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Executive Summary 

◼ The launch of the Corporate Governance Code in 2015 could be a real, long-term game changer for Japan, as historically 

poor corporate governance has been considered a key reason for local companies’ low ROE and global investors’ 

underweights. 

◼ Improvements in governance have not happened uniformly across all companies, which has resulted in large differences in 

governance structures between companies, with some leaders and many laggards. 

◼ The return differences are large and persistent. The market has not recognised these return differences and the valuations of 

companies generally does not yet differ between companies with good and bad governance. 

◼ It is important to identify the long-lasting criteria and metrics that are essential to consider during this transformative period for 

Japan. 

2015: a game-changing year 

Before the introduction of the Corporate Governance Code in 2015, most companies in Japan looked the same in terms of their 

board structures: 

➢ The majority had either one or two outside directors, who were often not independent; 

➢ Only a small minority of companies had any meaningful presence of independent directors before 2014; 

➢ Very few companies had board committees and almost none had stock incentive plans. 

What came first was a sharp increase in the number of independent directors, although the increase was not across the board. As 

can be seen in the chart below: while a majority of companies quickly followed the requirement to have at least two independent 

directors, there were still many companies that were slow to comply. On the flip side, there was a significant number of companies 

that quickly exceeded the minimum requirements. 

Percentage of TOPIX 500 companies with independent directors 

 

 

 

 

 

 

 

 

 

Source: Tokyo Stock Exchange (2019) 



Union Bancaire Privée, UBP SA | Asset Management | Date  2 | 3 

During the last five years, we have seen a remarkable increase in the use of committees for: 

➢ Nominations 

➢ Compensation 

➢ Auditing 

With continued small increases in their adoption over the years, the use of committees has increased and now nearly three-

quarters of companies in the TOPIX 500 use them. Moreover, these are generally properly constituted committees, i.e. being both 

chaired by outside directors and with majority of members being external directors. Thus, outside influence on boards has 

increased sharply, which is to the benefit of minority shareholders. 

Today, more than two-thirds of the largest 500 companies in Japan have some form of stock-based compensation plan. Thus, 

shareholder alignment should also improve significantly as these stock compensation plans are put in place. More importantly, 

looking at board governance structures was not an important factor for stock selection because there were few meaningful 

differences. However, this situation has changed dramatically over the past five years. 

We have seen structural transformations at many companies, so that in 2020 it has become possible to differentiate companies 

based on their board governance structures. 

Now that the 2015 Corporate Governance Code requires companies to have at least two independent directors, with a 

recommended level of 33% of directors, the concept of oversight by outside directors has gradually started to emerge.  

We believe that the need to explain business strategies and management decisions to outsiders and to take outside opinions into 

consideration should improve governance and performance. 

Though the weightings of cross-shareholdings have been declining since the 1990s, around 30% of all shares of listed Japanese 

companies are still held by allegiant shareholders. This provides significant protection to the management of many companies.  

The revision of the Corporate Governance Code in 2018 specifically addresses the issue of cross-shareholdings and should 

accelerate the unwind. Companies not protected by allegiant shareholders tend to outperform. 

Team up with the best 

The dispersion in the board structures of Japanese companies is wide and often badly explained. Naturally, some companies 

have good board structures that meet international best practices while others are entrenched, insider-dominated, old-fashioned 

businesses. Looking closely at these structures gives investors a window into the management mindset and whether a company 

will engage with and listen to shareholders, or simply ignore them. 

Proactive companies with a positive attitude towards governance reform can be identified as those companies that empower their 

independent directors and give them clear responsibilities, for example by putting them in charge of the audit, nomination and 

compensation committees. Laggards, i.e. obstructive companies, can be identified by their entrenched boards and the minimal 

influence and power of independent directors. 

The introduction and greater use of stock- and incentive-based remuneration systems is one of the most important areas for 

governance reforms. However, the compensation structure in Japan is starting to change with the introduction of stock-based 

incentive plans. We believe management behaviour should change as their interests start to align with shareholders’ interests. 

 

Median CEO remuneration in 2018 (JPY million) 

 

 

 

 

 

 

 

 

 

Source(s): Pay Governance, HKP Group. US data is for S&P 500 companies, FY 2018; Europe data is for 71 STOXX Europe and EURO STOXX 50 companies, FY 2018; Japan data is for TOPIX 
Core 100 companies based on results up to the fiscal year ended March 2019. Exchange rates are averages for the year as at end-2018. 
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Conclusion 

When contemplating the adoption of new corporate governance policies, we can classify companies into three groups: 

 

➢ Early adopters of new governance structures who try to achieve best practice; 

➢ Reactive companies who will follow the rules set by the government and usually also the precedents set by proactive 

companies; 

➢ Obstructive, slow reformers that avoid adopting new governance structures unless forced to do so.  

 

We have found that, over time, the differences between boards’ governance structures among proactive, reactive and obstructive 

companies are becoming larger. The widening gap comes from proactive companies becoming much better, reactive companies 

showing moderate improvement and obstructive companies refusing to change and improve their governance structures. Intuitively 

we would expect to find that companies with better governance structures would demonstrate better performance metrics than 

companies with poor governance structures. Our understanding of Japanese corporate governance reforms confirms this is indeed 

the case and that this trend will last for a long time. Furthermore, our analysis shows that widening governance differences are 

resulting in greater performance-metric dispersion. This implies that it is increasingly important that investors pay attention to board 

governance structures in their stock selection process, not only in the foreseeable future, but also over the coming decades. 
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Disclaimer 

This is a marketing document and is intended for informational and/or marketing purposes only. This document is confidential and is intended only for the 
use of the person(s) to whom it was delivered. This document may not be reproduced (in whole or in part) or delivered, given, sent or in any other way made 
accessible, to any other person without the prior written approval of Union Bancaire Privée, UBP SA or any entity of the UBP Group (“UBP”). This document reflects the 
opinion of UBP as of the date of issue. 
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by the relevant laws (all such persons together being referred to as “relevant persons”).This document is directed only at relevant persons and must not be acted on or 
relied on by persons who are not relevant persons. It is not intended for distribution, publication, or use, in whole or in part, in any jurisdiction where such distribution, 
publication, or use would be unlawful, nor is it directed to any person or entity to which it would be unlawful to direct such a document. In particular, this document may 
not be distributed in the United States of America and/or to US Persons (including US citizens residing outside the United States of America). 
This document has not been produced by UBP’s financial analysts and is not to be considered as financial research. It is not subject to any guidelines on financial 
research and independence of financial analysis. 

Reasonable efforts have been made to ensure that the content of this document is based on information and data obtained from reliable sources. However, UBP has not 
verified the information from third sources in this document and does not guarantee its accuracy or completeness. UBP accepts no liability whatsoever and makes no 
representation, warranty or undertaking, express or implied, for any information, projections or any of the opinions contained herein or for any errors, omissions or 
misstatements. The information contained herein is subject to change without prior notice. UBP gives no undertaking to update this document or to correct any 
inaccuracies in it which may become apparent. 

This document may refer to the past performance of investment interests. Past performance is not a guide to current or future results. The value of investment 
interests can fall as well as rise. Any capital invested may be at risk and you may not get back some or all of your original capital. In addition, any performance data 
included in this document does not take into account fees and expenses charged on issuance and redemption of securities nor any taxes that may be levied. Changes in 
exchange rates may cause increases or decreases in your return. 

All statements other than statements of historical fact in this document are “forward-looking statements”. Forward-looking statements are not guarantees of future 
performance. The financial projections included in this document do not represent forecasts or budgets, but are purely illustrative examples based on a series of current 
expectations and assumptions which may not eventuate. The actual performance, results, financial condition and prospects of an investment interest may differ 
materially from those expressed or implied by the forward-looking statements in this document as the projected or targeted returns are inherently subject to significant 
economic, market and other uncertainties that may adversely affect performance. UBP disclaims any obligation to update any forward-looking statement, as a result of 
new information, future events or otherwise. 

It should not be construed as advice or any form of recommendation to purchase or sell any security or funds. It does not replace a prospectus or any other legal 
documents that can be obtained free of charge from the registered office of a fund or from UBP. The opinions herein do not take into account individual investors’ 
circumstances, objectives, or needs. Each investor must make his/her own independent decision regarding any securities or financial instruments mentioned herein and 
should independently determine the merits or suitability of any investment. In addition, the tax treatment of any investment in the fund(s) mentioned herein depends on 
each individual investor’s circumstances. Investors are invited to read carefully the risk warnings and the regulations set out in the prospectus or other legal documents 
and are advised to seek professional advice from their financial, legal and tax advisors. 

The tax treatment of any investment in the Fund depends on your individual circumstances and may be subject to change in the future.  
The document neither constitutes an offer nor a solicitation to buy, subscribe for or sell any currency, funds, product or financial instrument, make any investment, or 
participate in any particular trading strategy in any jurisdiction where such an offer or solicitation would not be authorised, or to any person to whom it would be unlawful 
to make such an offer or invitation. 

Telephone calls to the telephone number stated in this presentation may be recorded. When calling this number, UBP will assume that you consent to this recording. 
UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority and is authorised in the United Kingdom by the Prudential 
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