
                                                                                                          

Summary of Proceedings of the Second Management-Investor Forum 
 

1. Date: Wednesday, November 4, 2015, 2:00 p.m. to 4:00 p.m. 
 

2. Venue: International Conference Room, Ministry of Economy, Trade and Industry 
Main Building (17F) 

 
3. Agenda: 

(1) Now that institutional frameworks of corporate governance (Governance Code, 
Stewardship Code, Ito Review, etc.) have been developed, what would the most 
favorable version of management in Japanese companies look like? 
 

(2) What form should investor engagement and evaluation with companies take? 
(including ESG, evaluation of non-financial information, and annual 
shareholder meeting formats) In addition, what form should the management 
and governance of the investors themselves take? 
 

(3) What kind of information or analysis is necessary for an objective evaluation of 
the abovementioned points? 

 
4. Summary of Proceedings 
(1) Introduction by Mr. Junji Suzuki, State Minister of Economy, Trade and Industry 

 
 The key to the second stage of Abenomics is increasing investment in order to 

realize a revolution in productivity. The importance of forward-looking 
investment and related topics were discussed at the “Public-Private Dialogue 
towards Investment for the Future” at the Prime Minister’s Office held on 
October 16 last month. 
 

 For corporate managers to invest with a medium- to long-term view, it is 
necessary to create a relationship of co-creation between investors and companies 
that, through deep dialogue and mutual understanding with the investors that 
would provide the funds for such investment, will enhance corporate value over 
the medium and long term. 
 

 The “Management-Investor Forum” should address topics and provide 
communication conducive to creating this mutual understanding between 
management and investors.  



Blue:Investor 
Red:Corporate Manager 

Green:Expert 

(2) Discussion 
There was an exchange of opinions regarding the following. 
 

(1)  Now that  institutional frameworks of corporate governance and dialogue 
between companies and investors have been developed, what would the most 
favorable version of management in Japanese companies look like? 

 
○ Many Japanese companies face challenges in managing their business portfolio. 

Investors said companies need to be aware of the necessity to select and focus on 
the economic growth stories in their decisions to take over a business via M&A 
and eliminate low-profit operations. 
 

 Japanese companies need to do three things to become more global enterprises: 1) 
proactive M&A, 2) create exit plans as a part of the M&A strategy, and 3) 
establish global operating platforms. First, Japanese companies have less than a 
50% success rate in M&A, while the global success rate is slightly above 50%. The 
reason for this is that Japanese companies also conduct minority M&A where 
they obtain less than 100% control of a company, hindering their ability to 
execute plans the way they had hoped. Second, business portfolio management 
practices create problems for exit strategies. Intrinsic business risk should be 
avoided by diversifying the fields of business, but being overly concerned with 
intrinsic risk leads to business portfolios that are too diversified. If new 
businesses are created through M&A, it is also important to proactively exit any 
business fields that lack growth potential. (Investor) 

 
○ Benchmarks should be used as indicators of problem areas, not as targets. 

Corporate managers said that knowing a company’s unique philosophy and 
business strategies is necessary in improving the company’s competitiveness. 
 

 Global benchmarks should be indicators for understanding problems companies 
face and should not be seen as targets. Companies that only use successful 
example cases as their benchmarks are simply trying to minimize risk and 
emulate such success. Financial statements and benchmarks alone do not show 
the company’s “earning power” or innovation. It is important to thoroughly 
discuss the company’s philosophy and implementation of the business strategies. 
(Investor) 
  



Blue:Investor 
Red:Corporate Manager 

Green:Expert 

(2) What form should the preconditions and dialogue leading to appropriate 
investment for creating sustaining corporate value and future business take? 
What is the best method of corporate valuation by investors and management 
and governance of institutional investors? 
 

○ When discussing shareholder return, return on equity (ROE), and corporate 
value, it is important that companies and investors share a common 
understanding of the corporate value of the companies, including its value to the 
various stakeholders and global sustainability. Corporate managers and 
investors said it is desirable for investors to have an essential dialogue on 
management quality and the corporate value creation process. 
 

 Shareholder return is a critical issue in raising a company’s corporate value over 
the medium and long term. It is good that the government is encouraging the 
strengthening of corporate governance, but there is also concern regarding 
shareholder demands for immediate shareholder return. To generate the profits 
and corporate value necessary for those shareholder returns, it is important that 
companies work with and also contribute to stakeholders other than shareholders, 
such as employees, local communities, and client companies. This must be an 
embodiment of the corporate philosophy and the philosophy must be fully 
entrenched with all employees and must  manifest in company actions. 
Investors should direct their attention to a company’s management “quality” and 
evaluate the company’s strategies over the medium and long term. (Corporate 
Manager) 
 

 In the past 26 years, of all the publicly traded firms in Japan, only 80 have 
provided annual returns of 3% or higher. Considering this, when thinking about 
how to satisfy all stakeholders, it is understandable that the argument has been 
that the first step should be to improve return on equity. A new era of dialogue 
arose after the “Ito Review” and the release of the two “codes”, the “Stewardship 
Code and Corporate Governance Code”, in which companies fell into two 
camps—companies that are stepping up efforts to communicate what they are 
doing to realize their scenario for value creation and companies that are 
responding in form only. The second group represents a significant number of 
companies, even among the listed companies on the first section of the Tokyo 
Stock Exchange. (Investor)  
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 ROE has gained increasing attention in Japan in recent years, but ROE is only a 
result of the management and buisiness operations. It would not be appropriate 
for industries investing huge amounts in manufacturing and other areas to aim 
solely at ROE targets and intentionally reduce capital for the sole purpose of 
raising ROE.Long-term investors tend to understand a company’s corporate 
philosophy and its management policies. The dialogue should not just be about 
the near-term “numbers”. It is important for both companies and investors to 
understand their respective philosophies, both the corporate philosophy and 
investment philosophy. If the company increases its understanding of this 
dynamic, it can be used as a source of growth. Intrinsic value of corporations is 
not just for the shareholder but also for all stakeholders. Sustainability must be 
considered when thinking about value for various stakeholders. Sustainability is 
not just for the profit of a company. There are issues that must be addressed even 
if they do not make profit for a business. Engaging in operations that are not 
profitable but that prioritize human sustainability could result in a drop in ROE 
and that company being viewed negatively simply because of the low ROE. 
Constructive discussion must take place to address the issues of concern to both 
the company and investors. (Corporate Manager) 
 

 Discussion in (IR meetings) only focus onfigures (numbers) of financial 
performance. It seems there is still too little interest in what lies beyond the 
numerators and denominators that determine ROE and which focuses on 
discovering the source of a company’s competitiveness and ability to create 
sustained value. It is important that dialogue between companies and investors 
include this kind of fundamental discussion. (Corporate Manager) 
 

 Even though the conditions are changing with the “Ito Review” and other 
developments, the goal is not simply to raise ROE above 8%. We believe that a 
new approach to creating shared value (CSV) is important. Increasing shared 
value and achieving sustained growth is the responsibility of management. This 
also naturally contributes to achieving the ROE target. We produced the first 
“Integrated Report”, but we received very little feedback or comments from 
analysts or others. We would also like to hear investor opinions and criticism not 
just about the difference between the targets and results but about the process as 
well. (Corporate Manager) 
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○ Corporate managers indicated that disclosure of quarterly earnings forecasts, 
analyst and newspaper editorials and coverage and high-speed trading are some 
of the many factors that lead to short-termism. By improving this situation, 
corporate value will be properly reflected in the market. 
 

 Three possible causes of short-termism are as follows. The first is earnings 
forecasts. Just filling the quarterly report formats of the stock exchanges (rather 
than using an individual disclosure format) has made discussion focus too much 
on the difference between the forecasts and the actual results. The second is the 
analyst practice of collecting preview data and announcing it as quarterly 
forecasts. Our action stopping preview meetings has been welcomed by investors. 
The third is speculative earnings reports published by economic newspapers and 
the media. Such reports could put overseas investors in a disadvantaged position, 
and undermine investor confidence in the Japanese market. (Corporate Manager)  
 

 The speculation-based earnings results in economic newspapers could distort the 
pricing of the stock market. Moreover, no matter how much importance is placed 
on corporate philosophy or sustained ROE, high-speed trading causes major 
share price movement and the short-termism in the market and corporate value 
is not reflected in the market. (Corporate Manager) 
 

 Current dialogue between management and investors consists mainly of 
questions and answers about the state of corporate earnings and the future 
outlook and does not address what management should do or future strategy. 
(Corporate Manager) 
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○ Corporate managers and investors indicated that the dialogue between 
companies and investors needs to consider the perspective of raising corporate 
value and to include not just financial value but non-financial value as well. 
 

 By adopting the “Ito Review” and the “Corporate Governance Code,” a framework 
that focuses on the company’s earning power and capital efficiency has been 
created. Going forward, each player should implement their own efforts. It is 
important that corporations communicate to investors about topics including 
non-financial value through Integrated Reporting and other methods. At the 
same time, asset owners and asset managers should focus on environmental, 
social, and governance (ESG) evaluations when evaluating corporate value. In 
addition, policy packages that encourage sell-side analysts to produce in-depth 
reports contributing to evaluation on companies’ fundamental value would 
contribute to this effort. I hope that this discussion will lead to reports which can 
be positioned as “version 2.0” of the Ito Review. (Corporate Manager) 
 

 I have a sense that even companies that were very wary of short-termism are, 
after holding several discussions, showing greater understanding of the thinking 
on the investor side. While it is important that dialogue covers short-term 
earnings, it is also important to exchange opinions in a constructive manner 
about the non-financial value of such things as sustainability and corporate 
philosophy. It really seems like the two sides are coming together with companies 
changing their way of thinking and the investor perspective becoming clearer. 
(Investor) 
 

 When considering dialogue about sustained growth, it is important to be 
forward-looking. Intellectual capital and patent rights play key roles for a 
company’s sustained growth, but these can be obtained through M&A or in-house 
R&D. The sustainability of intellectual property is even a way of differentiating a 
company from competitors. It is important that the dialogue between corporate 
managers and investors also covers intangible assets like these that support 
sustainable growth. (Investor) 

 
 
 
 
 
 
 
 
○ Integrated Reporting is promising as a way to deepen dialogue and engagement, 



Blue:Investor 
Red:Corporate Manager 

Green:Expert 

but corporate managers and experts indicated that content covering business 
models and comparability is insufficient. 
 

 Some investors say that they want to hear about long-term issues while others 
spend too much time on questions analyzing individual quarterly results. We 
issued the first “Integrated Report”. We haven’t in the past used annual reports 
for the discussion with investors, but we are looking forward to deepening 
dialogue with investors using the “Integrated Reports”. (Corporate Manager) 
 

 Dialogue between companies and investors should be based on two things: 
comprehensiveness of the “Integrated Reports” and engagement based on the 
“Integrated Reporting”. Current integrated reports are still insufficient in 
explaining the uniqueness of the business model and benchmarks for 
comparative key performance indicators (KPIs). (Expert) 
 

○ Corporate managers presented challenges from the perspective of improving the 
dialogue concerning the investor decision-making process in which the person 
engaging in dialogue with corporate managers is not the one responsible for 
exercising voting rights. 
 

 I would like to know the decision-making process of institutional investors 
engaged in dialogue. The fund managers and others with whom our company 
holds dialogues are different from the people making decisions on voting at the 
general shareholder meetings. (Corporate Manager) 

 
○ The practice of institutional investors exercising their voting rights 

predetermines the decision of the general meetings of shareholders and makes 
the physical gathering moot. 
 

 Is the general meeting of shareholders—a key place for dialogue—functioning 
effectively? While institutional investors, whose large voting power can influence 
decisions, do not attend the general meeting of shareholders, their votes may 
predetermine the decisions. Individual investors participating in question and 
answer sessions at the general shareholder meeting have virtually no influence 
on decisions. Wouldn’t it be possible to establish rules for the dialogue between 
the institutional investors and major shareholders and the company 
management? (Corporate Manager)  
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○ Investors indicated that while frameworks for dialogue have been developed, 
asset owners and investors have to fulfill the responsibility to raise corporate 
value as a way to raise return on equity in Japanese companies. 
 

 We have halved the amount of Japanese equity investments within our portfolios 
in the past 10 years, and the reason is the extremely low return from Japanese 
shares. This was due to structural deflation that reduced nominal GDP on the 
macro level and room for Japanese companies to improve capital efficiency on the 
micro level. As an institutional investor, through dialogue we should encourage 
companies to increase dividend returns and create sustained growth. We are 
currently forming a team dedicated to the “Stewardship Code” as a way to fulfill 
our responsibility as an institutional investor. (Investor) 
 

 Company efforts to attain sustainability will not always be tied directly to a 
short-term improvement in ROE. We, pension fund as an institutional investor, 
are long-term investor; therefore we place importance on not just the individual 
corporations but overall sustainability. We endorsed the United Nations 
Principles for Responsible Investment (PRI) and require our portfolio 
management institutions to comply or explain with the principles. In this way, we 
want to encourage the asset managers to have meaningful dialogue about 
sustainability, growth potential, and non-financial elements. It seems that there 
is distrust on both sides regarding “engagement”. We demand management 
institutions submit a report on their stewardship activities once a year. In 
addition, we are considering interviewing corporations for their views in order to 
get a fair evaluation. Even if we conduct meetings, corporate managers would see 
them as a waste of time without meaningful suggestions from the investors. 
Institutional investors (asset managers) should also strengthen their governance 
and should be properly monitored to conduct meaningful dialogue. (Investor) 
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○ While the level of disclosure of Japanese companies has improved, analysis by 
sell-side analysts is insufficient. They should produce more ”basic reports” or 
“in-depth reports” which include elements such as governance and other 
non-financial information. 
 

 We have been monitoring the number of basic reports (by sell-side analysts) since 
the adoption of the “Stewardship Code”. Our impression is that the number has 
not increased. Current sell-side analysts started their career after the 
introduction of quarterly reporting, which suggests that they do not have the 
capacity to write basic reports. At the same time, the information reported by the 
companies has markedly improved in terms of both quality and quantity. Viewed 
in this way, companies should be (engaged in) pushing for dialogue with investors 
rather than the investors pushing for dialogue with the companies. (Expert) 
 

 More importance should be placed on in-depth reports as a warning against the 
increasing short-termism (of analysts). (Expert) 
 
We have been requesting that sell-side analysts incorporate corporate governance 
rankings in their reports. In an environment where corporate managers and 
other market participants sincerely respond to such rankings, making a ranking 
would become much easier. (Investor) 
 

○ Corporate managers and investors pointed out that the current disclosure system 
should be revised because of both overlapping information and elements that 
encourage short-termism. 
 

 Japan is one of the few countries that reports annual profit targets and detailed 
quarterly results, which invites short-termism. Our company stopped reporting 
net income targets this fiscal year and decided to conduct dialogue in which we 
discuss the vision and general figures for three-years from now. Although there 
may be pros and cons to this, so far there has been no significant impact on our 
share price. What is the possibility of scrapping the mandatory quarterly reports 
and having each company reconsider from scratch the best way to provide 
disclosure and conduct dialogue with shareholders? (Corporate Manager) 
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 The disclosure system should be revised to enable more effective dialogue. Since 
there is a lot of overlap in the quarterly earnings reports based on the stock 
exchange guidelines and the accounting statements based on the Companies Act 
as well as in the business reports based on the Companies Act and the securities 
reports based on the Financial Instruments and Exchange Act, couldn’t they be 
consolidated? Organizing them a little to lessen the burden on corporations would 
give them more time and energy to work on the important task of creating 
medium- to long-term business value. (Investor) 

 
(3) What issues are there for making corporate governance function more 

substantively? 
 

○ The role of independent directors is important when framing medium- to 
long-term growth strategies. Corporate managers and investors indicated that 
governance should not be implemented simply as a formality. 
 

 Outside directors play an important role from the standpoint of M&A and 
governance. Strategic M&A entails a long period of examination and negotiation 
during which important information is not provided to shareholders and 
investors. Outside directors are able to oversee this process as internal 
representatives of the general shareholder. Since they do not represent an 
internal operating department of the company, they also provide an unbiased 
perspective for future personnel cutbacks and the elimination of overlapping 
departments, which are often part of what is examined when considering 
strategic M&A. From this viewpoint, outside directors play an extremely 
important role in framing medium- to long-term growth strategies. (Investor) 
 

 There has been talk of adopting the “audit and supervisory committee” format in 
order to secure two independent directors. We should be careful that the objective 
and procedures are not confused. (Corporate Manager) 
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○ Asset owners pointed out that issues regarding cross holding of shares should be 
addressed from the perspective that voting behavior of stable shareholders could 
undermine the function of the general shareholder meetings. 
 

 Stable (cross-holding) shareholders have not decreased much and still remain at 
the 35-45% level according to some studies, while the share of domestic pension 
funds is under 9%, a level where its influence is limited. The voting rights of 
institutional investors are vastly weakened because stable shareholders can pass 
any resolution by majority vote. Those resolutions include loss-producing or 
low-revenue companies, nominations of outside directors or auditors, takeover 
defenses and other measures. If it is necessary to conduct stable general 
shareholder meetings  and for the purpose of long-term stable operation, the 
influential stable shareholders should take a leading role in dialogue aimed at 
creating sustained corporate value. (Investor)  
 

 From the perspective of improving market function, our policy would be to scale 
down the cross shareholdings and stable shareholder structure. Under the 
situation where the unwinding of cross shareholdings would end a business 
relationship, selling cross-held shares would be extremely difficult for individual 
companies. Germany and France, for example, take policy measures to address 
such situations including tax relief on profit from the sale of cross-held shares 
and setting legal limits on the amount of cross shareholdings for listed companies. 
Doesn’t concentrating the general shareholder meetings into a short period 
encourage too much formalized voting practices? If the stable shareholder 
structure were broken down and the hollowing out of voting rights were reversed, 
then holding the meetings over a slightly longer period would lead to substantive 
responses with more significant dialogue. (Investor) 
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○ There is also the opinion from corporate managers that the presence of stable 
shareholders has the benefit of contributing to the stability of business 
management. 
 

 Our company does not have stable shareholders, and we have experienced a 
situation where external factors caused shareholders to make a significant 
movement in the same direction. It might not be reasonable to flatly reject a 
stable shareholder structure. (Corporate Manager) 

 
(4) What kind of information and analysis are need to deepen the discussion about 

appropriate corporate management, valuation by investors, and dialogue. 
 

○ Market participants and corporate managers indicated that it is also important 
to use not only ROE but also qualitative elements such as social impact and 
management philosophy as their targets, references, indicators, and comparable 
factors (global benchmarks) in order to survive in the global economy. 
 

 Since the different business categories and industries make it difficult to use 
common benchmarks, it seems that global benchmarking is ultimately about how 
to utilize financial figures, targets, and data. For capital efficiency, although ROE 
is a representative indicator, the important factor is the degree to which a 
company can raise its capital efficiency after it has established its significance as 
a social presence. The corporate governance code has the same purpose. To that 
end, I would like to see companies invest in areas that offer higher profitability of 
investment and if the investment is not available they should consider using the 
funds for increasing shareholder return. (Expert) 
 

 Changing the business model is a key to creating long-term corporate value. It is 
important to consider how our company can provide value and differentiate itself. 
In that process, some businesses may have to be eliminated. Based on that 
understanding, ROE may be the first reference point but it will be necessary to 
consider the global benchmarks for each sector. I would like to see a higher target 
for ROE than the 8% mark proposed in the “Ito Review.” However, I would like to 
see companies focus not just on ROE but also on creating their own fundamental 
value. For the specific benchmarks, many qualitative components will have to be 
included and future discussion will be on the type of qualitative components 
needed. (Expert) 
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 The type of business portfolio diversification that most companies engage in will 
likely make it difficult to set benchmarks. Setting quantitative benchmarks could 
lead to a bias for numerical values, so qualitative components related to 
sustaining value creation, such as the corporate philosophy and stakeholder 
relationship, are also important. (Corporate Manager) 
 

○ Corporate managers said that other than ROE, the amount of profit and profit 
margins are important quantitative indicators as global benchmarks. 
 

 We use ROE as an indicator, but we have been focusing on the absolute profit 
amount. Profit represents an overall measure of the company’s value from the 
perspective of customers and society as a whole and that is a prerequisite in 
evaluating capital efficiency, productivity, etc. (Corporate Manager) 
 

 For our company, operating income margin is an easy-to-understand indicator for 
measuring how well it has differentiated its business and boosted its competitive 
advantage. (Corporate Manager) 

 
○ When considering global benchmarks the characteristics of the business 

environment in Japan, such as regulations and taxes also should be considered 
 
It is difficult to set certain benchmarks without taking into account the business 
environment in Japan, such as the regulation and tax system of certain 
industries. There also may be industries that have beenmay slow with developing 
regulatory framework and antitrust policy suitable for global competition. 
(Corporate Manager) 
 

○ Corporate managers suggested that analysis of each company’s compliance with 
the corporate governance code might provide useful evidence as a basis for 
discussing what management should be aiming for in the future. 
 

 Collecting and analyzing the responses to the corporate governance code would 
be useful in discussing what management should aim for in the future. Analysis 
of responses to the JPX-Nikkei Index 400 provided significant insights. 
(Corporate Manager) 
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(3) Closing 
Comments by the Director-General of the Economic and Industrial Policy Bureau 
Tadao Yanase 

 The importance of corporate governance in growth strategies has been 
established and Prime Minister Shinzo Abe has initiated the Public-Private 
Dialogue towards Investment for the Future. 
 

 Listening to today’s discussion, I clearly understand that even though the 
corporate governance code, stewardship code, and other frameworks have been 
created, and companies, investors, and analysts each have their own needs, there 
is a gap in their perceptions of each other’s approaches. 
 

 The next step is to close the gap through constructive dialogue between 
companies and investors. 
 

 I look forward to continuing the active discussions and to fully resolving these 
issues. 


