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Despite the introduction of stewardship regulation worldwide, there is little research that examines
_its operation. The study shows that compliance with stewardship regulation positively influences
institutional investor decision-making and that stewardship disclosures provide valuable
information.

The research has achieved the two project aims. First, Code disclosures by
institutional investors have been analyzed to measure the extent of their Code compliance and
stewardship activity and to develop a disclosure and stewardship activity score. This has provided
valuable evidence regarding the level and type of stewardship activities of Code compliant
institutional investors. Second, the study has achieved its aim of assessing if the Code has
improved institutional investor stewardship or governance. Analysis conducted has examined the
association between Code compliant shareholding and investee governance quality. This shows that
Code adoption strengthens investors’ preference for high-quality investee governance. Other
findings show that investor stewardship activity is a factor that influences strategic R&D
investment. Overall, the research supplies important data about the usefulness of stewardship
regulation that has been adopted in several countries.
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Whether institutional investors play an effective stewardship role in connection with their
investee companies is a question of long-standing discussion. A negative view of institutional
investors has emerged because it is perceived they are disposed to adopt short-term
investment strategies that promote excessive risk-taking (1) (e.g. Hill, J.G. 2018). The
introduction of regulation to encourage institutional investors to play an active stewardship
role is designed to address this problem. Such regulation is exemplified by the 2010 United
Kingdom (UK) Stewardship Code. Following the UK model, the Financial Services Agency
(FSA) in Japan introduced the Principles of Responsible Investing in 2014 (hereafter, the
Code) (2) (FSA, 2014; the Code was revised in 2017). This study focuses on the information
in Code disclosures. They open the ‘black box’ of institutional investor governance by
supplying direct information about stewardship policies, actions and resources.

This study also focuses on the relation between variation in governance as determined by
information in Code disclosures and investee company outcomes. The Code disclosures
provide new insights because information about institutional investor governance has
previously been limited to ad hoc public commentary (3) (McCahery, J.A., Sautner, Z. and
Starks, L.T. 2016). Prior studies use investment size, concentration, or duration as
governance proxies (4) (e.g. Bushee, B.J. 1998). Governance is unlikely to be homogenous for
groups determined by these proxies (5) (Wang, M. 2014). Therefore, a primary contribution
of the study is its development of a more direct measure of institutional investor governance.

This study uses information in Code disclosures to address two research questions. The first
research question is: what is the extent and quality of governance provided by institutional
investors as measured by their Code disclosures? This will be addressed by undertaking
content analysis of investor Code disclosures. The disclosures provide novel information
about the manner and extent of investors’ fulfilment of stewardship responsibilities related
to the seven Code principles. Together the disclosures offer comprehensive data from which
a governance measure or score can be developed.

The second research question is: what is the relation between investee company outcomes
and the extent and quality of governance provided by institutional investors as measured
from their Code disclosures? This will be assessed by testing outcomes related to the quality
of financial reporting, audit quality and pricing, and investee corporate governance quality.
These outcomes have been previously examined in light of monitoring and engagement by
institutional investors but have provided mixed results (6) (e.g. Mizuno, M. and Shimizu, H.
2015), (5) (Wang, M. 2014), (7) (Kane, G.D. and Velury, U. 2004). The analysis will offer fresh
insights because it will use previously unavailable data in Code disclosures.
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The FSA released the Code in 2014, which is a voluntary code aimed at improving
stewardship by institutional investors. This research intends to examine institutional
investors’ Code compliance statements to understand more about their governance role.
Before the Code’s introduction, information about institutional investor governance was
provided on an ad-hoc basis. The extensive Code disclosures supply new insights. The aim is
to identify governance actions, measure variation in institutional investor governance, and
examine how these are related to investee company outcomes.

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 investor governance actions and outcomes for their investee companies.

The research conducted has achieved the two aims of this project. First, the research has
documented and analyzed compliance by investor companies with the Code. Data from Code
disclosures by institutional investors have been obtained, which reveals the extent of Code
compliance and stewardship activity by institutional investors. Detailed information from
disclosures have been used to develop a disclosure and stewardship activity score. This part
of the study has provided valuable evidence of institutional investors’ Code implementation
and the substance of their actions related to the Code’s seven principles. In particular the
data provides insights regarding the level and type of stewardship activities of Code
compliant institutional investors.

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 Code compliant shareholding and investee governance
quality. The results show that Code adoption strengthens institutional investors’ preference
for high-quality investee governance.

Analysis has also been conducted to explore the association between institutional investors’
stewardship activity and the research and development (R&D) investments of their investee
companies. The motive for investigating R&D investment is that it helps assess whether
active stewardship aligns with the objective of promoting long-term value and sustainable
growth. Using stewardship disclosures to measure stewardship activity, this analysis has
shed new light on institutional investors’ role in promoting R&D investment. The findings
show that investor stewardship activity is a factor that influences strategic R&D investment.

The research achievements are important because there is limited prior analysis of
institutional investor stewardship regulation. Despite the introduction of stewardship
regulation worldwide, there is a scarcity of empirical research that examines its operation.
The study contributes to the existing literature by providing insights into how compliance
with stewardship regulation influences institutional investor decision-making. Overall, the
results suggest the introduction of the Code has achieved useful outcomes. In addition, the
findings to-date show that stewardship disclosures provide valuable information regarding
the potential value enhancement associated with institutional shareholding.

A further achievement has been to disseminate the research findings by publication in an
international peer reviewed journal. One paper has been published and another submitted
paper received a revise and resubmit decision in early 2024. 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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