Japan’s structural reform
to benefit investors
September 2021

By Junichi Takayama, Investment Director, Japan equity

Introduction

•

The three Japan-related news topics that have overwhelmingly dominated
the attention of Western media so far this year are COVID-19 (by far), the
Tokyo Olympics and the showdown at Toshiba.

•

However, we believe that there are other important events and
developments taking place in the Japanese market that deserve attention
as we look ahead to 2022 and beyond.

•

In Japan’s capital markets, structural reform is currently taking place on
multiple fronts that is expected to benefit investors in Japan in the long
term. The reform is linked to the following developments:
i.

Preparations for the reshuffling of the Tokyo Stock Exchange’s (TSE)
market segments scheduled for 2022
ii. Ongoing Corporate Governance reform and revision to the Corporate
Governance code (2021)
iii. The rise of shareholder activism

Reshuffling at the Tokyo Stock Exchange
The TSE is scheduled to reorganise its market segments within the bourse in April 2022.
The current TSE First Section, Second Section, JASDAQ (Standard), JASDAQ (Growth) and
Mothers will be reorganised into three new segments: Prime, Standard and Growth.
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Chart 1: About 30% of TSE’s First section companies do not meet listing
requirements for the Prime section
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Source: Nikkei as at 10 July 2021.

The biggest rationale behind the reform is to enhance the bourse’s global
competitiveness by ensuring its listed companies have incentive to continue improving
their business operations, therefore leading to higher shareholder value and attracting
more capital into the Japanese market.
The Prime section will be for companies that can have “constructive dialogue” with
investors, the Standard section will be geared towards companies that have sufficient
liquidity and possess governance levels that are high enough for investors in an open
market and the Growth section will focus on companies with high growth potential.
From September through December this year, each company will select a new market
segment to have their shares listed. However, the TSE’s new, stringent listing
requirements will force companies to make hard decisions when they make their
selections.
According to the TSE, there are currently 664 companies (roughly one-third) on the First
Section that do not meet the listing requirements for the new Prime section. These
companies unable to meet the listing requirements are faced with two options: either
satisfy the requirements for Prime through corporate actions or settle with Standard or
Growth. For a company to be listed on Prime, it must have tradable shares accounting for
over 35% of shares outstanding and have a tradable market cap of over JPY 10 billion.
Chart 2: Schedule of TSE’s market segment reorganization
1 September–30 December 2021

Companies to select a new market section to have their
shares listed

11 January 2022 (date subject to
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Results of the market section reorganisation to be
announced on the TSE website

4 April 2022

Companies to move to their new market sections,
reorganisation to take effect

Source: Tokyo Stock Exchange
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In light of these developments, an increasing number of large shareholders are already
disposing their shares at the request of companies. In addition, share buybacks by
companies have also picked up so far this year to ensure that they meet the TSE’s new
listing requirements. Management buyouts and full consolidation of listed subsidiaries
have also increased—thereby unlocking value—and we expect the trend to accelerate
towards the end of the year.

The revised Corporate Governance Code
Japan’s Corporate Governance Code was first introduced in 2015 and subsequently
revised in 2018. It was revised again in June 2021 to strengthen corporate governance
practices within companies. The main points of the revisions include 1) “Enhancing Board
Independence”, 2) “Promoting Diversity” and 3) “Sustainability and ESG”.
Under Enhancing Board Independence, Prime-listed companies will be required to
increase the number of independent directors to a minimum of one-third of their board
from at least two. The Code also calls for companies to have independent directors with
managerial experience at other companies. The promotion of diversity is expected to
open up old school, male-dominated boardrooms to new talent with different
perspectives.
As for Sustainability and ESG, Prime-listed companies will be required to improve climaterelated disclosure based on Task Force on Climate-related Financial Disclosures (TCFD)
recommendations or equivalent international frameworks. Other important changes
include calling for English disclosure and higher transparency on strategies with respect
to business portfolios, which will not only help investors gain better understanding of
companies but enable them to engage management teams more effectively.

‘‘
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Booming shareholder activism and increasingly vocal investors
Shareholder activism was taboo in Japan at least until the pre-GFC days in the early 2000s.
However, activism by shareholders is now a regular news topic. Toshiba-related news may
dominate international headlines, but there is a lot more happening in the market today.
Activists in the Japanese market have grown significantly in number over the past few
years. In 2014, there were only seven activist investors in the market, but the number has
significantly increased to 44, all targeting Japanese companies. There are now more
varieties of activist investors, including the old school “asset stripper” (greenmailer),
entities focusing on constructive engagement and others that take a more hands-on
approach. Currently there is even a Japanese retail fund employing an activist strategy.
Chart 3: Growing number of activists in Japan
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We are also seeing shareholder proposals by activists on the rise. As of end-June, there
were 64 proposals (in terms of agenda items) year to date, already exceeding the total
number (60) in the 2020 full calendar year. Market culture has been changing
dramatically, allowing shareholders to be more vocal, and sometimes even hostile, to the
companies they invest in.
The key point is that if an activist investor insists on issues that would be in the collective
interest of shareholders, they now have more support from traditional, institutional
investors, who in turn need to abide by the Stewardship Code to act in the best interests
of their clients. This means that activists now have the leverage to make things happen.
We therefore expect pressure from increasingly vocal shareholders to serve as catalyst for
many of the value stocks that have the potential to improve business operations and
capital efficiency.

Conclusion
We believe that as the COVID-19 crisis fades, investors will become more focused on
structural change that unlocks and creates value in the new normal. The current structural
reform in the capital markets, taking place on multiple fronts behind the COVID-19related headlines, will inevitably force companies to place greater emphasis on
shareholders, thereby benefiting new investors entering the Japanese market in the postpandemic era.
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Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution
only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a
personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are
recommended to consult with their independent tax, financial and legal advisers prior to any investment.
This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.
In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal
investment. The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or
sell.
Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.
All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko
AM is strictly prohibited.
Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No.
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.
United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated
in the United Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the
purposes of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at
professional clients as defined in the FCA Handbook of Rules and Guidance.
United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution
of a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset
Management Americas, Inc. is a United States Registered Investment Adviser.
Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and
intermediaries only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.
Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries
only. The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong
Kong. Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.
New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It is
for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.
Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No
offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee
only and must not be passed to, issued to, or shown to the public generally.
Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the
Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private
placement or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No
private or public offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in
Kuwait. No marketing or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.
Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and
regulated by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the
United Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or
published in full or in part for any purpose whatsoever without a prior written permission from Nikko AME.
This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not
therefore benefit from any protections that would be available to such clients.
Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available
to Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may
not be eligible for sale in some states or countries, and they may not be suitable for all types of investors.
Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of
whatsoever nature within the territory of the Sultanate of Oman.
Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an
independent investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and
should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever
without a prior written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction
and any inquiries regarding the Strategies should be made to Nikko AME.
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United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to
constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being
offered to a limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in
an investment in such Strategy, and (b) upon their specific request.
The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration
thereof).
No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.
Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.
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