although certain fileme lsome under scrutiny in several recent
corporate governance scandals. Recently, corpeiem has become one of the priority policy

agendas, which has led to incremental convergengkbal standards.

The aims of this thesis are as follows: (i) to gsalthe evolution of shareholder activism and
corporate governance practices in ownership streiciobange (Chapter 3); (ii) to examine how
global institutional investors privately engagehwiémote firms (Chapter 4); (iii) to explore the
power of global investors in an industry with loviereign ownership (Chapter 5); (iv) to analyse

the perceptions of local firms towards global E$&hd&ards under policy change (Chapter 6).

The thesis revealed the following findings. Figgdgbal investors provide one of the only
opportunities for ESG-related dialogues for lodath§, in a country where local institutional
investors are not active shareholders. Global findras the power to transform local corporate
governance practices by breaking down path depeedamd institutional complementarities,
although the status quo does persist. Second, fiora! norms and perceptions based on the
existing institutions are culturally derived infaahtonstraints, which slow down the change of
corporate governance practices even after instrtahelmange. Third, the target firms of engagement
activities are home-biased and limited to a smathber of large global brand firms; hence,
non-target firms and industries maintain their ES&hdards unless policy reform occurs. Finally,
local firms’ unfamiliarity with engagement actiws limits the power of global finance in a remote
market. There is a gap between global institutiamag¢stors’ motivation for engagement and
Japanese firms’ readiness to respond; hence, evadidtrategies and modes of communication are
critical for effective engagement with remote firraspecially when language and organisational

issues are present.
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CHAPTER 1 | Introduction

1.1. Introduction

The process of economic integration and intercammecander globalisation has not occurred in
a homogeneous manner across borders. As a reshé# diverse responses of local firms and
institutions, uneven capitalist development cawlegerved through the interplay between
global finance and local firms. The interplay betwdirms and the market has been
acknowledged in the long traditions of comparapeétical economy, sociology, and business
studies. Economic geographers have also engagkdheitsubject of the interplay across the
space. As Clark and Wojcik (2007) state, wider iogilons can be drawn from local empirical
studies: ‘market agents and market processes &idhklevel can be developed piece by piece
to create a much broader perspective on the peafuzenof the whole’ (Clark and Wojcik 2007:
xiii). Of note is the analysis at a micro levelhafw a new institutional field emerges through
the interplay between the macro-level socio-econany/the local context (Bathelt and

Gluckler 2011, 2014).

This thesis addresses the interplay between gfotzaice and ‘local’ firms and institutions in a
specific country. The power of global finance isrgasingly important in reshaping
political-economic geographies as a main forcemémémental changes among local firms, by
breaking down path dependence in existing instiigtiat the sub-national level (Clark and
Wojcik 2007). As local firms are embedded in natildnstitutions (Aoki 2001; Hall and Thelen
2009), the intervention of global actors in locarkets generates resistance on the part of local

actors. As such, global institutional investorséntransformed the balance of power between



owners and managers (Hawley and Williams 2000;kCiad Hebb 2004).

This research approaches the interplay betweermlgliolance and local firms and institutions
by exploring Japanese firms embedded in proced$gaditical, economic, and social
transformation. It examines the interplay betweleba finance and Japanese firms for the
change of environmental, social and corporate gmrae (ESG) issues, by focusing on the
change of Japanese corporate governance. The #s&sisis its main research questiMnat

are the effects and limitations of global investerggagement activities on Japanese firiig?
approach the research question, this thesis defileysoncepts used by economic geographers,
such as formal and informal institutions (North @pand transaction costs (Williamson 1981).
This thesis focuses on the evolution of Japanegmrate governance practices and global
institutional investors’ engagement strategy wapahese firms. It highlights the dynamics of
reforms of political economy and corporate goveoaaoy exploring the responses by local

firms and institutions to the influence of globiance.

This thesis contributes to the literature on shalddr engagement, corporate governance, and
political economy, by addressing empirically theoant and limitation of global finance and
policy convergence on local ESG issues and ingtitatin Japan. Of particular importance, the
thesis explores shareholder engagement over tice Hipwween global investors and Japanese
firms, which are geographically and culturally raemérom the West (Hofstede 1984).
Relatively little attention has been paid to Jajatte socio-economic and political economy
literature over the past 20 years, even thougladpenese corporate world provides a relevant
research environment for analysing the researdh.t®pis thesis enriches the debate on how

corporate governance practice evolves with incnggfireign ownership, which means of



engagement global investors utilise with remot@dirhow collaborative engagement is
coordinated, and how remote firms respond to palgnges towards global standards of ESG
issues. By analysing the impact and limitationlobgl investors in the case of Japan, the thesis
will ultimately draw broader implications to suggése critical importance of empirical studies

outside the West to build a better understandirghafeholder engagement around the world.

1.2. Significance of issues

1.2.1. Significance of the research on global ingitional investors and corporate

governance

The power of financial markets is increasingly imtpat in the world economy by remaking
global capitalism (Boyer 2000). Global institutibiravestors, mainly Anglo-American
investors, are powerful in monitoring firms andporomoting changes in their standards and
practices (Shleifer and Vishny 1986). Clark (20@@ues for the importance of understanding
institutional investors’ asset allocation stratsgaed investment decisions for the further
understanding of the long-term future of Westemnemies, these having wrought a

transformation in Anglo-American capitalism.

Global finance plays a role in transforming thealagystem of institutions (Dixon 2011a), and it
plays a significant role in altering local corp@rgtractices further towards global standards.
Such convergence with global standards occurs glodral investors require higher ESG

standards than the current regulatory framewotk@fcountries in which target firms operate,



even though the implementation of such standardaires voluntary (Hebb and Wojcik 2005).
The interplay between institutional investors ainghg on ESG issues is mainly through
shareholder engagement, which refers to ‘a long-fmocess of dialogue with companies that
seek to influence company behaviour in relatioth&ar governance, social, ethical and
environmental practices’ (Eurosif 2010). Globatitsional investors create a global financial
industry of responsible investment, and contritateeducing risk in the long-term for
sustainable economic growth (Hebb 2008). They susat closely not only the economic
performance of global firms but also the wider irtpaf corporate activities, along with their
other stakeholders, such as consumers, the metiaational and local governmental bodies,
and non-governmental organisations (NGOs). As ggiobhal firms are increasingly required to

take into account ESG issues in their operatidnsval the world.

Shareholder engagement has drawn attention notabityn and investor level but also at the
policy level, as observed in the recent implemémtadf policy instruments across the world.

In 2010, the Stewardship Code was first publisinettié UK. It has enhanced engagement
activities through the dialogue between sharehslded firms. The code assists firms in
understanding what investors expect to be disclcmadialso encourages investors to take an
interest in collaborative engagement. The Stewdpdshde complements the Corporate
Governance Code in the UK, which has been instrtahénspreading board-level best

practice; both Codes operate on the basis of ‘cpmpéxplain’ (Financial Reporting Council
2015). A similar code has been implemented in s¢wauntries, such as in the Netherlands,
Switzerland, Canada, Singapore, South Africa, apad. As such, shareholder engagement has

been enhanced as a global trend from policy petispsc



In analysing the strategies of shareholder engageai@nglo-American investors with firms
around the world, the asset allocation of globaégtors can be explained from behavioural
finance and cost efficiency perspectives. For exanme bias effect is observed in the
portfolio, as informational asymmetries exist bedwéocal and non-local investors (Kang and
Stulz 1997). Investors also tend to prefer famiiians, and locally headquartered firms
(Huberman 2001; Coval and Moskowitz 1999; Bodn&0®9). In this regard, investment in
remote firms incurs higher costs, associated wifltdlties due to differences in economic
practices and languages (Williamson 2000; PortdsRay 2005). These characteristics of asset
allocation can be applied to analysing the globabstors’ strategies of shareholder engagement

over distance (see Chapter 4).

The practice of local corporate governance ligh@intersection of global finance and local
institutions (Clark and Wojcik 2007). The governarstructure of local firms is a result of
long-term consequences of local legal and instinati features, as well as the ownership of
local and global investors, and relationships whiareholders and stakeholders (La Petial.
1997, 1998)Hence, diversity among local corporate governamacebe observed due to the
different response of local firms to the presswfeglobal forces. Whilst local firms are
embedded in the local institutional complementaitgki and Dore 1994; Aoki 2001), in
which multiple institutions function effectivelygether (Aoki 2001), some firms have the
persistence to maintain the status quo, and otiensge by breaking with their path
dependence. As such, in globalisation along wighgitowing power of global markets, the
future for local firms is uncertain, and path degmce is limited in line with rapidly changing

rules of the game for local firms and existing itoagions (Wojcik 2006; Baueet al.2008).



Traditionally, corporate governance has been studi¢he framework of agency theory
between owners and managers, and corporate goweerfiamature tends to deal with
shareholders as a homogeneous entity (Jackson @@hi)) a country. The comparative
capitalism literature recognises diverse nationgbarate governance systems across borders
and advocates the Varieties of Capitalism (MVoCyaeagh (Hall and Soskice 2001). This
approach suggests two types of economy, namelsalilbgarket economy (LME) and
coordinated market economy (CME), and outlinesctieacteristics of the financial systems
and corporate governance of each economy. It igesiigd that firms in countries categorised as
CMEs tend to have bank financing with long-termibess relationships, whilst firms in
countries in LMEs tend to emphasise short-termmiimel return. As such, the VoC takes a
national approach and does not allow for divensityin a country. Even though the VoC
approach provided a useful analytical tool of tygyl later literature developed the discussion

further by arguing for the weaknesses of this apginqsee Chapter 2).

Whilst there is a growing presence of Anglo-Amenidastitutional investors, the identities of
local shareholders are still heterogeneous achesworld, and global convergence has not yet
been much achieved in this regard (Agnes 2000)oiarshareholders have their own value,
investment strategies and time horizons, as walifeerent propensities to exercise voice or
exit (Hirschman 1970; Jackson 2010). The interastsvalues of shareholders can also be
differentiated by the type of investors, such asspm funds, individual investors, hedge funds,
banks. The growing power of global institutionatestors, such as Anglo-American pension
funds, allows greater intervention through exengjsioice, whilst investors with an emphasis
of financial orientation do not exercise voice aimdply exit. Further, the identities of

shareholders are also different by geography, waugh they are the same type of investors.



For example, Anglo-American pension funds, suctina<California Public Employees’
Retirement System (CalPERS), have been activedrcising voice across the world since
1990s. Nonetheless, Japanese pension funds, stleh @svernment Pension Investment Fund
(GPIF) had never announced any interests in refiderisvestment until recently. As such,
despite the increasing presence of global instibati investors around the world, it should be
noted that local shareholders possess differemesbhaler values, diverse identities and
interests from global investors, whilst global iet@'s exercise voice to local firms based on

their strategies with Anglo-American shareholdduga.

Overall, research on the interplay between glabagstors and local firms is important for the
understanding of the changes of corporate praatitkesal firms and the process of
convergence of corporate governance towards gitbatiards. It is also important to explore
global investors’ engagement strategies and thporsss of local firms, which will contribute
to revealing the impact and limitation of globaddnce around the world. Further, the
researches on corporate governance and sharekaolgisgement are important at policy level,
as seen in the recent implementation of the Cotp@avernance and Stewardship Code. Of
particular importance, the interplay between fiansl the market over distance involves actors
with different identities. Local corporate governans shaped by local institutions in a
path-dependent manner, including relationships leithl investors with different identities
from global investors, prior to transformation thgh the interplay with global finance.
Corporate governance practices are different achesworld, as the ownership structure of
local firms is changing over time, with the relaiship between owners and managers also
changing. As such, a study of the interplay betwgiehal finance and local firms will

contribute to the understanding of why local firembedded in local institutions persist in



maintaining their current practices under the fatglobal finance, and ultimately lead to a

proper understanding of capitalist developmentscencieties.

1.2.2. Significance of Japan

Japan is the only G8 country in Asia and is thelé®third largest economy. It raises several
research questions in the areas of comparativiégableconomy and economic geography, and
deserves to inform broader and more general afesholarship through its firms’
relationships with global investors. The Japanesparate world provides a relevant research

environment for this research topic for the follogireasons.

First, within the comparative capitalism literatiall and Soskice 2001) Japan is a prominent
case of a CME shifting towards a LME (Sako 200hwnique traditional institutions, such as
lifelong employment, long-term bank financing, @ehareholdings and inter-company
networks, as well as stakeholder-oriented corparaternance with a smaller role for
shareholders (Aoki and Dore 1994; Dore 2000; Ja@flyy). The economic success of Japan
can largely be attributed to local institutions amstitutional complementarity (Aoki 1994)
especially until the early 1990s, when the Japafieaecial market started to be liberalised and
change its ownership structure with an increasingler of foreign investors. It has been
argued that during liberalisation in the processhufting from CME to LME organisational
diversity and change can be observed (Streeck bhakbil 2005; Sako 2007). Hence, analysing
the process of institutional change in Japan cawsase how existing institutions are

transformed by the power of global finance, hovaldoms respond to such power whilst they



are embedded in local institutional settings, ahétiver they break their path dependence under
external pressure. Many Japanese firms are globalllyrecognised yet at the same time they
are embedded in local traditional institutionatisgss, such as traditional financial and human
ties calledKeiretsu For example, in the Forbes Global 2000 rankingQh4, which is based on
sales, profits, assets, and market value, theitegdrgest Japanese companies are Toyota
Motors, Mitsubishi UFJ Financial Group, Sumitomatddi Financial Group, NTT, and Honda
Motors. Some of them underwent a group-wide or gameent reorganisation, but many of

them are still under original family managemenaus related téeiretsugroups.

Second, analysing the interplay between globalstore and Japanese firms and institutions
involves the concept of ‘distance’ from economiog@phy perspectives. Distance determines
how people interact with firms and institutions awbnomic geography perspectives can be
applied to the geography of finance and shareh@dgagement; analysing the interplay
between Japanese firms and global investors cacheghe debate on the engagement strategies
of global investors associated with these concépis.given interaction with local firms,

specific transaction costs occur (Williamson 1928\ these costs are incurred when global
investors deal with international equities (Freaok Poterba 1991; Lewis 1999). Costs are also
associated with information frictions caused byedénces in the regulatory environment
(Bekaert 1995). Investors tend to prefer firms veitime degree of familiarity, because investing
in remote firms might involve higher transactiordamordination costs, some of which increase

with distance (Huberman 2001).

The concept of distance in analysing Japanese fimatves not only physical distance but also

‘cultural’ distance, which increases with differesdn languages, race, social norms and



religious beliefs (Ghemawat 2001; Grinblatt anddfelrju 2001). In terms of language, the
Japanese language is unique to Japan, and petgtehalve problems with their command of
English in business. For example, the average sootke standard test of English as a foreign
language (TOEFL) of Japanese native speakers rdii¥&ttl out of 115 language groups (ETS
2013). Nonetheless, a relatively poor command efhglish language should not be taken as
an indicator of the general level of education @pgde’s skills in Japan. According to the
OECD’s Programme for the International AssessmeAdalt Competencies (PIAAC), the key
cognitive and workplace skills gained by educatiod training systems of 16-65 years old in
Japan ranked top among 33 OECD countries in 20EE{®2013a). Regarding religion,
Japanese financial markets are not influenced pystong active investors with a religious
influence, whilst some responsible investors esergpice or choose investee firms based on
religious criteria in other parts of the world. Fotample, in the US, certain faith-based activist
institutional investors exercise responsible stelsfip in ESG issues with ethical mandates,
which include religious organisations such as dhesc Further, Islamic funds exclude certain

industries, such as alcohol, pork, and tobaccon fiteeir portfolios (Pollard and Samers 2007).

As such, Japan can be argued as a country whattitigally distant from the West. Cultural
factors cannot be ignored in explaining the unidgganese corporate environment. The
interplay between global investors and Japanesss finvolves cultural sensitivity, as global
investors can tend to promote the adaptation dfajlstandards in a hostile manner whilst
traditional Japanese firms can persist in maintgitineir own standards (Jacoby 2007). In the
Japanese corporate environment, traditional fimngotmaintain their corporate governance
style. For example, Dore (2013) mentions the tradliof seniority system of Japanese firms,

which does not often allow appointing employeedwita young age to very senior positions.
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It is further argued that the boardroom culturedaganese firms normally do not allow outside
directors to behave in the way that is expectatienJS, which can be designated as an

oversight of management (Dore 2013).

Third, Japan provides an excellent research envieon for investigating shareholder
engagement due to the size of its financial maxkith, increasing foreign ownership and
regulatory frameworks incrementally convergentlabgl standards. The Tokyo Stock
Exchange is the world’s third largest market inww#ld, following the New York Stock
Exchange and Nasdaq Stock Market, with a total etarhpitalisation of more than USD 4.5
trillion, and has an increasing foreign ownersHipgproximately 25% (Tokyo Stock Exchange
2014a). Japan is still internationally competitinendustries such as automobile and precision
machinery, and Tokyo is a megalopolitan city witbomplex local and international networks,
where the headquarters of major Japanese firmseated. Further, the current administration
of Prime Minister Shinzo Abe has emphasised theitapce of shareholder engagement, and
implemented Japanese versions of the Stewardstip &ud Corporate Governance Code in
2014 and 2015 respectively. Japan has the largesign fund in the world, the GPIF, with
USD 1.5 trillion in assets under management. ThE#=®GRd not committed to responsible
investment and its governance was criticised byQBED for not being a fully independent
entity with unclear asset allocation (Stewart ardnb 2010), even though it finally announced
that it would accept Japan’s Stewardship Code I#ZGPIF 2014a). Hence, analysing the
Japanese market can illustrate the impact of isangdoreign ownership on responsible

engagement, as well as the process of policy cgemee on local firms and institutions.

Fourth, Japan has several internationally renoviseeks of corporate governance, and
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reforming the private sector is one of the mostdrtgmt priorities for Japanese policy reform.
The Corporate Governance Survey, conducted by sien/Corporate Governance Association
(ACGA), in 2014 ranked Japan third in Asia, behitmhg Kong and Singapore (CLSA and
ACGA 2014). In 2011, there were two big corporateegnance-related scandals of Japanese
firms, Olympus and the Tokyo Electric Power Comp@hgPCO) after the Great East Japan
earthquake. The recent financial performancespdrdese electronics giants, such as Sony,
Sharp, and Panasonic, have suffered from deficiduly 2015, the president and top executives
of Toshiba quit due to the overstatement of itgafireg profit by JPY 152 billion (USD 1.2
billion) (Nikkei Newspaper 2015). Private sectdioren, including corporate governance reform,
is one of the three main arrows of Abenomics, thlep reform package of the Abe
administration. In April 2015, Prime Minister Shin&be delivered a speech at the US
Congress and included Japanese corporate goverrefoom as one of the most important
items on this agenda. The detail of the policy mafof Abenomics will be explored in Chapter

2.

Finally, Japanese society, as an OECD countryséasral social problems that are of interest to
global responsible investors. One of the policyrnemendations by the OECD is to enhance
female and foreign labour participation, due int paman ageing population. About 60% of
female workers withdraw from the labour force aftaving their first child, even though the
participation rate of women aged 25-54 years ob@ foom 65% in 1994 to 72% in 2010

(OECD 2013b). Diversity of the board is one of thain topics of engagement of foreign
investors with Japanese firms, especially the graatlusion of women and foreigners. These
kinds of Anglo-American standards are supportedlbpal investors or foreign proxy advisory

groups, whilst Japanese society is still in theepss of trying to implement these standards.
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Japan provides a unique research environment dihe @mbove-mentioned reasons. Nonetheless,
Japan does not gain much international researehtiatb despite being the third largest market
in the world, and research on Japanese firms aegyfoinvestors in Japan is limited due to
difficulties in obtaining data through conductimgarviews because of geographical isolation as
well as language issues. There has been reseadapanese corporate governance and
financial markets, highlighting the potential redd&rom economic geography perspectives (see
for example Jacoby 2007; Aokt al 2007; Jackson 2009). This thesis engages wishattder
research agenda, including the influence of thenesignificant ESG-related corporate
scandals and the recent changes of local firmgalides, both of which should be taken into
account to reframe the research. Moreover, theglatg between investors and remote firms has
not been emphasised yet in most of the relatemiiiee. For this reason, the design of this
research overall corresponds to that of Jacoby/{R@8o addressed the interplay between
CalPERS and Japanese firms from the 1990s to the2890s, as well as that of Clark and
Wojcik (2007) who illustrated how global financeatilyes local corporate governance by using
the case of Germany. It is expected that the iddadi findings from the case of Japanese firms
and market will together allow this thesis to diawader implications. Shareholder
engagement by global investors in Japan gainedttteonly recently, after CalPERS

withdrew its major engagement activities in thdyea000s, and it is still a recent movement in

Japanese corporate history.

1.3. Thesis objectives, goals, and research questo

The aim of this thesis is to examine the intergiatween global investors and locally
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embedded firms and how this evolves over time pades (Clarlet al. 2009; Dixon and Sorsa
2009). It has been pointed out that the spatiakédfof institutional investors’ actions should be
studied by economic geographers (Clark 2005). ff@sis does not necessarily aim to
demonstrate the on-going convergence to the Anghe#can model of corporate governance
or financialisation, which refers to the greatderaf finance to lead a systematic change in
capitalist development (Boyer 2000), but insteadthiesis highlights on-going change through
the interplay between investors and local firmghbyiding cases of Japanese firms under
pressure by external actors such as global institaitinvestors and policy change. The goal of
this thesis is to reveal how global institutiomalestors impact Japanese firms and institutions,
and how Japanese firms respond to global finanwdakets and policy convergence. This
research project sets out to achieve a greaterstadeing of the under-researched areas of the
geography of finance and shareholder engagemeariswers the call for a greater appreciation
of the actors and networks in the landscape ofaratp governance and sustainability by
analysing empirical cases of the market and fimrsansitional processes. The overall aim of
the thesis is to examine the interplay betweenajlabtors and locally embedded firms, which

can be broken down into four specific researchaiyes outlined below:

The first objective is to analyse the evolutiorsb&reholder activism and corporate governance
change in the context of ownership structure chd&@gapter 3). By identifying the actors who
exercise voice and the agendas raised by activelstiders in Japan through public means, the
chapter reveals the current state of shareholdisan in Japan, without any strong local
investors who exercise voice. By filling this gagthe literature, this chapter is the first attempt

to explore the contents of shareholder proposalapan.
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The second objective is to examine how globaltustinal investors informally engage with
Japanese firms, and to explore the responses tdret firms (Chapter 4). Emphasising the
bilateral relationship between global investors edl firms across space contributes to
examining the importance and limitations of engagetactivities with remote firms. By
analysing the engagement strategies of global iokewvith Japanese firms, the chapter aims to
argue the gaps between the motivation of globastors to engage and local firms’ readiness

to respond, and offers practical recommendatiomgaioal investors.

The third objective is to uncover the various shaitders interacting with Japanese firms in an
industry with a lower proportion of foreign owneiglon non-governance issues (environmental
issues), and also to examine the impact of colltb@ engagement by global investors
(Chapter 5). The chapter aims to clarify the issnes industry led by firms outside the
Western world, and how local firms in such indwestrcontrol their ESG standards. This chapter
deals with the case of collaborative engagemeffisberies, where Japan is the world’s leading
market. Examining the case of a specific indudlngirates the role and impact of institutional
investors in a remote market, and also demonstitageldmitations of the impact of engagement

activities.

The fourth objective is to explore the latest pplionvergence of corporate governance and
examine the perceptions of Japanese firms towaotisigstandards (Chapter 6). By examining
the responses of the largest local firms to engageactivities by global firms or to global
standards, this chapter aims to summarise the ggafehe convergence of ESG practices
towards global standards. Further, analysing th@amentation of new policy instruments

offers a view from a political economy perspectivelapanese corporate governance, by

15



answering how non-state actors are involved incgolaking by taking into account local

institutional complementarities.

In order to achieve the above objectives, the pymaestions are set out to draw the broader
implications from the substantive chapters, whigh be applied to different geographies and
contribute to specific areas of literaturé/Hat are the effects and limitations of global stees’
engagement activities on Japanese firii$i’s question is explored in greater deal thraugh
the thesis, by approaching it through the four gliasy questions below, which correspond to

each substantive chapter:

1) What has been the evolution of shareholder igatiand corporate governance change in
Japan? (Chapter 3)

2) How is private engagement activity by globatitsional investors informally conducted
with Japanese firms? (Chapter 4)

3) How is collaborative engagement conducted amd gmwerful can global institutional
investors be with firms in an industry with a lowsoportion of foreign ownership in
Japan? (Chapter 5)

4) How does corporate governance policy changeargevtowards global standards and can

policy reform bring about norm changes in corpogaieernance? (Chapter 6)

These four subsidiary research questions are dasigraddress the primary question of the
thesis. These questions emerged and were develomedih conducting a literature review,
interviews, and data collection and analysis (sssi& 4 of this chapter: Methods and research

design).
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1.4. Methods and research design

The thesis adopts a ‘four paper approach’, basexdsmnies of empirical investigations of the
impact of global investors and ESG issues of Jegmafians and is built on a foundation of
theories from multiple disciplines applied to ecomogeography. Each paper is designed to
approach the four subsidiary research questioaagwer the primary question of the thesis.
Four papers allow for the development of intereaddtut independent empirical cases; however,
efforts have been made to minimise the unnecesspeyition of overlaps in the empirical or

theoretical background to the thesis.

The thesis employs a combination of qualitative quantitative research methods. A mixed
method approach is important to obtain a more rodod comprehensive understanding
(Mingers 2001). The data in the field of sharehpkleyagement and corporate ESG issues is
often difficult to obtain and interpret due to @snfidential nature and for this reason this thesis
applied a multi-method approach. Both qualitatimd guantitative methods contribute to
enriching the understanding of specific issueswRland Mason 2005) as well as strengthening
the interpretations of findings (Yin 1984; Eisenttar989). The multi-method approach was
particularly useful to support the results deritleebugh quantitative methods by using
qualitative methods (Plewis and Mason 2005). Tha dhatained through qualitative methods,
such as interviews, helps to provide the backgroofudmation and to further understanding of
the results of quantitative analyses. The multijalita sources also contribute to triangulate the
analysis and findings from difference sources (ftisedt 1989). As a theoretical backbone of
each substantive chapter, relevant literature eagswed both as primary and secondary

sources.
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The primary methodology for the acquisition of kregge for this thesis was through in-depth,
semi-structured interviews from fieldwork. An ingdh interview allows the respondent to
explain issues in detail in a wide-ranging disoussAll the in-depth interviews were conducted
in the UK and in Japan during fieldwork. Conductfiegdwork is essential for gathering
primary information on the responses of the lozai$ to engagement activities, whilst
shareholder engagement is normally conducted cemti@ly. Most of the interviews were
conducted face-to-face, with a range of firms,iingbnal investors, asset managers, trust
companies, ESG engagement service providers, attenal NGOs, and academics. This thesis
mainly utilises corporate interviews and closeatyake techniques throughout the empirical
chapters. Both interview techniques were adopte@iious contexts to understand how
institutional investors and other stakeholders gagaith remote firms in the remarking of
space. ltis in line with the theory building ofomomic geographers based on empirical
observation, which provides an opportunity to assédised facts and related theories (Clark
1998). The interview list is summarised in AppenBixn total, 47 interviews were conducted.
Among them, 8 interviews were conducted with CatasuilB, who is a specialist on Japanese
firms and market from the UK investor perspectiMais repeated interview technique helped to
obtain broader and deeper insights on specifiesg$uazarsfel@t al 1944), such as
shareholder engagement by the UK investors withrdese firms. Moreover, in the interviews
for Chapters 5 and 6, protocols were created uimttegd by literature reviews, and they were
utilised for supporting the reliability of the casteidies (Yin 2003). The sample interview

questions are documented in Appendix C.

In addition to in-depth interviews, extensive piietary databases were created for quantitative

analyses. These datasets provide data which ieguéstly qualified in the context of corporate
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governance and shareholder activism. The datalvaskaveholder proposals in Japan was
created based on data compiled by the InstitutiBhareholder Services (ISS) in Tokyo. The
data was obtained from direct communication wit8,IBecause it is not an open data source. It
consists of 490 shareholder proposals submitt&® twompanies over a period of five years
from 2007 to 2011 in Japan, each of which wereexegd and categorised into the respective
ESG topics. Several in-depth interviews were cotatliwith ISS for deeper understanding of
the context in August 2012. Further, firm levekimsive databases were generated based on
publicly available data sources, the Corporate @wce Information Service at the Tokyo
Stock Exchange (TSE), as well as Kaisha ShikihoREIM at Toyo Keizai. Both of them are
only available in Japanese and are the most reli@dditih sources on Japanese listed firms. The
sample of Japanese firms is taken from all thedisirms in the First Section of the TSE, the
total being more than 1,500 firms. In the analp$ideterminants of corporate governance
characteristics with the datasets, logit models@b8 regressions are employed (Liretkal.

2008; Guest 2008). These data sources were utflisgde analyses of Chapters 3 and 4.

Another extensive dataset on shareholder engagementJK asset manager’'s ESG
engagement with Japanese firms was generatedefoesiearch project of Chapter 4. In order to
track the investor’s private engagement activititda was obtained from direct communication
with the asset manager, because these activitasoamally conducted in a confidential manner.
This institutional investor had approximately US@0billion in assets under management on
behalf of 25 institutional investors, and it engagéth firms on ESG issues on behalf of its
client asset owners in 2012. Prior to the databeesagion, several in-depth interviews with the
asset manager were conducted to identify the cteistics of engagement with Japanese firms.

The database categorised the 169 contacts by méangagement, such as emails, letters,
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phone calls, and meetings from 2006 to 2012. Fyr889 engagement activities were
subcategorised into the following ESG groups: crafgogovernance, sustainability
management and reporting, business ethics, humglts rlabour standards, public health,
environmental management, ecosystem services liamate change. Prior to the
commencement of the research of Chapter 4, a @nifadity agreement by the UK asset
manager was signed in July 2012. In addition te daita, each target firm’s annual security
report and CSR report were reviewed, namely, 48niial target Japanese firms from 2003 to
2012. The ESG issues of these firms were alsoweddy accessing documents which were
only available in Japan, such as CSR Kigyo Sorafdyp Keizai from 2005 to 2012. These
datasets analysed the intensity of conducting esmgagt activities by utilising a Tobit

regression model, following the methodology utilise Baueret al. (2013).

Finally, a case study approach was also adopte@tiapters 4 and 5, which is beneficial when
the main issues of the research subject are imitied stages of exploration (Eisenhardt 1989).
A case study approach can contribute to analyteggisations, through extending theories by
benefitting from the development of prior theoratipropositions (Yin 1994, 2003). It is argued
that a case-based approach should be applied stuithg of corporate governance, because an
historical and actor-oriented view of institutiaesmportant (Aguilera and Jackson 2003). It
has been also argued that the case study appmaduitable option when analysing a topic for
theory building. For Chapter 5, in order to analfigas in a resource-intensive industry with a
low proportion of foreign ownership in Japan, whiedd not yet been studied, the case study of
global investors’ collaborative engagement witimBrin the fisheries industry was selected and
examined. Further, Chapter 6 analysed the normpearugptions of Japanese firms. For

selecting the detailed cases, a purposive samplgibod (Glaser and Straus 1967) was utilised
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for Chapters 5 and 6, because of the difficultiesbtaining a sample population. Due to the
nature of the topic, many of the target firms ddrgholder engagement were not willing to
participate in interviews because of Japanese flimised human resources directed to
responding to shareholder engagement, their uritaityl of responding to academic research
regarding the topic, and the confidentiality of ftecess of engagement. For theory testing
research, random sample selection might be a gtf€ook and Campbell 1979); however,
the purposive sampling method is also consistetitarcase of the chapters, which conducts
analysis across different cases based on thedretidarpinnings. The case study approach
adopted multiple case studies rather than a stage study because multiple cases allow for
cross-case analysis and to further refine the quoaéframework for analytic generalisation
(Eisenhardt 1989; Yin, 2003). Data collection foe tase studies was conducted by the

aforementioned in-depth interviews or documentawyvi

This thesis is subject to some methodological &tions in its substantive chapters. The case
study approach faces the problems of the validifyndings, which is only temporarily valid
because the case represents a particular periode{Ellingeret al. 2005). The time span of

the dataset utilised for quantitative analysismsted for certain durations, and also the
interviews for quantitative analysis needed to dmedcicted at a certain period of time. Moreover,
it is difficult to generalise the findings of thesults of a case study (Yin 1994). For example,
the data analysed in the thesis represents arceeeod of time, and other data was given by a
specific institutional investor with regard to Japae firms and markets. Even though focusing
on a certain case study lends depth to the anatiisi€onclusions drawn from the findings can
be limited only to the Japanese market. Neverthetbss thesis sought to bring in broader

theoretical contributions based on the findingsrapirical studies focused on the case of

21



Japanese firms and local or global investors. Faatata collection perspective, this thesis is
one of the first attempts to challenge existing:ficas of data collection by both investors and
target firms to address specific shareholder engagecases. It has been difficult to obtain

such data, because shareholder engagement astanitieconducted confidentially behind the
scenes, and also because target firms are nahgvith disclose to the public that they are the
target of engagement. Hence, by its very naturéagie of this thesis would of necessity lead

to inherent methodological limitations, such asofess to confidential databases or documents
owned by firms or investors, as well as of collegta sample of firms or investors willing to

provide data by participating in interviews.

Another methodological limitation is related to theckground of the author. The linguistic
background, gender, age, social status, and ethoicthe fieldworkers may lead to different
perspectives on the phenomenon (Okely and Callda®8g; Wei 1994). | am a Japanese female
researcher, and deployed corporate interviewsganlas a research methodology. For this
research, more interviews were conducted with medpondents than female respondents (see
Appendix B). Hence, because of the gender isseeg tinight have been some differences in the
degree of disclosure of information in the intewse For example, male respondents might
have been more open and eager to speak with maydetam a woman, or the converse may
have been true. There has been a recent blossoifihg methodological debate on gender
issues surrounding the utilisation of corporaterviews in the research of economic geography,
in particular regarding a lack of recognition ohder relations in interviews (Barnesal.

2007). Even though the investigator and respondgrgak the same language and share a
similar social background, the majority of respamtdeof corporate interviews can be men, a

factor which should not be neglected as irrelevespecially when one considers that the
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interviewer is a woman and gender relations catepainteractions and encourage or inhibit
disclosure (McDowell 1992). Nonetheless, whilsttstaminist-inflected interventions in the
research methodology of economic geography haveegzad attention of late, how and what
differences gender makes in corporate interview®isg/et exactly known (Schoenberger 1992),
and certainly the issue of gender relations irfigld needs be further explored (Barmtsl.

2007).

Being a native Japanese researcher brought batthwdistages and advantages for conducting
fieldwork and research in my ‘home country’. Asatlsantages, it was challenging to conduct
research about Japan, because the familiarityeosues often compromises one’s objectivity,
or lessens the desire for knowing the issues (L&t699). For example, | confronted
assumptions about the norms and institutions oddpanese corporate world which | had
internalised by having grown up in Japan as a eaRegarding this issue, | tried to be both an
insider and an outsider throughout the researckaligg the view of Crumbley (2007) that the
status of ‘insider’ or ‘outsider’ constantly shifteecomes conflated, and co-exists. As a
Japanese researcher studying abroad, my interviegtiqns to Japanese managers could be
seen as coming from an ‘insider’ since | am Japgrag also as coming from an ‘outsider’
since | am also a researcher at a university ifJlel tried to avoid both complete distancing
and involvement, and often tried to suspend myrapsions, as a Japanese researcher, that are

not taken for granted in the international rese@myironment.

Nevertheless, | found significant advantages irdaoting the research in Japan as a native
Japanese from a renowned university. Most of tterviews were conducted with Japanese

managers in Japan or in the UK, and they were adadun the Japanese language, which
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allowed the interviewees to express their opinian®ore open and detailed ways. Even more, |
found that being a Japanese researcher speakiagémese gave such interviewees an
impression that | was an ‘insider’ and, as sucéhy threre more willing to cooperate with the
research. For the nature of this research, it mg®itant to show the interviewees that | shared
common ground as a native Japanese, with propeviedge of the Japanese corporate
environment and its institutions and history. Jasanfirms often consider foreign actors as
‘outsiders’ who are not cognisant of the charastes of the norms or institutions in the
Japanese corporate world. Hence, being Japanespeaking in Japanese helped the collection
of data through smoother conversation in interviexgpecially when trying to collect informal
data, such as how Japanese firms actually feelt ditwamign investors or about corporate
governance policy convergence to global stand&ualsher, being a student from the
world-renowned University of Oxford also encouragaganese firms or global investors to
participate in interviews as it engendered gretatest in me as a researcher. Due to the nature of
this research, the detailed information on ESGessu shareholder engagement could be
considered as confidential. Firms are often unmgllio disclose the information that they are

the target of engagement activities that seek pyowe their ESG issues. Nonetheless, the name
of the university encouraged trust that | wouldldeth the confidential data properly and also
helped to give the impression that the intervieweese contributing to providing data for a

research project which was academically important.

1.5. Overview of substantive chapters: introductiorand contributions to literature

This section presents a brief introduction to tiesis by describing an overview of each chapter.
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It explains how conceptual frameworks are deplayad expanded within the substantive
chapters, by approaching the four subsidiary rebeguestions. The overview of each
substantive chapter describes the key findingschvigad to contributions to specific literatures

and theories.

Chapter 1 (the current chapter) is the introductibpdemonstrates the objectives and research
guestions, as well as the methodology of the th€iapter 2 is the literature review and
background of the thesis, which provides concegdtaateworks and explains the gaps in the
literature that support the substantive chaptenaprs 3-6 are the substantive chapters of the
thesis. These chapters are set out to draw togitheesearch questions and the broader
implications of the research topic, which can bgliad to other geographies and contribute to
specific areas of literature. Chapter 7 conclutieghesis. It summarises the main findings of
this study, and contributions to the literature gractitioners by drawing wider implications

and recommendations.

The rationale of the order of the substantive advapChapters 3-6, is as follows. Chapter 3
aims to draw an overall picture of shareholdewar in Japan through public means. Then,
Chapter 4 adopts a shareholder engagement appabtwhglobal investor level, and
investigates the interplay between global invesaoid remote firms by focusing on private
engagement. This is in contrast to Chapter 3, wimegstigates publicly exercised shareholder
engagement. Based on the findings of Chapters 3 dnat foreign ownership matters to
Japanese corporate governance practices and tladtorative engagement is one of the means
of private engagement by global investors, Chaptnalyses the case of a collaborative

engagement in a traditional industry with loweregign ownership. It aims to explore corporate

25



sustainable policy without much public scrutiny ao@nalyse the effectiveness of collaborative
engagement with both geographically and cultunaipote firms. Finally, Chapter 6 takes a
policy approach to analyse the recent changesrpocate governance policy in Japan, and also
explores the gap between the motivation of glomeatstors to engage and Japanese firms’

perceptions towards engagement which was foundhaptrs 4 and 5.

Overall, all the substantive chapters bring togethieroader understanding of the influences of
global investors on local firms in their corpor&8G issues, as well as suggesting the
limitations of global financial markets and engageinlt is also expected that the individual
findings of each chapter will be drawn togethegiie broader implications. The chapter also
makes suggestions for future research based dimtit@tions of this thesis. The following

outlines the empirical Chapters 3-6 (Papers 1-4).

1.5.1. Chapter 3 (Paper 1): Corporate governance drshareholder activism in Japan:

transformation in the face of incremental ownershipstructure change?

This chapter was presented at the Graduate Stu@enterence: Institutional Investor and
Corporate Governance for Sustainability held at theversity of Oxford in May 2012. It is
reviewed and published in the special issue ofithenal of Sustainable Finance & Investment,

2012, 2 (3-4): 179-197.

Chapter 3 tracks the overall evolution of sharedolttivism and corporate governance reform

in the Japanese economy. It examines the influehckange in ownership structure, especially
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an increasing number of foreign investors, on di@der activism and corporate governance
systems. The chapter identifies active shareholederecising voice to local firms through

public means, such as shareholder proposals amgl poting in Japan, and analyses what kind
of ESG agendas local firms need to deal with. Thapter is intended to reveal the evolving
nature of shareholder activism in Japan, and disatify any influences on changing corporate
governance practices, neither of which has beereadeld much in the literature. In so doing,
this chapter seeks to enrich the debate on shaehattivism and corporate governance change

in a space where major local investors tend nektwcise voice by public means.

The main finding of this chapter is that recentbglloand local institutional investors do not
exercise voice through public means in Japan; hénoged actors lead to narrow agenda
settings set by shareholder proposals. This findasyimplications for the importance of private
engagement, which is explored in Chapter 4. Anatteen finding is that larger firms tend to
undertake a greater degree of change in corpooatrigance practices, mainly dependent upon
their level of foreign ownership. Corporate govercareform tends to be conducted more in
firms with a higher proportion of foreign ownershighich confirms the important role of

global investors in changing corporate governagseems of firms in remote markets.

This chapter seeks to contribute to the literaturshareholder engagement and comparative
corporate governance. Describing the diversityiraid in terms of corporate governance
systems within a single national system fills tlag @0 the literature of comparative political
economy, by supporting uneven capitalist develogmthin a single national space. Overall,
this chapter emphasises the importance of analgsiageholders empirically across societies,

because of the variety of shareholders and theittities across space (Hawley and Williams
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2000). Under the continuous influence of traditiqgreradigms within existing institutions, the
responses of firms to changes over time in theinanghip structure vary, which creates diverse

organisational structures among Japanese firms.

1.5.2. Chapter 4 (Paper 2): Institutional shareholdr engagement with Japanese firms

This chapter was presented at the Graduate Resé&xaatinar, Nissan Institute of Japanese
Studies at the University of Oxford in May 2013]-RRC Academic Network Conference in
Paris in November 2013, and Regional Studies Aasonilnternational Conference 2013 in
UCLA, Los Angeles, USA. Paper 2 is a co-authorach@l article of which | am the first

author (see Appendix A). It is reviewed and pulelisim the Annals in Social Responsibility,

2015, 1(1): 30 -56.

Chapter 4 analyses the interplay between a glottutional investor and Japanese firms. In
order to clarify the impact and limitation of engagent by global investors with remote firms,
this chapter assesses the role of individual attpdisaggregating the complexity of other
driving forces in the interplay between two actfsung 2008). Whist a growing body of
literature on shareholder engagement analyses Agkerican or European contexts, little
attention has been given to the engagement steatefiglobal investors and responses of
remote firms. By analysing the dataset on globatstors’ engagement with remote firms and
the dialogues between global investors and Japdiness this chapter aims to draw more
attention to the role of foreign investors in remotarkets and to explore how they informally

engage with remote firms.

28



This chapter studies a UK asset manager’s shaheldjagement strategies with Japanese
firms on ESG issues. Within the shareholder engageliterature, this chapter is the first
attempt to examine the means of engagement. ligesenough evidence to underline the
importance of global investors’ understanding afloccontext for effective engagement. In an
institutional setting where local investors are adtive shareholders and where local firms are
not familiar with engagement activities by globaléstors, face-to-face contact is the most
important means of engagement for transmitting dexand context dependent messages
(Storper and Venables 2004). The chapter deployspeespectives in seeking to contribute to
the shareholder engagement literature, which hiagaid much attention to the geography of
shareholder engagement or the means of engagemeatticular, the chapter analyses the gap
between the asset manager’s motivation to engagjéoaal target firms’ readiness to respond.
Further, the chapter argues that global investeesiio engage with remote firms strategically
in a cost-efficient manner, by applying the theaiyiome bias effect underpinned by

transaction specific cost across space (Williani®iD).

Of particular importance, the chapter identifieeeof the limitations of engagement activities
by global investors. In particular, it was founattkhe target firms of engagement are a small
number of the largest Japanese firms with globahdmames, and that the topic of engagement
is focused on corporate governance issues. Thigim further research agendas on the
non-governance issues of firms and industries lwitier levels of foreign ownership, which is

addressed in the subsequent chapter.
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1.5.3. Chapter 5 (Paper 3)The interplay between Japanese firms and the stakelders on

sustainable fisheries: The case of collaborative ateholder engagement

This chapter was submitted to the Journal of Bissirigthics.

Chapter 5 provides an understanding of the intgriptaween a broader range of stakeholders
and Japanese firms. It examines the effectiverfessilaborative engagement by a group of
global investors in a remote market, and analysesase of collaborative engagement on
sustainable fisheries in 2011-2012. This chaptexr @zmceived in early 2013, when Japanese
fisheries firms received international attentiommadia coverage and international conferences
because of Japan’s mass consumption of tuna. Sheries industry is a resource-intensive
industry across geography. Japan is a leading cwgrsand exporter of seafood products, but its

fisheries industry has one of the lowest level®ogign ownership.

From the broader perspective of stakeholder theloig/chapter analyses which actors interact
with Japanese firms in the fisheries industry andhat extent they can influence corporate
sustainability policies, in terms of demanding leghktandards of sustainability (Clark and Hebb
2005). The findings highlight that relationshipsviseen firms and stakeholders vary across
geography and industry. Similar to the findingsiir€hapter 3 and 4, this chapter also argues
that local context matters to the effectivenessngfagement, especially where most of the local
firms are not cognisant of engagement activitiegtitutional investors. It is argued that
engagement activities by foreign investors arepogterful enough to influence remote firms,
especially in an industry where the firms are endeeldn powerful existing institutional

complementarities. Hence, firms do not improverte&indards of sourcing policy unless there
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is a serious reputational risk. The research regutivide enough evidence of the limited impact
of private engagement activities in a geographjcatid culturally remote market, and also that
the topic of engagement by global investors mattetse effectiveness of engagement with

remote firms where responsible investment is nwilfar.

This chapter also seeks to enrich the debate diiteh&ture on shareholder engagement by
deploying the concept of collective action thediris found that collaborative engagement can
be triggered by frequent media coverage, and thaiables multi-party interaction among
stakeholders for conducting more effective engagentengagement activities triggered by
media coverage also contribute to increasing ttisfaation of the clients of institutional

investors, due to their high levels of interesthia issue.

1.5.4. Chapter 6 (Paper 4): Corporate governance fioy reform and norm changes:

evidence from Japanese firms and policies

This chapter was submitted @orporate Governance: An International Review.

Japanese corporate governance policy change ha®beef the main pillars of corporate
reform by the Abe administration since 2013. Chaptiakes a political economy perspective of
Japanese corporate governance and examines howraterpolicy reform by the latest Abe
administration is conducted, and how Japanese fienseive global standards. This chapter
analyses the latest corporate governance polioymesf and investigates Japanese firms’

perceptions of global standards based on intervigithsten leading Japanese firms. By so
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doing, this chapter seeks to examine how corpg@aternance policy changes converge
towards global standards and if policy changesgbsimout norm changes in corporate
governance in Japan. This chapter determined tlsg2age of a disconnect between the
unfamiliarity with engagement of local firms ane thnotivation of global investors, which is

also explored in Chapter 4.

In accordance with North (1990), this chapter emsg&s not only formal but also informal
perspectives of corporate governance. It arguagtiizy reform in corporate governance
cannot change social norms immediately, becauserally derived informal constraints are
maintained. Further, the chapter also analyseprttuess of the implementation of global
instruments for corporate governance convergenkighwaims to contribute to the literature on
the internationalisation of public policies. In paular, it explores the process of corporate
governance policy reform by analysing policy instants, such as the Japanese Corporate
Governance Code and the Stewardship Code. Theethaptvides evidence that the details of
policy instruments are localised through the ineohent of non-state actors, in reference to
existing local institutions in institutional comphentarities (Aoki 2001; Hall and Thelen 2009),

in order that they be appropriate to the local ewint

As such, the chapter seeks to contribute to théqpblicy and corporate governance literature.
The chapter seeks to enhance the debate on thergenee or divergence of corporate
governance practices across societies by emphasm@nmportance of informal constraints on
corporate governance change. In particular, Japdiress’ collaborative behaviour can be
considered as culturally derived informal constimiiiNorth 1990) inhibiting change of Japanese

corporate governance practices.
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CHAPTER 2 | Background and literature review

2.1. Introduction

This chapter provides an overview of the backgroofnithe thesis and some of the key elements
that underpin the substantive chapters from Cha&pter6. Each of the substantive chapters
includes an extensive literature review; hence, thapter attempts to avoid unnecessary
repetition, even though some of the definitionsamcepts that appear in the later chapters are
foreshadowed. This thesis engages with theoriesepis, and analytical tools from multiple
disciplines applied to economic geography. Analyshe interplay between global investors
and local firms involves understanding how locah& change in line with increasing foreign
ownership in local financial markets, how globatéstors engage with local firms on
environmental, social and corporate governance jE&@es, how local firms embedded in
local institutional settings respond to engagerbgrglobal investors, and how local firms
respond to policy reform in corporate governan@eheof these issues will be explored in the
substantive chapters. Not all themes that appeheipresent chapter are apparent in each of
the four substantive chapters; however, they sasverther background to the thesis in order to

explore the interplay between global investors daqghnese firms.

This chapter proceeds as follows. Section 2.2 pteshe theoretical framework applied in the
thesis, such as arguments in the geography ofdeansubfield of economic geography, that
are relevant to the substantive chapters of tregh&he geography of finance and
financialisation literature provides views on haedl markets and firms respond to global

financial markets, despite the local history arsfifntional environment within a specific space.
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Further, the section explores arguments regarti@gveaknesses of the comparative capitalism
literature, and the suggestions voiced in laterditure, directed at the Varieties of Capitalism
(VoC) approach. Section 2.3 offers the backgrowrtepts necessary to understand Japanese
capitalism from comparative perspectives, as wetha historical context of the Japanese
corporate world, and discusses the key institutiteaures and changes to them from
theoretical perspectives. The comparative poligcainomy literature and international business
literature contribute to explaining how Japanesadibecame diversified along with changes to
the surrounding institutional environment and tlytointerplay with global investors. Section
2.4 discusses shareholder engagement and its ticabusderpinnings, and examines the
overall issues of the shareholder engagementtliteral his section also summarises the
literature of shareholder engagement with Japdimasg, and presents Japanese corporate
governance as one of the major areas of engagdém@hbbal investors. Section 2.5 empirically
documents Japanese political economy from thetleteporate reform perspectives, in
particular, under the Abe administration since 2@dusing on the key policy reforms of the
corporate sector reveals the problems which Japditess have accumulated over the past two
decades in trying to achieve a revitalisation efeélsonomy. Finally, Section 2.6 concludes the

chapter by summarising the key insights of the gemknd and literature review of this thesis.

2.2. Economic geography and comparative capitalism

This section explores the theoretical conceptsat@temployed in this thesis, which were
originally developed in other areas of scholarshiph as by economists or political scientists,

and then deployed by economic geographers. In egicrgeography, institutional thinking
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emerged in response to work in the field of Newitasonal Economics (Williamson 1985;
North 1990) as well as that of economic sociolag{Powell and DiMaggio 1991). Institutions
are rules of the game or humanly devised conssrghbrth 1990), which evolve through
interactions between economic actors and geographiexts (Bathelt 2006). Economic
geographers emphasise how existing institutionpeskaonomic interactions in space by using
a geographical lens, and how the economy influeneasand existing institutions (Bathelt and
Gliickler 2014). In particular, a relational perdperin economic geography highlights the
interplay between specific economic actors anddheof local social and institutional contexts
at the micro level (Bathelt and Gliickler 2003, 22014; Yeung 2005). Similarly, the
importance of micro-level analysis is argued bye&tk (2009), who asserts that institutional
change can only be explained by analysing confeatific institutions and political economy.
A specific geographic space with local institutigmevides a particular environment, and
influences how locally embedded actors respond¢mesconomic and political change. It is
also argued that institutional change occurs iata-dependent manner, because of national

institutional complementarities with reference xis#ng institutions (Hall and Thelen 2009).

Within the discipline of economic geography, theg@phy of finance literature explores the
role of global financial markets in social and po#l economy, including those in remote
spaces. Financialisation is a major driver of tlobal integration of local economies through
the restructuring of political economy by globaldhcial markets across space (Tickell 2000;
Clarket al 2009). Even though it was argued that globalnfoma integration would lead to the
‘end of geography’ (O’'Brien 1992; Agnes 2000; Tiki900), the industrial agglomeration of
the financial sector is observed as geographicateatration to realise economies of scale, in

specific places such as New York (Friedman 19&®ndon (Thrift 1994), and Tokyo (Rimmer
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1986) . The characteristics of local investorstatrogeneous across societies depending on
their backgrounds and culture (Thrift 2000). Thglameration results in knowledge spillovers,
whereas knowledge spillovers across distant spated transaction costs. Although recent
advances in communication technology has contribtdegemoving some of these transaction
costs (Scott 1988; Bathelt and Gluckler 2011), factace contact is vital for the financial
sector: despite all the costs of coordination,itiiermation in finance is sensitive and imperfect,
so it has to be transmitted in complex and contextendent messages (Agnes 2000; Storper

and Venables 2004).

One strand of the geography of finance literatumayses how global institutional investors
exercise their power through their investment pcastand protocols as well as through their
expectations of how firms should be managed ingeshglobal ESG standards. Clark and
Wojick (2007) explore corporate governance asthersection with local and global financial
markets, and demonstrate the tension betweengablihd economic convergence and
divergence in relation to German corporate govereanhey argue that corporate governance
changes in Germany have occurred in a bottom-umerdrom firm level, and that the degree
of change is different depending on the regioniaddstry. This emphasises the importance of
economic geography for local firms embedded inllotsitutions, with their competitors and
ownership. Local managers respond to changes ingiineounding environment differently,
depending on their market position or industry tes 2000). Drawing on Clark and Wdjick
(2007), it can be argued that the power of gloiperfce in shaping political economic
geographies not only forces convergence to glofzaitizes, but also provides a means for local
firms to defect from the constraints of local ihdibns, giving a strong impetus to overcome

their path dependence (Dixon 2011a).
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The impact of global investors across the worldreasaled one of the weaknesses of the VoC
approach. Jackson and Deeg (2008) mention howrthadt of the internationalisation of
business and markets has influenced local ingiitatand firm strategies, as well as the
coherent characteristics of national ‘types’ of migdbf capitalism. The internationalisation of
financial markets allowed the emergence of new etaaktors, which are not traditionally
assumed in the comparative capitalism literatumekdon and Deeg 2008). For example, global
institutional investors influence local firms thgiudiverse mechanisms, such as shareholder
proposals, proxy voting, and shareholder engageawivities; however, their impact was not

expected to emerge in the VoC approach.

As such, the conceptual weakness of the VoC dichptaas been criticised by various strands
of scholars. The approach of empirical cases fulifig theoretical types is one of the
characteristics emphasised in economic geograpathé@® and Gliickler 2011, 2014), and it
addresses a gap in the comparative capitalisnatiite. For economic geographers, the VoC
approach is too static, and insufficiently accodatgheorising the uneven development of
national capitalism, and exploring path dependemzy capitalist restructuring (Peck and
Theodore 2007). Hence, it is claimed that VoC nexgunot simply an institutional theory, but a
wider theoretical framework that incorporates histd trajectories as well as path-shaping and

path-altering change (Howell 2003; Peck and The®@007).

Another weakness of the VoC approach is its ‘firemered’ attitude (Hall and Soskice 2001: 5).
In the VoC approach society searches for econoffiidemcy but social and political change is
not accounted for (Bruff 2008; Streeck 2010), whsldture and informality are also neglected

(Witt and Redding 2013). Dore (2003) argues thatvbC approach lacks a practical
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application of culture in the analysis, and thecagt of culture in the VoC approach is only
mentioned in general terms. Culture can be defaged set of transitive, informal rules or
guidelines for action, which have a coordinativie@fand are applied in specific kinds of
situations’ (Storper 2000: 87). The role of cultireorporate management has been discussed
since the 1980s. Hofstede (1984) theorised natimrialral differences in management
techniques or philosophies. Ghemawat (2001) artpeesoncept of ‘cultural distance’, which
increases with differences in language, race, bnorans and religious beliefs. Others have
shown that cultural differences explain variatinratcounting systems (Licht 2001; Hetral.

2010) or in public policy (Par&t al. 2007).

Culture is related to the understanding of the paf@ctors and daily practices in
context-specific institutions in globalisation (Yep2005); hence cultural factors are inherently
contextual, with the field of analysis of cultureis potentially controversial territory from
which social scientists have tended to steer ¢lesardes 2000; Witt and Redding 2013). Dore
(2003) mentions that culture can be ‘thorny terthat these institutionalists are so reluctant to
tread’ (Dore 2003: 361). It is also argued thaturel cannot be a causal variable due to its
various conceptual dimensions (McSweeney 2002;rk#mn-Pillath 2010), so that culture
should be re-concretised in the form of conventi@tsrper 2000). For economic geographers,
even though utilising culture as a major analyttoal is criticised due to its vague definitions
and concepts (Aoyanet al 2011), the concept of culture is approachedrituli-dimensional

manner by adopting the concepts in various socio@modic disciplines.

There is a linkage between culture and informditintsons (Hofstede 2005), because

group-based societies tend to maintain informdititgons more than individualistic societies
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(Grief 1994). Informal institutions can be definesisocial norms or cultural affinities that
impact on economic interactions (North 1990; Witigon 2000; Rauch 2001). Economic
geographers originally emphasised formal instingiQAoyameet al. 2011), and the majority of
literature in international business or corporateegnance also focuses on formal institutions.
For example, Streeck and Thelen (2005) excludedgemgent with informal institutions from
their work, and Aoket al. (2007) focuses on analysing only the formal infitihs of Japanese
corporate governance. Nonetheless, recent studiesdxplored informal institutions and their
role in a specific location and interaction. WitidaRedding (2013) argue that there is a need to
incorporate informality and its interplay with foafrinstitutions for analysing a great deal of the
variation of economies across the world, becausz diohotomy is not applicable to Asian
countries, unless incorporating culture and infdityjwéor further refining theories in

international business.

This thesis approaches culture as providing ‘thet&gath dependence — a term used to
describe the powerful influence of the past onpitesent and future’ (North 1994: 364), and
considers that the concepts of culture and infoinsitutions are inter-related, in line with
Hofstede (2005). Whilst formal institutions, suchrales, may be changed immediately, it takes
time to change informal institutions, and normsngeaonly gradually, because of culturally
derived informal constraints (North 1990, 1994) eDa the vague definition of culture, the
thesis also applies the argument by Storper (20@@)culture should be re-concretised in the
form of conventions, which are ‘the rules of spoitaus individual action; constructing
agreements between persons; and institutionsuatgns of collective action’ (Storper 2000:

87).
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2.3. Japanese capitalism and institutional features

By stressing the social embeddedness of firms (@etter 1985), the comparative political
economy literature assumes that the interactiomgractors with diverse identities and
interests configure the strategies of global fi{fRedding 2005; Jackson and Deeg 2008),
because the capabilities of firms evolved togettitr the institutional environment (Arthur
1994; Dooley and Van de Ven 1999; Volberda and he2@03). Such literature, however, does
not pay much attention to the diversity of firmghim a single national model (Aokt al. 2007;
Dixon 2011a). It has been argued that the growingrsity of organisations is conceptualised
as the liberalisation of a coordinated market econ(CME) (Hall and Soskice 2001; Streeck
and Thelen 2005; Sako 2007; Laateal.2007), whilst the short-term market pressures in a
liberal market economy (LME) allow less diversity@ng firms (Armoutet al. 2003). The
diversity of firms has also been argued in compagatorporate governance studies. It
emphasises the diversity which is generated amomg through differing degrees of adoption

of global systems (Clark and Wdjcik 2007).

In the comparative capitalism literature, Japameg#alism is in transition from a CME to a
LME (Dore 2000; Hall and Soskice 2001). The dimensiof this institutional typology can be
described as follows: CME has long-term financgulated labour markets, and strong
inter-firm coordination, whilst LME has short-tefinance, deregulated labour markets, and
strong inter-firm competition (Hall and Soskice 2DCEconomic policies after World War Il in
Japan have developed through informal and strongextions between industry and the
Liberal Democratic Party (LDP) (Aoki 2001), and dapse corporate governance has also

co-evolved along with political institutions (Jacksand Miyajima 2007). Industrial relations
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are strong with major industry associations, sisctha Japan Business Federation (Keidanren),
which have been the major opponent to Japaneseratepgovernance reform as representative
of the private sector. The Japanese corporate weoddaracterised by institutional
complementarity, with inter-related systems, suktoag-term finance, lifetime employment,
and organisational structure with lower levels e€ehtralisation (Aoki 1994; Ministry of
Finance 2003). The bank financing system was censitlas a critical element of Japan’s rapid
economic growth until the 1980s since it providebke equity holdings, which influenced
corporate finance and governance (Aekal. 1994), reducing the costs of financial distress
(Hoshiet al. 1990), and helping firms with financial difficid (Kaplan and Minton 1994;

Kang and Shivdasani 1997). The main banks have theerentre of horizont&eiretsugroup
firms, such as Mitsubishi, Mitsui, and Sumitomog drank financing was the dominant source
of funds of Japanese firms in the post-war eraohporate governance, the main bank system
played an important role in monitoring managem@éwk{ and Patrick 1994) to accumulate
firm-specific skills by monitoring and protectingdal firms from the threat of hostile takeovers
(Abe and Hoshi 2007), as well as in helping to oware information asymmetries between
firms (Jackson and Miyajima 2007). Nakatani (1984jues that main banks provided a form of
insurance mechanism to firms, becakisgetsucompanies tend to have stable interest rates, a
higher debt-to-equity ratio, a lower dividend ratmd lower profits, even though they have

higher compensation for employees and stable profit

Due to such institutional features, the Japanegeocate governance system is characterised as
stakeholder-oriented and the oversight and exatuafiotnanagement is not separated (Dore
2000; Jacoby 2004). In contrast to Anglo-Americhareholder-oriented corporate governance,

Japanese board members are not representativarehskders, but rather are chosen by an
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extension of internal promotion systems, excepthose from main banks or group companies
(Miyajima and Aoki 2002; Ministry of Finance 2003ence, the size of the board has normally
been large in Japanese firms (Ministry of Finan@@3}, and interlocking directors among the
same business groups have also promoted groupttsiaieactions of intermediate products in
long-term relationships. Whilst the Anglo-Americeorporate governance system provides this
function through audit committees, major Japanesesfuse a statutory auditor (Kansayaku)
system, in which auditors are not in the formalisien-making process and do not have
authority as directors (ACGA 2013). In this systdimard members receive relatively low
directors’ remuneration regardless of performandi@iétry of Finance 2003). According to
Dorling (2014), the top 1% in Japan takes the leasuneration among developed countries. In
1945, after Japan lost World War 11, the sharenobme of the richest 1% in Japan was only
6.4% and it has remained at similar levels evaresitt is less than half of the equivalent level
of the US, where the top 1% of the population leaeived almost 20% of all income since

1928.

Since the early 1990s when its economic bubbletbilampan has been suffering from stagnation.
From 1992 to 2011, average nominal GDP growth padavas minus 0.7%, the average annual
actual growth was 0.8% (Cabinet Office of Japar2204dnd the average inflation rate was 0.1%
(IMF 2012). The years of stagnation in the Japaeesaomy are referred to as a lost decade
(from 1992 to 2005), and Japan has been sufferomg fmajor macro-economic issues, such as
a growing public deficit, a declining populationdalabour force along with decreasing demand,
and low economic growth rates with low corporatefipability and wage compression. Foreign
ownership in the Tokyo Stock Exchange has increfrsad 5% in 1990 to 17% in 2002 and to

26% in 2013 (Tokyo Stock Exchange 2014a). The ptapoof cross-shareholdings dropped
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from 15% in 1990 to 7% in 2002 (Kuroki 2003), atabée shareholdings, which are owned by
related business firms or long-term investors, e@eed from 43% in 1990 to 26% in 2002
(Jackson and Miyaijma 2007). Further, the extrenipse of asset values created serious
economic problems, particularly for financial imstions holding the loans (Ueda 2012), with
the non-performing loans owned by major bans pe&kée JPY 43 trillion in 2002 (Nikkei
2014a). The bank crisis weakened the role of banBapanese corporate governance, along
with financial liberalisation giving large Japandisms greater access to the bond market
(Jackson and Moerke 2005), which resulted in tloavtr of the corporate bond market more
than doubling from 1996 to 2004 (Jackson and Migaj2007). The commercial code has been
amended, especially since the 1990s, and it waadadecvery year from 1997 to 2003, which
contributed to providing several options of newrlastructure to employ, rather than enforcing
a homogeneous manner of governance (Shishido 2860gxample, the amendment of the
commercial code in 2002 provided options for Japariems to implement a US-style of board

structure, even though it also offered the freetlmmetain the traditional board structure.

Despite these features, after the bubble economst the volume of literature on the Japanese
corporate world drastically decreased; even thaagianese corporate governance and
capitalism were once celebrated during the erzaf@mnic growth, Japanese firms have been
criticised for losing their competitive advantapeough globalisation and technical progress
(Lechevalier 2014). As such, Japanese firms haveeen central to the literature for about two
decades, despite drastic change in the Japangs®aterworld and financial market, not least
in its ownership. In line with financial liberaligan and the increase of foreign ownership since
the 1990s, Japanese corporate governance andtiosist started to change substantially. This

financial liberalisation brought Japanese firmgéased diversity due to differences in their

43



negotiation of changes and contention with thekaholders (Streeck and Thelen 2005; Sako
2007). Increasing numbers of foreign shareholdedapanese firms is the main force
pressuring Japanese firms to adopt global standaraisly the Anglo-American style) of

corporate governance.

Nonetheless, the interplay between foreign investod local firms has not been studied much
in the literature. There is still an increasinggsgre for Japanese firms to reform their
traditional management style and corporate govesatructure, such as board structure,
long-term employment policies, and business rafatiespecially by international actors such
as global institutional investors. Diversity amalapanese firms was created in the trade-off
between the short-term and long-term incentivemigoing institutional change; hence, the
evolving institutions should be analysed throughd¢bmplex process of micro-level and

aggregate changes (Lechevalier 2007, 2014).

2.4. Shareholder engagement and recent problems Japanese corporate governance

The research in shareholder engagement is contahtrathe Anglo-American world (see for
example Dimsomt al. 2015). This literature focuses on global instdnél investors and their
engagement with firms within the same geograptspate, such as the Anglo-American or
European world. Hence, there is a gap in the titiegain that not much attention has been paid
to other areas. There are some studies that ensptthsi importance of geography, as well as
the concepts associated with it, such as homedfffiast in shareholder engagement (Bagteal

2013).
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Hebb (2011) argues that the theoretical underpgm:af responsible investment can be
discussed in relation to two main theories, nammatydern portfolio theory (Markowitz 1952,
1959) and principal-agent theory (Jensen and MegKlP76; Fama and Jensen 1983). In the
Twentieth Century, modern portfolio theory providaedestors with the tools to create the best
portfolio for maximising total expected returnswzlpd for a given level of risk. The theory
assumes rational investors monotonically prefendrigeturns, and the efficient market with
information symmetry. This assumption has beeicgéd from the perspectives of behavioural
finance because investors have inconsistent prefesg(Beyhaghi and Hawley 2013), and they
use available information to make satisfactory caési(Williamson 1981; Rubinstein 1998)
especially since the financial crisis in 2008. Tieoretical framework of responsible
investment is built upon the critique of the effici market hypothesis (Samuelson 1965; Fama
1970, 1971), which emphasises information asymetn financial markets, especially in
terms of ESG issues (Hebb 2011). Whilst some iovestxit and others exercise voice
(Hirschman 1970), Hawley and Williams (2000) argfmdncreasingly diverse ownership by
criticising monotonically efficient owners, and gigted the emergence of universal owners
with widely diversified portfolios to pursue as timeans to minimise negative externalities and

to encourage the long-term wellbeing of society.

Another theoretical underpinning of responsiblesstment is principal-agent theory (Jensen
and Meckling 1976; Fama and Jensen 1983). Whigsetls a long history of conflict between
managers and owners (Berle and Means 1932; Rog,I83gonsible investment mitigates
agency issues by enhancing a shift from manageramers (Hebb 2011). Responsible
investment promotes shareholder participation inagament by exercising voice (Gillan and

Starks 1998) in order to monitor managerial agessyes (Bebchuk 2005; Harris and Raviv

45



2008). In particular, the use of proxy voting oardholder proposals contributes to pursuing
corporate governance agendas (Gillan and Stark®) 286 well as environmental and social
issues (Clarlet al.2008). Shareholder activism is in the public spgbtlin corporate annual
meetings through shareholder proposals (Gillan&tadks 2000; Clarkt al.2008), proxy
voting (Bebchuk 2005; Harris and Raviv 2008), @sslaction lawsuits (Gande and Lewis
2009; Bauer and Braun 2010). For example, in thedd®e actors in responsible investment,
such as pension funds, sponsor social activistslinit shareholder proposals on social and
environmental issues (ICCR 2012). These meansoagucted in public, whilst shareholder
engagement is normally conducted privately behedstenes. It is argued that private
engagement can be more powerful than public engagebecause it is possible to
communicate and negotiate on politically sensitbgeies (Carletort al.1998; Jacoby 2007)

rather than putting the agenda in public as a puhlaming (Braithwaite 1989).

Pursuing effective shareholder engagement is otlgeafecent trends in the research agenda.
Due to the nature of private engagement, therdreearider problem (Grossman and Hart
1980) among investors because the benefit of engagfeactivities is equal to the market
without any additional return to investors who egegawith firms by spending additional costs
and effort (Clearfield 2005). Conducting collaboratengagement with other investors is one
of the means to mitigate such issues and to ineré@seffectiveness of engagement.
Collaborative engagement contributes to increalgigiiimacy, power, and urgency (Gond and
Piani 2012), which are critical factors to enhasiakeholder salience for effective shareholder
engagement (Mitchebt al.1997; Gifford 2010). From collective action the@sgrspectives,
collective action contributes to combining resosraad power (Gillan and Starks 2000, 2003)

by formulating a common identity and interest amomtjvidual stakeholders (Rowley and

46



Moldoveanu 2003).

International initiatives such as the United Nasiétrinciples for Responsible Investment
(UNPRI) support the translation of responsible gta@nt principles into practice and provide a
platform to coordinate collaborative engagementNByember 2013, the total number of
signatories to the UNPRI is 1,214, including assaters, investment managers, and
professional service partners, with total assetieumanagement of approximately USD 40
trillion. Figure 2.1 shows the geographical spreasignatories of UNPRI. It is observed that
the signatories are concentrated in North Amegeaiope, and Oceania. The US has the largest
number of signatories, that is 178, whilst the LH§ lthe second largest signatories in number,
167 signatories. Japan has only 29 signatorieshraonaller than those in the US, UK and

Europe despite the size of the market, the wotltrsl largest econonty

This geographically uneven spread of signatoriddMPRI shows the different values and
identities of local institutional investors in regsible investment embedded in local settings,
which matters to global investors’ geographicalagament strategy across societies (Bater
al. 2013). In Japan, only a limited number of locatitntional investors are committed to
responsible investment. Hence, the main inveshaisangage with Japanese firms for
improvement on ESG issues are global institutiomadstors. Responsible investment has
appeared in Japan only since foreign ownershigasad in the early 1990s, whilst there had

been a close tie between local firms and the mamnk$f

1 By November 2015, the total number of signatonesaased to 1,411. Nonetheless, there has not been
a significant change in the geographical spreaigvfatories in the world. The US has 246 signasorie
and the UK has 204 signatories, whilst Japantsills behind with only 36 signatories (UNPRI 2015)
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Figure 2.1. Geographical spread of signatories of NPRI
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Source: UNPRI (2013).

Especially after the bubble economy burst, the gigWioreign ownership is attributed to
increased investment by Anglo-American pension $usdch as the California Public
Employees’ Retirement System (CalPERS) from 199198y (Shirota 2002). In 1993,

CalPERS mainly targeted Japan as one of the pricoitntries to improve corporate

governance with Japanese shares consisting of 45é portfolio, and voted against the
management proposals of more than 200 Japanesedirproxy voting (Jacoby 2007).
Nonetheless, for CalPERS, trying to change thenkg@acorporate governance system was ‘a
culturally sensitive international program’, beaaitscould be construed as a form of cultural
imperialism, trying to promote the adoption of th& governance style without legitimacy and

in a hostile manner (Jacoby 2007: 264). Even thaLglPERS decreased its ownership in Japan

due to diversification of its portfolio, activisifids started to exercise their voice publicly & th
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Japanese market around 2003 (Miyajima and Hoda)2Uh2 trend of activist funds in public
engagement diminished due to the low success fatghbtic engagement in a hostile manner by
2008, and private engagement activities are inorggsimportant in Japan. The recent
implementation of the Japanese Stewardship Co@@lid will also accelerate the importance

of private engagement.

In line with increasing foreign ownership and ptezahareholder engagement in the Japanese
market, Japanese firms have developed dialogubdavitign investors for their global
reputation management. Since the global financisiscof 2008, some large Japanese firms
have suffered from deterioration in profits as vealicorporate governance problems, whilst the
decline in the international reputation of Japarigses was catastrophic. In particular, 2011 is
recorded as one of the worst years of Japaneseratefhistory with several corporate scandals
and the earthquake. These scandals focused thé@itef foreign investors on Japanese firms,
and created a suspicious atmosphere around Japampseate governance as a whole. The
Great East Japan Earthquake in March 2011 and ¢ftdown disaster at the Fukushima
nuclear power plants revealed how poorly equippedjpbvernance structure of Tokyo Electric
Power Company (TEPCO) was to manage the accidéithwas compounded by the
Democratic Party of Japan’s (DPJ) political inapito control them. The domestic supply chain
of large Japanese exporters was also affectedebgatihquake. For example, the supply chain
of Toyota ceased operations, though productiornrésgimed by July 2011 (Toyota 2011). In
October 2011, Olympus’ accounting scandal, expbyealforeign former CEO, caused that
firm’s stock price to plunge. The Tokyo Stock Exaba decided to keep the listing of Olympus
despite the accounting fraud of USD 1 billion, assult of shareholder protection over

maintaining the certain quality and legitimacy loé istock exchange (Yasuda 2012). It is argued
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that the characteristically Japanese corporatergamee scandals tend to happen when
managers try to show good financial performanderims of protecting the profitability of the
company or division rather than for their own indisal profit, which stems from the

organisational culture of Japanese companies (@hah2013).

2.5. Policy convergence in the recent corporate mfm in Japanese political economy

Policy convergence is a powerful force in chandowgl practices originating in a specific
constellation of socioeconomic, political, and atdd circumstances (Dixon 2011b). National
governments play a key role in policy convergemeeards global standards (Hebb and Wéjcik
2005). The power of global finance acceleratescgaonvergence and transforms local
systems by breaking down local institutional compatarities (Hall and Thelen 2009), even
though there are cases where local standards bBetter local context than global standards do.
The transportability of best practices sparkedsaudision on how local government changes
local policies, and what the impact is on locahfirof policy convergence towards global

standards.

Historically, Japanese politics has been dominbyetthe LDP since the party’s foundation in
1955. From the end of the Koizumi administratioBQ®-2006) until the beginning of the
second Abe administration in 2012, the prime mérishanged every year, and this instability
caused policy incoherence during that time. Therotiajor party, the Democratic Party of
Japan (DPJ) was in power from 2009 to 2012, bt ousted after mishandling the crisis after
the earthquake and Fukushima nuclear power plaittent in 2011. In 2012, the second Abe

administration advocated a new economic policy imigrder to end economic stagnation and
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macroeconomic problems, which is referred to aei#fdmics’ and consists of three arrows: (i)
‘bold monetary policy aimed at eliminating the @éftnary mindset’ (i) ‘flexible fiscal policy
aimed at igniting the dampened economy’, and‘(iapan Revitalization Strategy’ (Prime
Minister of Japan and His Cabinet 2014a). The LI#tory in the election in December 2014
gave the LDP and its coalition 326 seats out of gEdis of the House of Representatives, which
is a great opportunity for the successful impleragon of the third arrow of Abenomics, after

the prior implementation of the first and the setarrows (Nikkei 2014b).

The third arrow of Abenomics aims at corporate mefovhich leads to policy convergence to
global standards. The key policy measures incladring Japan’s earning power by
enhancing corporate return on equity (ROE) andsieglsustainable economic growth,
cultivating human resources by promoting a greaeticipation of women and foreigners, and
reviving long-idle industries by supporting regibnammunities (Prime Minister of Japan and
His Cabinet 2014b). In particular, improving Japsaneorporate productivity and changing the
Japanese corporate sector by enhancing corpore¢engmce is one of the first key policy
measures to restore Japan’s earning power. Tabkutimarises the key policies of corporate
reform. For gaining long-term profitability and glal competitiveness, in response to the
original growth strategy in 2013, the Japanesemersf the Stewardship Code was introduced
in 2014 to enhance engagement between institutiomastors and companies. In one of the
‘Three Action Plans’ to revitalise industry by alareting structural reform, the Plan aims to
restore the level of private capital investmertht of before the financial crisis, JPY 70 triliio
per year, within the next three years. In termprofyress made in the implementation of the

strategies, the revised Companies Act and the Jagavardship Code are key milestones. The
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Table 2.1. Key policies of corporate reform undertie Third Arrow of Abenomics

Year Month

Major policies of corporate reform under Abenomics

2012 Dec

2013 Jan
Feb

Apr
Jun

Aug

Oct

Nov

2014 Jan

Feb

Mar

Jun

Aug

Dec

2015 Jun

Abe re-elected

Abenomics and its 3 Arrows announced

2nd Arrow implementation: Flexible Fiscal Spending

JPY 10.3 trn fiscal stimulus announced

1st Arrow implementation: Bold monetary policy

3rd Arrow implementation: Growth and reform policie s

- Japan Revitalization Strategy (original)

The First Council of Experts Concerning the Japan&ssion of the
Stewardship Code

Action Plan to Implement the Growth Strategy

The Panel for Vitalizing Financial and Capital Meik

JPX Nikkei Index 400

- ROE driven new index fund by Tokyo Stock Exchange

Japan Stewardship Code implementation

- Stewardship responsibilities to Japanese institatimmvestors
Government Pension Investment Fund (GPIF) Reform

- Use of JPX Nikkei Index 400

Companies Act amendment

- Introducing a new corporate governance structure

- New rules on outside directors

- First major amendment since the enactment in 2006

Japan Revitalization Strategy (Revised)

- Corporate reform as a key strategy

Ito Review final report published by METI

- Enhancing institutinoal investors' engagement widmpanies

- ‘Japanese-style ROE management’ with mid/longitBOE growth
- Critisising short-termism

The First Council of Experts Concerning the Corpmfaovernance Code
The Third Abe Cabinet started

- 4 female ministers were appointed among 19 nargst

Japan Corporate Governance Code implementation

Source: Prime Minister of Japan and His Cabine142); Financial Services Agency (2015a); METI

(2014).
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Corporate Act was revised in June 2014, in ordeetpire ‘comply or explain’ principles of
listed Japanese companies, in terms of the appeirttaf outside directors. In February 2014,
the Stewardship Code was launched, which detaiedtewardship responsibilities of
institutional investors including proxy voting aadgagement. The final report of the Ito
Review compiled by the Ministry of Economy, Tradeldndustry (MET]I) in August 2014
documented key issues for Japan’s sustainable gréitbvecommends ‘Japanese-style ROE
management’ in which Japanese companies generdgehiR@er than 8% in an effort to receive
recognition from global investors. It also docunsethie importance of enriching dialogue and

engagement between investors and companies (MELA)20

Further, Abenomics also emphasises enhancing @gpgovernance and the reform of public
pension funds as the most important policy measasedocumented in the revised version of

the Japan Revitalization Strategy in 2014. To ¢imd, the Japanese Corporate Governance Code
was established on existing rules and guidelinehéyokyo Stock Exchange, as well as the
OECD Principles of Corporate Governance. A counicéxperts was established for a new draft
of the Code by the time of the general sharehdldestings in June 2015, which promoted a

decrease in cross-shareholdings (Prime Ministdapan and His Cabinet 2014a).

On the other hand, the Government Pension Investfmerd, Japan (GPIF) has the world’s
largest single pool of pension assets, which was1I trillion (USD 1.2 trillion) as of
September 2014 (GPIF 2014b) and is the centraétafghe pension reform. An OECD
working paper in 2010 criticised the governancehefGPIF, arguing that it should be
independent from the Ministry of Health, LabourdaNelfare (MHLW), as it was shown to

have influenced staffing and had an unclear rotbénapproval of the asset allocation of the

53



GPIF; hence promoting the existing conservativeegoance structure of low profile and low

risk that under-utilises the potential of the fuStdewart and Yermo 2010).

In the latest reform, the GPIF strengthened iteegmance structure and revised its asset mix,
and the government will develop the necessary laeraiments as a consequence. The JPX
Nikkei Index 400, which is a new stock index basadigher ROE, cumulative operating profit,
and market capitalisation (Tokyo Stock Exchangeb2Odias launched prior to the GPIF reform,
and the Index was employed as one of the passidsfior equity investment by the GPIF. The
domestic and overseas equity weight increased 26 to 25%, whilst domestic bonds weight
decreased from 60% to 35% and overseas bonds wedghased from 11% to 15% (GPIF
2014c). The reform of the GPIF partly contributecthieving high stock prices - the total
market capitalisation of the first section of thakffo Stock Exchange increased to JPY 510
trillion in November 2014 from JPY 300 trillion 012 (Nikkei Asian Review 2014).
Nevertheless, critics warn that the higher as$etation on stocks could harm the balance sheet
of the Fund due to market volatility (Japan Timé44), whilst US assets will be the biggest

benefactor of the GPIF reform, due to more tharbtipits target allocation of foreign stocks.

Finally, reinforcing human resources capabiliteesa icritical action plan of the third arrow of
Abenomics, in particular, promoting the active abparticipation of women. Table 2.2 shows
the proportion of female directors by GMI Rating2013. Japan has only 1.1% of female
directors. It is one of the second lowest propagiamong 45 countries surveyed, with this
figure not increasing much from 2009 to 2013. Trigportion is much less than Scandinavian
countries, where Norway has 36.1%, as well as atentries like the US with 14% and the

UK with 12.6% of female directors. It was big nefos Japanese society when Toyota Motor
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Corporation announced a change in its top managaiménclude female (as well as foreign)
directors in March 2015 to pursue boardroom ditgi@ioyota 2015) Japan also has the
lowest proportion of female members of parliamenbag OECD countries, which was 8.1%
as of October 2014 (Sankei 2014), whilst the UK 228, the US has 18%, and the
Scandinavian countries have more than 40% of femalabers (IPU 2014). The government
takes a view that increasing women'’s participatiotihe policymaking process will lead to
expanding female employment or the appointmenewiaie directors (Prime Minister of Japan
and His Cabinet 2014a). 4 female ministers wereiapgd among 19 ministers in December

2014 in the Third Abe Cabinet.

As such, corporate reforms through Abenomics pexvidapanese firms with greater scope for
change in the process of policy convergence totramdfer of, global corporate governance
practices. Although the change in Japanese coggmternance arose in a bottom-up manner,
the change has occurred too slowly for most ldcais. Too much co-ordination in Japan
retarded institutional adjustment and reform (\2206) without any top-down initiatives. The
convergence of policies related to corporate gawea, including the Stewardship Code and
the Corporate Governance Code, can be arguedagw fpansfer of ‘best practices’ (Guillen
2000), whilst the diversity of governance systetams from local institutional constraints (Roe
1994; Roy 1997). Abenomics seems to support coemeryto global standards of corporate
governance and provide local firms with a meansréak with the past in a top-down manner,

even though path-dependent characteristics frorerthef rapid economic growth remain valid.

2 Nonetheless, the female executive lasted only 98 ohathe job and resigned due to a drug-related
arrest in July 2015 (Bloomberg 2015).
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Table 2.2. Proportion of female directors by county

% of

Ranking Country Women Increase Area Fof )
on boards (2009-2013) companies

1 Norway 36.1% 0.4% Europe 30

2 Sweden 27.0% 3.2% Europe 44

3 Finland 26.8% 3.3% Europe 27

4 France 18.3% 9.3% Europe 101

5 South Africa 17.9% 2.6% Africa 59

6 Denmark 17.2% 3.2% Europe 24

7 The Netherlands 17.0% 3.8% Europe 35

8 Israel 15.7% 2.2% Middle East 16

9 New Zealand 15.1% 3.0% Oceania 10

10 Germany 14.1% 3.6% Europe 89

11 Australia 14.0% 5.6% Oceania 212

11 United States 14.0% n/a N. America 1,489

13 Poland 13.6% 5.1% Europe 21

14 Canada 13.1% 0.7% N. America 145

15 Turkey 12.7% 2.7% Middle East 27

16 United Kingdom 12.6% 4.1% Europe 410

19 Thailand 9.7% -1.2% Asia 26

20 Hong Kong 9.5% 1.3% Asia 98

43 Korea 1.9% 0.4% Asia 106

44 Japan 1.1% 0.2% Asia 447

45 Morocco 0.0% 0.0% Africa 2

Source: GMI (2013).

Notes: Number of companies refers to the companiergeyed by the GMI research in 2013.
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2.6. Conclusion

The findings and research gaps from each sectitimothapter are inter-related, and highlight
the importance of research on financialisationigsgnpact along with intense socioeconomic
and political globalisation. Section 2.2 on ecorogeography outlined the potential role of
global finance as the major driver in the decompasiof local institutions. The section also
mapped out the weaknesses of the VoC approachxaiated the concepts of informal
institutions and culture. Section 2.3 on Japanap#alism and institutional features presented
the growing diversity of organisation among firmghe transition from CME to LME, whilst
the economic success of Japan is largely duedditmaal local institutional complementarity.
The diversity of firms derives from the extent dbatation of global systems, which is the
result of increasing pressure by foreign investior§ection 2.4 on the shareholder engagement
literature, it was argued that this literatureas@entrated in Anglo-American and European
cases, and not much attention is paid to otherrgpbges, even though recent Japanese
corporate governance issues highlighted the neégedsieveloping dialogues with foreign
investors for protecting firms'’ international regtion. Finally, Section 2.5 documented the
latest policy reform which has led to increasingiqgyoconvergence to best practices, and
emphasised the importance of shareholder engagemdrf developing dialogues between

Japanese firms and investors.

The literature review of this chapter identifiedael gaps in the literature. First, geography of
finance and shareholder engagement literaturerfesatbe power of global finance, but the
limitations of global institutional investors hamet yet been much explored. Hence, a question

remains how powerful global investors can be iaraate country like Japan among other
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stakeholders. Second, within the geography of tiediterature, as a market that is
geographically remote and culturally distant frdra WWestern world, greater attention is needed
on Japan and other countries similar to it. Theigogb case of the interplay between global
investors and Japanese firms fills a gap in theettudder engagement literature, by providing
new perspectives outside the Anglo-American anaieen world. Third, political economy

and corporate governance literature have not bem mxplored from informal perspectives,
such as informal institutions and culture. White tajority of the literature tends to focus on
formal institutions (Aokiet al. 2007), the importance of informal perspectivengphbasised by
North (1990); hence, further research incorporaitigrmal institutions fills the gap of the VoC

approach, as pointed out by Dore (2003).

In order to approach these research gaps, thigathdpntified several pertinent research topics,
and the thesis will explore them through researcapanese firms as empirical cases. First, the
process of change in local firms’ corporate govacegpractices should be studied from the
perspectives of shareholder activism, engagemadtpalicy convergence towards global
standards. Japanese firms and their corporate igavee systems are in transition and they are
diverse (Aokiet al. 2007), whilst policy convergence is conductedasfgbenomics. Second,

the strategy of global investors on engagementseede analysed, especially with remote
firms that are embedded in local institutional ctenpentarity. Japanese firms are not familiar
with engagement activities by global investors, arploring the efficiency of engagement with
distant firms will reveal the limitations of globiastitutional investment. Third, how remote
firms respond to global finance, and the naturthefinfluence of engagement activities among
other stakeholders should be analysed from bothdband informal perspectives. Japan has a

unique institutional environment, and this thesisks to explore the norms of Japanese firms,
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how they are maintained and persist, due to cllyularived informal constraints, in

accordance with North (1990).

This thesis attempts to fill the gaps in the extdetature and approaches the research topics by
analysing the interplay of economic actors acrpsse, especially between global investors and
local firms, by utilising analytical tools and camts deployed from economic geographers.
Ultimately, it contributes to a proper understagdaf diverse capitalist development across

disparate political economies in various streamnigafature.

59



CHAPTER 3 | Corporate governance and shareholder diwism in
Japan: transformation in the face of incremental owmership structure

change?

3.1. Introduction

The uneven character of capitalist developmenbkas seen in the process by which
globalisation reshapes political-economic geogegphnd by which different degrees of
engagement with global finance result in geogragilyicliverse institutional responses. In
particular, how companies respond to the powetdaifa) finance has been increasingly
important to a proper understanding of local aratiafly diverse capitalist development across
disparate social and political economies (Dixon1201The growth of the power of global
institutional investors has transformed the balasfqewer between owners and managers,
with many investors questioning local environmergatial and corporate governance (ESG)
standards issues (Hawley and Williams 2000; Clacktdebb 2004; Clarkt al. 2008). Under
the forces of the global financial markets, exigtiorporate governance systems have been
evolving, which means that the previously acceptglised facts of two broad systems in the
early stage of international comparative studiesooporate governance — namely, the
Anglo-American and continental European modelsreistaken for granted anymore (Gugler
et al. 2004; Baueet al. 2008; Jackson 2009). Most notably, some elemdriteedAnglo—
American system, such as an increased focus ofvtghnor profit maximisation, are becoming
more important for large continental European fif@Baueret al. 2008; Clark and Wéjcik

2007).
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An increased emphasis on Anglo-American sharehofalele had influence in different forms

of shareholder activism, where active shareholttgrn® change the status quo through
exercising their ‘voice’ (Gillan and Starks 1998rd¢hman 1970). Shareholder activism can
contribute to mitigating and monitoring manageagéncy problems (Bebchuk 2005; Harris
and Raviv 2008). While there have been differenieti@s of shareholders and engagement
(Hawley and Williams 2000), the evolutionary prace$ shareholder activism has continued
(Gillan and Starks 2007). The emerging presenggadial institutional investors and various
forms of shareholder engagement raise questiong &ba shareholder activism progresses
and how corporate governance systems are transdotmparticular, who are the active
shareholders and what kind of agendas are pursutfttln? How has the corporate governance
system been transformed and what are the detertainhnharacteristics of Japanese corporate

governance systems with reference to existingtingtns?

In exploring these questions, Japan provides ampgbeaof an institutional environment where
organisational diversity and corporate governagseess are evolving. The historical evolution
of complex institutional interdependencies in Jasanfirms have been studied previously
(Aoki et al.2007). Japanese forms of corporate governancedtasted to change since the
‘bubble’ economy burst in the 1990s, while the dee$ of Japanese firms such as
cross-shareholdings and the main banking system tnagergone changes (Jackson and
Miyajima 2007). To this end, the corporate owngrystiucture has drastically changed, with an
increasing proportion of shares owned by investdrs aim to maximise investment profit,
such as foreign investors. Owing to increasing aalmip by such investors and their role as
shareholders, it is no longer possible to descldpan’s corporate governance system as a

stakeholder-oriented economy (Aakial 2007; Aguilera and Jackson 2010). Even though
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shareholders are key actors in many analyses pbcate governance systems in Anglo—
American economies, shareholder activism and emgagkis an under-investigated topic in
research on Japanese corporate governance. chdpser shareholder activism in Japan is
analysed; in particular, shareholder activism thfopublic means, i.e., shareholder proposals
and proxy voting. Further, evidence from recentaligyments in Japanese corporate
governance will be provided to support the divgreitcapitalist development, as well as to

examine the determinants of corporate governarfoeme in Japan’s institutional environment.

The following section describes the theoreticakigagund and historical evolution of Japanese
corporate governance systems as well as their aigaog/nership structures. Section 3.3
explores recent trends in shareholder activisnapad by shareholder proposals and proxy
voting through an analysis of data from the 200732ime period, and identifies the actors and
agendas in shareholder activism. Section 3.4 dissusmpirical tests and results on the
determinants of Japanese corporate governancectdrdstcs with a focus on their ownership

structure. Finally, Section 3.5 draws together aating thoughts.

3.2. Theoretical background and evolution of Japarse corporate governance and

ownership

Institutions might be seen as a focal point of ectehere they play a game, while actors define
their identities and motivations within an institut based on interdependencies with other
existing institutions (Aoki 2001; Jackson 2010)r@wate governance is a structure of rights

and responsibilities where different actors oriingbns interact within various rules (Aoki
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1994, 2001; Aguilera and Jackson 2003; JacksorMayaiima 2007). The rules of the game in
an institution can be defined legally, and the masiactors have their own motivations to play
the game, which differ both geographically and diree. As a result, the degree of
institutionalisation is different because of actolaying different games with their own
strategies and their non-identical nature. Owinguich different sets of actors embedded in
different institutional settings (Granovetter 198BE actors’ strategies towards institutions must
be interpreted empirically (Jackson 2010). Tradgity, corporate governance has been studied
in the agency theory between owners and managhesgevthe corporate ownership structure is
different across societies over time. The diffeesmcownership has influenced shareholders’
ability and activism, and the motivating forcesvafious investors have been shaped differently.
Therefore, although complex and changing pattefastors are important for understanding
institutional change, shareholders and their vabaesot be categorised into a homogeneous
manner in different national institutional contexidich rest upon different organisational

forms and shareholder activism (Jackson 2010).

The Japanese economic success up to the 1990sdraaftributed to the nature of national
institutions such as lifetime employment and aoral banking system (Aoki 1988, 1990; Sako
2007). Those unique features have had a strongeimdle on the country’s corporate governance
system (Aoki 1988), such as interlinked relatiopsfamong the main banks providing stable
shareholding without any direct control by an irtpat institutional shareholder. The
stakeholder-oriented corporate governance apprisaefiected in the long-term business
relations between companies and their supplieck¢da 2009). In particular, the stable
shareholding relationships contributed to providipgsi-inside information among a group of

companies, calleleiretsu(McGuire and Dow 2009Keiretsuare often considered a set of
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companies grouped around large banks, such asiMigaubishi and Sumitomo, as well as
sub-companies created around parent companiesasuliiyota, Honda and Hitachi (Lincah
al. 1996; Isobeat al.2006). Aoki (1990) argued thKkiretsucontribute to maintaining
long-term relationships with companies’ supplietsstomers and financiers, which leads to
reduced agency costs, thus providing financialstrategic flexibility. The member companies
of Keiretsumaintain complex and close operational, finanaia personal ties, through
business transactions within and across industiess-shareholdings as well as interlocking
board members, where the managers of one firm ¢@wveolling stakes in other firms
(Douthett and Jung 2001; McGuire and Dow 2009)thHarmore, until the mid-1990s financial
crisis in Japan the ownership structurdlefretsucompanies was characterised by highly
concentrated equity holdings within the sak®retsugroups (Johnston and McAlevey 1998;
Isobeet al. 2006), with share-holding ranging from 23 to 42%e(lach 1992; McGuire and

Dow 2009).

With this historical background, the characterst€ the share ownership structure of Japanese
companies had been described as a system of ‘thsaddrol, with strong relationships with
banks and low levels of foreign ownership (Miyajiarad Nitta 2011). Insider ownership refers
to ownership based on long-term business relatipasand on shareholder rights that are not
utilised in a hostile manner, such as cross-shidetys (Miyajima and Nitta 2011). Figure 3.1

is compiled from the data from the Tokyo Stock Exue (2011a) to show long-term

ownership structure trends in Japan from 1985 2§y insiders, outsiders, domestic banks
and foreign shareholders. The categories employaédiyajima and Nitta (2011) were utilised,
namely, the ownership by insiders is broken dovim the total ownership by city or regional

banks, life and non-life insurers and other finahiistitutions or firms. For the most part, such
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insiders are motivated primarily by the desire &intain good business relationships. On the
other hand, outside owners are those whose majeniive for ownership is to maximise
investment profits, namely, individuals, foreignetemestic investment trusts and domestic

pension trusts.

Figure 3.1. Long-term ownership structure trends inJapan: 1985-2010

80% -

1985 1990 1995 2000 2005 2010

—H8— Insiders — Outsiders —— Foreign Ownership = s+eeeee Domestic banks ]

Source: Survey of Stock Distribution (Tokyo StockcBange 2011a), Miyajima and Nitta (2011), and
Miyajima and Hoda (2012).

Notes: This figure is generated by following Miyagi and Nitta (2011) and Miyajima and Hoda (2012) to
report the long-term trend of ownership by insidrrisider, domestic banks (city or regional bard)
foreign shareholders. The ownership by insidetsr@gdken down into the total ownership by city or
regional banks, life and non-life insurers and atfieancial institutions or firms; the ownership by
outsiders is broken down into the total ownershiprigividuals, foreigners, investment trusts and

pension trusts.
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The majority of ownership had been by insidersldné beginning of the 1990s when the
Japanese economic bubble burst, and started teadecdramatically subsequent to the bank
crisis in 1997. Shortly thereafter, the percentaigeutside investors exceeded that of insider
investors. Among them, the cross-shareholdings tetd decreased from the level of 15% in
1996 to 9% in 2004, and the shares of banks tetadiee sold off, owing to the need to hedge
risk from worsened bad-loan problems (Miyajima &tlitia 2011). The deregulation of financial
markets and the internationalisation of accountings since the beginning of the 2000s
accelerated the decrease of share ownership bystierbanks. Ownership by outsiders,
including foreign investors, has increased sinc@1#&long with the internationalisation of
financial markets. A dramatic increase of ownerdhjiputsiders and decrease by insiders is
observed from 2003 to 2005. This is mainly dueéhtiplementation of regulations regarding
the control of share ownership by banks in 2002utite Bank for International Settlements
(BIS) regulations, which carried forward the seliof shares owned by banks (Miyajima and
Nitta 2011). Foreign ownership came close to 252006, compared with the level of 1990 at
4%. For a few years since 2007, when the sub-pmoktgage crisis started, ownership by
outsiders and foreign investors decreased, buetted has been rather stable since. From 2005
to 2008, ownership by insiders showed a moderatease. This is partly owing to the
resurgence of cross-shareholdings for strategin@eahip in defence against hostile takeovers,
while there had been a trend of hostile takeovedsshareholder proposals by both domestic
and foreign activist funds (Miyajima and Nitta 20Nomura Institute of Capital Market

Research 2008). The trend of shareholder propasklse explored in Section 3.3.

As such, the growth in ownership by outsiders febdn impact on the levels of shareholder

activism in Japan. The Japanese traditional cotp@avernance system is typically insider
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oriented, where insiders hold shares for maintgitemg-term business relationship without
exercising voice through public means. Howeveraatit change in ownership structure and
the increasing importance of foreign investorsdtaged to impact Japanese companies. The
growth in ownership by outsiders has had an impadhe levels of shareholder activism
through the submission of shareholder proposalgefisas the exercise of proxy voting by

institutional investors.

3.3. Shareholder activism and institutional investrs

Shareholder participation in corporate governaimcparticular initiating shareholder proposals
and proxy voting, is a useful means of mitigating anonitoring agency problems (Bebchuk
2005; Harris and Raviv 2008). The use of sharehgid®posal is a formal means for activist
shareholders to pursue their agendas in corpooatergance (Gillan and Starks 2000), as well
as for social activists to bring social and envinemtal agendas into the public spotlight (Clark

et al. 2008).

However, Japanese institutional investors are gdgeeluctant to engage with investee
companies. This attitude is reflected in the nundfelapanese signatories to the United Nations
Principles for Responsible Investment (UNPRI), lumtary investor initiative to incorporate
corporate ESG issues. Among 1,009 institutionaliamelstment managers, 22 signatories are
based in Japan, compared with 134 signatoriesitv®and 131 in the UK in 2012 (UNPRI
2012). Most significantly, Japanese public pensionls are almost absent as active

shareholders. The Government Pension Investmert fiRIF) in Japan is the largest single
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pool of pension assets in the world; with USD tilbdn in assets under management, and
provides a good indicator of the characteristicpuddlic pension funds in Japan: more than half
of its assets are managed as domestic bonds (®RIF.2The majority of assets of public and
corporate pension funds in Japan such as GPIFoaneally managed by external asset
managers. Thus, the exercise of voting rightsrisctid by the fund manager under
discretionary agreements, not by the pension ftesdfi(SIF-Japan 2009; GPIF 2011). Despite
its size, GPIF had not implemented a clear polazyproxy voting, and it had not shown any

interest in responsible investment until 2014.

3.3.1. Trends in shareholder proposals

Recent trends in submitting shareholder propogsalapan provide a picture of the level of
shareholder activism in Japan. The frequency afetitdder proposal submissions in Japan is
much lower than that in the US and the successsatenost zero. The number of proposal
submissions in Japan is 98 proposals per yeaa(thege of the 5 years from 2007 to 2011,
according to data by the Institutional Sharehoflenvices, ISS), while it accounts for 279
proposals per year in the US (Renneboog and Sti28§)p). Shareholder proposals are
modestly successful in the UK and continental Eerdap particular when concerning board
member changes and raising major governance can(@nrakiet al. 2010) however,
shareholder proposals in Japan tend to be rejestdda majority in disagreement (Investment

Trust Association Japan 2011).

% GPIF later changed its asset allocation undermefiny the Abe administration in 2014, and domestic
bonds weight decreased to 35% (GPIF 2014c). (Sept€h2)

4 The latest reform of GPIF under the Abe adminigtrain 2014 is detailed in Chapter 2 of this tlesi
(See Section 2.5)
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In analysing shareholder proposals, this chapteliet the data obtained from ISS, which
consists of 490 shareholder proposals submitt&® twompanies over a period of 5 years from
2007 to 2011 in Japan. Table 3.1 is compiled tegmrethe distribution of proposals by industry
and by category across the sample period, bothtéh and by year. The proposals are
categorised into four types: environmental iSsaegyorate governance issues; social issues and
multi-issues, which contain a variety of ethicahcerns. The total number of firms that
received shareholder proposals is much smallertti&total number of firms. It indicates that
more than one proposal was submitted to the sameanies or they received proposals
repeatedly in different years. The distributiongogposal type shows that environmental
proposals are only submitted to a limited numbegle€tric power companies. No drastic
change was seen with the yearly distribution tetelepower companies in 2011 despite the
controversy centred on Tokyo Electric Power Compatsr the Fukushima crisis, and a similar
number of proposals have been submitted sincertsie as were in the period before the crisis.
The majority of social and multiple proposals arbmitted to the electric power and railway
industries. The majority of proposals regardingiemmental and social issues have been
traditionally submitted by shareholder groups cagmiag against nuclear power to several
regional electric companies or victim groups olway accidents to some railway companies
(SIF Japan 2009, 2011), and Japanese institutionastors have never intervened in those

issues.

From Table 3.1, it can also be observed that tlrerg@ance issue is the only category where
proposals are widely spread across industriesastidrincrease can be seen in the number of
governance issues from 2010 to 2011, in manufaggand real estate, which can be attributed

to some individual investors’ submission of a langenber of proposals to a limited number of
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companies. The highest number of proposals wasiteldno electric power companies,
followed by the manufacturing, technology and ragvindustries. The contents of the proposals
are similar in different industries, such as trecebn or removal of directors, increasing final
dividend or disclosure of individual directors’ cpensation levels. Many governance-related
proposals to electric power and railway companresabmitted by similar groups of
shareholders to those that submitted social andlaemaental proposals, asking for the removal
of directors who could be obstacles for their udtiengoals on social and environmental issues.
Most of the proposals related to governance isatesubmitted by individual investors, with

only a limited number of proposals having been dttbthby institutional investors.

Table 3.2 summarises the number of shareholdeopat® submitted by foreign and domestic
non-individual investors. Non-individual investasbmit proposals only on corporate
governance issues, and have never intervened i@ sod environmental issues. The total
number of proposals submitted by foreign invest@s been decreasing since 2007, and there
are almost no recent proposals. Shareholder prispggamitted by non-individual investors in
Japan are mainly from foreign institutional investdMost of them are foreign activist funds,
and their interventions are motivated by a driveaxls greater economic efficiency, such as
increasing dividends or the abolition of anti-takeromeasures. In 2007, a US activist hedge
fund, Steel Partners, submitted 11 proposals mngpanies, but almost all of the proposals
were rejected despite their large number. Howesiece 2008, foreign activist funds have been
less active, partly owing to a cash shortage cabgelde financial crisis, as well as a shift in
their activism towards tactical negotiations afegeated defeats in the shareholder proposals of

hostile demands in previous years (Atsumi and BestR009).
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Table 3.1. Total number of firms and shareholder poposals by industry affiliation, and shareholder poposals by category, 2007-2011,

with distribution by year

Number of Proposal type By year

firms Environmental Governance Social Multiple Total 2007 2008 2009 2010 2011
Industry
Electric power 7 119 63 13 15 210 446 47 37 43 37
Manufacturing 7 52 4 56 5 8 11 9 23
Technology 9 45 45 2 6 1 16 20
Raiway 3 33 10 1 44 9 11 11 9 4
Media & telecommunications 11 20 1 21 14 5 2
Construction 3 20 20 2 5 3 4 6
Real estate 6 20 20 2 2 1 15
Consumer goods 3 16 16 6 9 1
Wholesale 5 15 15 1 3 5 6
Basic materials 8 13 13 5 1 3 1 3
Financials 5 13 13 1 1 3 8
Retalil 5 8 8 2 6
Others 7 9 9 3 1 4 1
Total 79 119 327 28 16 490 9% 98 74 94 128

Environmental 26 22
Governance 64 66 43 61 93
Social 5 4 8
Multiple 1 6 3 2 4

Source: Own calculation from data obtained from.1SS
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Table 3.2. Trend of shareholder proposal submissi@by non-individual investors in Japan,

2007-2011

By foreign investors By domestic investors Total

Number of Number of Number of Number of Number of Number of

proposals firms proposals firms proposals firms
2007 21 12 2 1 23 13
2008 10 4 6 2 16 6
2009 2 2 2 2 4 4
2010 2 2 0 0 2 2
2011 0 0 0 0 0 0

Source: SIF-Japan (2009, 2011); Sumitomo TrustBamnking (2011).

Active shareholders in Japan differ from that ie S, where a group of social activist
investors intervene in major firms through shardboproposals, with their shareholder
engagement strategies focused on social and envinatial issues (Clart al. 2008). In Japan,
both domestic and foreign institutional investoosnt actively engage in the agenda setting of
major companies’ annual general meetings throughesiolder proposals, and in particular,
domestic institutional investors are almost abserkercising their voice. The more general
point is that the limited number of active shareleot leads to a narrow agenda setting through
shareholder proposals. Agenda setting by actiuisli$ is only about governance issues with the
aim of economic efficiency. Meanwhile, environmeigaues are raised by environmental civic
groups against nuclear power, and therefore the@maental agenda is limited to nuclear
power-related issues specific to a relatively semralumber of companies. By contrast, in the
US, actors such as public pension funds often spatmreholder proposals on corporate

governance (Gillan and Starks 2000), and socialists submit social and environmental
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proposals across industries, including on broasserds such as sustainable reporting, human

rights policy amendments and lobbying expenditdisslosure (ICCR 2012).

3.3.2. Trends in proxy voting by institutional investors

While shareholder activism through submitting shatger proposals is not common practice
for institutional investors in Japan, domesticitngibnal investors such as pension funds,
fiduciary trust companies, and life insurance conigs started to be active in proxy voting due
to their increasing share ownership (Miyajima arati&l2012). In general, manager proposals
tend to gain the majority of approvals by proxyingt however, there have been some cases of
rejection since 2005 on proposals about businesgarss amendment of articles to increase the
number of shares authorised and election of thedbdae to opposition by the largest

shareholders.

Figure 3.2 shows the percentage of proxy votingibgretionary investment companies
exercised as disagreements on management’s prep®kal majority of disagreements on
management’s proposals by discretionary investmamipanies relate to corporate governance
issues, and the major topics of disagreement, dsimgmore than 20% of the disagreements in
2011, are related to capital efficiencies, suchliasvance for retirement benefits and the issuing
of share option certificates, as well as the inddpeace of auditors. Proxy voting related to
allowance aims to provide appropriate incentivesiémagers, but many institutional investors
have a policy of proxy voting against allowancesréirement (Miyajima and Hoda 2012),

which causes a higher level of disagreement.
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Figure 3.2. Proxy voting exercised as disagreemeoh management’s proposals by

discretionary investment companies in Japan, 2007021
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Source: Japan Securities Investment Advisers Agtoni(2011).

Notes: The graph shows the percentage of proxpgdly discretionary investment companies exercised

as disagreement on management’s proposals.

Different categories of investors tend to empldjedent proxy voting strategies. Domestic
institutional investors tend to oppose corporateegaance issues in the case of problems in
financial performance such as return on equityjevoireign investors tend to exercise proxy
voting without depending on financial performantshida 2012). On average, 60% of foreign
investors in the Japanese capital market exertdigadproxy voting rights (Sumitomo Trust and

Banking 2011). Many foreign institutional investamslapan have an agreement with a proxy
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advisory group, ISS, and the ISS’s policy impadtsatly on the proxy voting of foreign
investors in Japan. In 2012, ISS changed its po#igarding standards for the independence
and transparency of corporate governance, reconminggfiing protest votes to the board in
cases where a company does not have any outsatgals (ISS 2012); therefore, stricter
policies on proxy voting on the issue of board peleence by foreign investors is expected.
Nevertheless, the current practice of proxy votlngs not directly impact changes in Japanese
corporate governance, because foreign investorstifine the minority. For example, in the
case of Olympus, the board members that were pedpgmg management after the scandal, at
the extraordinary shareholder’s meeting in 2012evedl approved due to majority approval by
Japanese institutional investors. Even though temated comeback of the former (foreign)
CEO, who had previously resigned, was in geneefepred by foreign investors, he was not
able to gain support from domestic institutionalastors. It is not easy for foreign investors as
minority shareholders to directly impact corporgd@ernance through the proxy-voting process
under the current system and share ownership steuict Japan, although there have been cases
of rejection of management proposals on the eleafdhe board owing to opposition by the

largest shareholders, including foreign investahsas Steel Partners in 2008.

In total, different categories of investors haveitiown strategies to exercise their voice. The
recent presence of local institutional investordapan is very weak in shareholder activism
through the submission of shareholder proposalaetheless, they do exercise proxy voting for
monitoring corporate governance issues, as showreinotes relating to capital efficiency or to
the independence of the board being protested log than 30% of institutional investors.
Considering the introduction of stricter policigsIBS, proxy voting by foreign institutional

investors on the topic of independence of the bslidely to become increasingly a
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commonplace as a protest against corporate govegnm@actices in Japan, even though there
are still barriers to the power of such investasrénority shareholders under current

frameworks and practices.

3.4. The determinants of corporate governance striigral reform

With its traditional insider-oriented corporate gavance and strong employee relations, one of
the biggest corporate governance issues in Jajzoeam a lack of independence of the board
of directors. Under the traditional statutory aadgystem, the board of directors consists of
insiders without any outside directors, and itas mandatory to adopt an independent board of
directors. The Corporate Code reform in 2002 enbdiwompanies’ organisational flexibility to
decide their governance structures (Gilson and adithh 2004), allowing them to implement the
committees system, where directors are resporfsiblranagement oversight and executive
managing directors conduct business operations. Syistem is inspired by the Anglo—
American corporate governance system; in theqoyoivides a greater level of board
independence, and the implementation of this sysemainly aimed at attracting more capital

by foreign investors.

As a consequence of the flexible regulatory frantéwa range of divergent corporate
governance regimes have been developed. Howeedraititional statutory auditor system has
been slow to change. Implementing outside diredsotise most common corporate governance
reforms for Japanese companies, but some arscstjitical about the independence of the

board because of the varying definitions of outsidectors. Table 3.3 shows the attributes of
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outside directors by the number of companies whale at least one outside director. From the
table, it can be observed that in many cases eben directors are classified as being outside
directors, they are not necessarily completely peaelent. It is more common for outside
directors to be interlocking board members (57.9% @ total companies with outside
directors) or currently working for other compan{ég.7%). Moreover, 17.1% of the
companies have at least one outside director fhain major shareholder. Among companies
which have parent companies, it can be observedrt@anajor attributes of outside directors
are related to their parent companies, which addou4.5%, as well as receiving
remuneration from parent companies or related campg31.0%). Similar to the trend when
including companies without parent companies, @isimon for outside directors to be

interlocking or working for other companies.

Table 3.3. Attributes of outside directors

Attributes of Outside Auditors Total With Parent Companies
From Parent Company 69 8.0% 69 44.5%
From Affiliate Company 111 12.9% 11 7.1%
Being a Major Shareholder 147 17.1% 30 19.4%
Being an Interlocking Director 499 57.9% 49 31.6%
Working for Other Companies 409 47.4% 52 33.5%
Close Family Member 21 2.4% 4 2.6%
Receiving Remuneration from Parent Company etc. 51 9%5. 48 31.0%

Source: Corporate Governance Information Servio&y@ Stock Exchange 2012).

Notes: This table shows the attributes of outsidectbrs by the number of companies which haveideits
directors among listed companies on the First $aabf the Tokyo Stock Exchange in 2012. The figure
shows the number of companies which have at leasbotside director, which are then categorised int
the listed attributes. ‘Total’ includes companiegpiementing at least one outside director (n = 862)
‘With Parent Companies’ includes those companias dine with parent companies (n = 155). Multiple

answers were allowed to be applied to multiple gats (Tokyo Stock Exchange 2012).
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3.4.1. The determinants of corporate governance checteristics

The analysis in this section will complement thateaporary work by employing the latest
cross-sectional samples of Japanese firms, witltasfon analysing relations between
corporate governance models and company chardgrisspecially with ownership structure.
Further, governance characteristics of companishifive received shareholder proposals
related to governance issues will be examinedxplomtion of which has not been attempted

by many studies.

Regarding board characteristics, previous studi@e Bhown that companies are more eager for
corporate governance reforms when they have grieatels of foreign ownership (Miyajima
2007) and the company size is larger by salesq28it1). Therefore, it is expected that
companies with higher ownership by foreign investamd with larger sales will tend to
implement a committees system as well as outsidetdirs. It is also expected that if domestic
institutional investors have a similar preferenmeifvesting in companies with higher levels of
governance reforms, then they should also showasimg@sults in the relations between
ownership by domestic institutional investors andegnance structure. Miyajima (2007) also
suggests that companies are more receptive to raepgovernance reforms as the proportion

of stable shareholders decreases. Thereforegxpiscted that committees systems and outsider

auditors are implemented among companies with ad@nroportion of stable shareholders.

With respect to the relationship between sharehgid®posals and governance reforms, one of
the major aims of activist shareholders has beappoint more outside directors (Gillan and

Starks 2007), because monitoring by outside direétoone of the mechanisms used by
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shareholders to alleviate agency problems (Weisth88B). Therefore, it can be expected that if
shareholder proposals are aimed at mitigating agerablems by urging them to reform their
governance structure by implementing outside dirscthose proposals are submitted to
companies whose governance structures remainidraaliti.e. without any outside directors.
Nevertheless, it is often difficult to attributeeticrease of outside directors to a particular
shareholder action, and it is even harder to asgesther the change would contribute to

maximising investment profits (Cziragt al. 2010).

3.4.2. Data

To obtain samples of companies whose ownershigganernance structure differ, the sample

of Japanese companies is taken from relativelyelaompanies which are listed on the First
Section of the Tokyo Stock Exchange (TSE) and wintfeemation is available on the

Corporate Governance Information Service by the aSkell as Kaisha Shikiho by Toyo

Keizai in 2012, the total being 1663 companieshviifocus on corporate governance systems,
the samples can be divided into three groups, nathel committees system, the statutory
auditor system with at least one outside directalthe statutory auditor system without outside
directors. Further, as measures of the board stejabutside director ratio, which is the average
percentage of outside directors out of all of thard members, as well as the board size and the

total number of board of directors, are employed.

In variable specification, the explanatory varialdee employed based on methodologies used

in work by Lincket al.(2008) and Guest (2008), which study the deterntgaf characteristics
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of the board in the US and UK. The measure ofithe dize by sales is Log-Sales, which is the
logarithm of consolidated sales. For the measumpefating performance, return on assets
(ROA) is employed, which is the ratio of net incodieided by total assets. As a proxy for firm
complexity, firm age, debt dependency rate andsmas sales are used. Log- FirmAge is the
logarithm of the years since the company'’s redisinaDebtDependency is the interest-bearing
debt divided by total assets, and OverseasMarlsetied by overseas dependency such as
consolidated overseas sales ratio. To proxy foem@tl private benefits by managers, free cash
flow is employed (Lincket al. 2008; Saito 2011). FCF is the free cash flow sthietotal

assets, as applied by Lehn and Poulsen (1989).0ky for stable ownership, ownership by
blockholders is employed. As a measure of owneygigrentage of ownership by the
investment trust, the pension trust, and foreigrestors are used. A dummy variable is
employed if a company has implemented poison pilléch is a tactic for takeover defence
issued by the board members, to proxy for contvet shares by the board. As a measure of
receiving shareholder proposals related to corpagavernance issues, a ShareholderProposal
dummy is utilised to see if the company has recksteeh shareholder proposals within the past

five years.

Table 3.4 presents descriptive statistics for sarfiphs on firm characteristics, ownership
characteristics, board structure and other chaistits. A committees system has been
implemented by only 41 companies (2.5%) amongallisted companies on the First Section
of the Tokyo Stock Exchange. The rest of the congsamave adopted a statutory auditor
system. Outside directors are implemented by 8h@pemies (51%) of the companies with
statutory auditor system. It is observed that traganies with a committees system consist of

relatively larger companies, and indeed they ingltiak largest companies in Japan such as
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Sony, Toshiba and Hitachi. It is also observed tihatarger the company (as measured by the
total consolidated sales) is, the less tradititm@lcorporate governance system tends to be. In
addition, foreign ownership is much greater amamgganies employing a committees system
when compared with companies using the statutadit@usystems. Blockholder shareholder
ownership is also larger in committees system comagahan in others. This is reflected by the
fact that among all of the 41 companies with corteai, 10 of them consist of companies from
the HitachiKeiretsugroup, and more than 50% of the ownership of @fithose companies is
held by their parent company, Hitachi Ltd. Therefdo capture the characteristics of
companies with a committees system except for Hitg@up companies, governance
characteristics are divided into companies witlamittees system, companies with a
committees system except for Hitachi groups arndtatery auditor system with and without
outside directors. Hitachi group has 900 subsieéiincluding 550 of them overseas, and 10 of
the largest Hitachi group companies in Japan, dholyithe parent company, have implemented
a committees system (Hitachi Ltd. 2012a). The rafgmrporate governance reforms
undertaken by some Hitach{¢iretsy group of companies is diverse compared with other
Keiretsugroups. Since 1982, Hitachi Ltd. was also listedle New York Stock Exchange
(NYSE), the standard of which is one of the stetie the world, to diversify its capital-raising
methods, promote the trade of shares in the USaisel its awareness. Nevertheless, in 2012, it
announced the voluntary delisting of its sharesngwo increased trading in Japanese stock

markets as well as the small trading volume oflitares on the NYSE (Hitachi Ltd. 2012b).
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Table 3.4. Descriptive statistics

Statutory Auditor System  Statutory Auditor System

Total Committees System with Outside Directors without Outside Directors

Variable Mean Median Mean Median Mean Median Mean Median
Number of Observations n=1,663 n=41 n= 812 n= 810
Panel A — Firm Characteristics

Assets (JPY Bilion) 1,056 99 3,857 554 1,466 131 502 76

Sales (JPY Bilion) 388 95 1,180 419 472 118 267 80

ROA (%) 2.42 1.96 2.15 1.62 2.54 2.01 2.32 1.95

FCF 0.03 0.03 0.02 0.03 0.03 0.03 0.03 0.03

OverseasMarket 1.35 0 2.24 1.00 1.38 0 131 0

DebtDependency (%) 21.80 18.41 20.78 18.81 22.78 19.45 8420. 17.87

FirmAge 63.00 59.23 63.00 62.15 62.00 57.95 63.00 60.36
Panel B — Ownership

Investment Trust_Own (%) 3.72 3.00 4.34 4.00 3.84 3.10 735 290

Penstion Trust_Own (%) 2.28 1.80 3.13 2.90 2.29 1.90 222 701

Foreign_Own (%) 12.83 9.00 26.10 21.80 13.82 10.40 1117 30 7.

Blockholder_Own (%) 48.09 46.30 49.99 41.60 47.90 46.30 1818 46.35
Panel C — Board Structure

BoardSize 8.82 8.00 9.07 9.00 9.29 9.00 8.33 8.00

Proportion of OutsideDirectors (%) 11.49 6.67 50.34 0860. 20.99 18.18 0 0
Panel D — Others

PoisonPils (Dummy) 0.23 0 0.15 0 0.26 0 0.20 0

ShareholderProposals (Dummy) 0.03 0 0.10 0 0.04 0 0.01 0

Notes: The table shows summary statistics for comgogivernance structures. The sample includes coiepa
listed on the First Section of Tokyo Stock Exchamwg®se information is available on Corporate Gowarce
Information Service (Tokyo Stock Exchange 2012) kaidha Shikiho (Toyo Keizai 2012), giving a totall663
companies. Committees System is companies whichahawamittees system as of 2012. Statutory AudjtsteS
with Outside Directors includes companies which hagatutory auditor system with at least one oetsldectors
as of 2012. Statutory Auditor System without OutBldtectors includes companies which do not have aumgide
directors. Panel A summarises firm characteristi8ales is consolidated sales. ROA is the ratio eif income
divided by total assets. FCF is free cash flow scalgdotal assets (followed Lehn and Poulsen 1988¢K,i Netter,
and Yang 2008). OverseasMarket is a score of omerdependency such as consolidated overseas sdies(—
10%:0, 11-20%:1, 21-30%:2, 31-40%:3, 41-50%:4, BB, 61-70%:6, 71-80%:7, 81-90%:9, 91-100%:10.
DebtDependency is the interest-bearing debt dividedotal assets. FirmAge is years since the regish of the
company. Panel B reports ownership characteristivgestment Trust_Own is percentage of ownership\msiment
trust. Pension Trust_Own is percentage of ownerblyipension trust. Foreign_Own is percentage of osinp by
foreign investors. Blockholder_Own is the percentageshares by top ten largest shareholders and bgrd
members, as well as own shares. Panel C summarised bboucture. Board size is the total number o#rdoof
directors. The proportion of Outside Directors igeaage percentage of outside director out of adl loard members.
Panel D reports other characteristics. PoisonPiisa dummy variable that equals 1 if the compars/ih@lemented
poison pills, and otherwise equals 0. ShareholdgoBsals is a dummy variable that equals 1 if the mamy has

received shareholder proposals related to corpogaeernance within the past five years, and otheredgeals 0.
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3.4.3. Determinants of board characteristics

In the analysis of determinants of board charasties, logit models and OLS regressions are
employed in which the committees system, the coterstsystem excluding Hitachi
subsidiaries, outside directors and poison pikksesmtimated via logistic regressions, while the
outside director ratio and board size are estimag®LS regressions. The results of the

regression are shown in Table 3.5.

In the committees system regression, it is showhttie committees system has a positive
relationship with sales, overseas market, pensigt bwnership, foreign ownership,
blockholder ownership and shareholder proposalswias) all of which are statistically
significant. Comparing this with the results of quanies with a committees system excluding
Hitachi subsidiaries, it shows a similar pattermpositive or negative relationship, and the
differences are in statistical significance in sateverseas market and blockholder ownership.
As expected, companies with larger foreign own@rgdmd to implement a committees system.
Further, as seen in the positive relationship witles, many of the companies that implemented
a committees system are among the largest listegh@oies. As a result, pension trust
ownership has a positive relationship with the ienpéntation of a committees system, because
in general, Japanese pension trusts tend to invesissive management portfolios, thus the

largest companies with a committees system tehe tthosen for an investment.

Further, in the regression of outside directors gnoghortion of outside directors, there is
evidence that sales and foreign ownership areipelyirelated to companies with outside

directors and a higher proportion of outside divexitas expected. The proportion of outside
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directors has a negative relation with the firm agd board size. It indicates that the proportion
of outside directors tends to be low among old camigs. In the regression of board size, it is
observed that board size is positively relatedatess firm age, poison pills and shareholder
proposals dummies, and negatively related to oasrs®rket. This implies that among older
larger companies with smaller overseas salesjzbeo§the board is relatively big, and they

tend to exert their control over shares by impletingrpoison pills. Also, shareholder proposals
tend to be submitted to large companies, and thedosize of those companies tends to be large.
Further, from the regression of poison pills, ib @kso be observed that companies with smaller

ownership by stable shareholders tend to implemeison pills to take control over shares.

Regarding the relationship between business pedocmand governance structure, it is shown
that ROA has a positive relationship with implenagioin of committees system and outside
directors; however, none of them is statisticaifyngicant. This implies that companies with
good business performance do not necessarily refegincorporate governance system.
Further, none of the relationships with FCF isistiahlly significant. Also, regarding ownership
by stable shareholders, even though it is expdbggdca higher percentage of stable shareholders
has a negative relationship with governance refpthesresult does not provide a statistically
significant relationship, except for companies wétbommittees system and poison pills. The
evidence indicates that ownership by stable sh&def®does not necessarily impact corporate
governance characteristics. The positive relatignisatween the committees system and
blockholder ownership is because of the implementaif the committees system by Hitachi

subsidiaries with a large proportion of stable shalders.
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Table 3.5. Determinants of corporate governance chacteristics

St Co::::;ees O.utside z;oguo:ltsl:: Board Size Poison Pills
System Hitachi Subsidasies Director Directors

LogSales .828 *= A77 473 s** 1.769 * 2397 s** -.182
ROA .002 .080 .000 -.007 .040 .032
FCF -5.146 -3.863 -467 -6.073 -1314 1.012
OverseasM arket 143 * 113 .013 139 -.092 ** -011
DebtDependency -.008 -012 .007 ** 054 ** -.006 -.008
LogFirmAge 1.679 1.526 -.269 4.183 ** 1.472 %=+ 1.573 *»=
Investment Trust_Own -034 -.107 .022 041 -.032 .030
Penstion Trust_Own 315 == 403 ** -.088 ** -.268 -.104 079
Foreign_Own 048 *xx 071 *x= 1016 ** 253 %% .004 -012
Blockholder_Own 069 **x* .029 .006 .052 -.001 -.052 »*=
PoisonPills dummies -.002 .108 249 * 488 551 ** -
ShareholderProposals dummies 1.652 * 1.652 * 122] %*% 4385 * 1.108 * .009
BoardSize - - - -291 *= - 1057 *=
OutsideDirectorRatio - - - - -.016 ** .004
Adjusted R-squares/
Pseudo R-squares 239 251 .069 .065 .193 172

Notes: This table shows the result of regressidrt®rmporate governance characteristics. Similar to
Linck et al.(2008) and Guest (2008), OLS regressamd logit regressions are used. The committees
system, the committees system excluding Hitackidiahkies, outside directors and poison pills are
estimated via logistic regressions. Outside direcatio and board size are estimated via OLS
regressions. Significance at the 1, 5 and 10% feasd indicated withe+#, xx and #, respectively.
LogSales is the logarithm of consolidated sales, lamgFirmAge is the logarithm of the years sinae th

company’s registration.
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As expected, foreign ownership has a positiveimlahip with governance reforms, both with
the implementation of a committees system and deidirectors, as well as with the proportion
of outside directors. On the other hand, it is olbxg that the relationship between governance
reforms and ownership by domestic institutionakistors, both investment trusts ownership
and pension trusts ownership, are not always pesind not statistically significant. It
indicates that the preference of ownership of deimésstitutional investors by considering
governance characteristics is not always simildhab of foreign investors. No pattern is
observed between ownership by domestic institutimvastors and governance structure; by

contrast, the proportion of foreign investors ha®sitive relationship with governance reforms.

Finally, shareholder proposals dummies show aipesi¢lationship with corporate governance
characteristics, including the implementation ebanmittees system and outside directors, as
well as a higher outside director ratio, all of ahhare statistically significant. Because of the
cross-sectional data applied in the regressiomehigit does not capture the time-series impact
of receiving shareholder proposals on governamoetstal change, even though the success
rate of shareholder proposals is almost zero. Hewdlve result implies that shareholder
proposals in the past five years tend not necdgs$are submitted to companies whose
governance structures remain traditional. Consigetie hypothesis, which expects that
shareholder proposals aimed at corporate goverrsingetural reforms would be submitted to
companies whose governance structure remainsidnaaditthe positive relationship between the
submission of proposals and companies which imphéategovernance reforms implies that
the aim of submission of shareholder proposalsisiacessarily to reform governance

structure.
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In summary, it seems that Japanese corporate gmagrsystems have changed in a number of
ways, as companies undertake different levelsfofmedepending upon their complex
institutional environment and ownership structlifereign investors seem to play an important
role in the changes which are occurring; however persistence of traditional Japanese
corporate governance structures has been seerllaswm&de directors are not yet completely
independent, and the committees system has notrigesidespread. Half of the large listed
Japanese companies with traditional corporate gavee systems tend to be old firms with
lower foreign ownership, and they keep the mosliticnal corporate governance system
without any outside directors on the board. Froerdgression analysis, it is found that
ownership by domestic institutional investors doetalways relate to corporate governance
characteristics; on the contrary, foreign investmmsership has a positive relationship with
companies with outside directors. It is also fotimat shareholder proposals on governance
issues tend not always to be submitted to compavitbsa traditional board structure. That is,
the submission of shareholder proposals does noftsio aim to reform the board. In other
words, mitigating agency problems by corporate gomece reforms such as appointing outside
directors is not always the major motivating foofeshareholder activists in Japan. It is related
to the absence of institutional investors in theah@se market who exercise voice not only for

investment profits but also for broader ESG issues.

3.5. Conclusion

This chapter has analysed the influence of ownerstiniictural change on shareholder activism

and corporate governance structural reforms. Byding on analysing shareholder activism
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through shareholder proposals and proxy votin@pad, as well as the trends and determinants
of board characteristics of Japanese firms, thagtEr has contributed the following findings to

research on corporate governance and shareholil@siac

First, in this chapter is argued that the presefcgobal and local institutional investors is very
weak in shareholder activism in Japan through $iwdder proposals, and as a consequence,
only narrow agendas are set by a limited numbehafeholders. The agendas on corporate
governance tend to be only in the self-intereshdividual investors or activist funds. The
proposals on environmental and social issues astlyraround anti-nuclear power issues by
some environmental civic groups, which can belattad to the Japan-specific historical
background. Unlike in the US, social investors adryet be observed in Japan, and broader
proposals on ESG issues have not been set thrtvaghtolder proposals. On the other hand,
proxy voting by institutional investors has startedbe actively exercised on governance issues,
and it is expected that proxy voting by foreigrtitasional investors will become stricter on

corporate governance issues, in particular thag@rdeng independence of the board.

Second, it is suggested that firms have undertak@gher degree of change in corporate
governance, such as by implementing the committgstem, inspired by the Anglo—American
corporate governance system, particularly amorggtdrsted firms with a higher percentage of
foreign ownership. However, despite such changegrgance reforms have been often
undertaken in such a way that much of the tradalidapanese insider-oriented style has been
maintained, and many of the outside directors atalvays independent, while appointment of
outside directors is the most requested corporatergance issue by foreign investors (Tokyo

Stock Exchange 2011b).
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Finally, this chapter shows that shareholder prajscsre not necessarily submitted in
companies without any governance reforms, and atitig agency problems by board
structural change is not the main force motivatingivist shareholders in Japan. While a vast
number of Japanese listed companies keep theitidrzad corporate governance style,
especially among old firms, without the strong pree of local institutional investors in active
engagement in Japan, issues of corporate goveroéiice largest Japanese companies will
continue to be an issue because of the still reagimficant global economic size of the largest

Japanese companies.

This chapter has focused on shareholder activispublic means, such as the submission of
shareholder proposal and exercising proxy votinghbgitutional investors. One limitation of

this chapter is that the potential impact of ottmelans of engagement, such as private
engagement activities conducted behind the sceawerdt been included in the scope.
Considering the recent Japanese corporate govermeftxms among large companies, despite
the trend of institutional investors not submittstzareholder proposals, it is expected that other
means of engagement by institutional investors plegle in impacting corporate governance
reforms in Japan. Therefore, further researcheslee to explore the significance of other

means of engagement and their impact on corpooatergance reforms.

To conclude, the findings of this chapter sugdestiinportance of empirical interpretation of
actors’ strategies towards institutions in diffdrenvironments, particularly when analysing
corporate governance reforms and shareholder sittivhareholders and shareholder activism
cannot be explained in a homogeneous manner asworgies over time, because they are

shaped differently in different ownership structiamd embedded in relation with other
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institutions. This chapter has studied Japan'saratpe governance reforms and shareholder
activism, and argued that the local institutiomadegstors play a weak role in shareholder
activism by public means. The diversity in the sfanmation of Japanese corporate governance
can be argued in the context of supporting uneegitalist development, where different
degrees of engagement lead to diverse responsegporate governance reforms. Under the
continuing strong influence of traditional paradigmithin existing institutions, Japan seems to
follow its own path in its corporate governancerdg being transformed in a number of ways.
While companies in Japan have not always beennajtto undertake the voice of shareholders,
it is likely that there will continue to be an entel pressure by foreign investors for Japanese
companies to take further into consideration thgindard and value, and the legitimacy of the

Japanese corporate governance system will contiine challenged.
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CHAPTER 4 | Institutional shareholder engagement vith Japanese

firms

4.1. Introduction

The growing presence of global institutional ineesthas brought with it an increase in
instances of active ownership. In particular, bgaaging with firms on environmental, social,
and governance (ESG) issues, many institutionastors are increasingly committed to
responsible investment (Clark and Hebb 2004; Dinetaal 2015). Active shareholders have
traditionally exercised their voice through pubtieans such as shareholder proposals (Gillan
and Starks 2000; Claid¢ al 2008; Saito 2012: Chapter 3 of this thesis) asslaction lawsuits
(Bauer and Braun 2012). However, there are alserdtiims of shareholder engagement which
are conducted privately with firms behind the seesred this sort of engagement features
mainly Anglo-American and European institutionatéstors. The topic of private engagement
is still a relatively new area of research in thareholder engagement literature due to a
scarcity of data: private engagement activitiesnarenally conducted confidentially either
bilaterally between a large institutional investod an investee firm (Bauet al. 2013), or
collectively with other investors (Dimsaat al. 2015). In particular, how large global
institutional investors engage privately on ES@eésswith geographically remote firms is an
under-investigated topic. This chapter beginsltoHis gap in the literature by studying the
private shareholder engagement activities of aelahg-based institutional investor with

Japanese investee firms.

This chapter explores cross-border shareholdergemgant strategies with firms in Japan, by
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using a data set on engagement on ESG issues @dawyda large UK asset manager (hereafter
referred to as ‘the institutional investor’), anthlyses the engagement data with Japanese firms
from 2006 to 2012. The chapter aims to addresotlmving questions: what kind of
engagement strategies do global institutional itoresuse when engaging with remote firms

like those based in Japan? How do Japanese targstréspond to engagement activities?

This chapter contributes to the literature on dhalder engagement. Dimsemnal (2015) and
Baueret al. (2013) use information on the engagement actg/itiem the same institutional
investor as is used in this chapter. Whereas Dimasah (2015) investigate the engagements in
a US context; Bauest al.(2013) investigate a set of engagements with aagjledimple of firms,
including Japanese firms. In that regard, this tdrap one of the first attempts to focus solely
on engagement activities in a non-European andAmghle-American context. The contents of

each engagement activity are also followed oveersdwyears.

The findings of this chapter can be summarisedi®As. First, the main target firms of
engagement activities are large firms with glol@@rations, and corporate governance issues
are the highest priority topic in the engagemeiri Wapanese firms. Second, the target firms of
engagement activities of the institutional investogeographically remote spaces tend to be
large with global brand names. This is theoretycaiiderpinned by the home bias effect due to
transaction, coordination, and information cosssyall as the familiarity of investee firms.
Third, face-to-face contact is an important medrengagement, especially in a country where
target firms are embedded in a different institogiloenvironment with local investors that are
not active in ESG issues. Such local firms arefawiliar with responding to engagement by

global investors, and the local firms’ organisasibstructure and language also matters to the
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means of engagement.

The Japanese market provides a relevant reseavobrment for analysing this topic for two
reasons. First is the size of the market: Japan important country for engagement activities

in Asia, and it is the largest financial marketsidé of the Western world. Second, Japan is a
prominent case of a coordinated market economy (OMtiich is shifting towards a liberal
market economy (LME) (Hall and Soskice 2001; SaB@7). Studying the engagement

between global investors and Japanese firms coigstio the comparative capitalism literature
by analysing the role of global investors in trensition. The Japanese financial market is
exposed to foreign investors, with approximatelyen the Tokyo Stock Exchange (TSE)
(2014a). Historically, domestic institutional int&s in Japan have not been active shareholders,
and private engagement is relatively new for Japafiems. The early stage of private
engagement in Japan is demonstrated by a foremgigrefund, the California Public

Employees’ Retirement System (CalPERS), which hsiriceng presence as a foreign
shareholder in the 1990s. CalPERS’s experience stwav informal interactions with Japanese
firms can achieve better results than public engege, however, engagements by foreign
investors could be a ‘culturally sensitive’ issdaqoby 2007), where there is a persistence in
maintaining their unique governance systems. Rgcéhé Japanese government introduced the
Japanese Stewardship Code to address the impodhdizdogue between firms and investors

in pursuance of international competitiveness effitivate sector in Japan in 2014. Yet, despite
the growing importance of shareholder engagemebdpan, the existing literature neglects
private engagements with Japanese firms by foiiesfitutional investors except for Baugtral.
(2013). A significant amount of research has beemacted on Japanese corporate governance

(see for example Aolgtal. 2007; Jackson 2009), whilst the majority of litera on
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shareholder engagement with Japanese firms rerfwginsed on events involving hostile funds
(Hamaoet al 2011) or public engagement through proxy votind shareholder proposals

(Saito 2012: Chapter 3 of this thesis).

This chapter is subject to some limitations. Thalygsis of this chapter is based on the data
given by a specific institutional investor. Whiisgives the deeper scope of analysis by
following the contents and means of engagementsapgdorting the findings by interviews,
other investors might have different engagemeateggies. The difficulty of gaining data comes
from the nature of the topic of private engagenaetivities, which is conducted confidentially
behind the scenes, and this chapter is one ofrdteaftempts to challenge the data collection of
this topic. Further, the analysis of this chapsdpased solely on engagements by the
institutional investor with investee firms from &ay which implies that the findings for
European and Anglo-American institutional investars limited to the Japanese market.
Nonetheless, this chapter tries to bring broadeortitical contributions based on the case of

Japan, underpinned by literature.

This chapter is organised as follows. Section 4e3¢nts a literature review and develops the
research hypotheses. Section 4.3 provides somgtmacid of the Japanese institutional
environment. Section 4.4 describes the methodahogydata used in the analyses. Section 4.5
presents the results of the analyses of the engageatata. Section 4.6 then presents the results
of the interviews conducted. Finally, Section 4istdsses the findings and concludes the

chapter.
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4.2. Literature review and hypotheses development

Hirschman (1970) provides a framework for undeditagnthe nature of market power held by
customers, which can usefully be extended to shéels. According to Hirschman, customers
can express their dissatisfaction in one of twosvajther through exit or the exercise of
‘voice’. Exercising voice is more costly than exind depends on the benefits exceeding the
costs. The choice of target firms is critical foe tsuccessful exercise of voice. According to
some findings in the behavioural finance literatimgestors tend to prefer companies with
familiar characteristics (Huberman 2001) and lgchadquartered firms (Coval and
Moskowitz 1999; Bodnaruk 2009), because of infofametl asymmetries between local and
non-local investors (Kang and Stulz 1997). In gaher home bias effect is seen in that foreign
ownership is strongly biased towards firms withr@ager international presence or a greater
deal of export business (Kang and Stulz 1997),elkas towards large firms with high liquidity

(Kang and Stulz 1997; Grullogt al 2004; Ferreira and Matos 2008).

Distance creates difficulties in interactions bedwectors across space due to differences in
economic practices, institutions, and languagesfatt and Keloharju 2001; Portes and Rey
2005). Similarly, the differences in social nornmgl Zulture disturb frequent economic
interactions (North 1990; Williamson 2000; RaucldPPbetween actors across space, because
of the high-transaction costs in international ggtransactions (French and Poterba 1991;
Lewis 1999). In transaction cost theory, one ofdharacteristics of transaction costs is the
concept of transaction-specific investments (Witlssn 1979). As information processed by
foreign investors is different in language, corper@nvironment, and financial reporting

standards (Beneish and Yohn 2008), transactiosfaieign firms are often more complicated
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and require greater coordination costs than dcethgth domestic firms, such as

transaction-specific human resources (Williamsor9}9

It is expected that home bias effect will be obedrin the characteristics of target firms. It is
expected that engagement activities with firms eddld in a geographically remote country
with unique socioeconomic and political institutsofGranovetter 1985) such as in Japan, may
require highly specific transactions and coordovatiThe difficulty of engagement in Japan as a
market historically inhospitable to foreign involment was experienced by CalPERS during the
1990s, when engagement activities consisted lagjaljfferent types of coordination than their
engagements in the US (Jacoby 2007). Accordinigéyfitst hypothesis can be stated as

follows:

H1. The institutional investor’'s engagement activitigth locally embedded firms in

remote places (such as Japan) are biased to lergeviith global brand names.

As the institutional investor is conducting privateareholder engagement activities on behalf
of several asset owners, this relationship sometignees rise to agency conflicts. Asset owners
(principals) and fund managers (agents) have difienorizons, information, and incentives
(Ang 2012). Asset owners are often reluctant taagiegnore actively due to high-upfront costs,
whilst the benefits are gained only over the loaigrt (Williamset al. 2011). Hence,

engagement activities are often outsourced to assefgers, such as to the institutional
investor investigated in this chapter. Such assetagers can also be expected to allocate their
resources in a cost-efficient manner with respethé requisite human capital for strategic

asset allocation and appropriate information intftecture (Clark and Monk 2013). Indeed,
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engaging with firms and maintaining dialogue inctwsts, and these costs do not bring
automatic financial returns where the proportidgadf costs and results are compared (Dutch

Pension Funds 2007).

This can be explained as one of the typical agessues of information asymmetry between
principals and agents (Jensen and Meckling 194&n Ehough providing all available
information would contribute to mitigating agensgies, fund managers need to prioritise their
engagement activities partly by taking into consatien their own incentives with limited
resources. Therefore, it is expected that engagemetinities are conducted strategically in a
cost-efficient manner. The institutional investeekpected to choose the target firms of
engagement from a group of firms which are serestivESG issues, i.e., they are in industries
with intensive ESG issues, or they are keen to@vpIESG policies proactively or because of

ESG-related scandals.

Further, it is also expected that the institutianakstor engages with firms with which it has
already had contact before, because this helpsuelap continuous dialogue with lower costs
by using existing networks. A model of ‘pipeline$so provides a relevant concept when
analysing knowledge intensive industries like fioenPipelines’ are trans-local linkages
through which knowledge flows and interaction osco{Bathelt and Gliickler 2011). They are
not created automatically and need to be plannémtdieand by targeting certain goals.
Therefore, particular investments are requiredstal@ish pipelines (Bathedt al.2004).
Launching trans-local pipelines also means estahtisnew trust, which again involves a
substantial amount of time and costs (Lorenz 1996hce, the second set of hypotheses is as

follows:
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H2a. The institutional investor focuses strategicallyemgaging with ESG-sensitive firms.

H2b. The institutional investor engages with target firim a continuous process.

Given the importance of pipelines, face-to-facetacinenhances trust by transmitting complex
and context-dependent messages with certain cpdtsilding a relationship bond, which is not
possible by other means of communication suchraaie(Storper and Venables 2004). Despite
all the costs of coordination, face-to-face conimstill vital, particularly where information is
rapidly changing and imperfect, such as in therfaa industry. Face-to-face contact can
provide a means of deep and rapid feedback andchitagate free-rider problems, which are not
possible by other means of communication (Storpdi&nables 2004). The importance of
face-to-face contact can be applied to engagenotinitees by foreign investors when they
engage with remote firms. Appealing for more urgeincdhe implementation of improved ESG
policies requires consideration of context-depehdesponses in complex environments.
Establishing trust by face-to-face contact contésuo engagement activities in culturally

sensitive contexts as well as developing dialoguitsimmediate feedback.

Moreover, as has been stipulated in a corporasadi@ context by Grossman and Hart (1980), it
can be argued that the effective execution of emgeqt activities also entails free-rider
problems. Other investors will equally benefit frtime engagement activities of a particular
institutional investor, and there is no additioretlirn to the investor that incurred the costs of
engagement (Clearfield 2005). In the early 2000s, af the reasons why CalPERS decided to
adopt a less aggressive engagement style with dag@dinms was due to its reluctance to bear
free-rider costs as well as the high cost of spemsearch and engagement activities such as

meetings (Jacoby 2007). In this context, collabeeatngagements with other institutional
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investors started to be conducted by emphasismtetitimacy and urgency of their
engagement, supported by international initiatsugsh as the United Nations Principles for
Responsible Investment (UNPRI) (Gond and Piani 20M2erefore, the third set of hypotheses

can be stated as follows:

H3a.As a means of engagement, the institutional invdsie a propensity to engage
with target firms via face-to-face meetings foreeffive engagement.
H3b.As a mean of engagement, the institutional investordinates collaborative

engagement with other investors to avoid free-rgteblems.

These three hypotheses are tested in Sectionsid &.@to examine the engagement activities

of the institutional investor in Japan.

4.3. Japanese firms and institutional environment

As discussed at length in the Varieties of Capitaliiterature (Hall and Soskice 2001), Japan is
a prominent case of a CME which is shifting towaadd_ME (Sako 2007). The greater
organisational diversity among local firms can beayved in the shift of an economy from one
system to another (Streeck and Thelen 2005; kt@ad 2007). In conditions of local

institutional complementarity (Aoki and Dore 19®4ki 2001), some firms change under the
pressure exerted by global forces by breaking thi¢ir past and path dependence, while others
have the persistence to maintain their traditi@oaporate governance systems in line with the
institutional environment in which they are embedidglobal finance plays a role in converting

local corporate governance towards global standaittisAnglo-American norms.
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Historically, Japanese firms had unique corporateegiance systems supported by stable
shareholders and strong interlinked relationshiils the country’s main banks among a group
of companies calleHeiretsu(Aoki 1988, 1990)Keiretsy such as Sumitomo, Mitsui, and
Mitsubishi retain close ties in their operationsahce, and human resources, which are
complex across industries (Douthett and Jung 2BRGuire and Dow 2009). As such,
traditional Japanese firms used to have high lesfetsvnership by ‘insider’, i.e. high levels of
cross-shareholdings and low levels of foreign owhigx. Hence, shareholder rights are not
often exercised in an active or hostile manner beeawnership is based on long-term business
relationships (Miyajima and Nitta 2011). Even thbulgis pattern of ownership and governance
style continued until the 1990s, recent Japanegmaate governance systems have become
more diverse (Aoket al 2007). Ownership by foreign investors increasathd the 1990s,
when Anglo-American institutional investors suchCaPERS started to enlarge their
investments abroad, in particular in the UK andadg®hirota 2002; Miyajima and Hoda 2012),

whereas ownership by Japanese banks decreasedaliast

To illustrate some of these corporate governanatifes, Table 4.1 shows the evolution of the
proportion of outside directors and the trend imerghip by foreign investors and domestic
banks in Japan from 1994 to 2013. Foreign ownelisicigased to 27% in 2013, a dramatic
increase from 4% in 1990. The number of firms apiog outside directors has been increasing
over time: the number of firms appointing outsidectors in 2013 was 182, which is much
larger than in other years. This is mainly becaafgee new proxy voting policy by a proxy
advisory group, the Institutional Shareholder SEi(ISS), to oppose firms’ top executives
unless the board includes at least one outsidetdirdSS 2012). To this end, some of the

largest and most well-known Japanese firms, sudlowsta, Sumitomo Corporation, and

100



Kyocera, finally nominated outside directors in 201

Table 4.1. Long-term trends of ownership structureand proportion of foreign directors

Outside Directors Ownership

# of_firms_ with # of _ Proportion # c:?z:;a;s\?v(ijth Foreign_ Domestic

outside directors  total listed firms outside directors ownership  banks
1994 - - - - 7.4% 15.9%
1995 - - - - 9.4% 15.4%
1996 - - - - 9.8% 15.1%
1997 - - - - 9.8% 14.6%
1998 - - - - 10.0% 14.0%
1999 - - - - 12.4% 12.8%
2000 - - - - 13.2% 11.5%
2001 - - - - 13.7% 9.4%
2002 - - - - 16.5% 7.0%
2003 - - - - 19.7% 5.7%
2004 487 1,610 30.2% - 15.0% 2.7%
2005 582 1,664 35.0% 95 20.5% 2.1%
2006 682 1,744 39.1% 100 24.6% 3.5%
2007 759 1,726 44.0% e 24.7% 3.5%
2008 775 1,723 45.0% 16 21.5% 3.6%
2009 787 1,698 46.3% 12 22.5% 3.1%
2010 806 1,672 48.2% 19 22.2% 2.8%
2011 857 1,668 51.4% 51 22.8% 2.7%
2012 908 1,676 54.2% 51 24.3% 2.9%
2013 1,090 1,752 62.2% 182 26.9% 2.8%

Source:Japan Association of Corporate Directors (2014kydoStock Exchange (2014a).
Notes: The data of outside directors by the Japssoaiation of Corporate Directors has been avaiabl
only since 2004. The data in 2013 is the totahefTokyo Stock Exchange and the Osaka Stock Exehang

because of their integration in July 2013.

As such, the growth in foreign ownership startetirtpact Japanese corporate governance
reform and the overall level of shareholder activiEor foreign investors, corporate
governance is a fundamental issue in the Japanad@inAppointing outside directors is the
most frequent request by foreign investors (Tokiexk Exchange 2011b), and foreign
investors actively exercise proxy voting with dtstandards for the independence of corporate

boards (ISS 2012). Under the current regulatompéaork, adopting an independent board of
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directors is not mandatdtyhence, the level of corporate governance refapedds on each
firm’s ownership structure and complex institutibeavironment (Jackson and Miyajima

2007).

Regarding shareholder proposals, Saito (2012: @h8ptf this thesis) notes that most
shareholder proposals are submitted by individoafsreign activist funds. However, the
success rate is almost zero. Social investors asithose found in the US are not yet observed
in Japan, and proposals on social and environmisias are mostly on anti-nuclear power
iIssues by some civic groups, some of which werengtdd even before the Fukushima nuclear
power plant disaster in 2011. Therefore, the nurobarstitutional shareholders who actively
engage with firms through shareholder proposalapan is limited. The peak in the level of
proposals by foreign investors occurred in 2007envactivist hedge funds submitted 11
proposals to 6 companies (SIF Japan 2011); howtheeglobal financial crisis and repeated
hostile defeats in shareholder proposals madegioiavestors less active in submitting

shareholder proposals.

As such, Japanese local institutional investorsiatective in exercising their voice in ESG
issues through public means, whilst Japan has tinlel'w largest public pension fund, the
Government Pension Investment Fund (GPIF). The GB#not been active in shareholder
engagement and its governance was criticised b@HEED (Stewart and Yermo 2010). It
signed up for the Japanese Stewardship Code, wtsishmplemented in 2014, along with

more than 180 institutional investors in JapandRaial Services Agency 2015b). Nonetheless,

5 Nonetheless, the latest Japanese Corporate Goveri@ode in 2015 started to require listed firms to

encourage the pursuance of independence of omeahihe board.
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it is still unknown how active the GPIF and othentestic institutional investors will be in
private engagement activities. Hence, a lot of dapa firms are not familiar with ESG
engagement through both private and public meahghws explained by the changing
institutional environment in Japan, without actsl@reholders to engage with investee firms on

ESG issues.

4.4. Methodology and data

This chapter employs a multi-method approach tdyaaaengagement activities by the
institutional investor. Both qualitative and quéative research methods help to obtain a more
comprehensive and robust understanding (Minger&)28ed to enrich the understanding of
specific issues by using qualitative methods apaior quantitative methods (Plewis and
Mason 2005). Hence, in addition to quantitativelglgising unique engagement data sets given
by the institutional investor as explained belawdepth semi-structured interviews were also

conducted as a supplement for understanding thtses the quantitative analysis.

For the quantitative analysis, a unique data s#iefnstitutional investor’'s engagement
activitieshas been obtained. The institutional investor isthdéised and has a long history of
active engagement. It is considered one of thesolaled largest specialists in responsible
investment, and it engages with firms on ESG issmdsehalf of its client asset owners. On
behalf of 25 institutional investors, the institutal investor had approximately USD 100 billion
in assets under management at the end of 2012 (Baak2013). The data set comprises the
full record of the communications, including detaoh the personnel involved from both the

institutional investor and the counterpart firmw tifferent methods of contact, including
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e-mails, letters, phone calls, and meetings; aaaddmtents of engagement. Further, the
engagement data were also obtained from interr@alrdents such as meeting notes, reports to
clients and investors, and web sites. There arestudies so far which used a similar data set
from the same institutional investor as this chaf@aueret al.(2013) study the geography of
shareholder engagement by analysing the engageeeamt with global firms, whilst Dimson

et al. (2015) study engagement with public US firms. Tristitutional investor manages its
clients’ assets with a major commitment to ESG stvent by providing engagement activities
with investee firms all over the world and promgtsustainable business practice on ESG

issues.

The sample firms of the data consist of engagementities with all the Japanese firms that
have been labelled as a ‘priority’ firm at leasbime year over the sample period. In total, this
makes 26 firms from 2006 to 2012. Priority firmsidze considered as a set of firms for which
immediate ESG engagement activities are requirkel.ifstitutional investor has set up a yearly
priority list of firms for engagement since 2006.doing so, the institutional investor takes into
consideration ESG issues of the highest importémbeth the institutional investor and its
clients. In general, priority firms are chosen frimse in the institutional investor’s own
investment portfolio and in collaboration and irpttediscussion with its clients. This chapter
focuses on studying those firms that are classdgethe highest importance for conducting
engagement activities. The list of priority firngssmodified every year; therefore, some firms
can remain in the list for some years, others cap dut, and new firms can be included.
Further, the content and outcomes of all engageasdivities are reported to the clients
quarterly and annually; this is the same infornmattat is used in this chapter. Hence, it is

assumed that the engagement data on the priaitgflfirms is trustworthy, as the priority
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firms are similarly treated in Dimsagt al (2015) and Bauest al.(2013).

The full record of engagement information of pitipfirms from 2006 to 2012 has been coded
to create a set of panel data. The institutionads$tor raises specific ESG issues in every
engagement activity, and they are classified iotparate governance, social, and
environmental areas with sub-categories. The ftihitlof ESG areas and their sub-categories
are taken from Bauat al (2013) and are defined in Annex 4.A. The spectdjucs raised
during the engagement activity with target firme egcorded as ‘objectives’. The objectives are
raised upon the institutional investor’s requestafechange or raising awareness of the ESG
practices of target firms; therefore, several dijjes are normally raised within one contact
with a target firm. Objectives are subcategorised the following ESG groups: corporate
governance, sustainability management and repottimgjiness ethics, human rights, labour
standards, public health, environmental managemeentystem services, and climate change.
On the other hand, the institutional investor atgmorts the success of engagement activities.
The successful outcomes of engagement are recasdedlestones’, and they can directly
correspond to the topics of the objectives raissfdré. Over the period between 2006 and

2012, 530 objectives, 45 milestones, and 169 ctstae identified in the data set.

Firm-level data are retrieved from a CD-ROM of KaisShikiho (Toyo Keizai 2013), which is
the best-known data source on Japanese compasis]laas each firm’s annual security report.
By following the literature, the characteristicstafget firms which have been found to be

related to corporate ESG issues, such as firm fii@cial performance, ownership structure,

6 Milestones are recorded when the institutional s#tee was able to achieve an improvement in a

particular ESG area that the institutional investas engaging on with an investee firm.
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and board structure (Bauetral 2013; Dimsoret al.2015) are focused on in the analysis. Firm
size is measured by the natural logarithm of thma'§i total assets (logtotalasset). For financial
performance, a target firm’s sales growth (salestrpis controlled to examine the impact of
past performance on the engagement strategiesagdnese firms, as its significance is seen in
shareholder proposals and engagement activitiésghabal firms (Baueet al. 2011, 2013). A
variable to control for the target firm’s leveragelso constructed, which is in turn calculated
by total debt to total assets (leverage), and Telgn(tobinsq), which is calculated by dividing
the sum of total assets and market value minus falle by total assets by following Ferreira
and Matos (2008) and Bauetral. (2013). The measures for ownership structurejdare
ownership (foreign_ownership) and proportion ofsie directors (proport_outside_ directors),
examine the characteristics of ownership of tafigeis. A variable of target firms’ ESG-related
big scandals is also created. The scandals oftaegét firm is identified on the database
Factiva, by searching ESG-related scandals ofttéirges both in English and Japanese media
(scandaldummy). The variable is created by invattig the selected media articles’ headlines

on the basis of a keyword index of target firmthédy are related to major ESG scandals.

4.5. Analysis of engagement data

This section analyses the engagement data wittndapdirms by the institutional investor, and

tests the hypotheses which are developed in Setiibn

4.5.1 Characteristics of target firms

To begin with, the characteristics of target firmgapan are examined. Table 4.2 presents
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descriptive statistics of target firms. The meatotdl sales of target companies from 2006 to

2012 is JPY 5,697 billion, which is approximatelyytimes as large as the average sales of all

the listed companies in the first section of th&TSee Annex 4.B). Further, the mean stake

owned by foreign investors (foreign_ownership)8%& which is more than twice as much as

the average stake in all of the listed companidschvis 13%. Whether target firms are big

global brand names has also been examined, byngeatummy variable (brand_dummy),

which equals one if the company’s brand rankediwitthe top 500 global brand by a ranking

agency, the Brand Finance, each year from 20061@,2and zero otherwise. The table shows

that 44.9% of observations are ranked within tipe500 global brands.

Table 4.2. Descriptive statistics of target firms

Obs. Mean Median Min Max  St. Dev.
Total sales 169 56,967 33,947 1,710 262,892 57,295
Total assets 169 59,431 39,838 1,406 325,748 63,188
Total debt 169 40,772 22,823 618 201,104 43,268
Book value 169 17,393 12,389 448 118,695 21,188
Market value 168 26,688 17,183 1,356 272,555 35,468
Number of board members 167 13.790 13.000 6.000 30.000 8774.
Number of outside directors 167 2.275 2.000 0.000 13.00M2.552
number_objectives 175 3.029 1.000 0.000  25.000 4.485
number_milestones 168 0.268 0.000 0.000 4.000 0.612
leverage 169 0.665 0.700 0.218 0.950 0.163
tobinsq 168 1.229 1.117 0.904 2.690 0.318
salesgrowth 167 0.015 0.031 -0.671 0.460 0.137
proport_outside_directors 167 0.171 0.154 0.000 0.867 850.1
foreign_ownership 167 0.280 0.270 0.100 0.528 0.090
brand_dummy 156 0.449 0.000 0.000 1.000 0.497
Scandaldummy 182 0.203 0.000 0.000 1.000 0.402
scandal G 182 0.110 0.000 0.000 1.000 0.313
scandal S 182 0.088 0.000 0.000 1.000 0.283
scandal E 182 0.038 0.000 0.000 1.000 0.192

Notes: JPY100 million for total sales, total assét$al debt, book value, market value.

Table 4.3 displays a summary of the number of EBjéctives by industry and by topic. Out of
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the three engagement categories, it can be obs#raed much higher proportion of objectives
are raised in corporate governance issues than adtegories. It accounts for 44.9% of total
objectives raised, followed by social issues andrenmental issues, which is 32.1% and
23.0% respectively. These results are consistahtthe findings from Baueat al. (2013).
Regarding the industry of the target firms, tradiiognpanies and distributors receive more
objectives than others, at 22.3%, whilst 54.2%hefit are in governance issues. As major
trading companies in Japan belong toKle@etsugroups, this implies that their governance
systems remained traditional, and that is why tieegive such a large number of objectives on
governance issues. Electronics companies recedvecitond largest number of objectives by
industry, followed by automobile companies, and/tfeeeive the highest proportion of
objectives in social issues. It is possible thas#relate to labour standards issues in factories
along global supply chains, for example in SouthAam. Similarly, textiles and apparel
industries also receive many objectives in sosglies, such as labour standards issues in
factories, for example in Bangladesh. The elecifil¢ies industry has a high number of
objectives in governance, which can be associaittdthie governance issues of Tokyo Electric
Power Company (TEPCO) following the 2011 Fukushamisis. Firms from the tobacco

industry receive many objectives in health issudsch are associated with social issues.

These findings are consistent with hypothesis H4f, tnajor target firms in Japan are limited to
the largest firms with high visibility in global epations and big brand names, which have a
higher proportion of foreign ownership. As the detasists of only engagement activities in
Japan, it is not possible to compare this chariatitenf target firms with that in other countries;
however, this kind of characteristic is typicalBes in the portfolio with the home bias effect, as

underpinned by the extant literature.
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Table 4.3: Statistics on number of objectives by oustry

Governance Social Environmental
Industry # objectives % of total # objectives % in industry # objectives % in industry # objectives % in industry
Trading Companies & Distributors 118 22.3% 64 54.2% 29 24.6% 25 21.2%
Leisure Equipment & Products and Consumer Eleasoni 112 21.1% 38 33.9% 46 41.1% 28 25.0%
Automobiles 49 9.2% 14 28.6% 23 46.9% 12 24.5%
Real Estate 44 8.3% 13 29.5% 14 31.8% 17 38.6%
Auto Components 36 6.8% 16 44 4% 13 36.1% 7 19.4%
Oil & Gas 35 6.6% 19 54.3% 8 22.9% 8 22.9%
Computers & Peripherals and Office Electronics 32 %6.0 15 46.9% 7 21.9% 10 31.3%
Electric Utiities 28 5.3% 17 60.7% 6 21.4% 5 17.9%
Tobacco 17 3.2% 9 52.9% 7 41.2% 1 5.9%
Health Care Equipment & Supplies 16 3.0% 12 75.0% 4 25.0% 0 0.0%
Steel 15 2.8% 9 60.0% 2 13.3% 4 26.7%
Textiles & Apparel 11 2.1% 3 27.3% 7 63.6% 1 9.1%
Construction & Engineering 11 2.1% 6 54.5% 3 27.3% 2 18.2%
Beverages 5 0.9% 3 60.0% 1 20.0% 1 20.0%
Retailing 1 0.2% 0 0.0% 0 0.0% 1 100.0%
Total 530 100% 238 - 170 - 122 -
% 100% 44.9% 32.1% 23.0%
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4.5.2 Trend of objectives and milestones

Having investigated the characteristics of targetd, the trend of objectives and milestones
can now be analysed. Table 4.4 presents the ewolafiobjectives and milestones, as well as
engagement success in Japan over time. As seabla 4.3, the largest number of objectives is
in governance issues, and it can be observedhbdatgest number of milestones is also in
corporate governance issues, followed by socialemvitonmental issues. Regarding the
milestones-per-objective ratio, governance hasitjieest ratio, at 10.5%, which is higher than
social and environmental issues. This suggestgtharnance engagements are more
successful than social and environmental issuesight also be inferred that the institutional
investor’s strategies for engagement with Japafese are focused mainly on corporate
governance issues, as well as social issues, vemlgtonmental objectives are pursued

relatively infrequently.

By year, there are more objectives in 2009 and 2040 in prior years, and the number
moderately decreased in 2011 and 2012. The nunfilbgitesstones does not change much, and
the highest number of milestones is in 2011. #xgected that more firms improved ESG issues
due to the big Japanese corporate scandals thaehegh in 2011, such as the Fukushima

nuclear power plant disaster.

4.5.3 Determinants of intensity of raising objecties

Table 4.5 presents the empirical results showiegi#fiterminants of the intensity of raising

objectives. A Tobit regression is used with theatwent variable as the total number of
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Table 4.4: Evolution of engagements and success égter topic

Governance Social Environmental
milestones- milestones- milestones- milestones-
per-objective per-objective per-objective per-objective
Year # objectives  # milestones ratio # objectives # milestones ratio # objectives # milestones  ratio # objectives  # milestones ratio
2006 44 6 13.6% 28 3 10.7% 13 3 23.1% 3 0 0.0%
2007 33 4 12.1% 15 2 13.3% 14 2 14.3% 4 0 0.0%
2008 63 6 9.5% 17 2 11.8% 35 2 5.7% 11 2 18.2%
2009 102 7 6.9% 35 5 14.3% 31 1 3.2% 36 1 2.8%
2010 122 7 5.7% 74 5 6.8% 30 2 6.7% 18 0 0.0%
2011 82 11 13.4% 40 5 12.5% 20 4 20.0% 22 2 9.1%
2012 84 4 4.8% 29 3 10.3% 27 0 0.0% 28 1 3.6%
Total 530 45 8.5% 238 25 10.5% 170 14 8.2% 122 6 4.9%
Time trend
t-stat 2.78 0.53 2.03 0.75 4.04 -0.59 12 117
significance o - i - ok ) 3

Notes: For the time trend analysis an OLS regressipproach is adopted for testing for the time dreri*, **, and * indicate significance at the 1%, 5%and 10% level,

respectively. The dash indicates statistically sighificant.
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Table 4.5: Intensity of raising objectives

VARIABLES Model 1 Model 2 Model 3 Model 4
logtotalasset 3.670%** 3.135** 3.480*** 4.165%**
(0.004) (0.013) (0.007) (0.002)
leverage -6.019 -5.232 -5.064 -3.620
(0.136) (0.192) (0.200) (0.350)
tobinsq -3.859 -3.012 -2.712 -0.342
(0.120) (0.224) (0.268) (0.894)
salesgrowth -8.453** -8.278** -7.562* -3.649
(0.040) (0.042) (0.061) (0.392)
proport_outside_directors 7.647** 6.037* 6.693* 6.525*
(0.023) (0.078) (0.051) (0.053)
foreign_ownership 13.744* 11.134 9.309 10.005
(0.072) (0.146) (0.224) (0.184)
priorityfirm_t -1.551 -1.597 -1.698 -1.481
(0.168) (0.152) (0.124) (0.174)
number_objective_t1 0.233* 0.232* 0.181
(0.070) (0.067) (0.155)
scandaldummy_t_t1 -1.408 -1.523
(0.231) (0.188)
do6_08 -3.803**
(0.042)
d10_12 -1.011
(0.512)
Constant -18.706** -16.376* -18.108* -24.610**
(0.047) (0.080) (0.053) (0.012)
Observations 157 157 157 157
Pseudo R-squared 0.060 0.065 0.067 0.074

Notes: This table shows the result of Tobit analyasind the dependent variable is the number ofotilbfes
raised at a given firm in a given year. *** ** ah* indicate significance at the 1%, 5%, and 10%ele
respectively. P-values are presented in parenthd&sssh independent variable is as follows:’logtetsdet’
indicates the natural logarithm of firm’s total &ts‘leverage’ indicates firm’s leverage, whichcalculated
by total debt to total assets; ‘tobinsq’ indicatefirm’s Tobin’s Q, which is calculated by dividitige sum of
total assets and market value minus book valuetay assets; ‘salesgrowth’ indicates a target fsrsales
growth from t-1 to t; ‘proport_outside_directorsidicates a firm's proportion of outside directors;
‘foreign_ownership’ indicates a firm’s foreign owship;’priorityfirm_t"indicates if a firm is in tle
institutional investor’s list of priority firm ofregagement in the given time t; ‘number_objectiviindicates
the number of objectives raised to a given firrgear t-1; ‘scandaldummy_t t1'indicates if a firmshBSG
related scandals in a given year, t, and the yesoie, t-1; ‘d06_08' takes value 1 in the years @9® 2008
and 0 otherwise; ‘d10_12'takes value 1 in the ge2010 to 2012 and O otherwise.
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objectives that a target firm receives in a givearyfollowing Baueet al. (2013). Throughout all
the models, firm size has a significant positiveatt on the number of objectives raised with a
firm. That is, the institutional investor tendsréese significantly more objectives at the larger
companies among the target firms. In Model 1, fpr@wnership shows a significant positive
effect, which implies that firms with higher foreigwnership tend to receive more objectives.
This could be explained by the fact that the inithal investor expects a higher chance of
success at firms with other foreign shareholdehschvare easier to convince to take ‘collective’
action. Sales growth (salesgrowth) shows a negatipact on the number of objectives
throughout the models, and this effect is staadificsignificant in most of the models. This
suggests that a firm tends to receive more objestiithe firm’'s financial performance is poor.
The number of objectives raised the year beforenfmr_objective_t1) shows a positive impact on
the engagement intensity, but is not always stegi$y significant. This suggests that engagement
by the investor is generally continuously conduateery year. The board structure

(proport_outside_directors) is also statisticaigngficant throughout all the models.

Table 4.6 displays the empirical analysis of thiedeinants of engagement intensity by ESG topic.
In each Model 2, time effects and a scandal dunmaach ESG topic are additionally controlled
for separately. Overall, the results of Table 4ésamilar to the previously documented results for
the entire sample. It is found that firm size assueed by total assets has a positive impact with
statistical significance throughout the modelsanteESG topic. Similar to Table 4.5, sales growth
has negative impact on the intensity of raisingotiyes of governance, but not on the
environmental engagements. This suggests thatimaakcfal performance tends to trigger
engagement activities on governance, but not om@rmmental issues. The proportion of outside
directors is not statistically significant in thevgrnance andenvironmental models, whilst it is

significant in the social model, which drives tlesult of Table 4.5. It indicates that if a firm Faas
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higher proportion of outside directors, it tendseoeive more objectives in social issues, implying
that firms which have a better governance struaoraot necessarily have better practices in
social issues. Furthermore, past engagements eatpoisitive impact on the number of corporate
governance objectives raised but not on the nummbenvironmental or social objectives. This

finding can be construed as determining the reséilifable 4.5.

This indicates that engagement activities on gausaca tend to be conducted continuously,
whereas activities on social and environmentakisare not. In both Tables 4.5 and 4.6, a dummy
variable controlling scandals is statistically graficant throughout the models. This finding could
imply that a firm's ESG-related scandals do notaisvtrigger engagement activities with Japanese
firms. One possible explanation could be that tiséitutional investor is already engaging on
issues which could lead to particular ESG scanddigsh makes ex-post ESG engagements
redundant. This finding contradicts the findingdamsonet al.(2015), which mentions the

significance of public events.

The findings from Tables 5 and 6 are thus onlylpadnsistent with the second set of hypotheses,
H2a and H2b. It is hypothesised in H2a that thétuignal investor strategically conducts
engagement activities with firms which are in séwsiindustries in social or environmental issues.
However, the results indicate that ESG scandalsatra significant determinant for the
engagement intensity. Further, even though it leEmhlassumed that engagement activities are
conducted in a continuous manner in H2b, it is shtvat the frequency of past engagements
affects the intensity of objectives raised depegdin the issue; engagement activities are
conducted in a continuous manner on governancesssut not necessarily on social and

environmental issues.
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Table 4.6: Intensity of raising objectives by subjet (ESG)

Governance Governance Social Social Environment Enviesrim
VARIABLES Model 1 Model 2 Model 1 Model 2 Model 1 Model 2
logtotalasset 1.584** 1.907** 1.943** 1.741* 1.898** 237
(0.037) (0.014) (0.021) (0.058) (0.019) (0.002)
leverage -0.597 0.284 -2.921 -2.964 -6.943*** -4.437*
(0.791) (0.901) (0.252) (0.247) (0.007) (0.059)
tobinsq -1.445 -0.568 0.886 0.789 -7.700*** -4.186*
(0.327) (0.719) (0.562) (0.638) (0.001) (0.051)
salesgrowth -7.754%** -5.956** -0.818 -1.065 3.198 6.842*
(0.001) (0.018) (0.756) (0.711) (0.236) (0.013)
proport_outside_directors 1.704 1.897 5.841** 6.138*** .08 1.373
(0.376) (0.334) (0.010) (0.007) (0.567) (0.439)
foreign_ownership 4.924 4.617 3.379 3.908 4.053 3.771
(0.257) (0.290) (0.499) (0.448) (0.370) (0.377)
priorityfirm_t -0.444 -0.326 -1.801** -1.862** -0.844 a0
(0.479) (0.601) (0.016) (0.014) (0.198) (0.134)
number_objective_t1 0.132* 0.097 0.097 0.107 0.092 0.063
(0.066) (0.181) (0.229) (0.201) (0.174) (0.324)
do6_08 -0.550 -0.710 -4.087***
(0.608) (0.565) (0.000)
di10_12 0.839 -1.271 -1.826**
(0.357) (0.234) (0.021)
scandal G t t1 -0.574
(0.470)
scandal S t t1 0.519
(0.616)
scandal_E_t_t1 -1.745
(0.195)
Constant -10.191* -13.908** -14.498** -12.451* -1.639 633
(0.071) (0.020) (0.022) (0.068) (0.778) (0.136)
Observations 157 157 157 157 157 157
Pseudo R-squared 0.074 0.081 0.079 0.083 0.128 0.175

Notes: This table shows the result of Tobit analyasind the dependent variable is the number ofotibs

raised to a firm in governance, social and enviremtal issues in a given year. ***, ** and * indita

significance at the 1%, 5%, and 10% level, respetti P-values are presented in parentheses. Tifaete

and scandals in each topic are controlled in Ma2lgle.,'scandal_G t t1’,

‘scandal_S t t1’, 'scandal_E_t t1'indicates ifiarf has scandals in governance, social, and enwirental

issues respectively for a given year, t, and tteg pefore, t-1. The definitions of the remainingiahles are

given in Table 4.5.
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4.5.4 Means of engagement

Table 4.7 shows the summary of the different medemngagement by the number of instances
of contact. Engagement activities are divided tato categories: individual and collaborative
engagement. Individual engagement is conductedlmnthe institutional investor, whilst
collaborative engagement is conducted in collalbmratith other investors. As for individual
engagement, it is observed that meetings, whidodec39 contacts in total, are the most
popular form of engagement, followed by e-mail &itters. It can be also seen that the number
of meetings with the target firms drastically desed from 7 in 2007 to 4 in 2008, as well as
from 6 in 2009 to merely 2 in 2010. This implieattieven though the institutional investor
engaged with a certain number of firms in 2007 20@0 via direct meetings, they are not
continuously engaged in the following year via rivegt. Outreach letters are sent to a group of
companies, and the contents are the same foreatidimpanies. This form of contact is as high

as 64 instances, which is 38% of the total engagtsne

The institutional investor mainly used the leagtlyo— and presumably least effective — means
to engage with target firms, such as by outreaitérler e-mail, which implies that engagement
activities are conducted in a cost-efficient manhewever, the most frequent form of
engagement is via meetings, even though these@eaewpensive to conduct. Holding
meetings enables the establishment of a closerithdil relationship with the target firm’s
counterpart as a pipeline, and it contributes ttharging information and developing dialogue.
Hence, the findings are consistent with hypothelS§ia. Nonetheless, due to the high cost of
coordinating meetings, it would seem likely thatetmegs occur no more than once per year per

target firm because of the limited resources ofiisétutional investor.
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On the other hand, collaborative engagements genmed much less frequently than

individual engagement, but they have been coordihatfew times per year since 2010.
Regarding collaborative engagement, the meansfr@ry meetings to letters and phone calls;
nevertheless, meetings are the most frequent nodaasnmunication. Hence, these findings

are consistent with hypothesis H3b that collabeea¢ingagements are conducted in engagement

activities with Japanese firms, even though theyiarited in number.

Table 4.7: Summary of means of individual and collborative engagement: 2006-2012

Individual Engageme Collaborative Engageme
Year Meeting Email Letter Pg;? € Seminar  Other O:;f:fh Meeting sz; € Letter Total
2006 7 6 2 1 16
2007 7 4 3 1 15
2008 4 8 1 3 2 1 19
2009 6 6 4 1 18 37
2010 2 4 5 2 20 2 35
2011 7 3 2 13 1 1 27
2012 6 2 1 9 1 1 20
Total 39 28 18 6 3 2 64 5 2 2 169
% Total 23% 17% 11% 4% 2% 1% 38% 3% 1% 1% 100%

4.6. Results of interviews

For this chapter, five interviews were conducteuk interviews were conducted over a
yearlong period, between January 2013 and Jan@d#y, 2vith managers from institutional
investors and a UK-based ESG service provider dsas®ne of the directors from the largest

Japanese trust company. The two managers frontuithatial investors are former and current
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personnel who have engaged with Japanese firmbeimstitutional investor. Further, the
manager from the UK-based ESG service providedaspanese analyst, who is personally
involved in the engagement upon request by itsichaset owners. Finally, the director from
the largest trust company is in charge of advisiganese firms on how to respond to

engagement activities by foreign investors.

For interviews, an exploratory and interpretive rapgh is adopted (Bondt al2012) in order

to identify the background and the procedures fglagement activities. Conducting
semi-structured interviews helps to capture theeggpce and interpretations of relevant actors
(Keats 2000), and it is also relevant to approaphrticular topic about which little is known
(Bondyet al.2012). The interviews lasted one hour on averafe.iiiterviewees were mainly
asked about the results of the quantitative arebyfsihis chapter. Out of five interviews, two
were conducted with the same ESG service provslee@eated interviews (Lazarsfeltal.

1944).

4.6.1 Japanese firms’ unfamiliarity with different means of engagement

According to the interviews with the manager frdma institutional investor, exchanging

e-mails could be one of the most effective and-effstient ways of engagement in the USA
and Europe, but this was not the case with Japamespanies. Whilst firms are obliged to
respond to public engagements, traditional Japdiveselike TEPCO are not always ready to
respond to private engagement by global institatiémvestors without realising the

significance of such engagement. For examplegitnsethat TEPCO failed to respond to private

engagement activities by one of the world’s largestsion funds, the Algemeen Burgerlijk
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Pensioenfonds (ABP) in the Netherlands. Even th@Rjh contacted TEPCO to ask for a
meeting in 2012, with a follow-up letter in theltaking year, TEPCO failed to respond to them,
which led ABP to take the rare step of selling aifpen of EUR 18 million in January 2014

(Financial Times 2014).

The interview with the UK-based Japanese reseafatrarthe ESG service provider, who was
personally involved in engagement with TEPCO, aoméd its unfamiliarity with responding to
private engagement. He communicated with the CatpdPlanning Department of TEPCO by
e-mail in Japanese as well as via a letter in Bhgin its environmental security concerns.
TEPCO responded to the e-mail with a long messaggewin Japanese, mentioning that due
to the intervention by the national government tiveye not permitted to disclose any
information to any individual enquiries until thereouncement of the official master plan. On
the other hand, no reply was made to the lettettemrin English. Hence, a researcher from the
ESG service provider mentioned that it was readertalexpect that TEPCO was not ready to

respond to many letters written in English fromaalér the world.

Japanese companies are generally not respondefeis or e-mails in English. Further,
according to the institutional investor, most Jagsantarget firms do not reply to outreach letters.
Firm size seems to matter to how responsive a diuens to written forms of engagement,
because larger firms have more resources to alldocatesponding. However, even large firms
are not necessarily keen to develop dialogue wibaj investors. Fundamentally, very few
employees of global institutional investors spegahese, and the counterpart Japanese
companies in Japan do not always know how to respmtetters or e-mails written in English

from a foreign institutional investor.
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Japanese firms’ unfamiliarity with responding t@agement activities also stems from their
corporate organisational structure. Many Japarigss fire not organised to respond to ESG
engagements by foreign investors, in particulalebigr. Generally, engagement letters by
global investors are sent to CEOs by name, andenidiese letters do not tend to go to the
department of investor relations (IR) which is fhaniwith communications with foreign
investors, but to the general affairs or legal dpant, which is quite domestic and wherein it

IS quite possible that almost no one is able teewstdnd a letter in English. The organisation of
Japanese companies tends not to be structuredts@iae a proper response to ESG
engagement by foreign investors, and the departragpbnsible for this function depends on
the internal organisational structure of each camgpand may include the departments of IR,
CSR, general affairs, or legal. As such, in the@dsSTEPCO, it is expected that its Corporate
Planning Department was trying to be in chargeesponding to engagement activities, even
during structural change in 2011 and 2013, bweinss that it did not have enough human
resources to respond to foreign investors. As saiclorganisation’s structural issues can also be
categorised as one of the reasons why Japanesediemot good at responding to engagement

letters.

The results of the interviews support the resebygiothesis H3a in that they reveal the
importance of face-to-face meetings with Japaneses fbecause Japanese firms are not good
at responding to engagement by letter, and the snefaengagement matters to the response

from target companies.
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4.6.2 Target firms and collaborative engagement

The target firms of engagement activities tenddelosen from among the investee firms of
asset owners, and the firms in their portfolio tembe large global firms, including those
chosen in the responsible investment benchmarkesdiThis causes the concentration of most
funds in the largest companies. This explains imwhy the large firms are likely to be selected
for priority target engagement, which supports hlipsis H1. The institutional investor does
not always manage to respond to each corporatelalcawolving their target firms. This can be
due to the limited human resources devoted tortuking of ESG-related events, which
suggests that engagement activities are condutt@dast-efficient manner. This confirms the

result of the quantitative analysis, which is panticonsistent with hypothesis H2a.

Regarding collaborative engagement, the analysissts only on target firms, but it was
confirmed in interviews that collaborative engagataevere also conducted with public
authorities, such as the TSE, Ministry of Econoimgde, and Industry, the Financial Services
Agency, and the Japan Business Federation, on thaitte governance issues at the policy
level. Through collaborative engagement, it is gaedor foreign investors to hold meetings
with top executives or regulatory bodies, with loweordination costs for individual investors
than individual engagements. These collaboratigagaments are in general organised by
international initiatives such as the Asian Corp®i@overnance Association (ACGA) or

UNPRI, and investors are able to speak with hi¢gnazls of staff in firms or regulatory bodies.

The collaborative engagement activities with relaathorities were conducted with about

15-20 other investors, and they become more poweyfincreasing the amount of assets under
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management, which allows their voice to be heandéo and more effectively by the company
than individual investors acting alone. They agkstoicter regulation or market-wide changes
of corporate governance, because they considerpdrede governance issues in the Japanese
market as fundamental problems. These authoritéze wpen to the feedback from foreign
investors in general, because they hope to atimaot foreign investors to the Japanese market.
This result also supports hypothesis H3b by emphmagthe power of collaborative

engagement.

4.7. Discussion and conclusion

This chapter analysed how private engagement bgbakinstitutional investor is conducted
with locally embedded firms in Japan, and what shiggests about Japan’s transition from a
CME to an LME. This chapter developed the theoa¢timderpinnings of economic geographic
approaches by taking into account the embeddedrid¢isms, and examined a UK asset
manager’s private shareholder engagement strategieSG issues with Japanese firms over

the period 2006-2012. The key findings are as ¥ailo

First, the research results revealed that glolsdititional investors strategically engage with
geographically remote firms by focusing on the ¢afi market-wide issues, such as corporate
governance issues in Japan. This chapter clattiedole of global investors in diffusing global
standards of ESG issues, in particular corporatergance issues in Japan. The corporate
governance issues of the largest Japanese firntbearsost important engagement topic for

global investors, who try to diffuse global govaroa standards by interacting with the largest
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local firms across industries. This focus of prevehgagement on corporate governance has not
been mentioned in the literature following Jaca®§Q(7). Many target firms of engagement are
large firms with global operations in industriessiéive to the environmental or social issues.
Governance issues are continuously engaged withfoam the highest priority engagement

topic.

This finding contributes to the literature on comgieve corporate governance, where the
specific role of global investors has not been nindhe spotlight in non-Anglo-American
countries. By highlighting the role of engagemestivities by global investors to create more
diversity among Japanese firms between target andarget firms of engagement in the shift
from CME to LME, this chapter contributed to thietature on comparative capitalism by
providing an empirical example of how Japanesediamd markets change. Given Japan’s
institutional settings, foreign institutional in¥ess can be the only actors that are able to engage

informally with Japanese firms by setting up vas®SG agendas.

Second, this chapter revealed that engagemenit&ctiof the institutional investor are limited
to the largest firms with high visibility in the mieet, a finding which is underpinned by the
theory of home bias effect (Kang and Stulz 199#)s Tinding suggests that engagement
activities are conducted by avoiding transactiogesfir costs (Williamson 1979), such as
information costs for specific firms, due to thmilied resources of the investor. Local
institutions matter to local firms, and greatep#fis required on the part of external actors to
encourage convergence towards LME such as theldlolestor, especially when local firms
are embedded in the local institutions of a CMHirla with the literature on transaction cost

economics, transaction-specific coordination oceuren global investors engage with remote
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firms embedded in local institutional settings wdifferent languages and organisational
structures. The high-specific cost of coordinatoohibits frequent interactions between global

and remote actors across space.

In these instances, agency issues might occur batagset managers and asset owners where
engagement activities are conducted in a costieffienanner. It is found that the institutional
investor engages with firms from a cost-efficiepeyspective, as seen in the high proportion of
outreach activities whose effectiveness remaietquestioned, although the cost is much less
than engaging with individual firms. Outreach aitiéds consist of almost 40% of the total
objectives raised, and they are less costly thgagament activities with individual firms,
because outreach does not require the costs ettaty firm-specific information on

ESG-related issues, as well as the costs of camtidinfor engagement activities.

Third, it is shown that face-to-face communicati®writical for communicating with Japanese
firms on ESG issues due to its efficiency, evemugfiothe cost of coordination prevents frequent
engagements via meeting, and meetings are heldlgrao annual basis. The result also
revealed that collaborative engagements are alsalicated through collaborations with
international initiatives, such as ACGA and UNPRdllaborative engagement is more

powerful than individual engagement due to the ichpéthe market in terms of the increased
amount of assets under management, and so it$gbpoto interact with authorities or top

management in trying to impact market-wide issues.

This finding contributes to the literature on shmider engagement. There have been no

previous attempts to analyse the means of engagemtne extant literature. For effective
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engagement activities, establishing individualtrefeships with the counterpart of target firms
is critical as a pipeline for gaining informationdadeveloping dialogue in a continuous manner.
This chapter provides a better understanding ointeeactions between global and local actors
by suggesting the importance of face-to-face concations, especially when global investors
need to mitigate informational frictions when enigggwith locally embedded firms.
Particularly in such cases, face-to-face contatlitfates the transmission of complex and
context-dependent messages by building an inteypalselationship bond (Storper and
Venables 2004). This can be especially importargnlbcal firms are not used to being
engaged by local investors. The selection of thama®f engagement is critical for
effectiveness, and should be adjusted to the tmatext because of sensitivities around
engagement activities for firms which are not wiito change in their institutional

complementarity.

Finally, this chapter revealed that there was algaween global investors’ motivation for
engagement and Japanese firms’ readiness to resjapahese firms are not familiar with
responding to engagement activities. The findingsadso in agreement with the argument that
distance creates difficulties in international ratgions due to differences in economic
institutions, practices, as well as cultural issaigsh as languages. The embeddedness of firms
in the local context matters to the awareness gagament, because they are not used to being
engaged by local investors on ESG issues in tloaredtic institutional environment. Japanese
firms are not used to the concept of engagemeivitaet, and they are not aware of the
importance of developing dialogue with global inees, because of local firms having been
embedded in the local institutions in which logal@stors are not active investors. Further,

fundamental language issues matter for Japanese When trying to respond to foreign
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investors. This issue of the readiness of localpedded firms to respond to engagement

should gain more attention in the shareholder ezigagt literature.

In conclusion, this chapter emphasises the impogtan global institutional investors’
understanding of local firms and institutions féitotent engagement. This chapter analysed the
case of Japan, where shareholder engagement byristiutional investors is not yet common
amongst local firms, and many of the traditionglaleese firms do not realise the significance
of engagement by large foreign institutional ineest Ultimately this chapter provides further
evidence for the special role of global institubmvestors in pursuing continuous dialogue
with local firms in promoting global ESG standarNenetheless, they are still in the process of

searching for the best ways of pursuing engageawivities more efficiently.
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Annex 4.A. Categorisation of objectives and milestees

Corporate Governance
1 Corporate Governance

Audit and control
Board structure
Remuneration
Shareholder rights
Other

2 Sustainability Management and Reporting

Disclosure and reporting
Governance of sustainability issues
Stakeholder engagement

UNGC compliance

Other

3 Governance (Old)

Social

Bribery and Corruption

Corporate Governance

Environmental Management Reporting
Transparency and Performance

4 Business Ethics

Bribery and corruption
Poltical influence
Responsible marketing
Whistle-blowing systems
Other

5 Human Rights

Community relations
Security

Privacy and free expression
Weak governance zones
Other

6 Labour Standards

Health and Safety

Supply chain labour standards
Diversity

ILO core conventions

Other

(Social cont'd)

7 Public Health
Access to medicines
HIV/AIDs
Nutrition
Product safety
Tabacco
Other

8 Social (Old)
HIV/AIDS
Human Rights
Labor Standards

Environmental

9 Environmental Management
Environmental standards
Pollution control
Product opportunities
Supply chain environmental stand
Waste and recycling
Other

10 Ecosystem Services

Access to land
Biodiversity management
Water

Other

11 Climate Change

Climate change strategy

Biofuels

Emissions management and repc
Strategy

Other

12 Environment (Old)

Biodiversity

Climate Change

SourceBaueret al.(2013).
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Annex 4.B. Characteristics of target firms and TOPK

Column A: Target firms

2009 2010 2011
Obs. Mean Median Obs. Mean Median Obs. Mean Median
Total Sales 26 59,900 38,534 26 49,273 29,783 26 54,208 5936,
Total Assets 26 57,091 41,494 26 58,670 38,955 26 59,515 8389
Foreign ownership 26 0.25 0.25 26 0.27 0.25 26 0.28 0.27

Column B: TOPIX (All the listed firms in the 1stE)S

2009 2010 2011
Obs. Mean Median Obs. Mean Median Obs. Mean Median
Total Sales 1,482 4,105 991 1,490 3,586 873 1,502 3,824 933
Total Assets 1,626 10,590 1,011 1,639 10,850 1,002 1,607 0,344 975
Foreign ownership 1,684 0.12 0.08 1,697 0.13 0.09 1,702 3 0.1 0.09

SourceiTokyo Stock Exchange (2013a); Toyo Keizai (2013).

Notes: JPY 100 million for total sales and totasets. Column A shows total sales, assets and foreig
ownership of the institutional investor’s targetfs. Column B shows total sales (excluding financia
industry), assets, and foreign ownership of TORIXich is for all of the listed firms in the Firse&ion

of the Tokyo Stock Exchange, which is availabléherdata source from Toyo Keizai (2013).
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CHAPTER 5 | The interplay between Japanese firms ah the
stakeholders on sustainable fisheries: the case ofollaborative

shareholder engagement

5.1. Introduction

Global firms are increasingly being called upomeatie into account their environmental, social,
and corporate governance (ESG) issues in theiatipas all over the world. In seeking
sustainability along their global supply chainsgéfirms’ growing impact on natural resources
accelerates interventions by various stakeholders) as consumers, environmental
non-governmental organisations (NGOs), multi-leeglulatory bodies, the media, and
institutional investors. In particular, global iitstional investors conduct engagement activities
privately on ESG issues with global companies acsosieties informally and confidentially.
Their engagement activities include remote firm$edded in the local political economy, and

diffuse global standards across industries arobadvorld.

When local institutional investors are not actithargholders and thus tend not to engage on
ESG issues either publicly or privately, engagenaetivities by global institutional investors
are focused on a small number of the country'selsirrms with higher foreign ownership, and
the major topic of engagement tends to be condentian corporate governance issues with
less attention given to environmental or socialess(Baueet al. 2013; Clarket al. 2015:
Chapter 4 of this thesis). The importance of inmesiengagement activities in bringing ESG
issues to the attention of some local firms raibesjuestion as to whether large firms with

inactive local investors have enough opportuniielse aware of their non-governmental issues.
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In particular, it is critical to investigate thissue in traditional industries with lower ownership
by global investors, because it is expected thafitins in such industries have a lower level of

public scrutiny by global actors.

This chapter approaches the issue exploring Japdimes. Japan is a country which is both
geographically and culturally remote from the Anglmerican world and Europe (Hofstede
1984). Traditionally, Japan is a coordinated maekeinomy (Dore 2000; Hall and Soskice
2001), which is characterised by weak shareholdbats and blockholder ownership (La Porta
et al. 1998) and by heavily relying on non-market mectasi with relational constricting (Hall
and Soskice 2001). Although Japan is in transttoa liberal market economy, local
institutional investors in Japan are not activernigaging on local firms’ ESG issues (Saito
2012: Chapter 3 of this thesis), and there is a@imosnteraction between local investors by

public means, especially on environmental and @saes in Japan.

This chapter focuses on resource-intensive indisstvhich have been led by Japanese firms,
because there is an urgency for such industriestablish sustainable policies and practices due
to natural resource scarcity. Hence, this chapigloees the fisheries industry by focusing on
Japanese firms with high exposure to fish prodactstheir sustainable fisheries policies. It has
the lowest proportion of foreign ownership in Japkapan is the second largest consumer and
importer of seafood in the world after the US (FA@L1a). Japanese firms’ involvement in the
fisheries industry is also an important topic framolitical economy perspective, because Japan
has been criticised by the international commuaitgt the media for its overfishing of marine
resources, including several endangered speciésasuoluefin tuna. Some media outlets

reported that one of the largest Japanese traiting,fMitsubishi Corporation, once dealt with
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40% of the world's bluefin tuna trade (Independ2d@9). Typically, listed firms in the fisheries
industry tend to be involved in the trade of fiskher than their catch. Hence, supply chain
management and the establishment of proper soupaingy is important for protecting marine

resources as well as maintaining a sustainabldsoppeafood in the future.

This chapter analyses the fisheries industry aadrterplay between global stakeholders and
local firms in Japan on sustainable fisheries pedicfocusing on the collaborative engagement
by global institutional investors in 2011. Throutje United Nations Principles for Responsible
Investment (UNPRI), 20 global institutional invest@onducted engagement activities to
promote sustainable fisheries policies with firioaer the world, including those in Japan.
The investors engaged with several Japanese fioes$odthe importance of the Japanese
fisheries market, even though Japanese firms ifigheries industry have the lowest foreign
ownership among listed firms on the Tokyo StockHh&mme (Tokyo Stock Exchange 2013b).
The shareholder engagement literature has beebogedefor the most part on the basis of
research conducted in an Anglo-American or Europesrtext; hence, this chapter aims to fill a
gap in the literature by analysing Japanese fireggonses to engagement by global
institutional investors. The main data for the gsigl was collected through in-depth interviews
with the leading Japanese firms which dominatestbd’s fisheries supply chain, and
international NGOs active in fisheries in Japamaely, Greenpeace Japan and WWF Japan.
This chapter explores the following research qoastiHow do Japanese firms interpret global
stakeholders on sustainable fisheries policiegatticular, how do Japanese firms respond to
global investors’ collaborative engagements infigteeries industry, whose level of foreign

ownership is low?
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The key contributions of this chapter are as folofairst, this chapter argues that geography
and industry are important for local firms’ respes$o stakeholders because firms are
embedded in their local institutional settings. Ekerthis chapter, within the context of
stakeholder theory, provides evidence that bolskergindings in Chapter 4 of this thesis, that
stakeholders’ understanding of local context i®esal in seeking influence on local firms.
Second, the empirical analysis demonstrates tbaaginvestors’ collaborative engagement can
be triggered by frequent media coverage, and explhie role of the media to facilitate
multi-party interactions among various stakeholdersollective action. This finding
contributes to the literature on shareholder engege by introducing collective action theory
to collaborative engagement. Third, this chaptgues that the topic of engagement matters to
the influence on local firms. This finding also taoutes to the literature on shareholder
engagement, by arguing that shareholder engagemeht issues related to firms’ reputational
risk has limited influence on local firms becaukargholder engagement is not conducted in

public.

The structure of this chapter is as follows. Sec8® discusses the theoretical background of
this chapter. Then, Section 5.3 describes thewdsd and methods. Section 5.4 illustrates
fisheries industries and the institutional envir@minin Japan, such as ownership of the
Japanese fisheries industry and sustainable palicyell as external pressures like NGOs and
media. Section 5.5 provides the details of theabalfative engagement by global investors on
sustainable fisheries issues, followed by Sectiénwhich provides the analysis of the case
study of Japanese target firms and non-target fihtise engagement. Finally, Section 5.7

concludes with findings and implications.
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5.2. Literature review: sustainable supply chain ad the shareholder engagement

In stakeholder theory, it is argued that firms dlananage their relationships with stakeholders
that can affect or be affected by the achievemetiteoobjectives of the firm (Freeman 1984).
When a firm makes moves to improve the sustairtghufiits operations beyond compliance,
this is often driven by the inputs of various stakéers impacting on critical corporate
resources (Pfeffer and Salancik 1978), becausepoftational or ethical reasons (Khemani and
Shapiro 1993). Each stakeholder employs differaetids to influence firms and has different
motives for pushing for sustainability (Klanderm&@94). Their identities are shaped in
various institutional settings in which they arebeuided (Granovetter 1985; Powell and

DiMaggio 1991; Grabher 1993).

The perspective of supply chain management proxadesnalytical framework on the
sustainable fisheries at market and stakeholdel,leherein the external and internal driving
forces for and barriers to improving companiestainsible supply chains are examined
(Hervaniet al. 2005; Walker and Jones 2012). In supply chainagament literature, the major
external driving forces for sustainable supply noeanvolving stakeholders can be compliance
with international or national governmental regialias, as well as pressures by the media,
consumers, and NGOs (van Huijstee and Glasbergdd) 28lso, some activist groups damage
the reputation of target firms by using the powfemass media (den Hond and de Bakker 2007)
or consumer boycotts (Friedman 1999). These extdrivang forces play important roles
especially when goods are globally traded and dve@acy of supply countries is poor (Muller
et al.2012). Some external barriers to sustainable gugEins can be consumers’ expectation

of lower prices (Orsato 2006), and insufficient gmment regulations (Porter and van der
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Linde 1995) that do not encourage firms to seetagusble supply chain management. On the
one hand, as internal driving forces for or basriersustainable supply chains, they are mainly
iIssues inside the company that do not involve $talkkers. The major internal driving forces
can be supported by corporate culture and CSRipeadtHughes 2005; Meehahal., 2006),
competitive strategies and managing reputationinimmising risk (Clark and Hebb 2005). On
the other hand, internal barriers include the isdumst of policy change (Min and Galle 2001),
a lack of strategy and management commitment,garasational reluctance (Min and Galle

2001; Greer and Bruno 1996).

Another strand of literature, that on shareholderagement, provides theoretical underpinnings
at the investor and firm level, and sheds lighttaninterplay between global investors and
Japanese firms. The role of global institutionakistors in the financial marketplace has been
increasingly important for corporate sustainabi{iBfark and Hebb 2005). They are active
shareholders and they conduct engagement actigiti€sSG issues with large global firms all
over the world, both publicly and privately (Bawtral. 2013; Dimsoret al. 2015). In particular,
recent literature argues that geography mattegtotmal investors’ strategy to engage with firms
all over the world, and it suggests a home biascefiKang and Stulz 1997) in engagement
activities, whereby global investors tend to engagee with firms in a country where they are

located (Baueet al 2013; Clarket al. 2015: Chapter 4 of this thesis).

The impact of global investors’ engagement actgitias often been analysed from the
perspective of stakeholder salience (Gifford 204€hbet al. 2011) in terms of stakeholders’
legitimacy, power, and urgency (Mitchell al 1997). Collaborative engagement by global

investors is considered to further enhance stadlehshlience (Gond and Piani 2012), because
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collective action contributes to binding individisidkeholders together to formulate a common
identity and interest (Rowley and Moldoveanu 2088tombining various sources of power
and coordinating resources (Gillan and Starks 2R003). Theoretically, collaborative actions
provide benefit or satisfaction by achieving a camrmgoal or purpose by excluding no one in
the group, even though the costs of the collabgratctions are not distributed evenly because
collaborative actions are not automatically orgedi€Olson 1965: 15). Stakeholder activism
can be led by collaborative initiatives, which areated through the interactions among
multi-stakeholders (Rowley 1997). This mechanisrmtdraction is called a learning-action
network (Starik and Rands 1995; Clarke and Roon®®) @vhere the process of influencing
firm behaviour is not through bilateral relationg bather in complex multilateral contexts (van

Huijstee and Glasbergen 2010).

This chapter fills the gap by exploring the dynasrof collaborative shareholder engagement,
as well as interactions between stakeholders amd fiThere is a gap in the shareholder
engagement literature when it comes to how remotesfrespond to stakeholders, especially
when the identities of stakeholders and firms heped in different geographical spaces.
Further, there is not so much study on shareh@dgagement yet, due to the difficulty to
collect the data because of confidentiality requigats. Whilst the role of global institutional
investors for improving ESG issues is increasinglgortant, remote firms’ response to
shareholder engagement has not been explored litettadure. As the identities of firms and
stakeholders are shaped by the local institutienaironment (Powell and DiMaggio 1991) and
industry contexts (Schurman 2004), firms are exguktd interpret the same stakeholder

differently across industries and societies.
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5.3. Data and methodology

This chapter takes a qualitative approach to thestigation of the research questions by
adopting a case study approach. It has been athjatthe case study approach is a suitable
option when analysing a topic for theory buildiigsenhardt 1989). A case study-based
approach can contribute to analytic generalisagod, extend theories which ‘benefit from the
prior development of theoretical propositions’ (¥i894, 2003). This chapter adopts multiple
case studies. Conducting cross-case analysis adlpalgtic generalisation by increasing
refinement of the conceptual framework (Eisenh&a@®9; Yin 2003). Further, a grounded
theory approach is applied, because it formulateggsitions from existing theory, rather than

testing hypotheses (Strauss and Corbin 1990).

Data collection was conducted by a multi-methodeagh, which can ensure accuracy and
triangulate research findings (Eisenhardt 1989;1884). In total, 18 in-depth interviews were
conducted between 2013 and 2014 (see Table 5ebe ttonsisted of 7 interviews with Japanese
firms, 4 with international environmental NGOs, thnan academic, and 6 with institutional
investors in both Japan and the UK. All the intews with Japanese firms were conducted in
their respective headquarters in Tokyo. In ordgyuba spotlight on foreign investors among
stakeholders, which conducted the collaborativeageament on sustainable fisheries through
the UNPRI, three UK-based investors who led antigipated in the engagement activities
were identified. A purposive sampling method (Gias®d Straus 1967) was utilised for the
detailed cases. This method was chosen becaulse difficulties in finding a population to
participate, as most of the large Japanese figh&ries are not willing to participate in

interviews. Some might argue that random sampkxteh should be used for theory testing
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research (Cook and Campbell 1979). However, beatasepts a multiple-case study approach,
the purposive sampling method used here is consisiéh this chapter’s goal of exploring the

theoretical similarities and differences underpigndifferent cases.

15 leading Japanese trading, retail, and food fisitis high exposure to fish products were
contacted, and the four largest firms in each itrgiieyreed to take part in the interview, namely,
Trading Co., Retail Co., Fisheries Co. and Foodsl&depth semi-structured interviews
conducted with managers from these four firms togretomprise this chapter’'s multiple-case
study. Even though the number of firms seems tarieed, they are the world’s leading firms
and dominate the global fisheries supply chain.ds@mple, Trading Co. dominates the world’s
tuna market, Retail Co. deals with the largest amhotifish in the world as a retail company,
and Fisheries Co. deals with the largest amoufisiofn the supply chain in the world. These
cases by target firms and non-target firms of taliative engagement are studied in this
chapter. In addition, interviews were also conddietéh five investors both in Japan and the
UK, two international environmental NGOs, and amelinational organisation. Further, an
interview was conducted with an academic who usedfresent the Ministry of Agriculture,
Forestry and Fisheries of Japan (MAFF) to the ir@Bonal Whaling Commission (IWC) as
well as serving as a chair of the Committee ondtisl at the FAO. All the interviews were
conducted face-to-face, except for one interviethan investor in the UK and one of the

interviews with Trading Co., both of which were docted via telephone conference.

Secondary data was also collected from a wide rahgeurces, including each company’s
website, annual financial reports, and environment&SR reports, as well as by sourcing

policy papers, journal articles, and media coveragaddition to the data collected from
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interviews, this secondary data supports the uglaid reliability of the qualitative study (Yin

2003).

Table 5.1. List of interview participants

Industry / organisation Title Department or Division

Trading Co. Manager Press Relations Team, Corp@atemunications

Trading Co. Manager CSR & Environmental Affairs Te@8R & Environmental Affairs Department
Foods Co. Manager Finance & Investor Relations, t8u@®

Foods Co. Manager Technology & Environment P lanfiieg;hnology Management
Fisheries Co. Manager Investor Relations & PubliaReis

Fisheries Co. Assistant Manager Investor RelatiorBuilic Relations

Retail Co. Merchandiser Seafood Department, Food Merdising Planning

Investor A Analyst Governance & Responsible Investme

Investor B Assistant Manager Asia & Pacific & EmeggMarkets

Investor C Associate General Manager Stock Transfem8y Business Advisory

Investor D Senior Research Analyst Research

Investor E Senior Analyst Governance & Sustainambledtment

Investor E Senior Analyst Governance & Sustainambledtment

Greenpeace Japan Campaign Manager Senior Oceansirampa

WWEF Japan Fishery and Seafood Project Leader Cortigerva

WWEF Japan Seafood Officer Conservation

Global Ocean Commission Director Global Engagement

Marine Fisheries Research and Development CerdARC),

Academics Professor and former Executive Director . :
the Fisheries Research Agency

5.4. Fisheries industries and the institutional ernivonment in Japan

Maintaining marine fisheries sustainability is #dical global issue which has particular

economic and ecological significance, as well asadly impacting the well-being of coastal
communities (FAO 2011b). According to the Food Agdculture Organization of the United
Nations (FAO), many of the main fishery resourcesldwide have been subject to a sharp

decline due to overfishing, and more than 87% afimedish stocks are estimated to be fully or
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over-exploited (FAO 2011b). Current national anginational regulations are insufficient to
stop overfishing, whilst the fisheries industryaidemand-driven market economy (Leadbitter
and Benguerel 2014); hence, market-based effogseking sustainable seafood are critical

(Jacquett al.2010).

Japan is one of the most significant countriedibr consumption and import of high value
fishes, like tuna. Fish consumption and internatidrade of fish by major countries in 2010 is
displayed in Annex 5.A. Japan has the second latges import value (see Column A) after
the US, and its per-tonne import value is alsoafrtée highest. Seafood is a more important
source of protein for the Japanese population filvathose of other major countries (see
Column B). By volume, Japan is the third largeststoner of fish in the world in volume in
2010, consuming 6,901 thousand tonnes in totaljrapafter mainland China and India in
volume (see Column C). Tuna is one of the highasie/fishes in the world (see Annex 5.B),
and tuna and bonito account for 13% of the tothlevaf Japanese imports (MAFF 2011). As
such, Japan is the world’s largest consumer of, ao@ounting for approximately one-third of

the world total (MAFF 2008).

Some species of tuna, such as Southern bluefiv\tackic bluefin, are on the Red List of
Threatened Species by the International Union fmrg@rvation of Nature (IUCN) due to
diminishing stocks. According to Greenpeace Japapan consumes 97% of the world’s
production of Southern bluefin tuna and 80% of Afilabluefin tuna (Greenpeace Japan 2013a).
The number of Pacific bluefin tuna has also beemadesing drastically, mainly because of
consumption by Japan; 70% of its total catch invibed is by Japanese ships, and many of

those caught by Korean or Mexican ships are exgaoidapan (MAFF 2012). Further, more
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than 90% of Pacific bluefin tuna are caught whey thre still juveniles under one year old,
which accelerates stock decline (MAFF 2012). Dusutch overfishing of tuna, Japan has the

greatest responsibility for fisheries sustainapilit

The Fisheries Agency of Japan is responsible fpuleging fisheries, but it has not implemented
strong regulations to stop overfishing. Japan dapt@d total allowable catches (TACs) since
1997. Under the TAC system, there is no limitatidicatch size allocated to each ship, but
rather ships are free to catch on a first-comst-fierved basis. Hence, this system is
particularly conducive to overfishing. Other coimdrlike Norway, Iceland, and the US have
implemented individual transferable quotas (ITQstems by allocating the annual amount of
fish that a fisherman or fishing vessel can cafdtifa 1997), which mitigates against
overfishing and gives incentives for sustaining aptimising fishing timing and volume
(Morgan 1997). There are also regional organisattormanage and regulate tuna resources,
such as the International Commission for the Caagien of Atlantic Tunas (ICCAT). In
addition, the Fisheries Agency of Japan announnexttaon plan to introduce measures for
making clear the actual status of catches and negleatches of juvenile tuna (MAFF 2012).
Nevertheless, both international and national &guis on sustainable fishing are not strong

enough to stop Japan’s overfishing of tuna.

5.4.1. Ownership of fisheries industry and sustairtade fisheries policy in Japan

The Japanese financial market has an increasingrsvip by foreign investors, which stood at

28% in 2013 (Tokyo Stock Exchange 2013c). TablesB@vs foreign ownership by industry in
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Japan. It is shown that foreign ownership in tsldries industry is the lowest among 33
industries. It is argued in the literature thatfgn ownership is one of the most critical
elements to change traditional corporate governaystems (Aoket al 2007) further towards
global standards. Hence, it can be expected thither proportion of foreign ownership has
the effect of improving environmental policies,lunding the sustainability policies of fisheries.
Table 5.3 displays the list of fifteen Japanesediwith high exposure to seafood products, and
their industries as categorised by the TSE. Itlmnbserved that firms with a higher degree of
foreign ownership tend to have higher sales. Antongt of the fisheries companies (Fishery 2
to 10), the fisheries-related ownership is higheamging from 8% to 83%. This shows the

traditional cross-shareholdings among fisheriessiries.

It can also be observed that larger companies adngher level of foreign ownership. All the
firms with foreign ownership from 10% to 31% (TragiCo., Retail Co., Fishery Co., Trading 1,
and Fishery 1), have their own CSR policies, a$ asgkome kind of environmental policies or
marine sustainability practices. They are not owlmyg€isheries-related shareholders, because
they are large companies which own fisheries-rdlatisidiaries. As already mentioned, four
firms agreed to participate in interviews for tresearch, and they are among the largest firms.
It is observed that the fishing-related revenuthese four firms is smaller than other
companies in the list, which is up to 34%. Trad@w has the largest foreign ownership, and it
has one of the best policies in the list, withoiten environmental charter and sourcing policy of
bluefin tuna. On the other hand, the foreign owmgrsf smaller firms (Fisheries 2 to 10) is
much lower, from 0% to 7%. Among these nine firody five companies have general CSR
policies, and most of them do not have any speerildronmental policies or marine

sustainability practices. The exception is Fist8&rwhich has its own CSR policy and also
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established traceability of tuna and salmon. Néedess, it is a subsidiary of Trading Co., and it

is expected that the traceability was establishmxhua request by Trading Co.

Table 5.2. Ranking of foreign ownership by industryin Japan

Industry Foreign. # Listeq M.ar!<et.
ownership Companies Capitalization
1  Mining 36.3 6 23,847
2 Insurance 34.7 6 92,973
3 Realestate 33.6 45 165,252
4  Transportation Equipments 33.6 61 570,866
5  Electric Appliances 33.6 155 513,325
6 Oi & Coal Products 30.1 11 29,959
7  Precision Instruments 30.1 27 57,188
8  Pharmaceutical 29.2 39 200,376
9  Securities & Commodity Futures 28.9 21 71,094
10 Chemicals 28.7 129 233,764
11 Machinery 28.2 122 228,604
12 Banking 28.1 87 386,494
13  Foods 28.1 70 171,626
14 Information & Communication 27.9 117 432,309
15 Other Products 271 49 66,139
16  Other Financing Business 26.5 22 77,249
17 Rubber Products 255 11 44,712
18 Marine Transportation 25.5 9 16,079
19 Nonferrous Metals 25.4 23 43,385
20 Wholesale Trade 24.8 145 189,499
21  Construction 24.4 96 115,761
22  Retall 231 164 236,457
23 Service 22.7 120 137,932
24 Class & Ceramics Products 21.3 33 44,858
25  Air Transportation 19.5 4 17,510
26  Land Transportation 19.4 38 154,092
27  Electric Power & Gas 19.3 17 89,212
28  Metal Products 19.1 37 35,549
29 Iron & Steel 18.5 32 79,538
30 Warehousing & Harbor Transportation Services 17.8 1 2 12,280
31 Textiles & Apparels 17.8 41 29,905
32  Pulp & Paper 11 11 13,843
33 Fishery, Agriculture & Forestry 9.3 5 3,166
Source: Tokyo Stock Exchange (2013Db). (Market capitalisation — JPY 100 million)

Notes: This table shows foreign ownership, numbeisted companies, and market capitalisation of

firms listed on the first section of the Tokyo 8tBgchange as of March 2013.
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Table 5.3. Japanese companies in fisheries business

Trading Co. Retail Co. Fishery Co. Foods Co. Trading 1 Fishery 1 Fishery 2 Fishery 3 Fishery 4 Fishery 5 hé&iig 6 Fishery 7 Fishery 8 Fishery 9 Fishery 10
Interview approval Yes Yes Yes Yes No No - No No No No No No - No
Total annual sales (JPY 100 milic 201,263 52,061 8,097 4,381 40,146 5,308 3,040 1,652 1,640 4601, 1,240 1,113 991 890 445
Fishing related revenue 2% nla 34% 15% nla 100% 100% 100% 0%10 100% 100% 69% 87% 100% 100%
Foreign ownership 31% 15% 10% 18% 27% 18% 0% 0% 2% 2% 5% 7% 3% 1% 0%
Fisheries related ownership 0% 0% 0% 0% 0% 1% 13% 82% 26% 8% 1% 1 % 11% 23% 83%
Number of employees 66,000 91,600 12,300 6,600 16,500 5010, 1,300 790 600 2,700 200 1,100 250 200 200
CSR policy? Yes Yes Yes Yes Yes Yes No Yes No Yes Yes Yes No No No
. — Global General General General General

. i Environmental Sustainability . ) ) ) )

Environmental policy? charter policy Compact in environmental environmental environmental nla nla nla nla nla environmental nla nla nla
2010 policy policy policy policy
P0||cy.on o ) o Estabished )

' R sourcing Biodiversity . Ensuring . Biodiversity o Blue-fin tuna
Marine sustainability . ) Farming .~ Tuna farming ) tracability of .

I ) Atlantic blue- and sustainable . annual fishing . and farming nla nla farming nla nla nla nla nla
policy or practice? ) ) business business X tuna and .

fintunain  seafood (MSC) quotas business business
salmon
2010
Target of global investor's Yes Yes
Yes Yes No No No No No No No No No No No

engagement?

(No response) (No response)

Source: Website of each company and ResponsibleaRas(2011).

Notes:Trading Co., Retail Co., Fishery Co., Foods Coerdb the companies interviewed for the case stuilg. fisheries related ownership of Fishery 4 isaby

trading company. All the information is as of Ma2bl 3.
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5.4.2. Major stakeholders of Japanese fisheries firs for sustainable fisheries: NGOs and

media

This section approaches the role of NGOs and trdéanfer sustainable fisheries policies. They
are identified as the major external driving foré@ssustainable supply chains in Section 5.2,
along with consumers and governments. Greenpepe@ Jaian international NGO, which
mainly focuses on resource management and overfisiihe activities of Greenpeace Japan
mainly target retail companies, because they asshateinless retailers change their seafood
procurement policy, consumers will never becomerawéthe issue of sustainable fisheries,
and fisheries or trading companies will not neettprove their fishing or sourcing policies.
According to the interview with Greenpeace Japlagiy imain activities include pressuring the
five major supermarket chains in Japan by rankiegnt for fish safety by taking into
consideration traceability, information disclosuegitimacy of products, and radiological

contamination problems due to Fukushima issues.

On the other hand, WWF provides a link between @amigs and sustainable sourcing policies
by promoting instruments to certify sustainablyglaifish, such as the Marine Stewardship
Council (MSC). They facilitate consumers to chossgstainable marine products by ensuring
their proper fishing practices, including sourcihgrvesting, and traceability. According to the
interviews, 80% of Pacific bluefin tuna is caughtdapan, of which almost 100% is consumed
domestically. In the interview, WWF Japan mentiotieat only recently, public opinion had
been responding to the issue and media coveradeekasalso changing after the Washington
Convention in 2010. Sustainable fisheries issudspan are more difficult to realise than in the

Western world, because of the high volume of ppitaaconsumption and the broad varieties of
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seafood.

Figure 5.1. Trust of NGOs, government, media and ksiness in the world and in Japan
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Source: Edelman (2014a).

Notes: Average refers to the global average of @mtries surveyed for the Edelman Trust Barometer.

Even though these international NGOs in Japanvaaeeaof the difficulties in establishing
sustainable fisheries in Japan due to the volurddtanvarieties of fish consumed and are
actively trying to remain involved with the sustaite fisheries policies of the private sector,
these NGOs are not as influential as in other c@mtFigure 5.1 shows the level of trust of
NGOs, government, the media, and business in Jamhthe world. The highest level of trust is
the global average trust in NGOs from 2010 to 2@ the other hand, Japan’s trust in NGOs
is substantially lower; indeed, it is one of thevést in the world. According to the Edelman

Trust Barometer (Edelman 2014a), Japan's trustd@alis the lowest among 27 countries

145



surveyed in 2014. In Japan, the highest levelustttis in business, especially after 2011, when
the Great Earthquake occurred. Further, internatidiGOs in Japan have limited resources.
Despite the size of the Japanese market, espeicidisheries, the proportion of Greenpeace
Japan staff is 1% and WWF Japan is 1.2% of thepaetive organisations globally (see Annex

5.C). Hence, their activities are limited becaussuch limited human and financial resources.

Another external driving force for Japanese firmssastainable fisheries issueshiemedia. In
order to analyse trends in how the issues are tegbor both English and Japanese, media
coverage in both languages was examined in Tablari 5.5. Table 5.4 displays the number of
documents on sustainable fisheries and tuna frdii 892013, based on the data obtained by a
database called Factiva. The table shows the nuaflstances of media coverage on fisheries
and tunas from 2007 to 2013. The number of inson€enedia coverage on fisheries is filtered
by the default topic of Factiva, such as ‘naturesesvation’, and the number of coverage on
tuna is filtered by ‘environmental news’, ‘natur@nservation’, and ‘regulations and
governmental policies’. It is observed that the ant®f coverage on sustainable fisheries
increased drastically from 2009 to 2010 both inlEhgand Japanese, and remained at a similar
level in 2011, 2012, and 2013. The media coverdgena had its peak in 2010 in

environmental and nature conservation news, bolnglish and Japanese. In particular,
coverage in English on nature conservation and issuges increased markedly from 165
documents in 2009 to 833 documents in 2010, anddkereased to 387 documents in 2013.
Further, in March 2010, the 15th Conference ofRbdies (CoP15) to the Convention on
International Trade in Endangered Species of Waldrfa and Flora (CITES) was held, and

sustainable management of bluefin tuna in Atlaatid Mediterranean was on the agenda.
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Hence, frequent media coverage on sustainablerigshissues as well as on bluefin tuna issues

occurred at this juncture.

Table 5.4. Media coverage on sustainable fisheriasad tuna by year: 2007-2013

Fisheries Tuna
Year Nature Environmental Nature Regulations
conservation news conservation governmental policies

Column A: Media coverage in English

2007 996 1121 70 598
2008 1,228 1,021 110 513
2009 1,625 853 165 617
2010 4,282 1,307 833 912
2011 4,403 807 454 928
2012 4,379 712 369 854
2013 4,841 686 387 1,254

Column B: Media coverage in Japanese

2007 23 57 5 75
2008 44 55 7 63
2009 101 116 49 72
2010 526 241 126 334
2011 508 178 40 87
2012 654 190 36 97
2013 654 192 37 138
SourceFactiva (2013).

Notes: The table shows the number of instances esfiancoverage (global and local newspapers,
magazines, newswires, newsletters, trade jourrais, transcripts) on fisheries and tuna covered from
2007 to 2013. The media coverage of fisheriedtezdd by the default topics of ‘nature conservatio

English and Japanese, and coverage on tuna isdidtby ‘environmental news’, ‘nature conservation’,

and ‘regulations and governmental policies’.

Table 5.5 shows the top 20 categories of mediarageeon tuna by the total instances of
coverage from 2007 to 2013 in English. Column Aoldigs the categories of the media
coverages in English and Column B in Japanesg ob$erved that the category of media
coverage on tuna has different trends between niediaglish and media in Japanese. In
English, there are four issues related to sustharfaheries. Regulation or government

policy-related articles are ranked the 8th, enviment-related news rank 11th, nature
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conservation issues rank 19th, and internatiomafioas issues rank 20th. On the other hand, in

Japanese, there are only two issues related taisalste fisheries, which are ranked lower than

in English. Environmental news is ranked 14th, tagon and government policy issues are

ranked 15th, and international relations issuek 2@th. This implies that Japanese media

coverage focuses less on environmental or poliaye@ issues than media in English.

According to the interview with WWF Japan, mediaem@age in Japanese on decreasing

amounts of catch of tuna tends to be reportedarctimtext of price increase for consumers,

whilst media in English tends to report it as diisiting marine resources.

Table 5.5. Categories of media coverage on tunaiss in English and Japanese: 2007-2013

Column A: Category of news on tuna in English ColunBt Category of news on tuna in Japanese
Rank Category f# of Rank Category # of
coverages coverages

1 Food/Drink 15,192 1 PoliticalGeneral News 4,077
2 PoliticallGeneral News 9,895 2 Television/RadioTraipts 2,898
3 Corporate/Industrial News 6,436 3 Food/Drink 2,117
4 Recipes 6,122 4 Arts/Entertainment 1,896
5 Arts/Entertainment 5441 5 Output/Production 1,863
6 Living/Lifestyle 4,907 6 Marketing 1,589
7 European Union 4,867 7 New Products/Services 1,529
8 Regulation/Govermment Policy 4,644 8 Commentaries/Opinions 1,352
9 Travel 4,538 9 Earthquakes/Volcanic Activity/Landslides 1,164
10 Nutrition 3,998 10 Education 948
11 Environmental News 3,783 11 Disasters/Accidents 941
12 Health 3,625 12 Conferences/Exhibitions 844
13 Press Releases 2,943 13 Capacity/Facilties 763
14 News Agency Materials 2,772 14 Environmental News 724
15 Domestic Politics 2,725 15 Regulation/Gove mment Policy 715
16 External Markets 2,658 16 Facity Openings 673
17 Equity Markets 2,658 17 Pricing 666
18 Transcripts 2,444 18 Crime/Courts 628
19 Nature Conservation 2,388 19 Plans/Strategy 618
20 International Relations 2,351 20 International Relabns 615

Source: Factiva (2013).

Notes: Column A shows the top 20 categories of media egeepon tuna by the total number of times

covered from 2007 to 2013 in English, and Colunmsh8ws those in Japanese.
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5.5. Collaborative engagement by global institutioal investors on sustainable fisheries

In 2011, an institutional investor based in the (UKvestor A) initiated a collaborative
engagement on sustainable fisheries. Investor Adauated the engagement through the
UNPRI, and asked another UK-based institutiona¢ster (‘Investor B’) to initiate jointly.
Together the two investors led a collaborative gegaent with 18 other investors in the UK,
US, and Europe, with total assets of over USDdllibh. In order to identify critical issues in
sustainable fisheries related to large firms, soorderence calls were coordinated with NGOs,
such as with Greenpeace, WWF, the MSC, and Globah® Commission. Afterwards, the
group of 20 investors collaboratively wrote engagetietters to 41 retail, foods, and fisheries
firms globally, including 4 Japanese firms, whicare/screened to have a certain level of
exposure to seafood products. According to thenige/s with Investors A and B, these target
firms were identified by a broker investor and NG®@kich were leading firms of the sector,

and they were not necessarily in the portfoliohaitt clients’ asset owners.

Through this collaborative engagement, investoneweeking to explore how firms respond to
the risks associated with unsustainable fish sogrpractices. For institutional investors
committed to socially responsible investment (SRIg important to understand the extent to
which firms are exposed to and how they intend émage the risks associated with
over-fishing, because this requires a long-terniriass perspective. The investors had analysed
target companies’ exposure to fisheries; howeleretwas not much information on how firms
consider the impact of their fisheries-related beiss on reputation management or the security
of supply in the future. Hence, the investors comicaied with target firms on the potential

materiality of their exposure to fisheries, incluglirevenue related to fisheries, sourcing policies
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for fish at both the group-wide and individual fitevels, practices of the use of certifications of
sustainable fishes such as MSC, and the compaé®ss on further sustainable sourcing
policies. According to Investor A, the collaboratigngagement on sustainable fisheries was a
fact-finding initiative. For target firms, the erggament was also a warning to make them aware

that fisheries-related business can be a seriap®iEde reputational risk.

According to the interview with Investor A, the ladlorative engagement was inspired by a
2010 UK television documentary on bluefin tuna ésand sustainable fisheries. The investor
had been interested in the issue since 2009, wieddcumentary films were released about
tuna overfishing and dolphin hunting respectivpbytly criticising a particular Japanese
company or Japanese fishing practices, which drgdigattention. Investor A suggested the
idea of a collaborative engagement to the UNPR,ibagreed on the importance of sustainable
fishing issues as a business risk. Then, othestove agreed to engage collaboratively. As seen
in Table 5.4, the frequent media coverage on umtée fisheries and bluefin tuna issues in
2010 created momentum for the legitimacy and urgehengagement by institutional

investors, because it is expected that their chsaet owners are also aware of the issue through
the media coverage. Furthermore, the frequent ntedierage also contributed to creating a
consensus with other investors for the collaboeatingagement. Hence, the media can inspire
investors to be actively engaged with companied fegguent media coverage increases the
legitimacy and urgency of engagement by faciligtionsensus with other investors for a

collaborative engagement.

As a result of this particular collaborative engaget, two-thirds of the target firms replied to

the engagement letters, and one-third of respormbngpanies provided the detailed
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information: 70% of them explained their sourcirgdigy at the group level, and among them,
40% had a clear sourcing policy for wild fish, awke-third had a commitment to adopt
standards for farmed fish. According to InvestoitAyould seem that more firms tend to reply
to letters sent collectively than individually. thiis instance, engagement letters were sent to
four Japanese firms. Two of them responded todtter| and Investors A and B conducted
further engagement by conference call or meetihg.dther two did not respond even after
follow-up contacts. Overall, investors concludeattbustainable fisheries sourcing policies
seem to be associated with the sustainable managstnategy of the company and that
implementing a group-wide sourcing policy shouldtee minimum standard to be considered

sustainable.

5.6. The case of Japanese fisheries-related firms

5.6.1. Target firms of collaborative shareholder egagement: Trading Co. and Foods Co.

Trading Co. has annual sales of more than USD &bénh and belongs to one of the largest
business groups in Japan. The group has businesdesthe same brand name across several
industries. Its corporate brand name is globallil wewn, and is ranked within the top 500
world’s most valuable brands in 2014 (Brand Fina2@®&4). The foreign ownership of Trading
Co. is 31% (see Trading Co. in Table 5.3), whicthéslargest among fisheries related Japanese
firms. Some media sources report that this comganyrols 35 to 60% of the world’s bluefin
tuna supply, even though the company claims treaslitfare is smaller than that. Further, it is

also reported that the company catches as manfirbtuaa as possible and keeps them frozen
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in storage to control the market price, but itrmigithat the amount is decided by taking into
consideration the amount suggested by the ICCA@riic Committee. Nevertheless,
according to interviews, Trading Co. claimed thdiad been catching the required amount for
only a year, and that it catches bluefin tuna alyimJapan, so that the frozen duration is less
than 12 months every year. Since 2005, Tradinge€@blished an original traceability system
of tuna; when and where they were caught and hewwrere harvested with tracing tags and
numbers, even though implementing this system wag costly. Trading Co. considers the

issue of bluefin tuna as a serious risk to damhgedputation of the entire conglomerate:

When the English-language media criticised us erbthefin tuna issue, we consider it
as a serious risk which could damage our corpoegtatation and the group-wide brand
image of our products, such as automobiles andretécs. Hence, this issue was
internally discussed as a critical one at the mamagt level. (Trading Co.)

As such, Trading Co. mentioned that the media Wwasrtost influential impact on the company,
because it posed a direct risk to its corporatategjpn, and the media coverage in English
against Trading Co. and its bluefin tuna catch6®led the company to establish its own
sustainable practices the following year. For eXafripstarted to annually examine
approximately ten trading companies or suppliertheir practices of feeding, sourcing, and
labour standards. Furthermore, it abandoned it y@nture companies for aquaculture in the
Mediterranean, because it could also cause a saeputational risk to itself and also for other
group companies. Trading Co. issued an officiadkstant on the sourcing of Atlantic bluefin
tuna and its traceability in 2010. The policy cheuod ICCAT is partly initiated by the Fisheries
Agency of Japan, and Trading Co. also requestetethdatory improvement in the official

statement. Trading Co. mentioned that after theATfegulations were strengthened, there was
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no need to implement additional independent cotpgualicies.

Trading Co. mentioned that apart from the mediaM@G®Ds, retail buyers and consumers also
voiced critical perspectives of its supply chaiardtgn investors exercised almost no voice to
Trading Co. on the issue of bluefin tuna, excepttie collaborative engagement of 2011. Even
though foreign investors conducted engagementitietivon the bluefin tuna issue, they seemed

not to be influential stakeholders by themselvesfading Co.:

We had a conference call with global institutiomafestors, and we explained our
current sustainable environmental policy and tuaang system. After all, investors are
not specialists of sustainable fisheries issueselfeless, we believe that what they do
is important because they are one of the impogiatial stakeholder groups to pressure
us to pursue sustainable policy together with ath@rading Co.)

Further, the company’s past experience of sustdityabsues in its interactions with external
actors engendered greater sensitivity in respondistakeholders’ exercise of voice. According
to the interview with Academics, Trading Co. was@agriticised by international

environmental NGOs that one of its group compaimid®avy industry seemed to be active in
building whaling ships, which was an internatiopaiénsitive environmental issue. WWF Japan
also mentioned that Trading Co. had opportunitdset aware of environmental issues earlier
than other fisheries-related firms when deforestatiecame a global issue, and its group
companies were involved in business directly relébedeforestation. Hence, it can be
considered that these issues in the past madengr&di. more sensitive than other firms to

sustainable fisheries issues.

Trading Co. has a Japanese subsidiary with a &rgee of tuna with the same sourcing or
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tracing policies, whilst other fisheries-relatedsidiaries in the UK have different policies,
which could be better than those of the headqusaitetapan because of the higher level of

scrutiny by the public and local international enmimental NGOs:

The sustainability policy of [Trading Co.] is bettean other fisheries-related
companies in Japan, but it is one of the worst ipfean or American standards. For
example, its UK subsidiary has a better policy taes its headquarters (Trading Co.),
but it was ranked one of the worst in the sustdenalma sourcing policies by
Greenpeace UK. (Greenpeace Japan)

WWEF Japan mentioned that it tended to be a maarstigew, especially in the
Anglo-American or European world, that a businegh tgh reputational risk should be forced
to suspend its operations. Hence, some say thefilbhuna fishing should be suspended for
some time. However, Trading Co. takes a differtamice and considers it legitimate to remain

in the market, even though its sourcing policyds good enough by international standards:

[Trading Co.] seeks to influence other Japanesa-talated firms by remaining in the
market, because they claim their current tunangpsystem is better than other
Japanese competitors’. Even if [Trading Co.] sitgsperations, Japanese consumers
will maintain their consumption level of tuna prded by other firms. As such, [Trading
Co.] has decided to remain in the market. (WWF dapa

Whilst Trading Co. has high exposure to tuna figtactivities, Foods Co., another target firm
of the collaborative engagement, does not. It esafithe largest food companies in Japan, with
the majority of its sales in trading fish. It istraztive in fishing activities and it does not deal
with tuna. Foods Co. implements independent sograaticies or uses MSCs of some species;

however, it considers consumers to be sensitipgite and they are not familiar with MSCs yet.
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Further, the company does not have any fisheriaseejoint venture companies. Hence, the
company has strict criteria when it has transastigith local companies in any country in
terms of their environmental stance. Foods Conésaf the target companies of the
collaborative engagement by global investors, tawiis not requested to improve any specific

issues:

We had a meeting with one of the global institugionvestors (Investor B). We just
explained our current practices, and we were rgpigsted to improve any specific
issues. We are still open to listening to them tedr requests, even though we are not
familiar with the concept of SRI and we have naigédy we are targeted by their
engagement activities. (Foods Co.)

In Japan, large fisheries-related firms have stmmections with their suppliers, where the
relationship between the companies and supplidgongsterm. According to WWF Japan, the
suppliers of the Foods Co. have been providinditeest quality of seafood products, required
by the Foods Co., and their long-term businessioalship allowed such high quality control.
Foods Co. exports products to the US, but US coimapanquire a lower level of quality control
than Japanese companies. For example, the suppéds to measure the length of fish one by
one for Japanese consumers because of their preéerehilst only the total weight is
measured for US consumers. Hence, to be compeitititree unique Japanese market, the
highest level of quality control, which has beetablshed through the long-term relationship
with suppliers, is critical. This characteristiclohg-term business relationships with the
suppliers and the strong tie between them keep3aih@nese fisheries industry traditional and

unique.
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5.6.2. Non-targeted firms of collaborative sharehdler engagement: Fishery Co. and Retail

Co.

Fishery Co. has never been engaged by foreigntiongesn fisheries policies. It is one of the
world’s largest suppliers of seafood, with contsbivhole value chains including fishing,
aquafarming, trading, processing, and distributidre proportion of sales from fishing

activities accounts for only 2%, whilst tradingmpcessing seafood accounts for the majority
of its sales. 89% of its sales take place in Jawhiist 5% are the US, 3% in Asia, and 2% in
Europe. Fishery Co. accounts for 20% of Japan’plgugf farmed bluefin tuna, 30% of octopus,
which is imported from West Africa, and 16% of shpi, which is imported from all over the
world. It has one of the highest shares of tinreadfeod in Japan, including a 90% market share
for tinned salmon and an 80% market share of tirmmakd. The company has its independent
supply chain management within the group, andligmswithin the purview of international

regulation as well as the national regulationsamfhecountry of operation.

Regarding Mediterranean bluefin tuna, we only trdabse with ICCAT certificates with
traceability. We used to have partnerships witlal@ompanies in Africa, but withdrew
the business because the total amount of catt¢teiregion decreased and became less
profitable due to overfishing by firms all over tverld. (Fishery Co.)

Only a limited number of competitive retailers remia the market, because of consumers’

preference for lower prices.

Even though Wal-Mart only buys MSC seafood, itd$ possible for us to do so
unless Japanese consumers buy only fish with toditgalt is costly to establish
sustainable sourcing practices, and also therbédws no direct external pressure at all
by anyone, including domestic or international NG©D#vestors. (Fishery Co.)
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Fishery Co. claimed that its operations comply \ilith international or national regulations of
each country. Nevertheless, as it is costly tobistatheir own sustainable sourcing practices in
developing countries, Fishery Co. only trades wntistworthy companies under stricter national
or regional regulations than in other areas, sschlaska or Norway. It avoids dealing with
firms in developing countries with looser or noukagions due to high long-term risk, even

though there are lower-cost firms trading in depilg countries.

Another case of a non-target firm of the collabeeshareholder engagement is Retail Co.,
whose operating revenue is one of the highestametail industry in Japan. The company is a
leading global retailer of seafood, and it has exed its stores in China as well as in Southeast
Asian countries. The company was ranked numberiro@eeenpeace Japan’s supermarket
ranking for fish safety in 2013 (Greenpeace Jajdr8R2), and it is often considered to have one
of the best practices of sustainable seafood, dimeuthe use of MSC. The company claimed
that it responded to consumers’ anxieties for feeclrity. For example, the company
implemented its own standards for nuclear contamonassues after the Fukushima incident in
2011. According to Greenpeace Japan, short-terwsvige dominant in business strategies
among Japanese retail companies. Retail Co. igrgheetailer in Japan to implement MSC
standards in 2006, and currently selling 13 MSd@ifeeat products in 21 species in 1,200 stores
all over Japan. Retail Co. has general CSR polisietiding the use of MSC certification,

which differentiates it from other competitors.

It is often considered that the use of MSC by [R€la.] is a marketing strategy for
differentiation from other retails. Hence, its cagtifors are not willing to follow a
similar strategy because it is no longer a competdadvantage, even though it should
be considered essential to a competitive straf®@gwF Japan)
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Retail Co. and the Fisheries Agency of Japan at@mhange opinions for national sustainable
sourcing policies. Retail Co. requests that thiaitives for sustainable supply chains should be
initiated by the national government. Neverthel&sail Co. has not announced any specific
marine sourcing policies, and its operations haanlconducted under its sustainability and
biodiversity policies since 2011. Retail Co. cladrikat their sourcing policies were

independent and not brought about by external press

Our sustainability policies are independent, anpglé@mented in trying to respond to the
voice of consumers, not because of the pressuhg3ys or the media. Our own
examination system on radiological contaminationwfseafood products was
established also purely in response to consumeises. (Retail Co.)

Nevertheless, Retail Co. also sells fish that aresk of extinction, including tuna and eel, even
whilst it sells MSC products. They sell whale maa¢ to the demands by consumers in certain
regions in Japan, where there is traditional denfand/hale meat by local people. Hence,
Retail Co. discusses this issue with Greenpea@nJapd decides the amount of whale meat
they sell. It seems that there is a paradox foaiR€D. between its sustainable fisheries policy

with the use of MSC and meeting the requests cdumers by selling endangered fish.

5.7. Discussion and conclusion

This chapter has examined Japanese fisheriesddiates and their stakeholders on sustainable
fisheries issues, and highlighted a collaborativgagement by global investors on the issue.

The industry-level analysis focused on corporataerghip, regulations, and the role of
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stakeholders such as the media and NGOs, whildirthdevel analysis explored sustainable
fisheries policies and the perceptions towardse$taklers of four firms dominating the world’s

fisheries supply chain. The key findings of thisyster are as follows.

First, this chapter argues that collaborative eagant by global investors with local firms can
be triggered by frequent media coverage, and theegs of collaborative engagement
encourages multi-party interactions including vasistakeholders, both of which can lead to
higher levels of satisfaction of the clients oflidbinvestors. This argument is underpinned by
collaborative action theory, that achieving the omon goal of various stakeholders by acting
collaboratively leads to greater benefits or satisbn on their part (Olson 1965). The
momentum created by the media on the sustainadlerfes issue increased the interest of other
investors and facilitated multi-party interactiarmong stakeholders and established a
learning-action network (Starik and Rands 1995rkéland Roome 1999), with various
stakeholders including the UNPRI, NGOs and inteonal organisations, rather than through
bilateral relations between local firms and glaobakstors (van Huijstee and Glasbergen 2010).
As non-specialists of sustainable fisheries issglebal investors learned the critical issues for
collaborative engagement from specialist orgarasatthrough the multi-party interactions.
Increased public attention on sustainable fishevigs created by frequent media coverage. This
collaborative engagement was inspired by a telewiprogramme on sustainable fisheries
issues, with one of the institutional investoratimgtiating the collaborative engagement with
the others. With the high level of public interagkg clients of global institutional investors,

such as asset owners, are also expected to besitérin the topic. Hence, engagement
activities on issues related to frequent media @mee can provide good impressions to clients

by emphasising that engagement is properly condumteesponding to the trends of global

159



business risk, and it leads to higher levels @ntlsatisfaction. Nonetheless, collaborative
engagement activities triggered by media coveragensnot to be continuous, and the number
of firms investors engaged with in Japan seeme tguite limited despite the size of the
seafood market. These issues are noted as linnisatibcollaborative engagement by global

investors.

Second, the findings of this chapter examine n@mehts of the barriers to and driving forces
behind establishing sustainable supply chains,edlsas confirming those suggested in the
existing literature. This chapter suggests thaisress is given legitimacy via a comparison
with competitors within a specific geographical &t and that obtaining such legitimacy can
be a barrier to establishing corporate sustairglmblicies at the global level. This argument is
supported by the case of Trading Co., for whichatecept of corporate sustainability is

defined by comparison with its local competitordapan; better sustainable policy than others
gives it legitimacy to remain in the market, eveaugh it is not considered as sustainable at the
global level. Further, it is confirmed that in tt@se of Japaconsumers’ preferences, for
lower-priced fish and having little interest in gisable sourcing, act as a barrier for

sustainable policies.

On the other hand, this chapter suggests thatriiegiforces behind the establishment of
sustainable policies can be a firm’s sensitivitiessk management, as conditioned by the
firm’s past experiences. Such sensitivities alsd t® be more acute in larger firms with a
higher level of ownership by global investors, lasirated in the case of Trading Co. The
driving forces behind establishing corporate suastale policies argued in the literature are also

confirmed in this chapter. International NGOs artivaly working on sustainability issues,

160



even though their resources in Japan are quitéedini he media is quite influential in Japanese
firms, especially when brand image is importar lik the case of Trading Co., because it
influences corporate reputation. The case of R€ilillustrates that corporate sustainable
policies and practices can influence both consuedsfisheries firms and that they use
sustainable policies as competitive strategiesfterentiate from other retailers. Such strategic
use of sustainable policies can be driving foroegétablishing sustainable policies.
Nonetheless, Retail Co. also sells seafood thagxneguishing, to meet the needs of local
customers, hence all the seafood business of R&gailoes not necessarily meet global
standards, even though some of their products mmgi¢ MSC. Thus, trying to meet the
requests of consumers does not always help tolisstabistainable policies because consumers
may instead prioritise lower prices or the avallgbof some endangered species in accordance

with traditional eating habits, potentially undeninig firms’ sustainability policies.

Third, the findings of this chapter suggest thatggaphic and industry context matters for the
response to stakeholders by local firms and théinence on local corporate sustainable
policies. The Japanese fisheries industry is endddthe domestic corporate culture of
long-term business relations with suppliers, argldfraditional ownership structure with
cross-shareholdings where non-market mechanismsplanportant role. It is also strongly
connected to the local culture in terms of tradiéiloeating habits. At the firm level, the findings
show that ownership matters to firms’ sustainapjiblicies, where larger firms with a higher
proportion of foreign ownership tend to implememremsustainable policies. Larger firms tend
to have a higher level of public scrutiny, incluglimtom global shareholders, which leads firms
to implement better sustainable policies. Largendiwith plentiful financial resources can

pursue sustainable fisheries policies, even thatiglcostly, as seen in the case of Trading Co.,
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which seeks to establish better sourcing polidias bther local firms by establishing

traceability or issuing official statements onptdicies.

Further, the chapter’s findings emphasise thairtth@ence of stakeholders on local firms
depends on their response to stakeholders, belzmaddirms are embedded in the local context.
In line with stakeholder theory, firms should ma@atakeholders which influence them, and
this chapter suggests that the influence of stdleh®depends on geography and industry.
Since current national and international regulafcayneworks are not strict enough to realise
sustainable fisheries, this issue is a mattermitagional risk for firms. Hence, among various
stakeholders, the media is one of the most powstéilkkeholders on the issue because it
influences corporate image and public opinion. @labedia covers sustainable fisheries more
than the Japanese domestic media does, and thistelzgiguage media has a higher level of
influence on Japanese firms like Trading Co. whnssness operations are global, as the firm
cares about their global brand and reputation héarthe consumer voice is important for
fisheries-related firms to improve their sourcir@igies because it directly impacts retail firms,
as Fishery Co. and Retail Co. mentioned in intevgieonducted for this chapter. Nonetheless,
the current major interest of Japanese consumardawer prices rather than sustainable
sourcing. It seems that among stakeholders, iniena environmental NGOs have the highest
level of interest in Japanese firms’ sustainatsbdries policies. However, compared to other
countries their influence in Japan is limited do¢heir limited resources and people’s relatively

lower trust in them.

Similarly, in terms of shareholder engagement ctigpter’s findings suggest that the topic of

engagement matters to the effectiveness of engagenith remote firms, because it matters to
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ownership and industry context. The nature of di@der engagement is privately conducted as
behind-the-scenes interactions. Hence, the pradessgagement and contents of discussions
are not normally announced in public, which doesimituence corporate reputation. In Japan,
where shareholder engagement is not familiar tallfiens, they did not even understand why
foreign investors were interested in sustainalsledfiies policies even though they are not
specialists in the issue. Even though Gond and B2@i2) argue that collaborative engagement
contributes to attracting managers’ attention dyagrcing more power, legitimacy and urgency,
the influence of collaborative engagement on soatdée fisheries is quite limited even when
engagement is conducted collectively, especially inarket where foreign investors are still
minority shareholders like in fisheries industiiedapan. The Japanese fisheries industry is a
traditional industry, and it still relies heavily mon-market mechanisms with long-term
relationships between trading firms and suppligth the lowest foreign ownership. As seen in
the case of Trading Co. it is difficult for globalestors to be familiar with the institutional

settings of a remote market related to such inglstdapan.

Overall, this chapter provided an empirical analydiperceptions by remote firms towards
global institutional investors’ collaborative engagent on sustainable fisheries, and argued the
importance of their understanding of industry aedgraphy. By so doing, this chapter
demonstrated the response to stakeholders byflooalat the industry and firm levels in a
country which is both geographically and culturaltynote. It seems that there is still room for
foreign institutional investors to collaborativedpgage with remote firms more effectively for
long-term business riskEngagement activities by global institutional ines should be
conducted by taking into account the differentnptetations by remote firms depending on the

local context in which they are embedded, as vargtakeholders have different levels of
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influence on local firms depending on the idengitshaped in the institutional settings in which
they are embedded. The understanding of local gbhyeglobal investors at firm and industry

level will ultimately lead to more effective engagent with remote firms in the future.
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Annex 5.A. Summary of fish consumption and internabnal trade of fish by country in 2010

Japan USA UK Norway M(a:ir?il::d India World
Colum A: Total value of import and export (USD BP0
Import total value 14,891,698 15,496,409 3,714,441 1,073,782 6,154,359 88,786 111,131,490
Proportion in the world 13% 14% 3% 1% 6% 0% 100%
Per ton import value 4.13 3.38 3.04 5.08 1.89 4.63 2.61
Export total value 1,945,488 4,661,329 2,411,149 8,819,050 13,267,746 2,559,255 110,674,019
Proportion in the world 2% 4% 2% 8% 12% 2% 100%
Per ton export value 3.28 2.83 2.76 2.95 1.79 3.03 2.65
Column B: Per capita supply and proportion of figloteins
Per capita supphfkilograms) 54.5 21.7 191 54.1 331 6.4 18.9
Fish/total proteing%o) 211 45 53 13.9 84 33 0.1
Colum C: Total volume of production and trade (tesh
Production 4,903,173 4,702,325 823,063 3,683,302 52,153,182 9,343,819 148,617,500
Non food use 1,016,829 921,917 1,986 707,000 3,625,089 678,489 19,903,576
Imports 3,607,320 4,581,163 1,223,374 211,342 3,264,556 19,194 42,560,699
Exports 592,918 1,648,042 872,173 2,992,012 7,395,020 845,860 41,733,069
Total food supply 6,900,746 6,733,529 1,188,278 264,132 44,397,629 7,838,664 130,094,268

Source: FAO (20114, b).
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Annex 5.B. High value seafood production and theiestimated value by species group in

2011 (order by highest value per ton)

Capture Aquaculture Grand total
Value Value Value

Group of species Volume (USD Volume (USD Volume (USD

(1,000) USD/t  milion)  (1,000) USDA  milion)  (1,000)  USD/t  million)
Salmons, trouts, smelts 1,123 3,350 3,762 2,774 5471 1745, 3,897 4,859 18,936
Shrimps, prawns 3,288 3,650 12,003 3,930 4517 17,751 87,21 4,122 29,754
Crabs, sea-spiders 1,473 3,800 5,597 270 3,188 861 1,743 ,705 3 6,458
Founders, halibuts, soles 996 2,700 2,689 179 6,592 1,180 1,175 3,293 3,869
Abalones, winkles, conchs 132 6,100 807 395 2,239 884 527 ,2093 1,691
Tunas, bonitos, billfishes 6,793 2,250 15,284 9 15,741 114 6802 2,268 15,425
World total 93,494 1,196 111,791 62,700 2,077 130,234 1946, 1,550 242,025

Source: FAO (2011a, b).

Annex 5.C. Resources of international environmentdNGOs: Global and Japan offices

International NGOs Global Japan office % of Japan office
Greenpeace

# of Staffs 2,400 24 1.0%

# of Individual supporters 2,800,000 5,000 0.2%

Income (EUR) 268,325,000 1,455,714 0.5%
WWF

# of Staffs 6,000 69 1.2%

# of Individual supporters 5,000,000 42,000 0.8%

Income (EUR) 244,861,792 11,568,780 4.7%

Source: Own calculation based on Greenpeace (2Gt8gnpeace Japan (2013c), WWF (2013) and
WWF Japan (2013a, b).

Notes: The income of Japan offices are calculatitdl the exchange rate of EUR 1 = JPY 135.
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CHAPTER 6 | Policy convergence and informal constiats in
corporate governance: evidence from Japanese firmand political

economy

6.1. Introduction

Japanese firms have been noted for their uniquutsns and corporate governance features
(Aoki and Dore 1994; Dore 2000). Even though swatdres were praised for bringing
economic success to Japan until the 1990s, Japeogs®ate governance systems have been
criticised internationally over the last decaderdligh the liberalisation of regulations since the
1990s, Japanese firms have become more diverkeircorporate governance practices (Aoki
et al. 2007) yet with many leading firms maintaining theaditional governance systems.
Lower levels of cross-shareholdings and an incngggiroportion of foreign ownership have
increased pressure from global institutional ineessbn Japanese firms to reform their
governance practices. In particular, since 20ldeated scandals at large Japanese firms have
further damaged the reputation of their corporateeghance practices among foreign investors.
To this end, since 2012, reform of the private @elshs been one of the central policies of the
Abe administration. Such reform has seen the inrtidn of the Japanese version of the
Stewardship Code and the Corporate Governance i@ddeng to attract more foreign
investors. Japanese corporate governance refortmelemsconducted in the hope of Japanese
financial markets being internationally competitiveeh other Asian financial markets. Most
notably, Hong Kong and Singapore became financibkhin East Asia instead of Tokyo due to
their international outlook, even though the Tol8tock Exchange (TSE) is the third largest in

the world, following the New York and Nasdaq St&oichanges.
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Global financial actors, mainly Anglo-American irsters, play an important role in the
diffusion of global standards (Clark and Hebb 2G64nvironmental, social, and corporate
governance (ESG) issues. In particular, as a coeseg of the interplay between global
finance and local corporate governance, globaitinistnal investors actively promote global
standards (Hawley and Williams 2005) by the transfébest practice’ (Britsch and Lehmkuhl
2007). Global investors have increasingly pressudegnese firms to adopt global standards,
whilst local firms are embedded in local institmi@ settings. The various forms of interplay
and pressure from global investors include proxtyngp shareholder engagement and
questionnaires by index funds or rating agencre20IL4, collaborative shareholder engagement
by 20 global institutional investors regarding Jagse board structure drew much public
attention as a result of extensive media coverbgelitionally, local institutional investors have
not been active shareholders and shareholder emgagés not familiar to Japanese firms.
Hence, engagement activities by global investoesaaecent phenomenon for Japanese firms,
and how local firms respond to engagement acts/kigforeign investors has not been

researched yet.

This chapter examines the recent changes in Japangorate governance and investigates
how policy convergence in corporate governance rs¢eund how Japanese firms respond to
convergence towards global standards concerningigE@s, by approaching Japanese
corporate governance from formal and informal pectiges in line with North (1990). This
chapter uses interview-based qualitative methodsi&dyse each firm’s perceptions of global
standards, in line with Aguilera and Jackson (20@8) suggest that studies of corporate
governance should be from an actor-centered vieanafstitution. In so doing, the chapter

explores the following research questions: How dib@sige in corporate governance policy
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converge towards global standards? Can policy @shgng about norm changes in corporate

governance among local firms? What are Japaness’ fierceptions of global standards?

The main findings and contributions of this chapter three-fold. First, this chapter examines
the role of government in corporate governancecpakform towards global standards, and
documents that non-state actors are involved ialiking policy instruments associated with
global standards. This finding contributes to fterdture on the internationalisation of public
policy by arguing that even though a top-down polieform is adopted, the degree of
implementation can be influenced by involving nosts actors in setting the details of policy
instruments in order that they be appropriate ¢dalsal context. Second, it is found that local
firms have negative perceptions towards globaldsieds due to their current practices; hence,
policy reform does not lead to immediate changesogborate governance norms. This finding
contributes to corporate governance literaturénia With the argument by North (1990), which
highlights the importance of analysing culturalriged informal constraints in corporate
behaviour. Finally, this chapter suggests the irhpabilateral relations between global
investors and local firms, even though the exislitggature on corporate governance has
emphasised that corporate governance is an arevi@ch various multiple actors or
institutions interact within certain rules (Aoki94, 2001). This chapter argues that global
investors can impact corporate governance pracispecially in terms of board structure in

the case of Japan.

This chapter is structured into five sections. Tbgt section provides theoretical background
on corporate governance and policy transfer, whigdherpins the argument in the following

sections. Section 6.3 describes the analysis @ngsme political economy and corporate
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governance reform. Then, Section 6.4 analyses @apdimms’ norms of corporate governance
and perceptions of global standards. Finally, #s¢ $ection summarises the research results and

draws conclusions.

6.2. Theoretical background

Institutional factors are one of the mainstreanragghes to analyse corporate governance
practices across societies (Aguilera and Jacks08)2The diversity of cross-national corporate
governance systems is often explained by referenttee embeddedness of local firms in
complex and differing social contexts across smsdiGranovetter 1985; Grabher 1993). Early
studies of corporate governance focused on styfesetd, which categorises the world into the
two systems, namely, the Anglo-American systemtaedContinental European system. The
Anglo-American system, also known as a liberal rmadconomy (LME), is characterised by
strong shareholder rights, a flexible labour mar&bort-term equity financing, and dispersed
ownership, whilst the Continental European systdsg known as a coordinated market
economy (CME) is distinguished by weak sharehaligts, a fixed labour market, long-term
debt financing, and blockholder ownership (Hall &was$kice 2001)Even though these
frameworks provide useful analytical tools, latesearch filled the gap by analysing the
differences within these categories (Aguilera 200ki et al 2007) as well as by providing
empirical evidence from other geographic aread) agclapan (Aolgt al 2007; Jackson 2009).
The Japanese economy is considered to be undergainift from a CME to an LME system
(Sako 2007) due to the recent changes in the ipadltinstitutions of the Japanese economy.
Japanese traditional cross-shareholdings and tiled®bt financing coexist with lifetime

employment, based on long-term business relatipasind capital support, as well as a smaller
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role for shareholders in corporate governance. § imestitutions function more efficiently in
combination, which is referred to as institutionamplementarity (Aoki and Dore 1994; Dore

2000; Aoki 2001; Hall and Thelen 2009).

When analysing institutions, it is important to lgsa both formal and informal perspectives
(Hall and Soskice 2001), with North (1990) arguihatinstitutions consist of formal
constraints, such as laws and regulations, asaseiiformal constraints, such as culture and
social norms. On the one hand, formal constraintstitutions stem from coercive political
regulation (Roe 1994). This can be a strong fandaringing the practices of local firms

towards convergence with global standards (Dixat20and the nation-state is still a key actor
as a force for global standard setting (Hebb angtlW@&005). The internationalisation of
policies has sparked discussion on the transpétyadi ‘best practice’ (Guillen 2000) and
whether corporate governance practices converdeverge. The diffusion of best practice
corporate governance amounts to Anglo-American msgdeyuilera and Jackson 2003).
Tiberghien (2007) analyses the extent to whichcyatiites prefer pro-shareholder reforms, and
argues that French and South Korean policy makgnsast pro-shareholder reform, but
Japanese and German policy makers are not suppaitie to successful lobbying by various

local groups and organisations.

There is not much extant literature that studigpa@@te governance policy reform from the
perspectives of policy transfer. Regarding poliefprms, Stone (2004) argues that the
implementation of new policies is a result of asm®bly wide consensus of actors outside and
inside government. Policy makers rationally adpdicy development by modifying ideas,

which results in a more coherent transfer of petidrom one local context to another. Whilst
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national governments contribute to transferringgyaihstruments, non-state actors influence
broader ideas or norms (Stone 2004). Non-statesafztoilitate exchanges among actors to
transfer ideas that support new policies (Dolowitd March 1996; Stone 2004), as well as to
spread economic norms (Britsch and Lehmkuhl 209&)farm of best practice in corporate
governance. As a non-state actor, the role of giolsttutional investors is increasingly
important in global standard setting (Clark and bi2b04; Hawley and Williams 2005). Global
finance and institutional investors encourage patenvergence by transforming local systems
and ultimately breaking down the institutional cdempentarities in a specific space (Dixon
2014). Policy convergence occurs when global imresind rating agencies demand stronger
local regulatory frameworks (Hebb and Wajcik 20@5Blobal institutional investors engage

with firms all over the world and demand highensiards.

On the other hand, the pervasiveness of informastcaints is emphasised by North (1990).
Informal constraints consist of codes of conductyms of behaviour, including routines,
traditions, and conventions, and they play an ingmairole as a source of path dependence in
the incremental evolution of institutions. In daihgeractions, formal rules make up only a
limited part of the total constraints in shapin@icles, and are seldom an obvious and
immediate source of choice; hence, subjective peicnes by actors play a big part in making
choices of self-imposed codes of behaviour (No#90136). North (1990) further argues that in
spite of sweeping or total change in formal rutks, persistence of many aspects of a society is
because of informal constraints as a part of celtGulturally derived informal constraints are
maintained and do not change immediately in readtiachanges of formal rules, with this
persistence having critical implications for theyweonomies change, as a result of the tension

between persisting informal constraints and altéoemial rules (North 1990: 45).
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Regarding culture, Storper (2000: 87) argues thiatie can be defined as ‘a set of transitive,
informal rules or guidelines for action, which playoordinating role and are applied in specific
kinds of situations’. It is difficult to use culwiias a causal variable due to its various conckeptua
dimensions (McSweeney 2002; Herrmann-Pillath 2@fyilera and Jackson 2010). Hence,
culture must be re-concretised in the form of coveds, which comprise three dimensions:
namely, ‘the rules of spontaneous individual actmnstructing agreements between persons;

and institutions in situations of collective acti@®torper 2000: 87).

Despite the attention to corporate governance frohicy perspectives as formal constraints,

few studies explore how the convergence of corpagavernance towards global standards
takes into account informal constraints. One offéve studies which empirically analysed
cultural dimensions in corporate context is by \&ittd Redding (2009). It focuses on the

cultural underpinning of institutional structurdsbaisiness systems from a normative
perspective of institution, and compares the rafi®f senior executives in Japan and Germany,
both of which are categorised as CMEs in the coatper political economy literature. They
argue that Japanese executives support a collamyadeveloped society with state leadership,
whilst German executives expressed a preference rizarket-based economy with basic
regulations. Hence, the idea of senior executis@ifierent among countries categorised as

CME due to the local culture and institutional isefs.

This chapter approaches corporate governance fodimformal rules and informal constraints,
in line with North (1990). The next section expkmrporate governance policy reform in
Japan from policy transfer perspectives, and theviing section investigates the perceptions

of Japanese firms as informal constraints.
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6.3. Japanese corporate governance policy reform

In 2012, the administration of Prime Minister Slue initiated a comprehensive reform
programme with the aim of stimulating the Japamessmomy. Japan has been suffering from a
long-term economic slump and deflation, called'timst Two Decades’, since its economic
bubble burst in the early 1990s. The administréitiapan Revival Vision’ states that ‘it is
important to work on Japanese corporate strucaumdseconomic culture and ecosystems,
which for the most part have been essentially wited in the past, and to transform Japanese
firms into companies that are healthy, dynamic, @mdpetitive’ (Liberal Democratic Party of
Japan 2014). The Abe administration’s new econgilicy package, called ‘Abenomics’,
consists of three main strands, or arrows, of sitor the sustainable economic growth of
Japan. The first two arrows, which were implemeffitech 2012 to 2014, included a bold
monetary policy to end deflation, and a flexibkchl policy supported by a supplementary
budget of JPY 10.3 trillion (Prime Minister of Japand His Cabinet 2014c). The third arrow
consists of structural reforms to unleash growttheprivate sector, including corporate
governance and financial market reform. The firet aecond arrows were successfully

implemented in 2013, and the third arrow has begrhoged on top of them (Kawai 2014).

Under the third arrow of Abenomics, the procesgasicy convergence was begun through

legal reform and the implementation of policy instients. Amendments to the Corporate Act in
June 2014 were intended to promote more effectreesight of management in Japanese firms.
They introduced a new type of board structure, joany with audit and supervisory

committee’, which is a hybrid form of the traditalRdapanese statutory auditing system and the

Anglo-American style of the committees system. @ahendments also introduced a ‘comply or
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explain’ policy, which requires a legal obligatitmexplain if companies do not appoint any
outside directors. As policy instruments towardsbgl corporate governance systems, the
Japanese versions of the Stewardship Code andtipei@te Governance Code were
introduced. Prior to the implementation of the Corporate Gogece Code in June 2015, the
Stewardship Code was introduced in February 20¢dn Ehough most Japanese institutional
investors have not been active in responsible tnvest, in total 160 institutional investors in
Japan signed up to the Code, including 6 trust §al®9 investment managers, 17 pension
funds, 21 insurance companies and 7 service pnevimeSeptember 2014 (Financial Services
Agency 2014a). One of the pension funds which sigreto the Code is the Government
Pension Investment Fund, GPIF, which is the woltlefgest pension fund. The total amount of
the assets under management accounts for USDrillia@ { GPIF 2014d), which is more than
double that of the second largest pension fundGinernment Pension Fund of Norway (USD
8,400 billion) (Government Pension Fund of Norw2314). As GPIF had not shown any
interest in responsible investment, let alone itobg@ng a signatory to the Principles for
Responsible Investment (UNPRI), the fact that GRIE signed up for the Stewardship Code
has raised questions as to whether it could agtablinge its investment practices. The Code
borrows heavily from the UK Stewardship Code, whigks launched in 2010 as a form of soft
regulation for active ownership. In particular, tbede is intended to incentivise institutional
investors to engage with companies on ESG issliesving the financial crisis of 2008. A
similar code then appeared in other countries, agdhe Netherlands, Canada, Singapore and

South Africa (UNPRI 2013).

7 Since the launch of the Stewardship Code in theaJR010, several countries followed to implement
the Code, such as the Netherlands, South AfrichSavitzerland (Schroders 2014). The UK Corporate
Governance Code was issued in 1992 for listed campaincorporating a ‘comply or explain’ principle
and it has been a useful instrument for listed camgs across the world (Financial Reporting Council

2014).
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Implementing Japanese corporate governance refadibden difficult because of resistance
from actors that benefitted from the existing systeln particular, the Japanese private sector
was not fully convinced of the need to reform tlgawvernance system. In 2012 one of the most
powerful economic groups, the Japan Business Fealei®&eidanren, announced its

opposition to the amendments to the Corporate A¢che mandatory appointment of outside
directors (Keidanren 2012). Another private sestpresentative, the Japan Association of
Corporate ExecutiveKgizai Doyuka), was also against this legislation, even thotigh i
recommended the appointment of at least one outigidetor for the oversight of management
in 2010 (Nikkei 2010). In the face of this kindrekistance to corporate governance reform by
powerful private sector representatives, how ang aiti the government manage to reform

corporate governance policy at this time?

First, the Abe administration has continued inagffsince 2012, with increasing support from
2012 to 2014. This has broken the recent tren@dgdidese politics during the six years prior to
the accession of the Abe administration. AfterKlog&zumi administration from 2001 to 2006,
the Japanese prime minister had changed every yaad, there was no stability or coherence in
policy reform in recent years. As a result of thstability, a high level of public trust in
government had been lost. The level of public tiugfovernment can be considered as a proxy
for the capacity of government for policy reform,Fukuyama (1995) argues that public trust is
generally critical for successful performance inatted economies. Figure 6.1 shows trust in
business and government in Japan and the Westelth (M5, UK, France, and Germany).
Historically, the gap in public trust in governmemd business is larger in Japan than in the

Western world. Trust in the business sector inJayss at its highest level over the period from

8 From 2006 to 2012, there were 6 Prime Ministerdapan: Abe (2006-2007), Fukuda (2007-2008), Aso
(2008-2009), Hatoyama (2009-2010), Kan (2010-2044¢, Noda (2011-2012).
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2009 to 2014. The gap between public trust in essirand government became the largest in
2012, when Japanese public trust in governmentpaibpy 26% due to the Great East Japan
Earthquake and the subsequent nuclear power pkadtdr in 2011. Since 2012, when the Abe
administration came to power, trust in the goveminad Japan has increased, and it was even
higher than that of the Western world in 2014. Etheugh trust in the government of Japan
modestly decreased from 2014 to 2015, this wadlple@ by a decrease of trust in the business
sector in Japan, and it still holds 40% of publicst. As such, the increasing support for and
trust in the government and the continuity of theeAdministration allowed it the freedom of

movement to instigate policy reform in a top-dowarmer.

Figure 6.1. Evolution of people’s trust in governmets and business in Japan and Western
countries

70%
65%
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55%
50% e— Japanese Business

45% Western Business

40% |ttt et e et Tte, R Japanese Government
- Western Government

35% o
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25% %

20%
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Source: Edelman (2014a, b, 2015a, b).

Notes: Western countries refers to the US, UK, Eearand Germany.

Second, Japan’s traditional governance systemdes driticised internationally, and increasing

pressure from global investors is a critical fofmeJapanese corporate governance reform.
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According to the Tokyo Stock Exchange, appointiotsimle directors is one of the most
frequent requests by foreign investors (Tokyo Stexg&hange 2011a). The traditional
relationship between Japanese local institutiamadstors and firms is based on long-term debt
finance. Even though the Japanese financial systéank-oriented and local banks have strong
connections with companies, traditionally localéstors are not active in engaging with local
firms in terms of ESG issues, and they do not ésenoice at shareholder meetings. Recently,
increasing pressure through proxy voting by foresgareholders, under the auspices of
International Shareholder Services (ISS), influsrtbe implementation of outside directors in
Japanese firms. Partly due to such pressure, 74%texf companies on the first section of the
Tokyo Stock Exchange had introduced outside diredig 2014 (Tokyo Stock Exchange
2014b). Global institutional investors are alsow&cin engagement activities with Japanese
firms. In May 2014, a total of 20 global institutial investors, including the California Public
Employees' Retirement System (CalPERS), sentex ket33 leading Japanese companies
(Nikkei Newspaper 2014). The letter requested areamse in the number of independent
outside directors to at least one-third of theltoya2017; otherwise they would consider voting
against management. The total value held by thex@&tors accounts for JPY 7.5 trillion,
which accounts for almost 2% of the total markgditedisation of the first section of the Tokyo
Stock Exchange (Nikkei Newspaper 2014). It waditisetime that engagement activities
gained much public attention in Japan in recentsyemnd collaborative engagement is now
considered one of the greatest sources of thedsicrg pressure from foreign investors on

Japanese corporate governance.

A third reason for the successful introduction afporate governance reform policies was the

changing geopolitical landscape around Japan. Ghiegook Japan as the world’s
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second-largest economy in 2010. Corporate goveenggiorm is widely viewed as an
important factor in maintaining Japan’s competitigss in global financial markets, and more
broadly to sustain its economic position. Tokyo eslually lost its place as the leading
international financial hub within Asia: in 2014phn ranked third in Asia by the Corporate
Governance Survey by the Asian Corporate Governasseciation (ACGAY, behind Hong
Kong and Singapore (CLSA and ACGA 2014). ACGA mem¢id that Japan needed to make a
significant effort to restore sustained economamagh under Abenomi¢cand to transform
Tokyo into a globally competitive financial marK€@LSA and ACGA 2014). Hence, corporate
governance reform through the third arrow of Aberusns a key aspect of the strategy for

ensuring the future growth of the Japanese economy.

Fourth, there is a reasonably wide consensus awvem@us actors, including non-state actors,
that corporate governance policy reform is necgsaad their opinions are reflected in the
detailed policy and policy instruments, such asStewvardship Code. Despite the objection to
legislation for the mandatory appointment of owdsilirectors by the private sector, after the
announcement of the government’s policy reformee¢Harge Japanese private think tanks
jointly proposed ‘The Concept for Tokyo FinanciatyCin order to suggest revitalising

financial and capital markets under the governrgemivth strategy. The Tokyo Metropolitan
Government also launched a growth strategy maoifegted ‘The Concept of an International
Financial Centre’ in support of the central goveemtnstrategy in May 2014. More importantly,
the opinions of the representatives of non-stateraare summarised to the government by the

advisory groups for policy reform.

° The ranking takes into account corporate governames and practices, enforcement by authorities or
institutional investors, the political and regulgtenvironment, accounting and auditing standaadd,
corporate governance culture (CLSA and ACGA 2014).
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In supporting policy reform by various actors, tbke of advisory groups was also important.
Table 6.1shows the membership of advisory groups involvetthénpolicy reform process. The
names of members or advisors in bold indicatesgoradvisors. It is observed that each panel
has two members from academia and three membenstifiew government. The role of the first
panel was particularly significant, because acegydd the policy recommendations made by
this panel in December 2013, corporate governagfoemn should be considered as one of the
most important reforms needed to strengthen thepettiveness of the Japanese economy, and
the idea of a corporate governance code was inteati(Financial Services Agency 2013;
Daiwa Institute of Research Group 2014). The mestbprof this panel consists of two
members from domestic companies and financial groap well as local associations, besides
the academics and government officers. The menilmrsthe business and financial sector of
this panel are the leading actors in Japan, su8uastomo Mitsui Financial Group, Mitsubishi
Corporation, and Nippon Steel & Sumitomo Metal @wgtion. As such, the core concept of the
reform as well as the original suggestion of instents necessary for policy change involved
the leading actors of the domestic business amahéial sectors. Naturally, the majority of the
panel for the Stewardship Code consists of domasticforeign financial groups. The panel for
the Corporate Governance Code consists of variciessa and it includes international
organisations, such as the OECD. It is to be ergéitiat the OECD advised the diffusion of

global standards of corporate governance.

The advisory groups also contributed to the adjastrof global standards to the local context.
This chapter focuses on analysing the Stewardsbije Gvhich was implemented in 2014.
Table 6.2 shows the comparison between the JapandddK Codes. The text in bold indicates

concepts which are similar in both Codes, and theb with colour fill indicate differing
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principles. It is shown that the two Codes are lsintegarding the disclosure of stewardship
responsibilities (principle 1 in both Codes), manggonflicts of interest (principle 2),
monitoring investee companies (principle 3), thecltisure of voting activity (Japan’s principle
5 and the UK principle 6), and reporting periodicain their stewardship and voting activities
(Japan’s principle 6 and the UK’s principle 7). TJagpanese Code is different from the UK
Code in only a couple of respects. The Japanesestates that institutional investors should
‘solve problems though constructive engagement inithstee companies’ (principle 4), as well
as ‘have in-depth knowledge of the investee conggaaind their business environment and
skills and resources needed to appropriately engébehe companies’ (principle 7). On the
other hand, the UK Code states that institutiomastors should ‘establish clear guidelines on
when and how they will escalate their stewardshtjviéies’ (principle 4) and that they should

‘be willing to act collectively with other invest®rvhere appropriate’ (principle 5).

The differences between the Japanese and UK Coglesmsidered to occur because of the
current practice of Japanese institutional investack of shareholder engagement activities.
The Japanese Code seems to take one step bacthirdsik Code by prompting basic fiduciary
responsibilities, whilst the UK Code promotes dotieative engagement or escalating
stewardship activities. Due to the lack of actilitylocal investors in responsible investment,
the Japanese Code seems to be designed to encowesgiers to acquire the knowledge and
skills needed to engage with investee firms whighreot familiar with engagement, as seen in
principle 7 of the Japanese Code. Neverthelessiabanese code aims to promote constructive
engagement with in-depth knowledge of investeediamnd their business environment
(principles 4 and 7 in the Japanese Code), raltlaer merely escalating stewardship activities

(principle 4 of the UK Code).
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Table 6.1. List of members of the Panel for Vitalimg Financial and Capital Markets, the

Stewardship Code and the Corporate Governance Code

Advisory board and members

Category

Domestic Domestic

compan'

financia

Academics

Research/ Lavvé
N over
Consulting

n Association

etc

Foreign

Column A: The Panel for Vitalizing Financial and Cgital Markets

Members

Professor, Graduate School of Economics
Chairman, Japan Investment Advisers Association
Chairman of the Board, Sumitomo Mitsui Financiad Gy, Inc.
Chairman of the Board, Mitsubishi Corporation
Director and Representative Executive Officer, GredEO,Japan Exchange Group, Inc.
Senior Advisor, Honorary Chairman, Nippon Steel@fomo Metal Corporation
Chairman, The Japan Chamber of Commerce and ipdustr
Professor, Graduate School of Economics

Secretariat Financial Services Agency

Observer

Ministry of Finance
Bank of Japan
Total count

Column B: The Advisory Group for Japanese StewarisiCode

Chair
Members

Professor of Graduate Schools for Law andid3faculy of Law

Executive Director, ISS

Consuttant. BlackRock Japan Inc., Doctoral CandidBtisiness Law)
President & CEO, Tokio Marine Asset Management Ctd.,
Representative Director, Governance for Ownersnapa

Director, Senior Vice President, JX Holdings, Inc.

President, G&S Global Advisors Inc.
Associate Professor of the Institute of Social®ee The University of Tokyo
Senior Managing Director, Mitsubishi UFJ Trust &ahking Corporation
Senior Executive Vice President, DIAM, Co., Ltd.

Chief Investment Officer, Pension Fund Association

Director and Executive Vice President, Nippon Lisurance Company
Senior Researcher, Nomura Research Institute, Ltd.

Representative Senior Executive Managing Dire@aiwa Asset Management Co., Ltd.

Managers Counselor, Civil Affairs Bureau, Ministf/Justice

Counsellor, Japan’'s Economic Revitalization Gereatetariat, Cabinet Secretariat
Director, Corporate System Division, Economic amdliktrial Policy Bureau,
Ministry of Economy, Trade and Industry
Director, Listing Department, Tokyo Stock Excharige,
Total count

Column C: The Council of Experts concerning the Japese Corporate Governance Code

Chair
Members

Advisor

Professor of Economics and Finance

Senior Vice President, Toray Industries, Inc

Chairperson, Japan Audit & Supervisory Board Mesi#asociation
President & CEO, Tokio Marine Asset Management Ctdl.,
Representative Director, Governance for Ownersnlapa
Professor, University of Tokyo Graduate Schoold-f&w and Poltics
Director, Japan Corporate Govermnance Network

Partner, Attorney at Law (Nishimura & Asahi)

Partner & CEO, Industrial Growth Platform, Inc.

Senior Officer, Legal Department, SEVEN & | HLDGSo., Ltd.
Senior Researcher, Nomura Research Institute, Ltd.

Chairman & Representative Director, RYOHIN KEIKAKCb., Ltd.
Chairman & President, The Japanese Institute dii€Public Accountants
Head, Corporate Affairs Division, OECD

Observers Counsellor, Minister's Secretariat, Mynist Justice

Director, Corporate System Division, Economic amiltrial Policy Bureau,
Ministry of Economy, Trade and Industry

Secretariat Financial Services Agency

Tokyo Stock Exchange, Inc.
Total count

N

w SN S

<

Source: Financial Services Agency (2013, 2014b42p1

Notes: Names in bold refer to non-Japanese menureybservers.
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Table 6.2. Comparison of the principles of Japan’and the UK Stewardship Code

Japan’s Stewardship Code

UK Stewardship Code

So as to promote sustainable growth of the investeapany and
enhance the medium- and long-term investment rat@irclients and

beneficiaries,

So as to protect and enhance the value

that

accrues to the ultimate beneficiary, institutional

investors should:

1.

Institutional investors should hawe clear policy on how they
fulfil their stewardship responsibilities, and publicly disclose

it.

1.

Publicly disclose their policyon how they

will  discharge their  stewardship

responsibilities.

2. Institutional investors should hawe clear policy on how they| 2. Have a robust policy on managing
manage conflicts of interestin fulfilling their stewardship conflicts of interest in relation to
responsibilities and publicly disclose it. stewardship which should be publicly

disclosed.

3. Institutional investors shouldnonitor investee companiesso 3. Monitor their investee companies.
that they can appropriately fulfil their stewargshesponsibilities|
with an orientation towards the sustainable growath the
companies.

4. Institutional investors should seek to arrive atiaderstanding i 4. Establish clear guidelines on when and
common with investee companies and work to sohablpms how they will |escalate their stewardship
through| constructive engagement with investee coiepa

5. Be willing to with othel
investors where appropriate.

5. Institutional investors should haweclear policy on voting and| 6. Have a clear policy on voting and
disclosure of voting activity. The policy on voting should not be disclosure of voting activity.
comprised only of a mechanical checklist; it shooéddesigned
to contribute to the sustainable growth of investe@panies.

6. Institutional investors in principle shoutdport periodically on | 7. Report periodically on their stewardship
how they fulfil their stewardship responsibilitigacluding their and voting activities
voting responsibilities to their clients and beneficiaries.

7. To contribute positively to the sustainable grovatinvestee

companies, institutional investors should hale eptd

knowledge of the investee companies and their kss$in

|environment and skills and resources needed toopp'ptel)l'

n

|engage with the companiés and make proper judgmien

fulfilling their stewardship activities.

Source: Financial Services Agency (2014c) and FiaaReporting Council (2012).
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As indicated by the literature on policy transf®tane 2004), it is true that policy instruments
such as the Corporate Governance Code or the StslwprCode are implemented by the
government, and that non-state actors contribateiffusing norms of global standards.
Nevertheless, it is also important to note that-siate actors in advisory groups can influence
which instruments of global standards are introdues well as the adaptation of these
instruments to the local context. The process fofne takes place through the involvement of
various actors, both governmental and non-statteerrshan a simple implementation through
copying. In other words, policy change throughithplementation of instruments has to be
done in a top-down manner by the central governniertitthe development of instruments
involves non-state actors, even though they ang @fdw representatives of the sectors, such as
the top executives of some of the most powerfulgames or investors. The consensus for
reform was not perfect, given the objections bygheate sector. This affected the degree of
reform such that it was not made mandatory to eefoutside directors; overall, however, there
was reasonable consensus for policy reform insidecaitside of the government (Stone 2004).
It will be interesting to observe whether therel wé any substantive changes in investment
practices after most of the largest Japaneselitistiail investors sign up to the Stewardship
Code, even though they had never been active ponsgble investment or engagement
activities with local firms before. Here, a questarises as to whether instrumental policy
change can lead to the change of norms among @rnmestors, or whether it remains merely
a superficial change. The next section exploresghestion by analysing the informal

constraints of Japanese corporate governance.
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6.4. Japanese firms and their perceptions of globatandards

In order to investigate the informal constraintdapanese corporate governance, this section
explores Japanese firms’ norms audbjectiveperceptions in line with North (1990). Data
collection was conducted through 24 interviews witinagers from the 10 largest Japanese
companies from the TOPIX Core 30, which consistthefcompanies with the highest market
capitalisation and liquidity in the First Sectiohtlee Tokyo Stock Exchange (Tokyo Stock
Exchange 2014c), as well as with six institutidnakstors or consultants based both in Japan
and the UK. Table 6.3 shows the list of intervieavtigipants, including the repeated interviews
with one of the ESG service providers. All the imtews except one company and two
UK-based institutional investors were conductethalocal language, Japanese. This facilitates
the collection of data, because the intervieweas faind to be more open when expressing
themselves in their native language, especiallyatheir norms and practices, as well as their
subjective perceptions. The interviews lasted imegal 45 minutes to one hour, and were
conducted between January 2013 and September @%4 of the interviewees came from the
sample companies’ Investor Relations (IR) or CaxfmBocial Responsibility (CSR)
department, depending on the company, since thafispgepartment that responds to

engagement activities varies in Japan.

This section first analyses norms and perceptielaged to shareholders; then Japanese firms’

perceptions of global standards are explored. Kirtak role of local networks in Japan for

improving ESG issues is investigated.
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Table 6.3. List of interview participants

Company Department Position
Company A CSR Department Project Manager
Company B Corporate Planning Headquarters, Managefenning Department Manager

Company C CSR Department Manager

Company D CSR & Environment Management Department Manager

Company D CSR & Environment Management Department N/A

Company E Investor Relations Department Manager

Company E Investor Relations Department N/A

Company F Corporate Communications and InvestottiBak Group, Corporate Planning Department Gemaaalager/ Group Leader
Company F Corporate Communications and InvestottiBak Group, Corporate Planning Department Assisittemager
Company F CSR Division, Corporate Planning Depantme Manager

Company G Investor Relations Manager

Company G CSR Promotion Office Associate Manager
Company H Investor Relations Department, Accouné&rfgnance Division Senior Manager
Company | Planning Department, CSR and EnvironmeSttategy Division Senior Manager
Company | Planning Department, CSR and EnvironmeSttategy Division Assistant Manager
Company J CSR & Environmental Affairs Team, CSR &iEmnmental Affairs Department Manager

Consultant A
Consultant B

N/A
Research

Senior Consultant
Senior Research Analyst

Investor A Stock Transfer Agency Business Advisory Associate General Manager
Investor B Governance & Sustainable Investment Senior Analyst

Investor C Governance & Sustainable Investment Senior Analyst

Investor D N/A Former CEO

6.4.1. Japanese firms’ norms and perceptions relaleo shareholders

Table 6.4 summarises the norms and perceptiorepaingse firms towards shareholder

engagement and index fund questionnaires. Colurdis@lays the degree of companies’

familiarity with engagement activities. The IR depzents of most of the interviewee

companies each tend to meet with 300-400 domestidaeign investors in total per year.

However, none of the interviewee IR departmentserguestions in these meetings regarding
ESG issues. Among the 10 firms, the majority ohtrenswered that they were not familiar

with engagement activities, and only one of theam{gany J) has a few SRI-related meetings
per year with Anglo-American or European investord also exchanges some emails, or
receives up to five engagement letters every yaagagement letters are often written only in
English, and according to company A it is not alevagsy for Japanese firms to respond to them

due to language issues and the cost of resportdinggver, all the interviewee firms mentioned
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that they tried to answer all the letters they nex@regarding issues related to IR or CSR.
Further, there was almost no investor that infortiedfirms about the Japanese Stewardship
Code even after they had signed up. Company H nfasmed by only one foreign investor that
they had signed up to the Code. Two of the firnesrjgany E and 1) answered that they had
never been engaged by responsible investors,sitdedar as the interviewees knew. They were
even sceptical that any Japanese firms have eeerdeyaged regarding ESG issues at this
stage, due to investors’ general lack of intene&$G issues. As such, ESG engagement
activities by investors are still unfamiliar andcceptional even among the largest Japanese

firms.

Column B of Table 6.4 shows the companies’ perspgestegarding collaborative engagement
on the issue of board structure. The engagemeatdaequested an increase in the number of
outside directors to more than one-third of thaltbbard members within the next three years,
and they were written both in English and Japar@aen the unfamiliarity with engagement
activities in Japan, this instance of collaboratmgagement was a surprise to the target firms,
and the engagement activities were even covergldedomajor Japanese economic newspaper,
Nikkei (Nikkei Newspaper 2014). For instance, companyds surprised to receive a
collaborative engagement letter for the first tiewen though it had not been engaged with at all
for at least the previous two years. The contehtlepletter were reported at the board level,
but the company did not respond to the letter bee#udid not know how. Nevertheless,
company H perceives that global investors compredwsith Japanese firms by asking only to
increase the number of outside directors to mae tme-third of the total number of the board,
rather than half, by taking into consideration history of lack of outside directors in local

firms. On the other hand, company H claimed that @ithe global investors, one of the
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senders of the letter, never mentioned the contdritee engagement letter during face-to-face
meetings. Hence, company H has the impressiorgthbal investors’ internal coordination
within each investor was not well organised acrhgisions for effective engagement, even

though opportunities for meetings between globatators and Japanese firms were limited.

Whilst engagement activities are still limited apain, Japanese firms need to deal with proxy
voting. ISS is one of the most influential shareleolservice groups for proxy voting groups by
foreign investors. Japanese listed companies dadlgtincreased the number of outside
directors since ISS announced a resolution to agéenst management proposals if target
companies did not introduce any outside directo20i12. Those firms include large global
firms with family ownership, such as Toyota and @arboth of which finally appointed outside
directors in 2013 and 2014 respectively. The pridgoof the companies listed on the first
section of the TSE with outside directors was 55142012, but it increased to 62.3% in 2013,
and finally 74.3% in 2014 (Tokyo Stock Exchange4)1° Column C of Table 6.4 shows the
perceptions held by Japanese firms of changeskyoting standards by ISS. No Japanese
company formally announced the introduction of m&glirectors due to the change of
standards by ISS; informally, however, it seems tiva influence of ISS is the main reason for
the introduction of outside directors during thgsears. For example, company H confirmed in
interviews that pressure by ISS was one of the mesisons why it introduced outside directors
in 2014. Even after these first appointments,ftaims unconvinced that the role of outside
directors fits with existing institutions, suchtag Japanese corporate background and labour

markets. These issues will be explored later iniGe6.4.2.

% The proportion of companies with outside directmas been increasing mainly due to requests by
foreign investors, but it was a moderate increasi 2012, i.e., it was 44.0% in 2007, 45.2% in 800
46.3% in 2009, 48.5% in 2010, and 51.4% in 201kyddStock Exchange, 2014b).
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Table 6.4. Japanese firms’ norms and perceptions leged to shareholders

Contents

Sub category

Japanese firm's perception

Column A:

Unfamiliarity with

Engagement familiarity engagement

'We never had direct communications on ESG isssi@ngagement activities
with investors. Normally, investors are not intéees in ESG issues.'

(Company 1)

'Global investors had never engaged as far as we.kKiWe are even sceptical
that there are any Japanese firms which are endagegsponsible investors.'

(Company E, 1)

Language issues

'We normally respond to all the letters our IR @RCreceive, but it is often

costly and time consuming due to language iss{@sthpany A)

Stewardship Code

‘Even though our IR has 300-400 meetings with itoresper year, there was
only one (foreign) institutional investor which carto explain the Japanese

Stewardship Code, and other investors never mesdigriCompany H)

Column B:

Collaborative

engagement (on boar

structure in 2014)

Confusion with

engagement letter

'We were confused to receive the collaborative gegeent letter. Even
though the contents of the letter were reportethéoboard level, we were
puzzled and did not know what to do, so we haveraeplied to the letter.'

(Company H)

Investors' internal

coordination

'What is surprising to us is that even though we hageneral IR-related
meeting with one of the senders of a collaboragmgagement letter, the
investor never mentioned it. We presume that theestor does not
communicate internally across divisions, and that people in the meeting

did not know the issue discussed in the lettephfiany H)

Investor's

compromise

'We assume that foreign investors try to be gersetouJapanese firms by
asking them to implement “more than one third” otside directors rather

than more than half.' (Company G, H)

Media coverage

'As the collaborative engagement letter was reddsteNikkei Newspaper, it

became bigger news for us.' (Company F, G, H)

Column C:

ISS standard change

Appointment of

outside directors

'We finally introduced outside directors this yeBormally, we announced it
in order to receive management advice. However, ajrthe main informal

reasons is the change in proxy voting standardS8y (Company H)

Proxy voting

'We care about the negative screening of proxyngotf all group companies,

but we have stricter corporate regulations.' (Camgg G)
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Table 6.4.(Continued)Japanese firms’ norms and perceptions related to siieholders

'We refer to the questionnaires to know which infation should be disclosed
as a global standard, and they help to improveG#R.' (Company A, C, D,
F, G, 1,J)

'We do not disclose what we do not normally diselegith our corporate

culture, such as labour standards.'(Company H)

‘It is difficult to cover all group companies, esfadly after mergers or
acquisitions, due to different financial or HR gyss. It takes a long time, up
to one month, just to collect the data for answeetire questions related to the
Carbon Disclosure Project (CDP) or SCOPE3, whidhéssole responsibility
of CSR staff.'(Company C)

‘There is only one person who is in charge of comination with ESG
service providers or answering questionnaires vizaie or phone call.'
(Company F)

'It is difficult to answer the questionnaires besmwf their scope and the

different financial closing date.'(Company I)

Column D:
Information
ESG questionnaires b
disclosure
index funds
Difficulty in
answering
Too many

guestionnaires

'We receive 50 questionnaires annually, and imigassible to respond to all
of them due to the limits of human resources.' (Gamy C)

'Recently, we received a questionnaire from a démesstitutional investor,
and the contents did not seem important. We are happy to answer
drastically increased numbers of meaningless cresiires because of the
Stewardship Code. We would like to have meanindfalogues that take a

long-term perspective.' (Company H)

Responsibility of

department

'Environmental and social issues are the respditgibi the CSR department,
but the General Affairs department is in charge gofernance issues.'

(Company E, J, Consultant A)

Feedback to index

funds

'We have an annual face-to-face meeting with DowesoSustainability
Indices (DJSI), and provide feedback to them. Weehan impression that

they are willing to engage in dialogue with the@bmpany [)

Different social

background

'We understand that the questionnaires by globdéxnfunds attach much
importance to the framework, and they do not talte ¢onsideration the local
social context. In particular, promotion of femaenployees is a social
problem in Japan. We are doing our best given dépardese context, but it is
impossible to compete with Anglo-American societigs that regard.'

(Company F)
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Although Japanese firms are not familiar with eregagnt activities by investors, they often
receive questionnaires on ESG issues from indedsfon rating agencies, such as the Dow
Jones Sustainability Indices (DJSI) or FTSE, antheg are more familiar with this type of
ESG activity. Column D of Table 6.4 shows the pptioms of Japanese firms of ESG
questionnaires. Whilst seven companies among tertioned that the questionnaires contribute
to indicating which ESG information should be disgd, one company (company H) does not
disclose what they do not normally disclose witthieir corporate culture, such as information
on labour standards. Similarly, some intervieweeg. company A, C, and H) mentioned that
they do not traditionally have a culture of disciesin the first place, and unlike
Anglo-American companies they do not always maki¢tewr rules. The number of ESG-related
questionnaires varies by firm. Most of the intevwé® companies receive only a few
gquestionnaires every year, but one of the compaoigspany C, receives up to 50
guestionnaires. Hence, it is not easy for it tonsrsall the questionnaires because of limited
human resources. Company H expects that it woulthbemfortable with receiving, only as a
formality due to the implementation of the StewaidsCode, an increasing number of
questionnaires in the future, even though it comdigl that it was open to holding meaningful
dialogues. It is also difficult to answer the qimshaires because of the different financial
closing date in Japan, or the large size of compangss whole group companies, especially
after M&A due to different financial or human resce systems. Some companies have
difficulties in understanding the meaning of sormestions due to differences in business
practices (e.g. company C, F and ). It takes g tane, up to one month, just to collect data for
the questions related to Carbon Disclosure Prg¢feoP) or SCOPES, which in the case of

company C is the sole responsibility of CSR staff.
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Some firms are critical of such questionnaires beedhey depend too much on quantification
and frameworks which do not take into account ¢lwall social and business context. For
example, given Japan’s low rate of promotion ofd@directors, even though company F is
eager to hire female directors much more than tbeage for Japanese firms, it does not
receive a good evaluation at global level in congaar with firms in the Western world. Further,
the organisational structure of Japanese firms milkdfficult to respond to shareholder
engagement. Two companies (companies E and J)rendomsultant (consultant A) mentioned
that the CSR department was in charge of envirotahand social issues, and the General
Affairs department was in charge of governanceaissficcording to the interview with
consultant A, the responsibilities of employeeddapanese companies often do not include
responding to engagement activities, so sometieetR and CSR department impose the
responsibility on each other. To this end, compamgs a face-to-face meeting with DJSI once a
year, and provides feedback. The company is coregideaditionally Japanese as well as the
world’s leading company in its industry, and it hlas impression that DJSI is willing to engage

in dialogue with it.

6.4.2. The norms of corporate governance and percepns of global standards

Table 6.5 summarises Japanese firms’ norms of catggovernance and perceptions of global
standards. Column A shows the perceptions by Japditens of the board structure and outside
directors. Two of the interviewee companies (congmb and G) claimed that current Japanese
governance practices do not separate the exermiseversight of management, as required in
the Anglo-American world. Japan has its own stajuémditing system, which takes the form of

the traditional Japanese management system, uapandse Business Law. Whilst the Western
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corporate governance system provides this fun¢himugh audit committees, major Japanese
firms implement a statutory auditing system, inebhawuditors are not in the formal
decision-making process and do not have authasitir@ctors (ACGA 2013). Whilst the
ACGA believes that Japanese companies would berlssttved by the Western audit
committees system than Japanese traditional stptatalitors, the majority of Japanese firms
with statutory auditors lack the institutional dadal basis to appoint audit committees (ACGA
2013). Due to the uniqueness of the Japanese g system, companies D and G
mentioned that foreign investors were not familéth the Japanese statutory auditing system;
hence, these companies preferred to explain therayt® them rather than implementing an

Anglo-American style of governance.

Some firms were not fully convinced of the feastpibf appointing outside directors,
considering the dynamics of the Japanese laboltanats low turnover rate and low mobility
in employment, both due to long-term or lifetimepdayment, does not create a large enough
pool of suitable directors. For example, compargxpects outside directors to be industry
specialists, especially in a rapidly changing figteé the information technology industry, but it
is not easy to find proper candidates in the Jagmladour market. Further, company H
introduced some outside directors beginning in 20L4 they are not yet familiar with the
industry in which the company operates, and tlod is still quite limited. Hence, it will take
time to receive meaningful management advice fioamtin the future. On the other hand,
company | has taken a more flexible approach byiagipg over half outside directors under a
committees system. This company is consideredve lmplemented one of the most
developed corporate governance systems amongstekgpirms. The CEO at the time of the

reforms was the president of the company’s subsidiethe US, after a merger with one of the
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departments of a large American company. Their wéautside directors is the most open
among the interviewee companies. According to campaoutside and foreign directors
contributed to changing the business environmedtlas logic of internal decision-making

processes, because they were not familiar witlintieenal norms or corporate culture.

Column B of Table 6.5 shows the norms and perceptid Japanese firms of other governance
issues. It seems that there is a fundamental gayebe the role of Japanese and
Anglo-American boards. Traditional Japanese boafdtrectors, especially chairmen or CEOs,
are eager to spread their management philosophg@their employees, as seen in the case of
company D. In line with such gaps, company B eventioned that the word ‘governance’ was
not familiar to them, because the definition of gmance must be different in every country. As
already mentioned, some interviewees claimed tlofiadjinvestors need to take into
consideration the Japanese business backgroundragement systems when trying to diffuse
global standards of corporate governance. Forriostacompany D mentioned that the Japanese
traditional business environment — such askibieetsusystem, which provides strong personal,
financial and business ties within and across itiéiss— might look problematic from an
international perspective. However, such traditidiaganese management systems contribute to
providing long-term benefits in management, suchhamtaining stable relationships with
business partners, rather than incurring the askscosts of beginning relationships with new
partners. Company J mentioned that Japanese traaitompanies had their own cultural
background, and that both companies and globaktove needed to compromise to find

common ground.

194



Table 6.5. Japanese firms’ norms and perceptions global standards and local network

Contents Sub-category Japanese firm's perception
'‘Japanese statutory auditor system is not easg tmnberstood by foreign investors
Statutory auditor
due to its uniqueness; hence, we consider it mmopoitant to explain our current
Column A: system

Board structure anc

practices than to implement global style of goveo®a' (Company D, G)

outside directors

Japanese labour

market and outside

"The Japanese labour market is based on long-tetifetime employment; hence,
turnover rate in Japan is not high, so mobilitgmployment is low. Therefore, there

is no pool of directors that can serve as outsidectbrs like in Anglo-American

directors

societies.' (Company G, H)

'Our company is in an industry that is rapidly ojiag. Hence, outside directors
Degree of have to be specialists in our field." (Company D)

expertise and

outside directors

'We recently introduced some outside directors,abuhis stage, they do not know
about our industry at all yet. People say thas ijust costly to hire them, and they

believe that a statutory auditor system is eno(@bmpany H)

Foreign directors

'We do not have any objections to being measuredrnto-American standards,

because they often seem plausible. Since our corggapointed outside and foreign
directors to more than half of its board seatsstaeted to take into account the logic
of the directors from outside the company becalieg bring a fresh perspective as

they are not familiar with the local rules or cuéti (Company I)

Directors’

remuneration

'Global investors require disclosing directors’ teraration, but we deal with it
under the Japanese Business Law, which requiretosiise of more than USD 0.9

million."' (Company C, G, I)

Unfamiliarity to

‘governance’

‘The word "governance" is not familiar, because deéinition must be different in

every country.' (Company B)

Column B:
Other  governance
issues

Management gaps

'Our board is eager to diffuse the president’s “ag@ment philosophy”, rather than
oversight of management. Apparently, there is a lgetgveen the concept of the
Japanese and Anglo-American board.' (Company D)

'We understand how written rules are important mgla-American societies, and it

is not our culture to make everything written.' (gzany C)

Universality of
Anglo-American

management

'‘Unlike some other societies, we do not think etieng in Anglo-American
societies is correct. Japanese long-term busiméssonships such as those found in
Keiretsuare valuable (Company D)

‘Japanese traditional companies had their own raliltackground, so both of the
companies and global investors need to compronusént a common ground.'

(Company J)
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Table 6.5. (Continued) Japanese firms’ norms and perceptions of global stalards and

local network

Column C:

Social issues

Human rights

'Human rights or labour standard issues outsidan)ape considered as business

risks.' (Company C, 1)

Gender diversity

'Global institutional investors’ evaluation of Japae firms on the issue of gender

diversity is not good.' (Company A, D)

Column D:
Catching

global standards

up with

'We started to hire an international CSR consult®ttause we needed to collect

information about human rights issues to start ootidg business in Myanmar.'

Global CSR
(Company D)
consultant
'We manage risks by hiring foreign CSR consultanésause we care about global
ESG practices due to our sales in foreign countvilssch comprise more than 80%
of total sales.' (Company A)
ISO and GRI 'We catch up with global standards by adopting ¢88GRI.' (Company A, B, D, F)
Global 'We catch up with global ESG trends through coatitig offices in Washington

coordinating

and Belgium. Global environmental standards arédédcin the US and Europe, so

offices we lobby there.” (Company I)
'We have a global CSR team in four cities in theldyand collaboratively catch up
to standard ESG practices.' (Company J)
'We try to keep up the standard of ESG practicepratect our global brand.'
Global brand

(Company J)

Column E:
The role of

network

Higher E and S

practices

‘Japanese companies often voluntarily implementhérigstandards in their

environmental or social policies with the directafiKeidanren' (Company F)

local

Local informal/
formal network

for ESG

‘The local network of the Global Compact coordidatey Keidanren provides
opportunities for informal gatherings among Japarmsmpanies, where we share
information on shareholder engagement or ESG-etlgteestionnaires.’ (Company

C,D,F)

Awareness

building of CSR

'Keidanrenprovide seminars by foreign CSR consultants, amhdese companies

attend to learn the latest global CSR practic€an{pany F)

Promotion of

Global Compact

'We signed up to the Global Compact, because ortheoexecutives froniKeizai

Doyukairecommended that we sign up.' (Company F)

Collective action

in the industry

'We are the leading company in the industry, andrgealways asked our opinion by
Keidanrenas a representative of manufacturers. If we impl@mew policies, there

is an informal rule that all the other companiethia same industry should follow us
to implement the same policy. Hence, we cannot émeht any policies based

solely on our own decision without a consensusénindustry.' (Company H)
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Many interviewees mentioned there is a gap in dssgle of directors’ remuneration. Global
investors require full disclosure in this area, bapanese companies tend only to disclose more
limited information as required under Japaneserigss Law, which only obliges disclosure if it
exceeds JPY 100 million (USD 0.9 million); othergyi®nly the total amount should be
disclosed. Consultant A mentioned that the amofirgrauneration is normally much lower in
Japan in terms of what is relevant to profits imparison with global standards. Indeed, the
highest remuneration in Japan in 2014 was by thegn CEO of Nissan, Carlos Ghosn, who
received JPY 995 million (USD 9.23 million) (Niss2@14). It is the third largest amount in the
history of listed companies in Japan. His remum@matias more than half of the total amount of
all the directors of Nissan, even though Nissaonaded one of its lowest stock prices in 2014
and it was the only Japanese automobile companghwtad negative consolidated operating
income in the year. CEO remuneration at Nissancniisised at the shareholder meeting by
being compared with domestic competitors, but GaBbosn justified himself by mentioning
the high levels of remuneration at foreign autorf@bompanies, such as General Motors, Ford,
and Daimler (President 2014). The remuneratiom®iGEO of Nissan is five times greater than
the remuneration of the CEO of Toyota, which reedrids highest profit ever in 2014 (Toyota
2014); whilst Nissan has a foreign CEO, Toyotad#sditional family management structure
as well as a CEO from the Toyota family, and it@pged outside directors only in 2013

(Nikkei 2013).

Column C of Table 6.5 displays Japanese firms’gq@ions on global standards for social issues.
The data suggests that Japanese companies acellpaliticriticised outside Japan on the social
issues of gender diversity and human rights ordastandards. Column D of Table 6.5 shows

how the interviewee firms’ catch up with globalrslards. Many of the interviewee companies
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catch up with global standards by adopting I&@ernational Organization for Standardization)
or the GRI (Global Reporting Initiative) reportiggidelines. Whilst some Japanese companies
try to keep high ESG standards to protect theip@ldrands, others hire domestic or
international CSR consultants to help them catctvitip global ESG trends. One of them,
company D, first hired an international CSR corailbecause it needed to collect information
on labour standards to start a new business in Mgarnwhere there is high sensitivity on the
issue of human rights. Another company, companyanages ESG risks by hiring foreign
CSR consultants, because more than 80% of itsgakes are in foreign countries. Company |,
whose governance is considered one of the claséisé tAnglo-American style, attempts to
catch up with global trends through coordinatinigces in Washington and Brussels, where the
company conducts lobbying activities on global emwunental standards. Further, company J,
one of the world’s largest companies, has globd& @&ms in four cities in the world, and
collaboratively catches up with the latest ESG fixas. In Japan, CSR consulting is mainly
provided by accounting firms, such as the Big Hours, with relatively small CSR divisions.
According to consultant B, the market for CSR cdtagion is quite limited in Japan; hence,

accounting firms tend not to give much prioritythés type of consulting.

Column E of Table 6.5 displays the role of localwuarks in promoting global standards.
Business organisations in Japan are quite powacfols in representing the voice of the private
sector, as well as lobbying policy makers. Outof interviewee companies, four of them
mentioned the role dfeidanrenin the interviews. Even though such major business
organisations are basically against corporate gavare reform, such as the legislation for the
mandatory appointment of outside directors, thay jal role in promoting global standards,

especially in environmental issues or signing uytlie UN Global Compact. For example,
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according to company F, Japanese firms often vatiptimplement higher environmental
standards under the directionkKdidanren According to investors A and B, in general, Jasan
firms perform better on environmental issues thenglobal average, which can be attributed to
the contribution of local business networkgidanrenalso coordinate the local network of the
Global Compact or seminars by global CSR consudtavtich provide opportunities for
informal gatherings among Japanese companies, Wapenese firms share information on
shareholder engagement, the latest ESG practice£ 3G-related questionnaires. Further,
company F signed up to the Global Compact on tb@menendation of one of the executives
from Keizai DoyukaiWhilst such local economic networks help to preemgiobal standards,

the nature of the collaborative behaviour of Japariiems prevents an individual firm’s
decisions from having a transformative effect. Fertthere are industries with strong networks
among firms within industries. Company H is a leddets industry and represents the
industry’s opinion tdkeidanren The interviewee representing this company meetidhat

there is an informal rule that the rest of the canigs in the same industry have to follow the
leading company, which implies that new policy ierpkentation matters to all companies in its
specific industry. Hence, the leading company ofisindustries cannot implement new

policies based on its own decision without a cosgemwvith other companies in the industry.

6.5. Discussion and conclusion

This chapter examined the Japanese firms andqabléconomy, which is shifting from a CME
to an LME, and approached Japanese corporate gmagiirom formal and informal

perspectives. It analysed the recent changes anéap corporate governance to investigate
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how corporate governance policy reform was condLatel how firms embedded in local
institutional settings perceive global standardseda on interviews with ten companies from the
TOPIX Core 30. As a result of a rapidly changinditmal and economic environment along

with increasing pressure from foreign institutiomadestors, there has been an acceleration in
the pace of change within Japanese corporate gaveenThis chapter documents three main

findings.

First, the research findings suggest that instrdat@orporate governance reform cannot lead to
immediate changes in the norms of corporate behaincexisting institutionsAs North (1990)
indicated, culturally derived informal constraiare maintained despite policy change, and the
outcomes are the result of the tension betweeisgiagsinformal constraints and formal rules.
Corporate governance policy reform has persuadamhdse firms to introduce policy
instruments close to Anglo-American standards, siscbutside directors or committees
systems. Nonetheless, Japanese management systestif B1 many respects based on a
lifetime employment system, and have a lower laltourover rate than Anglo-American
countries. In such institutional settings, tradiibJapanese firms claim that the Japanese
market does not possess the pool of professiohglsneral management to serve as outside
directors that Anglo-American societies do. As A(@001) argued, there are institutional
complementarities in local corporate governancgtiri®ons such that multiple institutions
function effectively together. Hence, even thouglditional Japanese firms appoint outside
directors, they claim to have difficulties in draagiuseful comments for management from
them, and there has not been much change in thidrboan. Further, just as Japanese firms do
not change immediately, nor do Japanese investorediately become active in engagement,

due to the long-standing tradition that local irtees do not exercise their voice on ESG issues
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as shareholders in Japan. Even though many of @ mstitutional investors in Japan have
signed up to the Stewardship Code, it seems tkat ik not much change in firms’ perceptions

of engagement activities to date.

Further, also in line witleulturally derived informal constraints argued bgrii (1990), this
chapter confirms that the culture of collaboratieeporate behaviour and the influence of local
networks act as informal constraints to slow doWwanges in corporate governance practices.
They stem from a local culture that defines therimfal rules for individual firms and informal
agreements for action to change collaborativelyndigated by Storper (2000). Even though
the Japanese economy is shifting from a CME toME Isystem, these kinds of networks and
collaborative actions remain important as rulesligqgj the actions of local firms. Japanese
firms behave collectively as Witt and Redding (200&ve found, and this chapter confirmed
that leading firms in certain industries are uridésrmal constraints that their policies should
change only with the consensus of other firms @nitldustry. Their culture does not allow a
leading company to change by itself; hence, thewgslof informal constraints slow down the
changes in corporate governance practices in J&pather, Japanese economic networks
prevent voluntary and rapid change by lobbying rgjatorporate governance policy reform,
such as when the Japan Business Federation hadppesed to particular reforms.
Nevertheless, the findings of this chapter sugtegtthese collaborative actions can contribute
to improving Japanese ESG standards by promotigigdrivironmental standards, as well as
encouraging participation in global networks sushhe UN Global Compact. This
collaborative effort contributes to standards ia ¢mvironmental practices of Japanese

companies that are higher than those of globakipesc
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Second, this chapter demonstrates evidence thatgoent-led corporate governance policy
convergence towards global standards is conduatgdly through the implementation of

global policy instruments and that these are péovtiglised, with the involvement of non-state
actors by reference to existing local institutiofise research results show a reasonable
consensus among actors inside and outside govetii8teme 2014) for policy reform. Several
non-state actors have been involved in localisioba instruments, notably the Stewardship
Code and the Corporate Governance Code, througtptirticipation in advisory committees.
As a result of localisation to the Japanese contextre local firms are not familiar with
engagement yet, the Japanese Code tries to proneateingful dialogue, rather than increasing
the number of engagement activities as the UK Glods. Further, legal reforms by the
government introduced a new governance style, wikidlot purely Anglo-American but rather
also incorporates elements of the traditional Japamodel. Traditional Japanese firms believe
that they have their own governance characterigtigsh fit the Japanese market, such as
long-termism, and they have the persistence totaiaiit, without much willingness to convert
to the Anglo-American system. Whilst Tiberghien@2Pargues that Japanese policy elites tend
not to support pro-shareholder reforms, the lateganese corporate governance policy reform

towards global standards was initiated by the guwent.

Finally, this chapter suggests that bilateral reteghips between global investors and Japanese
firms are important for changing corporate goveoegpractices, in particular regarding board
structure. Path dependence and history mattercts tmrporate governance, but the results of
this chapter revealed the significant role of fgreinvestors in terms of the introduction of
outside directors, which led traditional Japanasesfto break with their past. Focusing on

bilateral relationships of corporate governancelw®en criticised from an institutional
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perspective, as corporate behaviour cannot be sioder through a single variable, and it is
more complex than simple bipolar models (Aguiland dackson 2003). It is true that path
dependence and multilateral relationships withotggiactors are important for corporate
governance research, and that corporate goversaiocdd be analysed as a result of a wide
range of institutional domains (Aoki 2001). Howewube findings of this chapter also suggest
that foreign investors can directly impact on Jagsanboard structures, especially through proxy
voting. Further, it is also found that ESG-relate@stionnaires by index funds or rating
agencies are good opportunities for Japanese fortesmrn what kind of information is required
to be disclosed at a global level, because thetignesires can be among the limited
opportunities for Japanese firms to bring their aggament of ESG issues in line with global
standards. Through the role of index funds or gaéigencies, Japanese firms learn about the
gap between global standards and Japanese firatiges on ESG issues, such as gender
diversity, as well as what standards do not fittapanese market, like director’s remuneration.
Nevertheless, the increasing volume of such quastioes can be a burden for companies due
to the limited human resources in IR and CSR departs of Japanese firms, even though

many of them make efforts to respond.

The research findings revealed that there is rammglbbal investors to pursue more effective
engagement, and that global investors should ingtigir internal coordination practices. It
seems that global investors are aware that it p@rtant to take into account the local
institutional settings for effective engagementsesn in the case of the collaborative
engagement on board structure. They tried to e by taking into account the local
environment, because they compromised on theireitda increase the number of outside

directors to one-third of the total, not their idpeoportion of half. Nonetheless, despite
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increasing efforts by global investors, the levighwareness of engagement activities is still low
in Japan due to traditionally inactive local ingibnal investors, even after the implementation
of the Stewardship Code. It is found that neithreyagyement activities nor the contents of the
engagement were mentioned when a Japanese companyeaeting the same investor due to
the different personnel. As the opportunities faetmgs with Japanese firms are quite limited,
global institutional investors need to coordinatteinally across divisions when communicating
with Japanese firms for effective engagement. Meeeaylobal actors, including global
investors, need to consider if their ‘global staxdaare universally good enough to impose on
the rest of the world with different institutionsgttings. For example, the ‘global standard’
amount of directors’ remuneration is much highantthat of Japanese companies. Although
global standards require companies to disclosar@unt and the way to decide the
remuneration, Japanese standards create muclotéakisequality. As such, questions
surrounding the universality of global standardsrogiscussions on the impact of the diffusion

of global standards on local societies across tirédvwinder globalisation.

Even though this chapter contributes to the liteeaby studying Japanese firms, it also faces
several limitations. As there was a difficulty inding sample companies to participate in
interviews, it is supposed that the sample firmg&chiparticipated in the interviews for this
chapter have a corporate culture which is morengilto disclose information with proper
manpower than those that did not accept the reduestterviews. Further, because of the
limited number of sample companies, it was not iptes$o capture differences across industries.
Due to the nature of this study, some firms werewilling to participate in interviews after
having been informed of the detailed questionsHerinterviews. They answered that they had

not experienced engagement activities by globadstors or that they could not disclose any
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information relating to them. This indicates thagre are still many Japanese firms that are not

willing to disclose detailed ESG related informatio the public.

In highlighting the role of national governmentilgal investors, and local firms, this chapter
documents that each of them tries to find commowigd in changing Japanese corporate
governance. This chapter emphasises the importdrasgalysing informal constraints on
corporate behaviour across societies, which leaddetter understanding of the process of the
convergence of ESG practices towards global stasd&olicy change in ESG issues towards
global standards is not necessarily perceived @ perfect fit by local firms in reference to the
existing institutions. The details of policy ingtmants still diverge by taking into account the
local institutional context, even though the goveemt and global investors encourage
convergence towards global standards. The speeatpbrate governance change is slow in
Japan because of the local culture of collectivpa@te behaviour, but this also indicates that
comprehensive changes can be led by leading firmishwean in turn create a consensus with
other companies in the industry. Hence, how to ghdhe leading companies is the key

challenge in transforming corporate governancapad.
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CHAPTER 7| Conclusion

7.1. Re-visiting the research question

This thesis shed light on the interplay betweemalmstitutional investors and Japanese firms,
and explored the evolution of Japanese corporatergance. Global institutional investors
conduct engagement activities with firms acrossatbdd, with expectations of improving local
environmental, social and corporate governance jE&Bdards. With the power of global
finance and policy convergence, local firms aresgueed to transform their corporate
governance systems and to improve their environahentsocial practices in line with global
standards. As a result of such influences, theachernistics of capitalist development have
developed unevenly; some local firms transformrtbeiporate governance systems despite

local institutional complementarities, whilst othenaintain their path-dependent systems.

There is a growing body of literature on sharehotgagement, which discusses global
institutional investors’ engagement activities witkiestee firms. However, most studies have
been geographically concentrated in the Anglo-Aon@riand European world because active
shareholders are mainly Anglo-American institutidnaestors. In this regard, other parts of the
world have not been paid as much attention beyoadnglo-American and European context.
Further, whilst the extant literature emphasisesstitcess of engagement with firms within the
same space, the limitations of global finance ffedgnt parts of the world has not yet been
much debated. It is for this reason that this theslected the theme of ‘the interplay between
global institutional investors and Japanese firm&SG issues’. This issue has not been

addressed since Jacoby (2007) pointed out theuliffts of engagement activities by the
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California Public Employees' Retirement System RERS) in Japan, and this thesis addresses

shareholder engagement with Japanese firms inreeea depth.

To explore the theme, this thesis took a uniquecgmh to the power of global finance by
focusing on the processes of change in corporatergance practices and on the limitations of
engagement activities by global investors. What thésis mainly reveals is how remote firms
embedded in local institutions respond to the feieglobal finance and policy convergence,
and how global investors engage with such rematesfiThe research examined the case of
Japanese firms and political economy, through giaine data collection and interviews with
Japanese firms and global investors. It arguesldgadn is a market which is shifting from a
coordinated market economy (CME) to a liberal madamnomy (LME) (Hall and Soskice
2001; Sako 2007) and is distant both geographieaity culturally from the Western world
(Hofstede 1984; Ghemawat 2001). As mentioned inrttneductory chapter, the main research
question of this thesis i&Vhat are the effects and limitations of globaléstors’ engagement
activities on Japanese firmd® order to address this main research questienfoilr

substantive chapters of this thesis explored theviong subsidiary questions:

1) What has been the evolution of shareholderiaatiand corporate governance change in
Japan?

2) How is private engagement activity by globatingional investors informally conducted
with Japanese firms?

3) How is collaborative engagement conducted amd gmwerful can global institutional
investors be with firms in an industry with a lowsoportion of foreign ownership in Japan?

4) How does corporate governance policy changeargevtowards global standards and can
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policy reform bring about norm changes in corpogateernance?

Section 7.2 gives an overview of the research fligsliby adumbrating the answers of the
subsidiary research questions in terms of frantieganswer for the main research question of
the thesis. Section 7.3 discusses the broaderdatigns of the findings, followed by Section
7.4 which discusses the limitations of the progaad gives suggestions for future research.

Finally, Section 7.5 concludes the thesis.

7.2. Overview of research findings

The interplay between global finance and local omafe governance is not only about the
institutional interplay between existing institutg) but also about how the interplay impacts on
firms embedded in institutions in remote spacesh@aand Gllickler 2014). Guided by the
substantive questions that emerged from my dateatimn, through literature review and
interviews with global institutional investors alodal firms, my analysis focused on the
consequences of the interplay in effecting coroE®G issues in remote space, in particular,
corporate governance issues in specific institgtiamd a specific political economy (Streeck
2009). It examined the process of Japanese cogpgoakernance change in response to
shareholder engagement among local firms, andtlaésprocess of policy convergence. As such,
my substantive research questions predominantlyskxt on the immediate output of the
interplay between global investors and local firarsgl the responses of local firms and
institutions. This in turn leads to substantivegiions of how global investors strategically

interact with remote firms, and what the limitasoof the power of global finance are.
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The drastic change of ownership in Japanese finhmarkets, with increasing ownership by
foreign investors, brought changes to shareholc&rism and corporate governance practices.
The research findings revealed that foreign ownpristthe most important factor influencing
corporate governance reform; firms with higher lefdoreign ownership tend to conduct more
reform, in particular by introducing more outsideedtors. Nonetheless, there are also large
Japanese firms with higher foreign ownership whihkeen to maintain a traditional
insider-oriented governance style. This kind okedsity among firms is observed in the process
of shifting from CME to LME (Streeck and Thelen 20@ako 2007), with the diversity a result
of the different responses of local firms to thiéu@nce of global finance. Whilst Japanese
investors tend not to be active shareholders on ES¢&s with their local institutional
complementarity, global investors also keep thagntity to exercise voice through public
means. Even though shareholder proposals raistetiragendas due to limited submissions,
proxy voting is increasingly important for JapanBsas because of stricter standards of voting
in corporate governance issues by foreign proxyieemagencies. Together these findings
answer the first research question; ‘What has bezevolution of shareholder activism and

corporate governance change in Japan?’

In an institutional setting where local sharehaddane not active in exercising voice in ESG
issues through public means, local firms are nwilfar with engagement activities which are
privately conducted behind the scenes either. Globttutional investors are one of the few
actors that exercise voice on Japanese ESG idauegng to effectively conduct engagement
activities, global investors strategically tardet targest firms with big brand names in a
cost-efficient manner. The research results redehigt the contents of engagement with

Japanese firms are focused on corporate goverigswas. Further, the means of engagement is
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important for effective engagement. In particuitawas found that face-to-face contact is the
most important way for global investors to engadh dapanese firms, because it contributes to
transmitting complicated messages but with proraptiback (Storper and Venables 2004).
Letters are not an efficient means of engagemeit Jaipanese firms, because of language and
organisational structure issues. For effective gageent, global investors also conduct
collaborative engagement activities and engage haital firms and authorities. These findings
summarise the answer to the second subsidiaryrobsgaestion; ‘How is private engagement

activity by global institutional investors inforntlconducted with Japanese firms?”’

Regarding collaborative engagement, it draws mtiemton from both institutional investors
and their clients by increasing the size of totahaged assets, and enables multi-actor
interactions among stakeholders. Multiple staketr@ldre involved in firms’ sustainable issues,
such as NGOs, media, national and sub-nationalatagy bodies, and global institutional
investors. Nonetheless, in a country like Japarr@vblareholder engagement is not common,
local firms are not even aware that global indtnél investors are interested in intervening in
their ESG issues. Hence, global institutional inmessare not powerful stakeholders for such
remote firms, especially when their level of owingpss low. The media is a powerful
stakeholder for these firms because it can dirécthact corporate reputation. It was found that
collaborative engagement is triggered by frequesdimmcoverage. Nonetheless, the engagement
activities do not seem to be continuous and thelbraurof target firms is limited. These findings
summarise the answer to the third subsidiary rebeguwestion; ‘How is collaborative
engagement conducted and how powerful can globtitutional investors be with firms in an

industry with a lower proportion of foreign owneisim Japan?’

210



My observations at the policy and firm level suddbat the local institutional environment
impacts corporate behaviour and the speed of clsangaeir corporate governance practices.
Policy convergence in corporate governance towglatsgl standards occurs in a top-down
manner through adoption by nation-states (Hebb/dagtik 2005), when there is a reasonable
consensus towards the reform. My research findshgsv that policy instruments are localised
with the involvement of non-state actors, as saghe process of the recent implementation of
the Japanese Stewardship Code and Corporate Gager@ade. Moreover, the research results
revealed that collaborative behaviour is requireddrtain industries in Japan, and that peer
pressure can prevent a firm from unilaterally chagg@s governance system without a
consensus within the industry. Hence, more timmedsiired for change because an
industry-wide consensus must be gained. Such ellituterived informal constraints in
corporate behaviour (North 1990) are maintainedh@fter policy change, and it takes time to
change the norms of Japanese firms and institutiomastors because of existing institutions.
These statements summarise the answer to the fulidiary research question; ‘How does
corporate governance policy change converge towgotl standards and can policy reform

bring about norm changes in corporate governance?’

The above findings reiterated from the four sulistarchapters (i.e. Chapters 3, 4, 5, and 6)
show a linkage among the four questions, leadirigg@nswer of the thesis’ primary question,
‘What are the effects and limitations of globaldstors’ engagement activities on Japanese
firms?’ This thesis offered a significant body of evidetmwanswer this question. On the one
hand, global finance is a powerful influence onalggse firms. The research results revealed
that global finance and increasing foreign owngr$taive enough power to lead local firms to

break with the past by requiring a change of tBSG practices. Japanese firms transform their
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corporate governance practices when there is enoggsure by foreign investors, even when
convergence to global standards is not consistihttiae local existing institutions. In
particular, the increasing introduction of outstdiesctors in Japan supports this argument.
Japanese investors are not active shareholderslcamot engage on ESG issues as global
investors do; traditionally the Japanese finanwiatket is based on bank financing, and local
firms have strong ties with banks. My researchlteswggested that global institutional
investors are one of the only actors that poseganda to improve ESG issues through private

engagement in Japan, where the legitimacy of giglps like NGOs is relatively low.

On the other hand, global institutional invest@sef several limitations in their engagement
activities with Japanese firms. First, in countsé®ere local investors are not active in ESG
engagement, local firms do not know how to respiorglich activities and are not aware of the
importance of developing dialogue with institutibmwestors. Hence, the most challenging
issue for global investors for engagement in Jagpanfamiliarity with the engagement
activities of Japanese firms. The research resedtsaled that most Japanese firms are not
familiar with shareholder engagement and thatdifficult to gain proper responses by
Japanese firms, especially via letter. Even ifrdgent implementation of the Japanese
Stewardship Code might change such trends in toieefuthe research found that there has not

been much change in familiarity with engagementragablocal firms.

Second, target firms of engagement are limiteddmall number of large firms with global
brand names due to constraints of costs. As iadhgre of shareholder engagement,
engagement activities are often conducted witretdigms in reference to the asset owners’

portfolio, and the proportion of assets is lowerdmote markets due to the home bias effect.
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The number of target firms in remote markets isteohto largest firms with global brand

names because of global investors’ client asseemsportfolio. As such, engagement activities
are also home-biased, and Japanese firms aretgesad for engagement by global investors,
even if engagement is targeted in an industry wisided by Japan, as seen in Chapter 5. When
CalPERS focused on engagement in Japan and the Wi¢ early 1990s (Jacoby 2007), the
Japanese economy was still large enough, evenhttheg had to withdraw their activities due
to high costs. Hence, when market is smaller, thd@tde less influence from global investors

because of the lower level of assets from the c@min the portfolio.

Third, the topic of shareholder engagement by dlimhvastors is sensitive to the effectiveness
of engagement with remote firms, because it mattetise context of local institutions inside or
outside of firms, such as ownership and industrjext. Due to culturally derived informal
constraints, in which collective change has beaditibnally required, it takes time to change
the norms of local firms towards global standafdsJacoby (2007) mentions, global investors’
engagement activities are ‘culturally sensitiveuss; the contents of engagement also matter to
the informal constraints of local firms, such asm® and culture, which determine firms’
degree of persistence in maintaining the status lgudher, shareholder engagement is
conducted privately, and the process of engageis@at announced in public, which does not
influence corporate reputation; hence, even th@lgal investors engage with remote firms
on issues related to firms’ reputational risk, theye limited influence on local firms because

engagement activities are not conducted in public.
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7.3. Broader implications of the findings

The findings of the thesis from the Japanese cage $hown a body of evidence that
contributes to the broader topic of shareholdeagament and the geography of finance
beyond Japanese firms and their ESG issues. Tdeanmeh applied concepts from economic
geography and the geography of finance, and higtdaythe interplay between global
institutional investors and remote firms. As sutle, thesis advanced the literature on corporate

governance, shareholder engagement and compapatitieal economy.

In existing corporate governance literature (e.gdjima 2007), the causal relationship
between foreign ownership and Japanese corporagFrgance reform has been argued, but less
addressed is why local firms continue to persisi wiaintaining their traditional corporate
governance systems. My research findings argueltbgirocess of change in Japanese
corporate governance practices remains under tluemte of traditional paradigms within
existing institutions. Local corporate governancacfices are shaped within complex,
path-dependent institutions; hence, current prestito not become established in an isolated
manner. As one of the examples of the persistehloea practices, the research revealed large
Japanese firms’ claim that introducing outsideaoes is closely related to the traditional local
labour market with the lifetime employment systaml that the pool of directors who could
serve as outside directors is not large enouglsuéh, global investors request the
implementation of global ‘forms’ of corporate gomance, but it is unknown if their ‘function’
works properly in the local institutional environmieAlthough the majority of the largest listed
firms finally introduced outside directors due tegsure from foreign investors and the

Corporate Governance Code, it is not yet known hdredutside directors play a proper role on
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the board as expected by global investors.

In the shareholder engagement literature, therdéeass less attention and argument focused on
what is important for successful engagement withate firms that persist in maintaining the
status quo, embedded in local institutions. Ofipaldr importance, it is argued that, depending
on the local institutional settings, firms’ integpation of stakeholders varies across borders, and
that the power of stakeholders in local firms alages across geographies and industries.
Hence, the success of engagement by global instialtinvestors depends not only on the
contents of engagement activities, but also ornnxestors’ engagement strategies underpinned
at the target firm, industry, national, and subieral levels. It is also revealed that selecting th
proper means of engagement depending on the gdgoodparget firms is important for

effective engagement. As such, the effectivenesmighgement activities of global investors
should be explored more by taking into accountctse of firms outside the Western world so

as to enhance the discussion of the geographyaoélsblder engagement. The research revealed
that proper understanding of the local institutis®itings is necessary for effective engagement,
even though there are always limitations on glaiadstors committing to engagement with

Japanese firms because of the cost of engagement.

As mentioned in the existing geography of finanteature (e.g. Clark and Wojcik 2007), the
power of global finance and institutional investoas induce local firms to break with the past
by promoting global standards of ESG issues. Wielgtilatory reform occurs much more
slowly than bottom-up change, global investors Haaen committed to involving policy
convergence by promoting it to local firms as veallto the authorities. Japanese firms avoid

clarifying changes in their corporate governanc#esys due to pressure from investors, and
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they formally insist that they improved voluntariljevertheless, this thesis confirmed the
importance of bilateral relationships between fiams foreign investors, and provided enough

evidence of the power of global finance among Jeparfirms.

From a comparative political economy perspectifre findings of this research developed a
more detailed understanding of the transition f@ME to LME argued in the earlier literature
(e.g. Sako 2007; Jackson and Miyajima 2007). Mgaesh suggests that policy convergence
shifting towards LME is conducted through the atijient of new policy instruments to fit with
local institutional contexts. The involvement ofnrstate actors to localise the instruments
creates less frictions with existing local insiibats in policy convergence. By so doing, policy
convergence avoids unnecessary frictions invollaegl firms’ path dependence, embedded as

they are within existing local institutions.

This thesis fills the gap of the VoC approach byvting evidence that cultural and informal
perspectives should not be neglected. Exploringialland informal perspectives contributes
to developing the arguments of various streamierfture, because existing literature tends to
focus on formal institutions. It is argued by Nof1990) that, despite the change of formal
institutions, informal institutions do not changenediately due to culturally derived informal
institutions. As such, culture and informal indibas are inter-related (Hofstede 2005) and are
the key to path dependence (North 1994), whichepassistence to maintain traditional

corporate governance systems among Japanese firms.

The importance of incorporating culture and informatitutions is opposed to the VoC's

‘firm-centred’ approach (Hall and Soskice 2001)a@ter 6 showed that collective action was
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needed among Japanese firms in certain indusitmiesder to change their governance structure.
As Storper (2000) argued, such collective actionlmaconsidered as a re-concretised form of
culture into conventions, such as the rules of spwous individual action, or institutions in
situations of collective action. Traditionally, @dorative action might have started to pursue
efficiency by avoiding conflicts among firms in teame industry; however, the norms and
conventions to act collectively slow down the ctanithis finding is not consistent with the
VoC'’s firm-centered approach, in which firms alwayssue efficiency. The research result
showed that norms can be based on local culturgatiddependence, and that firms are not

always efficient.

The thesis provided enough evidence that cultuas isnportant aspect that influences the
industry context, as well as the effectivenessnglgement activities by global investors.
Chapter 5 showed that the long-term inter-firm bass relationship is maintained due to the
influence of the supplier’s ability to control gitgl In this instance, high-level quality contrsl i
as a result of local consumers’ preference, basdteir traditional eating habits, which can be
considered as a cultural issue. As such, cultedgectives can be an important constituent of
the institutions and the industry contexts of antou Further, another critical aspect of culture
is the difference in language, which creates caltdistance (Hofstede 1984; Ghemawat 2001).
The language difference and the level of the conahmdrEnglish directly impact the efficiency
of the engagement activities of global investorhwemote firms. The thesis provided evidence
to support this argument in Chapter 4. Global itmsSengagement strategies with Japanese
firms incorporate language issues, which influertbedmeans of engagement. The chapter
argued that face-to-face meeting was the prefeneghs of engagement with Japanese firms

mainly due to language issues; hence, no frequegatgement activity is conducted due to the
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high cost of organising meetings. As such, langusgiges can impact the efficiency of
engagement and, ultimately, they can impact thel lef'change of corporate governance

systems.

Further, incorporating informal perspectives igaltaportant for corporate governance and
comparative capitalism research. Shareholder engamgfeconducted by global investors can be
considered as an informal interplay between glotsitutional investors and local firms.
Shareholder activism through formal means is masihyducted in a hostile manner, whilst
shareholder engagement is conducted informallyybgg to develop dialogues with local firms.
Whilst the influence of the internationalisationtbé market on local institutions is not assumed
in the VoC approach (Jackson and Deeg 2008), thagemment activities of global investors
should not be neglected in the literature of corapae capitalism. In exploring such new
financial actors, incorporating informality is impant to understand their influence across the
world. Without analysing their engagement actigitiehich are informally conducted, the role
of global institutional investors around the woclthnot be captured, and the impact of the
interplay between global finance and local firmeraat be analysed properly. Even though
shareholder engagement activities with remote ficarsbe rather limited, the power of global
finance and its informal role should not be negddh comparative capitalism literature,
because of their increasing importance for the geant the regulations and corporate

governance systems across societies.

These implications suggest the importance of ecgligtudies of firms and corporate
governance, incorporating both formal and informatitutions, to enhance further

development of existing arguments in shareholdgagement, corporate governance, and
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comparative capitalism literature. The followingygast implications for public policies and

practitioners based on the research findings.

7.3.1. Implications for public policy

Policy reform under Abenomics seems to lead Japac@mporate governance policies towards
global standards. Nonetheless, it is difficult etmduct top-down policy reform among actors
with path-dependent development and institutionahglementarities. Corporate reform is

often hindered by the power of the private seatatuding large economic organisations, as
corporate governance reform had been opposed blatien Business Federation or peer
pressure within specific industries. In such anir@mment, it is important to monitor the
effectiveness of new policy instruments, like trarfibrate Governance Code, as intended in the
Japanese corporate environment. For example, tpoion of outside directors has been one
of the key proxies of corporate governance refordiapan. Nonetheless, the research suggests
that the role of outside directors is questionedbbye Japanese firms. The appointment of
outside directors should be closely monitored, thieckind of role they could play should be

considered.

The Japanese economy seems to be a dual economg saparation between large firms that
subscribe to global standards and the remainingsfinaintaining a traditional Japanese
governance style. Those firms that are keen to maire foreign ownership transformed their
governance systems, especially under recent spnasgure from foreign investors.
Nonetheless, domestic investors, who have jushtBcenplemented the Japanese Stewardship

Code, account for the majority of corporate ownigxshis still unknown to what extent
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domestic institutional investors will commit to @doping dialogues with local firms on ESG
issues despite adopting the Stewardship Codet lsuexpected that it will take time to change
their practices and norms even after the implentiemt@f the Code. In order to promote more
familiarity with developing dialogues on ESG issuewill be necessary to gradually
implement regulatory frameworks for listing requirents by the TSE to develop integrated
ESG investment in the long-term, such as broadetatiure of ESG issues in Japanese firms’

financial reports.

Further, unlike in the US, there are no strongyrelis ethic-based groups involved in ESG
investment in Japan, and the legitimacy of civiugs, which exercise voice on ESG issues, is
quite limited because of severe financial constsa@s found in Chapter 5. The Japanese
government should provide stronger support forllbl&aOs in order to promote a stronger civil
society and thereby improve the ESG practicesallbrms. This would encourage the

development of agendas for enhancing dialogueh®ESG issues of Japanese firms.

7.3.2 Implications for practitioners for effectiveengagement

By taking into account the limitations of engagetretivities with remote firms, the allocation
of appropriate human resources is one of the aigaie for global institutional investors.
Japanese firms are not familiar with engagemeniaaadenerally not cognisant of the
importance of developing dialogues on ESG issudslst\ylobal investors’ engagement
activities are conducted in a cost-efficient mantiex person in charge of engaging with remote

firms should understand the local institutionatiegs, and ideally speak the local language, for
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effective engagement. From the interviews condudtgthg the research, it was found that
those who work for global investors are often cegnt of the Japanese corporate environment
through ‘knowledge’ but not ‘experience’. They afeen Japanese people in their late 20s or
early 30s, educated in the country where the glivlvalstors exist (i.e. Anglo-American
countries), and have never worked for Japanese fimdapan. Even though Japanese society
has become more open to listening to the opinibyswnger generations despite its traditional
seniority system, it remains questionable to wixédrd their conversations with target firms are
effective enough to convince them of a change @ ESues. In the interview in Chapter 6 with
a manager from a Japanese firm whose employeesdewvatk for that firm for the entirety of
their careers, it was claimed that global investagh turnover of staff responsible for
engagement made it difficult to develop continudiadogues with them despite their
requirements based on long-term sustainabilitys €bimplaint came from a manager who
worked for the CSR or IR division much longer tithose who conducted engagement
activities in the counterpart global investor. Hentbere is a difficulty to establish a ‘pipeline’
(Bathelt and Gliickler 2011) between local firms ghabal investors to develop dialogues.
Even though it would be costly, establishing Idmanches or creating a partnership with local

institutional investors contributes to mitigatingch problems, as some of investors already do.

It is expected that awareness of engagement wilkase after the implementation of the
Japanese Stewardship Code; nonetheless, for lapgadse firms, the ESG-related
guestionnaire is more familiar than engagemenothar means such as meetings, as seen in
Chapter 6. Some rating agencies communicate withnkse firms in order to receive feedback,
which contributes to global actors’ understandih@poal institutions. Likewise, asking for

feedback on engagement activities with target fiwillscontribute to understanding not only
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firm-specific issues but also the broader perspestof local institutions. Such understandings
of global investors will ultimately lead to conding effective engagement activities on

market-wide issues not only in a specific counuy &lso across the world.

7.4. Limitations and suggestions for future reseatt

Around the time when this thesis was conceiveditl2the Japanese economy was at the nadir
of a recession, as a consequence of the finarrgséd ;m 2008 and 2009, and the Great East
Japan Earthquake in 2011, as well as poor goveertanthe Democratic Party of Japan (DPJ)
from 2009 to 2012. Underlying the serious depresgiee fundamental problems of Japanese
firms have been highlighted, such as the low pabfé business structure of large Japanese
firms, like electronic giants, and several corpergidvernance scandals of Japanese firms with
global brand names. The Liberal Democratic ParyR).regained power in 2012 with the Abe

administration, and corporate reform under Abensroitly started in 2014.

As such, one of the limitations of this thesishis scope of its timeline. The corporate and
political-economic environment surrounding Japariieses and global investors is rapidly
changing. The time scope of this thesis differeanh substantive chapter, but the entire thesis
tried to capture the changes in political economty the responses of local firms until the first
half of 2015. Nonetheless, the reforms of Abenoraresstill being implemented, and its
long-term impact is still not known. It is expectbat the regulatory framework will change in

a few years’ time in the areas related to thisithe®t only the Japanese Stewardship Code and

Corporate Governance Code in 2014 and 2015, bualsie other policy instruments or

222



regulations will be implemented or amended in titarke in the process of policy convergence

towards global standards.

Moreover, even though this research on Japan aseastudy provides findings to contribute to
fill the gap in the literature, and the findingstbis research will serve as a source of future
comparative corporate governance studies or coniyaolitical economy literature, another
limitation of this thesis lies in the challengeggeheralising the research findings from the case
of Japan, due to the specificity and uniquenesseofapanese institutional environment. This
thesis defined and generalised Japan as a markeigfrom CME to LME, distant both
geographically and culturally from the West. Thedil tried to capture the evolution of
shareholder engagement, corporate governance aing ponvergence, not only by revealing
Japan-specific issues but also by suggesting vinalgications to the other areas of geography,
in order to contribute to various streams of litera. There are countries which would be in
similar positions, but each case should be emliyieaalysed when applying the argument of

this thesis to other geographical contexts.

Corporate reform and regulatory change in Japatilisinderway. The following section maps

the areas of future research.

7.4.1. The impact of policy convergence and norm ahges

The impact of the implementation of new policy fastents should be explored, in accordance
with North’s (1990) view that norms do not changuerediately after regulatory reform. The

Japanese Corporate Governance Code, which wasnmapted in February 2015, recommends
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introducing at least two independent directors. ipgact of the code on the restructuring of the
board of Japanese firms will be gradually reveadedi it will contribute to further addressing
how policy instruments can impact Japanese cop@@ternance practices. Further, the trend
of engagement activities by local investors shdadclso examined after the implementation of
the Stewardship Code. With the local institutionakstors’ identities in the local institutions,
future research should explore whether local iroredbecome active shareholders with the code
or not. Whether the code is powerful enough to ichpa the actor’s identities within their

institutional complementarity should also be inigeged.

The argument on policy convergence and its imppehs the debate on forms and function of
corporate governance, as mentioned in the eadiiom of this chapter. For instance, whether
ESG related policies and instruments properly fiondh remote countries with different
institutional settings, such as Japan, warrantbduinvestigation. The thesis provided evidence
that global investors require target Japanese fionmaplement global standards in their
governance practices, whilst some Japanese firsis ihat local institutions or labour markets

are not ready to do so for the proper ‘functionirdended by global investors.

This argument can be applied to the importancanalyaing informal institutions, even though
current corporate governance literature concergr@teformal institutions (Aoket al. 2007).

The process of the transformation of corporate gmamce systems cannot be understood only
by analysing formal institutions, and exploringdrrhal institutions is critical for the further
development of research on corporate governanceditital economy. By focusing on
informal institutions, the role of outside direan Japanese firms should be further analysed.

From the perspective of formal institutions, in@ieg numbers of Japanese firms have
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introduced outside directors. Nonetheless, by logkt informal institutions, it remains
questionable if newly appointed outside direct@s bring change to the norms of the Japanese
boardroom. Chapter 6 provided evidence that evemgthn outside directors were introduced to
traditional Japanese firms, they did not fulfilith®le of monitoring managers, as expected in
Anglo-American societies. As such, even thoughbiberd structure can be observed to
converge with the global standard from formal pectipes, the role of outside directors in
Japanese firms should be analysed from an infomsatutions perspective, including the

norms in the boardroom, for the proper understandfrthe process of change of the Japanese

corporate governance system.

7.4.2. The universality of global standards of corprate governance

As a force in global finance, global institutiomavestors are promoting their standards and
values across societies. Whilst they impact on fomjng’ local ESG standards, global

standards do not always offer the best solutiomllatompanies in the world. This point is

related to the argument of the relationship betw#enperformance and board structure. In
particular, how global standards, especially oetsidectors, contribute to Japanese firms and
the Japanese economy has not been explored muckhgetole of outside directors is designed
to provide more transparency to mitigate princiggént issues, as well as to advise and oversee

management based on their solid experience insid@atside of the industry.

Even though some executives serve at the top efak¥apanese firms in the Anglo-American
style, introducing global forms of governance dinpe itself is not equivalent to improving

economic performance. The issue of adopting an@Agherican style of corporate governance,
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including its high level of director remuneratidras been the subject of debate in Japan. For
example, Sony implemented the Committees Systencjvit close to the Anglo-American
system, in 2003, and introduced a foreign CEO|thstsuffering from a four-year continuous
deficit, which was USD 2 billion in 2014. Sony has outside director who was a president of
Apple Computer in Japan, and the former CEO ansigeat of McDonald’s Holding Company
Japan from 2004 to 2013. He is in his 60s, a Hdrizarsiness School-educated executive. As a
result of his short-term management, McDonald'sdaguffered from the worst deficit in the
food-service industry, which was approximately USID million in the fiscal year 2014.
Nonetheless, he received a director remuneratiatlitg USD 3 million, and also retirement

benefits (Asahi Newspaper, 2015).

Future studies should be conducted to reveal whétkeoles of outside directors are properly
fulfilled, or if they are mere facades. This passimilar to the future research agenda
mentioned in Section 7.4.1, but revealing it enggilty will provide an understanding of how
global forms of corporate governance actually fiomcin a remote market such as Japan and, if

not, why they do not function as intended.

Moreover, it should be explored what global staddaan contribute from various perspectives,
because global standards are not universally tdesll societies. For example, as discussed in
the literature review of this thesis, in terms ofial inequality, the top 1% earns much less in
Japan than in the Anglo-American world (Dorling 2D1Hence, social inequality in Japan is

less serious than in the West. In this regardJépanese wedge system can be considered better
than global standards in terms of mitigating indigyian society. As such, the universality of

global standards should be addressed in the future.
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7.4.3. Argument on culture

Although this thesis argued the necessity to inm@ie culture with corporate governance
research whilst focusing on Japanese economitutistis, culture was not the major analytical
tool throughout the thesis because of its vaguimitieh and its insufficiently strong features
(Storper 2000). As mentioned in Section 7.3, tieeeneed to incorporate cultural and informal
perspectives to fill the gap in the literatureparticular further exploration is needed of the
relationship between culturally derived informahstraints and corporate governance reform,

in accordance with North (1990).

To fill the gap of the VoC approach (Hall and Sesk?001), conducting a comparative study
from cultural and informal perspectives betweeradiegnd other countries, such as Germany,
will add critical perspectives. As Witt and Redd{2909) approach institutions from normative
perspectives to compare the rationale of seniorugikess in Japan and Germany, the difference
between Japan and Germany should be explored mwonecultural and informal perspectives,

whilst both of them are categorised as CMEs.

Further, it still remains possible to open the delwd local firms and their ESG issues based on
the broader scope of concepts of culture. Scholassltural studies mention that Japan has
been making much effort to Westernise itself sithes opened the country in the middle of the
Nineteenth Century; however, Japan has not madé eftart to advocate and raise awareness
about itself among Western countries (Keene 1988% argument can be applied to corporate
governance in Japan, which is considered as aa®ystem due to Japan’s geographical and

cultural distance from the West. More comparativelies on ESG issues of Japanese firms,
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with a wider scope of culture, will help to advaezdapanese firms to the world.

7.5. Final summary

The summary of findings and contributions to theréiture from each substantive chapter
provide implications for theory and recommendatitmpractitioners and policy-makers. On

the need for assessing the impact of the lategtypaform, future research agendas are focused
on the broader and deeper scope of issues stenfimmghis research, such as the issue of
global standards, and the deeper argument on eulthe responses of Japanese firms to policy
reforms and how they change norms and practicésnitite local institutional environment

should also be pursued.

This thesis contributes not only to the sharehodagyagement literature, but also to the
literature on corporate governance, the geographigiance, and political economy. Even
though this research is based on the case of Jdggaresearch findings, future research
guestions, and implications for practitioners aghly relevant to engagement with firms in
other countries. Corporate governance systemguiillinue to transform, reflecting changes in
ownership and the progress of policy reform ancagegent by global investors. Hence, these

research topics and policy recommendations shaultbhtinuously pursued in future.

As stated in the introduction of this thesis, #tisdy addressed the preliminary questithat
are the effects and limitations of global investergyagement activities on Japanese firnis/?’

highlighting the interplay between global institutal investors and Japanese firms. The
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following reiterates the overall answers to coneltite thesis.

First, the interplay between global investors awl firms impacts local corporate governance
by breaking down path dependence. Nonethelesss irmembedded in local institutional
complementarities and it takes time to change nodns to culturally derived informal
constraints. Top-down policy reform can lead tcsticacorporate reform, with global standards

applied through the instruments that are localisgll the involvement of non-state actors.

Second, global investors suffer limitations on tlegigagement activities with remote firms.
Due to the nature of engagement, it does not dac@gerate reputation in public. With a
lower proportion of ownership of global investongthe portfolio, the number of target firms for
engagement in remote spaces is limited due tdlictisations. Global investors’ understanding
of local institutions is critical for effective eagement, especially when local firms are not

familiar with responding to engagement.

In conclusion, this thesis met its research aimahjdctives, and provided significant empirical
findings through the analysis of Japanese firmspatitical economy, and the interplay with
global institutional investors. The overarchinga@eh questions and empirical findings across
each substantive chapter contributed to bringilogdber implications and, in this regard, the
research findings from the case of Japan are higldyant to encouraging debate in

shareholder engagement in remote countries.
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APPENDIX A| Notes on papers and contributions of déaborating author
(Chapter 4)

This appendix summarises the contributions of thawthors of Chapter 4 (Paper 2) and
provides relevant background information of theptea

Chapter 4: Institutional Shareholder Engagement wih Japanese Firms
Gordon L. Clark, Sarah McGill, Yukie Saito and Maeh Viehs, published in ‘Annals in Social
Responsibility’

| drafted this paper on Professor Clark’s suggastiat | write a paper on a global institutional
investor’'s engagement activities with Japanesesfiogncollaborating with Dr. Viehs. Based on
my key findings that meetings are the major medmengagement with Japanese firms,
Professor Clark contributed ideas on the deployraéfiaice-to-face’ contact as a means of
shareholder engagement by providing relevant rete® such as Storper and Venables (2004).
Moreover, Professor Clark advised that | furtheradlep an argument on the process of
engagement based on home bias effect and transaosb theory, argued by Kang and Stulz
(1997) and Williamson (1979) respectively.

Dr. McGill contributed by providing comments fownviging and restructuring, and | further
revised the paper based on her comments. Sheralstsgad and edited the whole paper in
terms of language. In particular, she contributesidlving the difficulties facing the nuance of
the text related to hypotheses development.

Dr. Viehs contributed his knowledge and experienith econometric analysis. Moreover, he
provided the basic data on engagement until Q1,20h4ith required a confidential agreement
with the institutional investor. | further expandie database in order to add more variables by
collecting information from various sources sucliresShikiho CD-Rom and the institutional
investor's database. He advised how best to antilgs#ata in terms of samples, models, and
the use of ‘Tobit analysis’, thereby increasing ridléability of my research in terms of statistics
(i.e. Tables 2, 4, 5, and 6).

An earlier version of the paper was presentedeaPfRI-CDC Academic Network Conference in
Paris in November 2013, and Regional Studies Aatioai International Conference 2013 in
UCLA, Los Angeles, USA, as ‘Shareholder engagenrergsponsible investment: evidence
from a UK global investor’s strategy in Japan, 22082’
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Statement from Professor Clark, Dr. McGill, and Dr. Viehs

I confirm that the above details are true to the best of my knowledge and that the leading role of

Yukie Saito of this paper is beyond dispute.
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APPENDIX B| Detail of Persons interviewed
(In chronological order)

Male/ Female Affiliation Category | Department /| Position Location Date Language
Division
Global financial
Female , ESG Research Manager Tokyo 15-Aug-2011 Japanese
services
Global financial ] ]
Male , n/a Vice President Tokyo 15-Aug-2012 Japanese
services
] ] Governance &
Global financial ) ] Japanese and
Male _ Sustainable Senior Analyst London 23-Jan-2013 _
services English
Investment
] ) Governance &
Global financial ] ] )
Male ) Sustainable Senior Analyst London 28-Jan-2013 English
services
Investment
Global financial Asia & Pacific & ]
Female . . Assistant Manager London 22-Jul-2013 Japanese
services Emerging Markets
) Senior Oceans Campaign
Male International NGO . Tokyo 25-Sep-2013 Japanese
Campaign Manager
Fishery and
Female International NGQ Conservation | Seafood Project Tokyo 27-Sep-2013 Japanese
Leader
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Male

Retail company

Seafood
Department, Food
Merchandising
Planning

Merchandiser

Tokyo

30-Sep-2013

Japanese

Male

Fisheries company

Investor Relations
& Public Relations

Manager

Tokyo

1-Oct-2013

Japanese

Female

Fisheries compan

<

Investor Relations
& Public Relations

Assistant Manager

Tokyo

1-Oct-2013

Japanese

Male

Trading company

Press Relations
Team, Corporate
Communications

Manager

Tokyo

2-Oct-2013

Japanese

Male

Fisheries company

Finance & Investor
Relations, IR Groug

Manager

Tokyo

2-Oct-2013

Japanese

Male

Fisheries company

Technology &
Environment
Planning,
Technology
Management

Manager

Tokyo

2-Oct-2013

Japanese

Male

Trust bank

Stock Transfer
Agency Business
Advisory

Associate Genera
Manager

Tokyo

2-Oct-2013

Japanese
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Marine Fisheries
Research and
Development

Professor and

Male University former Executive Tokyo 9-Oct-2013 Japanese
Centre (JAMARC), .
. . Director
the Fisheries
Research Agency
_ _ Governance &
Global financial ] )
Female _ Responsible Analyst London (by phone) 23-Oct-2013 English
services
Investment
Male International NGO | Global Engagemen Director Oxford 10-Dec-2013 English
Global financial _
Male ) n/a Former CEO Tokyo 9-Jul-2014 English
services
Female Machinery comparnly CSR Department | Project Manager Tokyo 7-Aug-2014 Japanese
Corporate Planning
Headquarters,
Male Railway company Management Manager Tokyo 7-Aug-2014 Japanese
Planning
Department
Telecommunications
Male CSR Department Manager Tokyo 13-Aug-2014 Japanese

company
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Telecommunications

CSR &
Environment

Male Manager Tokyo 14-Aug-2014 Japanese
company Management
Department
CSR &
Telecommunications  Environment
Male - Tokyo 14-Aug-2014 Japanese
company Management
Department
Female Investor Relations
Real estate company Manager Tokyo 15-Aug-2014 Japanese
Department
Investor Relations
Female Real estate company - Tokyo 15-Aug-2014 Japanese
Department
Corporate
Communications
and Investor General manager
Male Insurance company Tokyo 15-Aug-2014 Japanese

Relations Group,
Corporate Planning
Department

Group Leader
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Corporate
Communications
and Investor

Female Insurance company i Assistant Manager Tokyo 15-Aug-2014 Japanese
Relations Group,
Corporate Planning
Department
Accounting
Male - Manager Tokyo 15-Aug-2014 Japanese
company
CSR Division,
Male Insurance company Corporate Planning Manager Tokyo 15-Aug-2014 Japanese
Department
Telecommunications )
Male Investor Relations Manager Tokyo 18-Aug-2014 Japanese
company
Telecommunications CSR Promotion ]
Female _ Associate Manager Tokyo 18-Aug-2014 Japanese
company Office
Investor Relations
Department, i
Male Steel company _ Senior Manager Tokyo 21-Aug-2014 Japanese
Accounting &
Finance Division
Planning
Electronics Department, CSR _
Male _ Senior Manager Tokyo 25-Aug-2014 Japanese
company and Environmental

Strategy Division
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Planning

Electronics Department, CSR i
Female . Assistant Manager Tokyo 25-Aug-2014 Japanese
company and Environmental
Strategy Division
CSR &
Environmental
Male Trading company | Affairs Team, CSR Manager Tokyo (by phone 4-Sep-2014 English
& Environmental
Affairs Department
Repeated
Global financial Senior Research between
Male Research London Japanese
research Analyst 1-Oct-2012 and
9-Apr-2015
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APPENDIX C| Sample interview questions

At firm level

Regarding corporate governance and CSR

1.

10.
11.

What makes your company’s CSR better than othemizge firms? (Size of company,
reputational management, communication with stalkies etc.)

Are there any difficulties in the CSR strategiedf?de range of industry, global
stakeholders, etc.)

What do you think is your role in your company? ieen global and Japanese
perspectives)

Have you ever had any difficulties when explainmogrent ESG practices to global
stakeholders?

How do you respond to global investors’ requestsarporate governance, such as to
increase the number of outside directors?

When your company communicated with global investor sustainable fisheries, how did
you respond to them? Do you think such engagemeimvestors meaningful?

How often do you communicate with SRI related fgneinvestors? (By meeting, email,
letter, phone call etc.)

Are there any questions of the SRI questionnagesh as by Dow Jones or FTSE, which
are not relevant to Mitsubishi or Japanese firme%&u provide any feedback to them
regarding the questionnaires?

Do you think SRI related investors will be influshto improve Japanese corporate ESG
iIssues in the future?

Do you have any suggestions to global investorawdoenmunicating with Japanese firms?
Do you have any suggestions to Japanese firms tiegrcommunicate with global
stakeholders?

Regarding sustainable fish sourcing policy

1.

What kind of organisations (NGOs, media, acadenac#&)vestors (foreign institutional
investors) have contacted regarding sustainalieriiss practices/policies? How did you
react to the request? How did you prioritise whorfidten to?

Has Mitsubishi ever improved its fish sourcing p@s/practices? If so, why/how did you
decide to do so, and who decided so?

Have you ever been contacted by shareholders riegaydur fishing policy?

To what extent does Mitsubishi intervene in itssdiaries’ (such as Princes, Kyokuyo,
Sanyo Suisan) fish sourcing policies/practices? ldmMitsubishi react to the Greenpeace
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10.
11.
12.

13.
14.

At
1.

4,

campaign to Princes?

What are difficulties in sustainable fisheries ppl{higher costs, coordination complexity,
transparency, tractability etc.), where nation&finational regulations are weak? (Japanese
people are eager to consume blue-fin tuna, but $oragn NGOs and investors are active
in sustainable fishing.)

How do you control for your supply chain? How dayaecide where/which companies to
import fishes (blue-fin tuna)? The eight largegialeese trading firms, including Mitsubishi,
agreed not to buy fishes from ships with a flagarfivenience (FoCs) in 1999. Have there
been any issues of FOCs when importing blue-fim$unmom the Mediterranean Sea?

How do you control reputational risks in relatioithwblue-fin tuna fishing?

Do you have any plans for improving fish sourcimdjgy (in particular, blue-fin tuna) and
supply chain management? Have you ever been cedthgtthe Marine Stewardship
Council?

Competitors, such as large Japanese firms in fesheiith lower foreign ownership, might
not have been actively targeted by foreign NGOswestors regarding sustainable fisheries
policy. Do you think stronger national/internatibnegulations are the only way for
sustainable fisheries?

What made you decide to deal with seafood with MaBtewardship?

Who decided and how did they convince the manag&imen

What is the difference in operations before anerdfie stewardship? (Any coordination
complexity/effort? More communication in the supphain?)

Is it more costly to deal with MSC seafood?

Have you received any feedback from consumerséstove stakeholders/ NGOs?

investor level

Where does the initiative of engagement come fravhat is the procedure for starting the
engagement? Is the engagement process with Japaompanies the same as the US or
European companies? Is there any hierarchy ofrdiffedypes of engagement?

Do you report to anyone the outcomes of the engag&n

How do you decide which company and how often wage with - by size, industry with
intensive ESG issues such as alcohol, tobaccandilgas, steel, electric power etc.? Are the
companies engaged included in the portfolio? (Scomepanies are engaged only once and
not continuously. For example, KAPCO was contacégirding corporate governance
issues in 2004, but nothing afterwards.)

Is it possible to get the latest engagement datadaipanese companies (till March 2012)?
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5.

(Are there any changes in engagements with Japapnegeanies after the issues of Olympus
and TEPCO in 2011? What will happen to the engagé&neith Japanese companies when
less and less of them are included in the port®lio
Active engagements (meetings in Tokyo in 2008) rdigg the involvement in Burma and
Sudan are observed with companies in oil and ¢@al, £onstruction, and trading
industries. Is it related to the engagement padicly&C? How were those policies brought
up?
It seems that the number of Japanese companiek atedndividually engaged is limited,
and almost no engagement as a reaction to scaofdaty engaged companies on ESG
iIssues can be observed. Is it because of the lopopiion of Japanese equity in the
portfolio and also because of the cost of the iildial engagement? (For example, the
proportion of Japanese equity in the Stewardshgrmational Fund is only 7.2%.)
Do you think if there is a limitation of engagemeurth Japanese companies by

international institutional investors?

Regarding collaborative engagement

1.

10.
11.

How did the collaborative UNPRI engagement on $nigtde fishing start in 2011? Who
brought up the ideas?

Were there any interactions with other partieshsaaginternational organisations, NGOs,
media, the Marine Stewardship Council?

How did you decide which firms to engage with?

How did you identify the issues in firms’ fishinggatice — like the issues written in the
general letter, such as revenue exposure, soypoinges, percentage of wild catch sourced
sustainability, guidelines or standards for farrfiskd?

What are the reactions of the firms? Are theredifigrences in the reaction depending on
the characteristics of firms (nationality, size,r@nship etc.)?

Are there any changes in firms’ fishing policy/diees before and after the engagement, in
terms of security of supply and reputation manage@@Any direct impact of the
engagement on sustainable fishing? Which companyhaiy?)

Do you have continuous dialogues with firms?

What are the difficulties when engaging geograglyicamote firms?

What are the difficulties when engaging firms ie fishing industry?

When talking to firms, who do you speak with - (BSR, directors, or board members?
Can you describe the case of Mitsubishi and iténlegs in blue-fin tuna regarding the
guestions 4-10 above? Did you request any spasaés to Mitsubishi other than the
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general letters?

To NGOs

1. How do you decide which firms to engage with? Dadi gngage with Company A
regarding its blue-fin tuna fishing?

2. How do you approach firms to request that they owprtheir fisheries practices/policies?
What kind of activities do you provide for sustditeafisheries?

3. What are the problems with Japanese firms regasiistainable fisheries?

4. What are the issues in sustainable fisheries wdrge international firms are involved?

5. Do you think overfishing is caused by policy fadusf national/international regulations?

6. In Japan, there are customer demands on fish {inlwena) and they consume 80% of the

world’s tuna. How should firms in fishing reactttee demands, as well as requests for
sustainable fishing by NGOs?

Do you interact with international organisationsiational governments?

Do you interact with investors? (UNPRI and the MarStewardship Council)
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APPENDIX D| Attendance at conferences that informedhe research

Conference Date Location | Language | Form of
participation
2011
Corporate Governance and the Challen§® Nov London English Attendee
of Creating ‘Risk Intelligent’ Cultures in
the Boardroom, Corporate Socijal
Responsibility Seminar Series 2011/12,
Japan Foundation
2012
Graduate Student Conference: InstitutiondB May Oxford English Presenter of
Investor and Corporate Governance ffor paper
Sustainability, School of Geography anhd
the Environment, University of Oxford,
Skoll World Forum 2012 28-30 Oxford English Active
Mar participant/
facilitator
2013
Governance for Sustainability, SmitH6-17 Oxford English Active
School of Enterprise and the Environmenklay participant/
Oxford University facilitator
Graduate Research Seminar, Niss@% May Oxford English Presenter of
Institute of Japanese Studies, University of paper
Oxford
The International Joint Conference, Japd®-20 Sep| Tokyo English ang Attendee
Forum of Business and Society (JFBS) Japanese
CSR & Corporate Governance
PRI-CDC Academic Network Conferencéd2-13 Paris English Presenter of
2013 Nov paper
Valuing the high seas: economi¢21 Nov Oxford English Attendee
environment and governance in the 21st
Century
Regional Studies Association Internationdl6-18 Los English Presenter of
Conference, UCLA, 2013 Dec Angeles paper
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Knowledge of/in ‘Japan’ in an era |of Tokyo Japanese Attendee

globalization: perspectives from sociology,

anthropology and Japanese Studjes,

International Center for Japanese Studjes,

Tokyo University of Foreign Studies

2014

Japanese Economy, Nissan Institute | @D,17 Feb| Oxford English Active

Japanese Studies, University of Oxford participant/
facilitator

278




