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Regarding This Executive Summary 

This Executive Summary is an overview of the main recommendations set out in the “Practical 

Guidelines for Business Transformations - Toward Changes to Business Portfolios and Organizations” 

(hereinafter referred to as the Guidelines) that were formulated on July 31, 2020, by the Ministry of 

Economy, Trade and Industry. 

As the business environment dramatically changes in line with progress in globalization and a digital 

revolution, this Executive Summary has been prepared to enable management such as presidents and CEOs, 

independent directors, investors and other various stakeholders, who are trying to promote sustainable 

corporate growth in global competition and increase corporate value through the realignment of business 

portfolios and business transformations over the mid- to long-term, to easily refer to the essence of the 

Guidelines. 

*Refer to the full text of the Guidelines for considering and implementing specific actions. 

To provide useful information to numerous stakeholders tackling changes to business portfolios for 

sustainable growth in various fields, the Guidelines include the results of polls of companies and 

independent directors, specific corporate initiatives and a massive amount of other useful information for 

considering business portfolios giving consideration to capital costs, based on discussions by experts in 

various fields at the Business Transformations Study Group. 

The Executive Summary specifies the corresponding section numbers of the Guidelines. We hope that 

you will use this Executive Summary as a starting point and refer to the Guidelines. 

URLs for the Guidelines, etc. 

(1) The Guidelines 

URL: https://www.meti.go.jp/press/2020/07/20200731003/20200731003-1.pdf 

(2) Appendix (how to prepare a balance sheet and compute capital costs for each business segment)  

URL: https://www.meti.go.jp/press/2020/07/20200731003/20200731003-2.pdf 

(3) Reference 

URL: https://www.meti.go.jp/press/2020/07/20200731003/20200731003-3.pdf 

 

(Reference) METI “Practical Guidelines for Group Governance Systems” (Group Guidelines) 

URL: https://www.meti.go.jp/press/2019/06/20190628003/20190628003_01.pdf  

Contact 

Corporate System Division, Economic and Industrial Policy Bureau, METI 

TEL: 03-3501-6521    FAX: 03-3501-6046

https://www.meti.go.jp/press/2020/07/20200731003/20200731003-1.pdf
https://www.meti.go.jp/press/2020/07/20200731003/20200731003-2.pdf
https://www.meti.go.jp/press/2020/07/20200731003/20200731003-3.pdf
https://www.meti.go.jp/press/2019/06/20190628003/20190628003_01.pdf


1 
 

1 Introduction 
 

❚ The novel coronavirus disease (COVID-19) pandemic has plunged Japanese companies 
into a tough situation. In such an emergency, their success depends on whether they can 

implement their structural business reform from the mid- to long-term viewpoint 

particularly by realigning business portfolios and transforming their relevant 

organizational capabilities to establish business models based on their respective 

competitive advantages. 

❚ At a time when business environments change rapidly through progress in globalization 
and the digital revolution, Japanese companies are urgently required to realign their 

business portfolios and implement business transformations to focus precious business 

resources on the enhancement of core businesses and investment in future growth in 

pursuit of ambidextrous business management1 in order to realize sustainable growth. 

❚ Japanese companies, while raising their awareness of the need to consider their business 
portfolios, have been less positive about divestments than about mergers and acquisitions 

(M&A). They have not necessarily carried out sufficient divestments. 

❚ Given this situation, the Interim Report on the Formulation of the Action Plan of the 
Growth Strategy, compiled by the Future Investment Council on December 19, 2019, 

took up the promotion of business transformations including a spin-off, indicating a 

direction where the government would compile guidelines for the enhancement of the 

boards’ supervisory roles and other measures to promote Japanese companies’ business 

transformations, including a spin-off, to increase corporate value. The Action Plan of the 

Growth Strategy for 2020, on which a cabinet decision was made on July 17, 2020, called 

for formulating practical guidelines to promote business transformations including a 

spin-off. 

❚ In response, METI has formulated the Guidelines by compiling the discussions at the 
Business Transformations Study Group. 

Guidelines 1.1 

 

                                                   
1  Ambidextrous business management balances searching (expanding awareness beyond a company’s existing 
awareness scope) and deepening (identifying and polishing promising things among those tried through searching) in 
a higher dimension. Under the management approach, a company secures stable earnings through deepening while 
conducting uncertain searching, pursuing searching and deepening in a well-balanced manner and a higher dimension. 
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❚ The Guidelines summarize specific measures for making corporate governance 
functional through the three layers – management, the boards and independent directors, 

and investors -- and provide well-designed practical approaches to smooth divestments 

as best practices. 

❚ The Guidelines are mainly designed for large diversified listed companies that have 
expanded into various business fields and own numerous subsidiaries for group 

management, particularly those that attempt to do business and raise funds in global 

markets and pursue sustainable growth amid global competition. 

❚ The Guidelines go beyond the traditional disposal of unprofitable divisions and are based 
on the idea that it is important for any company to realize sustainable growth by divesting 

even highly profitable businesses if they have difficulties in realizing their growth 

strategies under the company. Under the Guidelines, companies are thus expected to 

reform their business portfolios flexibly and boldly from the viewpoint of whether they 

would be the best owners of the businesses2 in question over the long-term. 

1.3 

  

                                                   
2 The best owners of businesses are companies that are expected to maximize the value of these businesses over the 
mid- to long-term. 
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2 Management-level problems and directions of 
responses to them 

❚ Roles of management 

Missions of management 

– The first mission of management is to optimize business portfolios and create synergy to 

optimally distribute business resources for the sustainable growth of their companies. 

Present status and problems 

– Given systematic problems such as unclear standards or consideration processes for selling off 

businesses, as well as management’s consciousness problems, management is not necessarily 

positive about business transformations including divestments at present. 

Optimum distribution of business resources 

– It is important for management (group CEOs) to continuously check and optimize business 

portfolios to practice ambidextrous business management towards realizing the sustainable 

growth of their existing companies. 

– It is important to develop arrangements or systems to optimize business portfolios while 

continuously checking them. Cross-divisional initiatives including the establishment of cross-

divisional functional managers are effective for creating synergy. 

– Management is required to achieve accountability for explaining to investors rational reasons 

for holding multiple businesses from the viewpoint of whether benefits including the creation 

of synergy outdo costs. 

How should business transformations be considered from the viewpoint of securing employees’ 

interests?  

– As a company that holds some businesses for which it is not the best owner cannot realize 

growth strategies for these businesses, it is important for its management to make an early 

decision to divest them from the viewpoint of securing employees’ interests, when these 

businesses, even though being profitable, are expected to have difficulties in improving business 

due to their return on capital slipping below capital costs. 

– To smoothly divest businesses, it is important for the management to deepen employees’ 

understanding about the significance of checking business portfolios in a business-as-usual 

manner. 

Guidelines  

2.1 

 

 

 

 

 

 

 

 

*See 

1.1.3 as 

well 

❚ How should business portfolio management be? 

Present status and problems 

– It is pointed out that the reason for any Japanese company’s failure to sufficiently reform 

2.2 
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business portfolios is mainly because each business division has strong authority or the authority 

and responsibility for each business division is complicatedly divided between each division 

and the headquarters, making it difficult for the headquarters to take a cross-divisional approach 

to checking and transforming business portfolios. 

– Other problems include unclear standards and processes for considering business portfolios and 

resistance to the shrinkage of corporate or sales sizes. 

Basic business portfolio management approaches 

– Management is expected to take leadership as those who are primarily responsible for business 

portfolio management including the development (and proposition to the boards) and 

implementation of basic business portfolio policies and revision to them. 

– Business portfolio management basically features (1) the clarification of business models and 

the preparation of business strategies (2) based on corporate philosophy and value standards, 

and (3) the development and appropriate operation of systems to regularly check business 

portfolios. 

Developing arrangements to implement business portfolio management 

– To appropriately implement business portfolio management, it is important to clarify sections 

in charge of such management and develop arrangements for promoting such management. 

– While group headquarters corporate divisions are primarily responsible for business portfolio 

management, it is also important for executives of each business division to proactively consider 

growth strategies for the division. 

Enhancing CFOs’ functions 

– Chief financial officers (CFOs) should take charge of financial discipline that is important for 

business portfolio management from a company-wide viewpoint. Japanese companies are 

expected to enhance the functions of CFOs and encourage them to play proactive roles. 

– To this end, it is advisable for companies to encourage corporate planning departments 

(managed by chief strategy officers (CSOs)) and CFOs to promote their cooperation and 

develop their relations where they would integrally discuss business portfolio management. 

– From the viewpoint of sustainability and innovation, the roles of and enhanced cooperation 

between chief technology officers (CTOs) and chief information officers (CIOs) are also 

important. 

Developing and operating business assessment systems 

– Checking and optimizing a business portfolio at a company begins with the assessment and 

analysis of its existing businesses (or business segments) for which the most important 

viewpoint is whether the company is the best owner of those businesses. 

 

 

 

 

 

 

 

 

*See 

1.1.3 as 

well 
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– It is important to appropriately assess businesses based on specific quantitative data as far as 

possible and make decisions based on the appropriate assessment. 

Quadrant framework 

– The use of the quadrant framework, a standard framework for assessing businesses based on 

return on capital and growth, is effective for appropriate business portfolio management. 

 

[Reference 2.2.4-4：Quadrant framework (image)] 

 

(Source) Prepared by METI from P. 3-4 of an opinion of Business Transformations Study Group member 

Mr. Sampei in Document 7 for the first session of the study group 

How to set indicators for assessment 

– It is important for a company to introduce return on invested capital (ROIC) as an indicator for 

measuring the return on capital of each business, compare its ROIC with capital costs, and 

benchmark its ROIC with those at rival companies. 

– To compare ROIC with capital costs for each business, a company is required to (1) allocate 

assets to each business to compute its ROIC and (2) prepare a rough consolidated balance sheet 

for each business segment to identify capital costs.3 

– Growth indicators for assessment may include market growth rates and whether a company 

could grow a business in question. 

– In addition to these indicators, a company may look into whether it is the best owner of a 

business in question and into synergy between businesses. It is important to compare synergy 

with costs and other factors. 

                                                   
3  Capital costs identified for each business segment may be compared with return on capital for each business 
belonging to each business segment. 
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Fund flow based on the quadrant framework 

– Businesses that a company should urgently consider divesting may be low-profit, low-growth 

traditional businesses in D. Even among high-profit, low-growth mature businesses in C, 

however, it is reasonable for the company to divest early those that should not be retained over 

the mid- to long-term and allocate funds for them to growth investment in low-profit, high-

growth businesses in A. 

– As it is important to assess growth investment in new businesses over the mid- to long-term 

from the viewpoint of pursuing ambidextrous business management, each company is expected 

specifically explain its competitive advantages to investors. 

 

[Reference 2.2.4-14: Fund flow based on quadrant framework (image)] 

 

(Source) Prepared by METI from P. 3-4 of an opinion of Business Transformations Study Group member 

Mr. Sampei in Document 7 for the first session of the study group 

❚ How to set business targets and performance assessment indicators 

Present status and problems 

– It is pointed out that Japanese companies currently give priority to absolute sales and profit 

amounts and other indicators linked to business sizes among business targets in mid-term 

business plans and performance assessment indicators for determining management 

remunerations, leading to negative incentives for business divestments that would cut business 

sizes. 

– Management remunerations at Japanese companies are lower than those at their European and 

2.3 
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American counterparts, featuring a greater share for fixed remunerations (cash) and a lower 

share for stock awards. Such management remuneration structure has apparently contributed to 

affecting long-term incentives for management to increase corporate value (by taking 

courageous risks). 

Basic ideas for setting business targets and performance assessment indicators 

– It is important for business targets and indicators for assessing management’s performances to 

be systematic and persistent based on business strategies and be transitioned from sizes 

(absolute amounts) to rates (including return on capital and growth). 

– Stock price-linked indicators and stock awards are useful and effective for aligning with long-

term incentives and shareholder return. 

How to set business targets 

– While companies should set specific indicators according to their business strategies, the 

companies can combine (1) ROIC (mainly for each business segment) and return on equity 

(ROE) (for group headquarters) as return on capital indicators and (2) sales growth rates (on an 

organic growth basis4) as growth indicators with total shareholder return (TSR) (for mid- to 

long-term and relative assessment), which measure how the market assesses corporate value. 

How to design management remunerations 

– In designing management remunerations, it is significant to increase a percentage share for long-

term incentive rewards, including stock awards, to provide management with adequate 

incentives for business transformations contributing to the increase of corporate value over the 

mid- to long-term. 

– It is important to clarify how to design management remunerations for mid- to long-term 

incentives for explanation to investors. 

  

                                                   
4 The organic growth basis means a standard for measuring how much a company has grown (or will grow) a business 
in question, excluding direct increases through acquisitions and declines through business divestments. 
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3 Problems regarding the boards and independent 
directors and directions of responses to the problems 

❚ Roles of the boards 

Position under Companies Act 

– Under the Companies Act, the key roles of the boards are to decide on basic business 

portfolio policies 5  and oversee management’s exercise of duties based on the 

policies, irrespective of organizational design. 

– Directors are required to do their best in regards to the decision and oversight of the 

basic business portfolio policies to increase corporate value over the mid- to long-

term in line with the duty of care. 

Present status and problems 

– Companies that consider business portfolios one or more times annually are limited 

to about 60% of the total. Those citing the board as the organization to consider a 

business portfolio are also limited to about 60% of the total. 

– Less than half of the independent directors recognize that the board discussions on 

business portfolios lead to specific initiatives or achievements, indicating that it is 

significant to substantiate the board discussions to activate governance regarding 

business portfolios. 

Checking of basic business portfolio policies by the boards 

– The boards should (1) check basic business portfolio policies at least once annually 

and (2) oversee management’s business portfolio management. 

– When checking the basic business portfolio policies and overseeing business 

portfolio management, the boards, based on its fiduciary responsibilities to 

shareholders, should consider business portfolios towards the increase of corporate 

value over the mid- to long-term from a company-wide viewpoint and check (1) 

arrangements, performance assessment systems and information disclosure 

regarding business portfolio management and (2) business portfolio details. 

Guidelines  

3.1 

❚ Roles of independent directors 

Proactive engagement with consideration on business portfolios 

3.2 

                                                   
5 Given that business administration includes holding shares of subsidiaries and administering them, basic business 
portfolio policies amount to ones in a corporate group including subsidiaries. Specifically, they means the basic policies 
regarding which businesses the group should hold and how business resources should be distributed to each business, 
covering not only a specific business portfolio composition but also how to develop in-house arrangements for business 
portfolio management and assess businesses. 
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– As it is pointed out that management tends to have a bias towards maintaining the 

status quo in considering business divestments, independent directors are expected 

to proactively engage in considering business portfolios. 

– It is important for independent directors to call for considering business portfolios 

from their independent viewpoint, back up management’s decisions on business 

divestments as necessary and encourage the board to discuss systems for assessing 

businesses. 

Independent directors’ dialogue with investors 

– It is important for independent directors to proactively talk with investors, learn 

investors’ views about business portfolios and feedback discussions with investors 

to the board. If independent directors as supervisors explain to investors the board’s 

sufficient discussions on business portfolios, it would be useful for gaining 

investors’ understanding and satisfaction. 

❚ The boards composition 

– It is important for the boards to comprise a wide diversity of high-level human 

resources to appropriately check basic business portfolio policies and support 

management’s execution of these policies. 

– As it is important for directors to have a viewpoint of company-wide optimization 

instead of sector-specific optimization to have significant discussions on business 

portfolios, it is advisable for the board to comprise cross-divisional directors (such 

as the CEO and CFO) and independent directors in principle. 

3.3 

❚ Demonstrating supervisory functions through nominating the CEO and 
designing management remunerations 

– It is important to select the CEO who can reform a business portfolio and decide to 

divest businesses and to give the CEO appropriate incentives through assessing 

performance and designing remunerations. 

3.4 

❚ Assessing the effectiveness of the boards 

– It is important to check whether the board, nomination committee and remuneration 

committee appropriately play their respective roles regarding a business portfolio 

and take necessary improvement measures in assessing the effectiveness of the 

boards. 

3.5 
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4 Problems regarding dialogue with investors and 
information disclosure, and directions of responses to 
the problems 

❚ Enhancing dialogue with investors and information disclosure 

Significance of enhancing dialogue with investors and information disclosure 

– Given that it is important for investors to ascertain business portfolio management 

in order to fulfill their stewardship responsibility, companies are required to 

specifically explain to investors corporate philosophies, business models, business 

strategies, basic business portfolio policies and the board discussions. 

Expectations for investors 

– Investors’ appropriate assessment of and support for management making proactive 

efforts to realign business portfolios for their investment target companies can back 

up the sustainable growth of those companies to the advantage of themselves and 

those companies. Investors are expected to try to deepen their understanding about 

their investment target companies’ mid- to long-term growth strategies and their 

risk-taking for realizing those strategies in consideration of the Stewardship Code.6 

Guidelines  

4.1 

❚ Significance of information disclosure 

Present status and problems 

– As it is pointed out that financial statements fail to specifically describe companies’ 

mid- to long-term visions, the enhancement of descriptions about business portfolios 

is a challenge. 

– Companies should enhance the disclosure of information of each business segment 

to pave the way for investors to efficiently check and analyze business portfolios. 

How to disclose information 

– It is important for companies to disclose specific information on (1) corporate 

philosophy and value standards, (2) business models and strategies, and (3) the 

development and operation of business portfolio management systems, regarding 

basic business portfolio policies. 

 

How to disclose information on each business segment 

4.2 

                                                   
6 The Stewardship Code refers to “Principles for Responsible Institutional Investors « Japan’s Stewardship Code » 
－ To promote the sustainable growth of companies through investment and dialogue －” (formulated on February 
26, 2014, revised on May 26, 2017, revised again on March 24, 2020). 
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– Thoughts and logic should be clarified with regard to how businesses compiled into 

a business segment are related to each other. 

– It is desirable for companies to voluntarily disclose the past data and future targets 

of each segment’s return on capital indicators (including ROIC) after providing their 

definitions. 

Information disclosure media 

– Descriptions of business portfolio information should be enhanced on financial 

statements that are basic and central media for business portfolio information 

disclosure. 

– It is desirable for companies to enhance comprehensive information disclosure 

based on the characteristics of statutory and voluntary information disclosure. 

❚ How to respond to shareholders’ proposals and opinions on business 
portfolios 

– Basically, it is important for companies to seriously respond to serious shareholder 

proposals and opinions 7  (hereinafter referred to as shareholder proposals) on 

business portfolios. It is desirable for their board to seriously consider reasonable 

and specific shareholder proposals in principle, based on directors’ duty of care. 

– Investors are expected to submit reasonable proposals after sufficient research and 

analysis from the viewpoint of the increase of corporate value over the mid- to long-

term and have careful communications with their investment target companies. 

4.3 

  

                                                   
7 Shareholder opinions are opinions submitted to companies from their shareholders, other than shareholder proposals 
under the Companies Act. It should be noted that shareholder proposals under the Companies Act must meet 
requirements specified in the Act and related laws and be prepared and submitted through specified procedures. 
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5 Practical devices for implementing the Guidelines 

❚ Management’s posture 

– It is important for CEOs to persistently be confident and determined that their 

decisions to divest some businesses are their best choices for the growth of those 

businesses. 

– It is also important for CEOs to select buyers of businesses for divestment and 

negotiate sales terms and conditions in a manner to produce win-win results for all 

stakeholders, and to formulate communications plans for various stakeholders. 

Guidelines  

5.1 

❚ Understanding and cooperation by trade unions and employees 

– It is essential for companies to implement careful communications on the 

significance of the divestments and gain understanding and cooperation from trade 

unions and employees to facilitate business divestments. 

– It is desirable for companies to invite executives of target businesses as key persons 

to discussions amid decision-making processes for divestment and strictly control 

information by gradually expanding the scope of those aware of divestment from 

managers to business front leaders and employees to promote their understanding. 

5.2 

❚ Selecting appropriate divestment schemes 

– Companies are required to select appropriate divestment schemes in view of those 

schemes’ respective characteristics according to conditions at those companies and 

divestment target businesses. 

– It is particularly hoped that companies proactively use a spin-off8 that has not been 

utilized in Japan, considering that businesses to be spun off could enhance their 

business focus by becoming independent. 

– Equity carve-out (an initial public offering for a subsidiary) is also one of choices 

for divestment. If a subsidiary after an initial public offering takes the form of a 

listed subsidiary in the process for its parent company to gradually sell shares in the 

subsidiary, however, the parent is required to place the form as a transitional one, 

take full note of the risk of its conflict of interest with minor shareholders of the 

subsidiary, and develop a strict governance system of it. 

5.3 

                                                   
8  A spin-off is to separate a subsidiary or a business as an independent entity by allocating shares in an existing 
subsidiary or a new subsidiary taking over a divested business to parent company shareholders according to their 
shareholdings. 
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❚ Specific practical devices 

*Refer to 5.4 in the Guidelines that introduces specific practical devices adopted by 

pioneering companies that proactively tackle business divestments to increase their 

corporate value. 

5.4 

 

End 
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