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The study shows the Code’ s beneficial effect on the governance role of institutional investors.
Dissemination of findings through publications and presentations has supplied data about the Code’ s
regulatory approach. This is important because of limited prior analysis of stewardship regulation.

The aims of this research have been achieved. First, the research has
documented compliance by investor companies with the * Principles of Responsible Investing (the
Code) issued in 2015 by the Financial Services Agency (FSA). Data from Code disclosures for 2015 to
2017 have been obtained. Detailed information from Code disclosures has been used to develop a
disclosure score index. This part of the study provides valuable information on institutional
investors’ response to the Code’ s implementation and the nature and extent of their compliance.
Second, the study has assessed if the Code has influenced Institutional investor stewardship.
Analysis conducted has examined the association between investor Code compliance and investee
company outcomes, using measures of reported earnings quality and audit fees. The results show that
Code compliance by institutional investors is positively related to investee company outcomes.
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It is suggested that institutional investors should play an effective and active role in the
stewardship of investee companies (OECD, 2011). Perceived failure in this regard has
brought their actions under scrutiny (Hill, 2018) and caused regulators in several countries
to implement regulation to enhance institutional investor engagement. The first such
regulation was the UK Stewardship Code published in 2010 (Financial Reporting Council,
2010). Subsequently, other countries including Japan have released or proposed similar codes.
In 2014, the Financial Services Agency (FSA) released the ‘Principles of Responsible
Investing’ (the Code).

Doubt has been expressed that the policy approach of the stewardship Code will
have the desired impact on engagement and responsible stewardship. There have been calls
for research to assess the effectiveness of the Code’s regulatory approach because it has been
argued that it lacks depth and rigour, includes trivial provisions, and mistakenly views
institutional investors as a governance solution rather than a problem (Cheffins, 2010;
Reisberg, 2015).

This study responds to these calls by addressing two research questions. The first
research question is: what is the extent and quality of Code compliance by Japanese
institutional investors? This is addressed by undertaking content analysis of investor Code
disclosures. The Code operates on a ‘comply or explain’ basis, which suggests there is
variation in disclosed code compliance as institutional investors to respond to the ‘spirit and
aim’ of the Code (FSA, 2014, p.4). This analysis provides useful data on the initial
implementation of the Code and the manner and extent of investors’ fulfilment of
stewardship responsibilities related to the seven Code principles.

The second research question is: what is the relation between Code compliance by
investor companies and investee company outcomes? Answering this research question
provides valuable data on achievement of the Code’s aims, which is important because failure
of responsible stewardship can have a significant negative economic effect (Butler and Wong,
2011). The FSA anticipates that Code compliance will result in constructive engagement by
institutional investors resulting in effective monitoring. The study shows whether investor
Code compliance is associated investee company outcomes such as earnings quality and audit
fees.
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The FSA released the ‘Principles of Responsible Investing’ (the Code) in 2014, which is a
voluntary code aimed at improving stewardship by institutional investors of investee
companies. This research examines investor Code compliance, and whether compliance is
associated with investee company outcomes such as the quality of their reported earnings.
This study is important as high levels of institutional ownership suggests significant
economic benefits can result from responsible investor stewardship.

Initially, a thorough search of relevant literature is conducted. Then, data collection from
archival sources are undertaken, including: (1) Code disclosure documentation from investor
companies; and, (2) financial, governance and other data from investee companies for
empirical analysis. Code disclosures are subjected to content analysis to determine a
disclosure score. Finally, an empirical analysis is conducted to test the relation between Code
compliance and investee company outcomes including the quality of reported earnings.



The research conducted has achieved the two aims of this project. First, the research has
documented and analyzed compliance by investor companies with the “Principles of
Responsible Investing (the Code) issued in 2015 by the Financial Services Agency (FSA) in
Japan. Data from Code disclosures by institutional investors for 2015 to 2017 have been
obtained, which reveals the extent of Code compliance. Detailed information from disclosures
have been used to develop a disclosure score. This part of the study has provided valuable
evidence institutional investors’ response to the Code’s implementation and the substance of
their compliance with the Code’s seven principles.

Second, the study has achieved its aim of assessing if the Code has achieved its
objective of improving Institutional investor stewardship or governance. Analysis conducted
has examined the association between investor Code compliance and investee company
accountability, using measures of reported earnings quality and audit fees. Results of
empirical work related to this second aim of the study show that Code compliance by
institutional investors is positively related to investee company outcomes. To date, the results
of analysis suggests institutional investor Code compliance is: (1) positively related to
investee company reported earnings quality; and, (2) associated with lower audit fees due to
enhanced monitoring by institutions.

The research achievements are important because there has been very limited prior
analysis of institutional investor stewardship regulation. The results of empirical work show
Code compliance by institutional investors is having a beneficial effect on the stewardship or
governance role of institutional investors. Overall, the results suggest the introduction of the
Code has achieved useful outcomes.

A further achievement has been to disseminate the research findings through
conference presentations and by publishing the empirical work and findings in an
international peer reviewed journal. This supplies important international data about the
usefulness of the Code’s regulatory approach that has been adopted in several countries.
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