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Abstract: This study aimed to reveal the role of institutional investors with shareholder-oriented
scopes in a stakeholder-oriented economy such as Japan. With financial globalization, the increasing
number of institutional shareholders in Japanese corporations enables us to investigate whether
their shareholder-oriented perspectives are conducive to taking on effective monitoring roles
under stakeholder-oriented corporate governance. This study’s sample included large listed firms
of the TOPIX 500 in Japan during 2010-2016. Using 2924 firm-year observations, the effect of
institutional investors on firm performance was analyzed to test the role of institutional investors in
stakeholder-oriented corporate governance. Our study showed that the monitoring role of institutional
shareholders, or foreign shareholders, functions effectively in Japanese corporations. In addition,
we showed that the monitoring roles of these are expected to strengthen firms through higher
growth opportunities. These results implied that institutional shareholders contribute to enhancing
sustainable firm performance and constructing sustainable corporate governance mechanisms in a
stakeholder-oriented system.

Keywords: Agency Theory; institutional shareholder; foreign shareholder; stakeholder-oriented
corporate governance

1. Introduction

In recent decades, the number of shares owned by institutional shareholders has grown rapidly
due to financial globalization [1]. This trend is not only being investigated in countries with
shareholder- or market-oriented systems, such as in the United States, but also in countries that
have stakeholder-oriented systems, such as Japan. The important monitoring role of institutional
shareholders is expected in countries with a dispersed ownership structure, as is the case in the
United States [2]. Institutional shareholders are defined as block shareholders who are able to
supervise and monitor the firms in which they have ownership. Their monitoring activities can be
efficiently performed because they have financial incentives due to their stakes in these companies [3].
In addition, institutional shareholders may have more industry-specific knowledge than smaller
shareholders, and this information advantage results in low-cost, effective monitoring [4]. Several
studies analyze empirical questions about the monitoring role of institutional ownership (IO) on
corporate performance [5].

The presence of institutional shareholders increased under stakeholder-oriented corporate
governance in Germany and Japan as part of the process of converging to the Anglo-American
corporate governance system in the 1990s [6]. In Japan, institutional investors have begun to take
a more active stance only since the early 2000s [7]. First, foreign institutional investors tend to
behave as activists through annual general shareholder meetings, and their attitude and presence are
enhanced [7,8]. Second, domestic institutional shareholders, mainly comprising trust banks, pension
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funds, and non-life insurance companies, tend to have a more performance-oriented scope and seek
higher profits than other domestic shareholders [9]. In this sense, foreign and domestic institutional
investors are characterized differently from other shareholders in Japanese corporations.

There remain important issues for both academics and practitioners to consider in clarifying
the effectiveness of institutional shareholders under a stakeholder-oriented system [10]. From the
viewpoint of agency theory, larger institutional shareholdings are expected to improve firm value
or performance for two reasons. First, institutional investors effectively take on monitoring roles to
mitigate agency and asymmetric information problems [11,12]. In fact, they can encourage managers
to avoid under-investment, which can lead to poorer future performance. The second reason is that
institutional shareholders actively respond to remove managerial entrenchment devices, such as poison
pills [13] Previous studies on institutional investors show other channels through which they improve
corporate performance. For example, institutional ownership helps mitigate problems of managerial
myopia, where firms tend to avoid investing in longer-term positive net present value projects [14–16].

However, during the 1990s, institutional shareholders were not necessarily expected to be effective
for firms under stakeholder-oriented systems. In the early 1990s, foreign ownership in Japan averaged
less than 5% [17]. Japanese corporations tend to be controlled by interlocking ownership structures,
known as Keiretsu, and the main banking systems [18]. Under the stakeholder-oriented system, the
main banks’ monitoring mechanisms were considered standard practice prior to the late 1990s [19].
Following the rescue of the Japanese financial system through government bailouts, the shares of the
main banks and their cross-shareholdings were also reduced by the merger and acquisition activity in
the 2000s [20]. Monitoring by main banks has weakened following the financial deregulation era [21].

The different perspectives of institutional and domestic shareholders could decrease the
effectiveness of monitoring in Japanese firms controlled by stable domestic shareholders. The
ratio of foreign ownership in Japanese companies has dramatically increased since the 1990s, and the
increased influence of foreign institutional shareholders is expected to improve firm value [22,23].
Foreign investors tend not to favor traditional Japanese management practices [24]. In fact, foreign
investors tend to have a negative view of the managerial incentives of diversified Japanese firms,
unlike the perspective of domestic shareholders [25].

This study focused on Japanese corporations to examine how institutional shareholders affect
corporate performance. While several studies have analyzed the impact of foreign ownership on
firm performance [26–28], the effect of institutional investors on firm performance has not been fully
explored by previous studies. However, they have highlighted two areas in which the new roles of
institutional shareholders are complementary and are replacing the weakened monitoring mechanisms
of the main banking institutions. First, foreign shareholdings contribute to reducing information
asymmetry among investors [29]. Therefore, institutional shareholders are expected to mitigate agency
issues. Second, the rise in shareholder activism in recent decades has been effective in strategically
applying pressure to managers in Japanese corporations [30]. These points imply that institutional
shareholders have begun to play a role in the Japanese stakeholder-oriented system.

The findings of this study shed light on the Japanese experience of an increase in institutional
investors in a stakeholder-oriented system. Specifically, the empirical evidence reveals that institutional
investors enhance firm value. Moreover, foreign investors play monitoring roles in firms with higher
growth opportunities. In other words, institutional investors are expected to function effectively as
monitors in the Japanese stakeholder-oriented system. This suggests that institutional shareholders
contribute to generating sustainable returns and promoting economic and corporate governance
performance in a stakeholder-oriented system.

The rest of the paper is organized as follows. The next section presents the theoretical framework
and research context of the study, and we further develop the hypotheses and present the data and
methodology in the third section. The fourth section presents the empirical findings. Next, we discuss
our findings in the fifth section. The sixth section offers concluding remarks.
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2. Theoretical Framework and Institutional Background

2.1. Theoretical Framework

Agency theory presumes that manager–shareholder conflicts result in agency costs, which
hurt shareholder value [31]. From the agency theory perspective, a stronger corporate governance
mechanism helps mitigate severe agency conflicts. Corporate governance consists of an interrelated
system, where some practices will be effective and relevant only in certain combinations, leading to
different patterns of corporate governance [32]. In Anglo-Saxon countries, effective monitoring by
institutional shareholders with a shareholder-oriented scope is expected in publicly-listed firms [3–5].

In the context of international corporate governance research, shareholder-oriented and
stakeholder-oriented systems might be characterized differently [33,34]. Stakeholder-oriented systems
are found in economies such as those in Japan and continental European countries [35]. The significant
characteristics of stakeholder-oriented corporate governance include internal monitoring systems via
concentrated ownership and tight inter-firm relationships that substitute for the effective monitoring
mechanisms in shareholder-oriented systems [32]. In addition, shareholders in stakeholder-oriented
systems have longer time horizons than those in shareholder-oriented systems [36]. Japanese
stakeholder-oriented corporate governance is characterized by business groups with financial, human,
and transactional ties and cross-shareholdings [37].

Effective monitoring by institutional shareholders is not expected under stakeholder-oriented
corporate governance. By contrast, monitoring in Germany and Japan has been based on
relationship-oriented banks rather than active markets for corporate control [19]. Especially in Japan,
the long-term nature of bank-firm relationships may also complement a more active role for other
stakeholders [38]. The interrelated stable shareholders and bank-firm relationships function as substitutes
for institutional shareholder monitoring roles in Japan [6]. In fact, main bank relationships have helped
mitigate the accounting conservatism of their client firms [39]. In addition, main bank relationships have
effectively functioned to enhance earnings quality [40]. Furthermore, IPO underpricing is mitigated
through main bank relationships [41].

Another theoretical perspective relates to the corporate governance convergence of Anglo-
American systems under globalization movements [42]. The globalization of market forces could
drive non-Anglo-American countries to make changes in corporate governance in a move toward the
Anglo-American model [26,43,44]. Using a corporate governance convergence perspective, several
studies have examined whether the Anglo-American system is being integrated into Japanese corporate
governance, such as through the introduction of committee systems [45] and stock-option based
pay [46,47]. The results of these studies imply that Japanese corporate governance is transitioning
to the Anglo-American corporate governance system. Therefore, the recent increase in institutional
ownership in large Japanese corporations would also be a type of “convergence” of the Anglo-American
shareholder-oriented system into a stakeholder-oriented system. From the convergence theory
perspective, institutional shareholders would play a complementary role as effective monitors, similar
to the interrelated stable shareholders and bank-firm relationships in stakeholder-oriented systems.

2.2. Research Context

During the 1990s, Japanese corporate ownership structures featured stable arrangements among
Keiretsu memberships, financial institutions, and cross-shareholders [48,49]. After the 2000s, financial
deregulation altered the ownership structure of Japanese firms [49]. First, shareholdings of main banks
were restricted to 5%. Second, the Japanese financial industry, which was the center of horizontal
Keiretsu, underwent consolidation as an effect of significant deficit challenges. For decades, the Japanese
corporate governance system has distinctly differed from its Western counterpart [38]. Corporate
governance was mainly self-conducted and characterized by large inter-corporate shareholdings and
deep involvement of the main financial institutions [50–52]. The group-based and network-oriented
corporate governance systems in Japan are characterized as Keiretsu and their cross-shareholdings [53].
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Cross-shareholders are defined as a system of interlocking share ownership among Japanese companies
or banks [54–56]. Since they tend to hold stakes for long periods, Japanese ownership structures were
characterized by these stable shareholders before the financial deregulation of the 2000s [6,19,38]. After
the 2000s, the influence of major banks on Japanese firms began to decline [20].

Since the end of the 1990s, institutional investors, including domestic pension funds and foreign
asset managers, began to have a greater presence in Japanese firms [24]. Financial deregulation, or
the rescue of the Japanese financial system through government bailouts and loans, was funded
by taxpayers, which might have had an effect on stakeholder-oriented governance systems [20].
For example, following financial deregulation, Japanese laws restrict the holdings of financial
institutions to less than 5% of outstanding shares. This restriction directly weakens the main banks’
ties. On the other hand, institutional investors have emerged as an influential investor group and have
received significant attention as major shareholders. In fact, the increase in foreign investors’ holdings
in Japanese firms grew from less than 5% in 1990 to 28% in 2012 [17].

There have been several subsequent corporate governance reforms in Japan Recent corporate
governance reforms in Japan are summarized in Table A2. Following the Abe administration’s
Japan Revitalization Strategy, Japan’s stewardship code was established, which aims to realize
the effective monitoring activities of institutional shareholders. Japan’s Stewardship Code was
revised in 2017. The Financial Service Agency [57] defines “stewardship responsibilities” as the
responsibilities of institutional investors to enhance the medium- to long-term investment return for
their clients and beneficiaries by improving and fostering the investee companies’ corporate value
and sustainable growth. In this sense, institutional shareholders in Japan are expected to contribute to
increasing corporate value. Furthermore, a corporate governance code was introduced in 2015 for all
publicly-listed firms. This code also aims to foster dialogue with shareholders to enhance corporate
value and sustainable growth [58], thus providing more focus on the role of institutional shareholders
in Japanese corporations.

3. Hypotheses Development, Data, and Methodology

3.1. Hypotheses Development

3.1.1. Ownership Monitoring

Agency theory provides a standard theoretical framework for both academics and practitioners to
analyze the conflict between managers and shareholders in a shareholder-oriented system [11]. Given
the size of institutional investor equity stakes, they tend to exert considerable pressure on management
teams to create wealth for investors [59]. Previous studies have found that institutional investors’
active monitoring has been especially effective when amendments to anti-takeover charters have been
implemented [60–62].

From an agency perspective, an increase in institutional investors is predicted to contribute to
effective monitoring under a stakeholder-oriented system. First, institutional investors help mitigate
information asymmetry among investors [29]. This implies that institutional investors help mitigate
agency issues such as under-investment problems. Second, shareholder activism can effectively
pressure managers in Japanese corporations as needed [30]. As a result, their active engagement in
monitoring activities has the potential to enhance firm value. Thus, Hypothesis 1a is proposed:

Hypothesis 1a. Institutional ownership (IO) is positively related to firm value.

Instead of assuming homogeneity of institutional investors, this study analyzed their different
characteristics and classified the different types of foreign and domestic institutional investors in
Japan. Foreign investors have shareholder-oriented views, unlike domestic investors who have
stakeholder-oriented views [17,63]. In addition, firms with a larger percentage of foreign investors
tend to support higher long-term incentive structures for executive compensation [46]. This implies
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that foreign shareholders in Japan are incentivized to function as effective monitors. Thus, greater
foreign shareholding contributes to increased firm value, as in Hypothesis 1b.

Hypothesis 1b. Foreign ownership (FO) is positively related to firm value.

3.1.2. Ownership monitoring in high growth firms

As stated by [64], firms with better growth opportunities demonstrate better current use of
funds than firms without such opportunities. To gauge the interest of institutional investors, this
study investigated whether they provide more monitoring to firms with greater growth opportunities.
Under a stakeholder-oriented system, corporate managers seek to maximize market share or sales
volume rather than short-term profits, which is less common in Anglo-American economies such
as the United States [65,66]. While Japanese corporations stress growth more than profitability,
shareholder-oriented investors, such as foreign investors, place more weight on profitability than on
firm growth [26] The views of domestic shareholders, including corporations and commercial banks,
might be characterized differently because they have different time horizons. In fact, their investment
horizons tend to be longer than 10 years [67]. Therefore, domestic shareholders provide managers
with longer decision-making timeframes. Institutional shareholders encourage managers to focus on
profitability when their corporations face high growth opportunities. Thus, the monitoring role of
institutional shareholders would be more effective for firms with higher growth opportunities.

Hypothesis 2a. The association between institutional ownership (IO) and performance is stronger for firms
with higher growth opportunities.

The study’s next focus was on the monitoring role of foreign investors for firms with higher growth
opportunities. As noted above, foreign shareholders are likely to encourage executives to focus more on
profitability [63]. A larger presence of foreign shareholders can prompt corporations to take more risks
because they are driven to realize higher growth [68]. Thus, the monitoring and intervention of foreign
shareholders who urge managers to seek higher risk/higher return opportunities are characterized
differently than those of stable domestic investors. In other words, foreign shareholders are expected
to positively strengthen firm value in the face of growth opportunities. This leads to Hypothesis 2b:

Hypothesis 2b. The association between foreign ownership (FO) and performance is stronger for firms with
higher growth opportunities.

3.2. Data and Methodology

This study’s sample period was from 2010 to 2016, which is the period following the restructuring
of Japanese corporate governance. The sample consisted of publicly-listed firms of the TOPIX 500,
excluding financial firms. It comprised 436 firms and 2924 firm-year observations. Financial data
for this study were obtained from the Astra Manager database, while data related to ownership
structure and board size were obtained from the NPM database and Nikkei NEEDS CGES (Corporate
Governance Evaluation Systems).

Following previous studies, the dependent variables were firm performance measures, such as
Tobin’s Q and ROA (return on assets) [1,51]. Tobin’s Q measures the market value of a firm’s assets
while return on assets (ROA) shows the firm’s performance from an accounting perspective. The study
first examined the direct relationship between IO and performance in the Japanese context.

To examine the empirical hypotheses, IO variables described by [69] were adopted as the
independent variables. The study also focused on the difference between foreign and domestic
institutional investors because they might have different views regarding Japanese managers. Following
Motta and Uchida [70], IO was divided into foreign shareholdings and domestic shareholdings. Next,
the interaction term of ownership and sales growth was added to analyze the moderating effect of
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IO, FO, and domestic institutional ownership (DIO) on the relationship between sales growth and
firm performance.

Considering the role of stable shareholders in Japanese corporations, domestic ownership
and management shareholdings were included in the regression models. Domestic shareholders
were characterized as the main banking relationships for lending and shareholding, while stable
ownership was represented as cross-shareholdings and dominant shareholdings [38] Main bank
ownership is defined as the amounts of the largest lender’s shareholdings for the client firm [38].
Cross-shareholdings are mutual shareholdings among other companies held for long periods, which
are regarded as managerial entrenchment devices to protect managers from hostile takeovers and proxy
fights. In addition, parent-subsidiary relationships are widely observed in Japan [71,72]. Dominant
shareholdings represent the existence of parent firms as the control for the effect of parental control of
their publicly-listed subsidiary firms. Parent-subsidiary relationships are criticized by Western media
because parent firms might exploit other shareholders [73]. Parent-control of publicly-listed subsidiary
firms is examined by [74]. Furthermore, management ownership, consisting of the shareholdings of
the board of directors, was used as the control for the relationship between management ownership
and firm value [51].

In addition, stable shareholders were used as the control for stakeholder-oriented shareholders.
As Aguilera et al. [63] mentioned, stakeholder-oriented shareholders, such as stable shareholders,
have different views from other institutional investors Stable shareholders are regarded as “allegiant”
shareholders guaranteed to vote with management [75]. “Allegiant” shareholders are “companies,
banks, and insurers they do business with, are linked to by history, or have assembled precisely to
protect management from any awkward minority shareholder resolutions” [76]. Furthermore, stable
shareholdings in Japan function as a management entrenchment device or takeover defense to prevent
proxy fights [75,76]. Japanese stable shareholders were eager to gain firm-specific information through
the connections originating from Keiretsu, financial relationships, or parent-subsidiary relationships.

Several firm characteristics were controlled through variables such as firm size, financial leverage,
free cash flow, firm risk, the board size, outside director ratio, a stock option dummy, big auditors
dummy (Big N), and the number of analysts. Firm size was measured as the logarithm of firm assets,
while financial leverage was used to control for firm capital structure. The firm risk was measured as
the standard deviation of stock returns. Free cash flow was used as a measure of the degree of conflicts
among shareholders and managers [31], and the number of board members was used to control for
board size effects [77] Sakawa and Watanabel [78] show a non-negative relationship between board
size and firm value for non-financial industries in Japan. Board independence was controlled as the
ratio of outside directors [78]. Stock option dummy was used to control for managerial incentives [46].
The Big N dummy was controlled as a measure of audit quality. Big N equals 1 if a firm is audited by a
Big-3 or Big-4 audit firm. Otherwise, it is [40]. Finally, the number of analysts was adopted to control
for external monitoring.

The effects of IO, FO, and the other control variables on the dependent variables were examined
using a fixed firm effects model because the data contains multiple observations with unobserved
heterogeneity per firm [79]. Year dummies were included to capture variations over time. To control
for residual dependence, standard errors were clustered at the firm level, and lagged variables were
adopted for all the independent and control variables to avoid endogeneity problems.

4. Estimated Results

4.1. Regression Results

This subsection investigates whether institutional shareholders function well as monitors in the
Japanese stakeholder-oriented system. The variable definitions are summarized in Table A1, and the
sample descriptive statistics are summarized in Table 1.
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Table 1. Descriptive statistics.

Variable Mean Standard
Deviation Minimum Maximum (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18)

1. Q(*100) 128.69 75.49 56.28 1353.04
2. ROA 6.79 6.20 −17.83 101.78 0.70 *

3. IO 37.29 14.03 1.63 78.00 0.11 * 0.17 *
4. FO 25.01 12.54 0.42 92.95 0.23 * 0.30 * 0.76 *

5. DIO 12.95 6.77 0.00 40.69 −0.08
*

−0.08
* 0.59 * 0.02

6.
Management 1.33 3.93 0.00 52.14 0.18 * 0.27 * −0.02

* 0.03 −0.12
*

7. Domestic 14.62 15.13 0.00 75.74 0.08 * 0.08 * −0.39
*

−0.19
*

−0.27
*

−0.14
*

8. Stable 28.29 14.21 0.33 77.53 0.09 * 0.14 * −0.52
*

−0.28
*

−0.37
* 0.11 * 0.80 *

9. Size 13.28 1.18 9.44 17.68 −0.27
*

−0.38
* 0.09 * 0.11 * −0.01 −0.23

*
−0.07

*
−0.20

*

10. HighGS 0.25 0.43 0.00 1.00 0.19 * 0.21 * 0.11 * 0.15 * −0.04
* 0.06 * −0.02 −0.02 −0.05

*

11. LowGS 0.25 0.43 0.00 1.00 −0.08
*

−0.16
* 0.03 −0.03 0.11 * −0.03 0.01 −0.01 0.01 −0.33

*

12. Leverage 49.87 19.82 3.83 95.03 −0.24
*

−0.44
*

−0.22
*

−0.28
* 0.03 −0.17

* −0.03 −0.13
* 0.50 * −0.07

* 0.01

13. FreeCash 2.32 5.97 −45.47 55.83 0.35 * 0.47 * 0.06 * 0.15 * −0.06
* 0.15 * 0.03 0.07 * −0.21

* 0.11 * −0.09
*

−0.21
*

14. Risk 2.31 0.67 0.86 5.36 −0.05
*

−0.05
* 0.16 * 0.04 * 0.24 * 0.00 0.03 0.00 −0.04

* 0.03 0.34 * 0.16 * 0.00

15. BoardSize 10.76 3.80 3.00 30.00 −0.11
*

−0.17
*

−0.08
*

−0.12
* 0.01 −0.16

* 0.02 −0.05
* 0.35 * −0.08

* 0.04 * 0.20 * −0.09
*

−0.06
*

16.
OutsideDirector 17.08 15.41 0.00 86.67 0.09 * 0.02 0.16 * 0.26 * −0.01 −0.04 −0.07

*
−0.13

* 0.16 * 0.02 −0.05
* 0.02 0.06 * −0.08

*
−0.22

*
17.

StockOption 0.39 0.49 0.00 1.00 0.16 * 0.16 * 0.19 * 0.21 * 0.06 * 0.08 * −0.02 −0.03 −0.04
* 0.04 * 0.04 * −0.10

* 0.08 * 0.05 * −0.12
* 0.20 *

18. BigN 0.90 0.30 0.00 1.00 −0.01 −0.03 −0.04
*

−0.04
* −0.01 −0.01 −0.01 −0.03 0.10 * −0.01 0.00 0.12 * 0.01 0.03 −0.06

* 0.14 * 0.11 *

19. Analyst 2.14 0.72 0.00 3.22 0.13 * 0.11 * 0.40 * 0.39 * 0.16 * −0.01 −0.02 −0.11
* 0.43 * 0.10 * 0.06 * −0.02 0.01 0.19 * 0.07 * 0.16 * 0.14 * 0.06 *

Note: Observations = 2924. See Table A1 for variable definitions. * p < 0.05.
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The results of estimating Tobin’s Q are shown in Table 2, with standard errors clustered by firm
and year. The coefficients of IO were significantly positive for Models (2) and (3), which supports
Hypothesis 1A. Furthermore, FO showed significantly positive results for Models (4) and (5), which
was consistent with Hypothesis 1B. This implied that institutional shareholders in Japan are expected
to actively act as monitors post-2010. In other words, they might substitute for the monitoring role
previously held by the main banks [20]. We also investigated the impact of a one standard deviation
increase in IO and FO. First, IO was associated with a 8.19% (= 14.03 × 0.58) increase in Tobin’s Q
(column (2)) and was related to a 11.17% (= 14.03 × 0.80) increase in Tobin’s Q (Column (3)). Second,
FO was associated with a 8.87% (= 12.54 × 0.81) increase in Tobin’s Q (column (4)) and is related to a
11.57% (= 12.54 × 0.92) increase in Tobin’s Q (Column (5)). As for the other control variables, high sales
growth and free cash flow were significantly positive for all models. This means that firm value tends
to be higher in firms with higher growth opportunities.

Table 2. Estimated results of Tobin’s Q.

(1) (2) (3) (4) (5)

Q

IO
0.584 * 0.796 **
(2.26) (2.66)

FO
0.707 * 0.923 *
(2.01) (2.45)

DIO
0.211 0.337
(0.56) (0.83)

Management −2.539 * −2.449+ −2.405+
(−1.98) (−1.91) (−1.86)

Domestic
0.113 0.209 0.194
(0.50) (0.88) (0.81)

Stable
0.676+ 0.615+
(1.85) (1.68)

Size
8.681 7.200 9.472 5.211 7.000
(0.27) (0.23) (0.30) (0.16) (0.22)

HighGS 5.650 * 5.448 * 5.142+ 5.409 * 5.114+
(2.01) (1.98) (1.91) (2.00) (1.93)

LowGS
4.062 4.288 4.810+ 4.387+ 4.924+
(1.53) (1.64) (1.85) (1.69) (1.91)

Leverage −0.415 −0.344 −0.294 −0.317 −0.265
(−0.68) (−0.55) (−0.47) (−0.51) (−0.43)

FreeCash
0.414 ** 0.379 ** 0.387 ** 0.383 ** 0.393 **
(3.28) (3.07) (3.08) (3.09) (3.11)

Risk
8.267 * 7.628 6.928+ 7.506+ 6.844+
(2.12) (1.92) (1.69) (1.87) (1.66)

BoardSize
0.098 0.072 0.056 0.076 0.061
(0.19) (0.14) (0.10) (0.14) (0.11)

Outside −0.180 −0.188 −0.160 −0.200 −0.175
Directors (−1.17) (−1.22) (−1.04) (−1.29) (−1.13)

StockOption −0.968 −0.556 −0.664 −0.503 −0.603
(−0.32) (−0.18) (−0.21) (−0.16) (−0.19)

BigN 11.230 * 10.230+ 11.860 * 10.760+ 12.420 *
(2.10) (1.89) (2.14) (1.91) (2.17)

Analyst 11.390 ** 10.560 ** 11.250 ** 10.620 ** 11.260 **
(4.04) (3.83) (3.93) (3.85) (3.95)

Constant
−5.78 −10.06 −71.40 15.97 −36.65

(−0.01) (−0.02) (−0.18) (0.04) (−0.09)

Number 2924 2924 2924 2924 2924
AdjustedR2 0.113 0.117 0.115 0.117 0.114

R2within 0.119 0.123 0.120 0.123 0.120
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Table 2. Cont.

(1) (2) (3) (4) (5)

Q

R2overall 0.000 0.004 0.019 0.016 0.044
R2between 0.004 0.000 0.009 0.007 0.039

F 9.56 ** 9.82 ** 10.21 ** 9.50 ** 9.83 **

Note: Observations = 2924. Standard errors are clustered at the firm level. t-values are presented in parentheses.
See Table A1 for variable definitions. The results of firm dummies and year dummies are not reported. + p < 0.10,
* p < 0.05, ** p < 0.01.

Table 3 presents the relationship between institutional shareholders and firm performance,
measured as ROA. The results of Models (2) and (3) provided significantly positive results for IO,
consistent with Hypothesis 1A. Next, the coefficients of both FO and DIO were significantly positive in
Models (4) and (5). These findings imply that institutional investors and foreign investors enhance
firm value, which is consistent with their shareholder-oriented views.

Table 3. Estimated results of ROA (return on assets).

(1) (2) (3) (4) (5)

ROA

IO
0.123 ** 0.148 **
(3.63) (3.71)

FO
0.154 ** 0.178 **
(3.40) (3.50)

DIO
0.091 ** 0.109 **
(2.75) (2.95)

Management 0.004 0.023 0.031
(0.05) (0.24) (0.32)

Domestic
−0.008 0.012 0.012
(−0.55) (0.71) (0.70)

Stable
0.075 * 0.071 *
(2.17) (2.10)

Size
−6.998 ** −7.310 ** −7.416 ** −7.676 ** −7.826 **
(−2.69) (−2.79) (−2.79) (−2.86) (−2.87)

HighGS 1.033 ** 0.991 ** 0.985 ** 0.984 ** 0.980 **
(3.65) (3.69) (3.69) (3.72) (3.73)

LowGS
−1.122 ** −1.075 ** −1.080 ** −1.049 ** −1.053 **
(−4.18) (−4.22) (−4.12) (−4.23) (−4.14)

Leverage 0.011 0.026 0.031 0.032 0.037
(0.29) (0.65) (0.77) (0.79) (0.91)

FreeCash
0.097 ** 0.089 ** 0.089 ** 0.089 ** 0.089 **
(4.92) (5.00) (5.09) (5.15) (5.25)

Risk
0.213 0.079 −0.018 0.042 −0.051
(0.60) (0.21) (−0.04) (0.11) (−0.13)

BoardSize
−0.036 −0.041 −0.040 −0.042 −0.041
(−0.95) (−1.14) (−1.10) (−1.15) (−1.11)

Outside −0.030+ −0.032+ −0.030+ −0.034+ −0.033+
Directors (−1.71) (−1.82) (−1.76) (−1.89) (−1.85)

StockOption −0.787 * −0.700+ −0.706+ −0.688+ −0.695+
(−2.02) (−1.80) (−1.81) (−1.76) (−1.77)

BigN −0.290 −0.501 −0.442 −0.462 −0.402
(−0.60) (−1.01) (−0.86) (−0.92) (−0.78)

Analyst 1.268 ** 1.094 ** 1.147 ** 1.079 ** 1.131 **
(4.40) (3.46) (3.67) (3.38) (3.59)

Constant
98.98 ** 98.08 ** 96.41 ** 102.20 ** 101.30 **
(2.88) (2.91) (2.87) (2.98) (2.97)
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Table 3. Cont.

(1) (2) (3) (4) (5)

ROA

Number 2924 2924 2924 2924 2924
AdjustedR2 0.183 0.203 0.208 0.206 0.211

R2within 0.189 0.208 0.213 0.212 0.216
R2overall 0.196 0.215 0.224 0.232 0.241

R2between 0.226 0.244 0.257 0.272 0.284
F 12.26 ** 12.14 ** 12.67 ** 11.63 ** 12.06 **

Note: Observations = 2924. Standard errors are clustered at the firm level. t-values are presented in parentheses.
See Table A1 for variable definitions. The results of firm dummies and year dummies are not reported. + p < 0.10,
* p < 0.05, ** p < 0.01.

The results of including the interaction terms of the ownership variables and the high sales
growth dummy are presented in Table 4. Using the results of the four models, both IO and FO show
significantly positive results, consistent with Hypotheses 1A and 1B. As for the interaction terms of IO
and the high growth rate of sales (High SG), the results were significantly positive for all models. The
coefficients of the interaction terms of FO and High SG are also significantly positive. These results
supported Hypotheses 2a and 2b and implied that institutional shareholders strengthen monitoring in
firms with higher sales growth.

We examined the impact of a one standard deviation increase in IO and FO to consider economic
significance. First, IO was associated with a 8.64% ( = 14.03 × 0.62) increase in Tobin’s Q (column (2)).
In addition, IO was associated with a 1.66% (= 14.03 × 0.12) increase in ROA (column (5)) and is related
to a 2.02% (= 14.03 × 0.14) increase in ROA (Column (5)). Second, FO was related to 9.14% (= 12.54 ×
0.73) increase in Tobin’s Q (Column (4)). Furthermore, FO was associated with a 1.86% (= 12.54 × 0.15)
increase in ROA (column (7)) and was related to a 2.17% (= 12.54 × 0.17) increase in ROA (Column (8)).

Table 4. Interaction effects of institutional ownership (IO) and growth opportunities on firm
performance.

(1) (2) (3) (4) (5) (6) (7) (8)

Q ROA

IO
0.405 0.616 * 0.118 ** 0.144 **
(1.56) (2.04) (3.59) (3.68)

IO 0.385 * 0.402 * 0.027 * 0.027 *
*HighGS (2.26) (2.30) (2.12) (2.12)

IO 0.198+ 0.177 −0.008 −0.011
*LowGS (1.67) (1.46) (−0.80) (−1.03)

FO
0.514 0.729 * 0.148 ** 0.173 **
(1.55) (2.04) (3.36) (3.47)

FO 0.522 ** 0.550 ** 0.026+ 0.026+
*HighGS (2.64) (2.80) (1.76) (1.84)

FO 0.057 0.033 −0.012 −0.014
*LowGS (0.43) (0.25) (−0.77) (−0.84)

DIO
0.046 0.181 0.088 ** 0.108 **
(0.12) (0.44) (2.83) (3.08)

DIO −0.204 −0.227 −0.013 −0.015
*HighGS (−0.45) (−0.50) (−0.51) (−0.61)

DIO 0.545 * 0.553 * 0.018 0.015
*LowGS (2.27) (2.30) (0.68) (0.58)

Management −2.360+ −2.169+ 0.032 0.045
(−1.85) (−1.67) (0.32) (0.44)

Domestic
0.215 0.210 0.012 0.012
(0.90) (0.88) (0.73) (0.76)

Stable
0.671+ 0.642+ 0.077 * 0.074 *
(1.85) (1.78) (2.23) (2.17)
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Table 4. Cont.

(1) (2) (3) (4) (5) (6) (7) (8)

Q ROA

Size
6.881 9.068 2.712 4.085 −7.327 ** −7.444 ** −7.810 ** −7.979 **
(0.22) (0.29) (0.09) (0.13) (−2.80) (−2.81) (−2.88) (−2.90)

HighGS −9.382 −10.380 −5.960 −6.717 −0.075 −0.065 0.447 0.454
(−1.47) (−1.58) (−0.90) (−0.98) (−0.16) (−0.14) (0.93) (0.94)

LowGS
−3.020 −1.704 −4.504 −3.569 −0.753 −0.662 −1.004 * −0.937+
(−0.60) (−0.35) (−0.85) (−0.68) (−1.64) (−1.47) (−2.01) (−1.92)

Leverage −0.335 −0.290 −0.333 −0.286 0.024 0.028 0.029 0.034
(−0.53) (−0.46) (−0.54) (−0.47) (0.60) (0.72) (0.73) (0.85)

FreeCash
0.380 ** 0.387 ** 0.387 ** 0.396 ** 0.088 ** 0.088 ** 0.089 ** 0.089 **
(3.11) (3.11) (3.08) (3.09) (5.00) (5.08) (5.21) (5.31)

Risk
7.608+ 7.011+ 7.420+ 6.795+ 0.146 0.054 0.074 −0.017
(1.92) (1.72) (1.86) (1.66) (0.38) (0.14) (0.19) (−0.04)

BoardSize
0.088 0.073 0.091 0.078 −0.040 −0.039 −0.040 −0.040
(0.17) (0.13) (0.17) (0.14) (−1.10) (−1.07) (−1.12) (−1.08)

Outside −0.184 −0.157 −0.211 −0.189 −0.032+ −0.031+ −0.035+ −0.034+
Directors (−1.21) (−1.03) (−1.40) (−1.26) (−1.84) (−1.79) (−1.93) (−1.90)

StockOption −0.488 −0.582 −0.753 −0.873 −0.689+ −0.694+ −0.705+ −0.712+
(−0.16) (−0.19) (−0.24) (−0.28) (−1.78) (−1.79) (−1.81) (−1.82)

BigN 9.883+ 11.440 * 9.714 11.160+ −0.521 −0.462 −0.538 −0.484
(1.83) (2.08) (1.74) (1.96) (−1.06) (−0.91) (−1.06) (−0.93)

Analyst 10.790 ** 11.460 ** 10.810 ** 11.460 ** 1.101 ** 1.154 ** 1.084 ** 1.137 **
(3.86) (3.97) (3.92) (4.03) (3.45) (3.66) (3.37) (3.58)

Constant
−0.22 −59.96 57.59 10.55 98.43 ** 96.79 ** 104.30 ** 103.60 **

(−0.00) (−0.15) (0.14) (0.03) (2.92) (2.89) (2.99) (2.98)

Number 2924 2924 2924 2924 2924 2924 2924 2924
AdjustedR2 0.120 0.118 0.124 0.123 0.206 0.211 0.208 0.213

R2within 0.126 0.124 0.132 0.130 0.212 0.217 0.215 0.220
R2overall 0.005 0.022 0.035 0.073 0.216 0.225 0.233 0.240

R2between 0.000 0.011 0.024 0.073 0.246 0.258 0.273 0.284
F 9.18 ** 9.38 ** 7.96 ** 8.11 ** 11.63 ** 12.04 ** 10.42 ** 10.71 **

Note: Observation = 2924. Standard errors are clustered at the firm level. t-values are presented in parentheses.
See Table A1 for variable definitions. The results of firm dummies and year dummies are not reported. + p < 0.10,
* p < 0.05, ** p < 0.01.

We further examined whether the other monitoring mechanisms such as audit quality could
affect the moderating effects of institutional shareholders. Table 5 presents the results of including the
interaction terms of the ownership variables and the dummy of Big N auditors. In Table 5, we can find
that both IO and FO are positive and significant results, consistent with Hypotheses 1A and 1B. As for
the interaction terms of IO (or FO) and the dummy of Big N auditors, the results were not significant.
This implies that the other external monitoring mechanisms such as higher audit quality do not give a
role of moderating the role of institutional shareholders.

Table 5. Interaction effects of IO and external monitoring on firm performance.

(1) (2) (3) (4) (5) (6) (7) (8)

Q ROA

IO
0.652+ 0.878 * 0.110 ** 0.136 **
(1.67) (2.14) (2.91) (3.17)

IO −0.073 −0.088 0.014 0.013
*BigN (−0.22) (−0.26) (0.55) (0.47)

FO
0.839 1.073 * 0.124 * 0.149 **
(1.63) (2.01) (2.58) (2.81)

FO −0.153 −0.174 0.034 0.032
*BigN (−0.36) (−0.40) (1.16) (1.10)
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Table 5. Cont.

(1) (2) (3) (4) (5) (6) (7) (8)

Q ROA

DIO
−0.084 −0.072 0.099+ 0.116 *
(−0.10) (−0.08) (1.85) (2.09)

DIO 0.327 0.452 −0.009 −0.009
*BigN (0.40) (0.52) (−0.18) (−0.16)

Management −2.448+ −2.377+ 0.023 0.029
(−1.91) (−1.86) (0.24) (0.29)

Domestic
0.210 0.196 0.012 0.011
(0.88) (0.82) (0.70) (0.67)

Stable
0.677+ 0.619+ 0.075 * 0.071 *
(1.86) (1.70) (2.17) (2.09)

Size
7.181 9.450 5.119 6.841 −7.306 ** −7.413 ** −7.666 ** −7.814 **
(0.23) (0.30) (0.16) (0.22) (−2.78) (−2.79) (−2.85) (−2.87)

HighGS 5.454 * 5.149+ 5.401 * 5.106+ 0.990 ** 0.984 ** 0.984 ** 0.980 **
(1.98) (1.91) (2.00) (1.93) (3.68) (3.69) (3.72) (3.73)

LowGS
4.295 4.818+ 4.312+ 4.818+ −1.076 ** −1.081 ** −1.043 ** −1.047 **
(1.65) (1.85) (1.66) (1.87) (−4.22) (−4.12) (−4.20) (−4.11)

Leverage −0.344 −0.295 −0.320 −0.268 0.026 0.031 0.033 0.037
(−0.55) (−0.47) (−0.52) (−0.43) (0.65) (0.77) (0.80) (0.92)

FreeCash
0.378 ** 0.387 ** 0.383 ** 0.393 ** 0.089 ** 0.089 ** 0.089 ** 0.089 **
(3.07) (3.08) (3.09) (3.11) (5.00) (5.09) (5.16) (5.25)

Risk
7.613+ 6.909+ 7.454+ 6.777 0.082 −0.015 0.051 −0.043
(1.91) (1.68) (1.85) (1.64) (0.21) (−0.04) (0.13) (−0.11)

BoardSize
0.077 0.061 0.065 0.045 −0.042 −0.041 −0.042 −0.041
(0.15) (0.11) (0.12) (0.08) (−1.16) (−1.12) (−1.14) (−1.10)

Outside −0.188 −0.159 −0.197 −0.172 −0.032+ −0.031+ −0.034+ −0.033+
Directors (−1.22) (−1.04) (−1.28) (−1.12) (−1.82) (−1.76) (−1.92) (−1.88)

StockOption −0.548 −0.654 −0.399 −0.471 −0.702+ −0.707+ −0.701+ −0.707+
(−0.18) (−0.21) (−0.13) (−0.15) (−1.81) (−1.82) (−1.79) (−1.80)

BigN 12.730 14.860 11.550 12.520 −0.990 −0.865 −1.249 −1.158
(0.98) (1.08) (0.89) (0.94) (−0.97) (−0.83) (−1.22) (−1.13)

Analyst 10.540 ** 11.220 ** 10.640 ** 11.300 ** 1.099 ** 1.152 ** 1.084 ** 1.136 **
(3.81) (3.92) (3.85) (3.95) (3.47) (3.68) (3.40) (3.61)

Constant
−12.08 −73.86 16.83 −34.26 98.48 ** 96.76 ** 102.80 ** 101.80 **
(−0.03) (−0.18) (0.04) (−0.09) (2.91) (2.88) (2.97) (2.96)

Number 2924 2924 2924 2924 2924 2924 2924 2924
AdjustedR2 0.116 0.114 0.116 0.114 0.203 0.208 0.206 0.211

R2within 0.123 0.120 0.123 0.121 0.209 0.213 0.212 0.217
R2overall 0.004 0.019 0.016 0.045 0.215 0.224 0.232 0.241

R2between 0.000 0.009 0.007 0.040 0.244 0.257 0.272 0.285
F 9.39 ** 9.79 ** 8.74 ** 8.98 ** 11.63 ** 12.09 ** 11.11 ** 11.32 **

Note: Observations= 2,924. Standard errors are clustered at the firm level. t-values are presented in parentheses.
See Table A1 for variable definitions. The results of firm dummies and year dummies are not reported. + p < 0.10,
* p < 0.05, ** p < 0.01.

The results of this subsection are summarized as follows. First, the findings show that institutional
shareholders and foreign investors are functioning effectively as monitors, consistent with Hypotheses
1A and 1B. This reflects the weakened role of the main Japanese banks and the possibility that
institutional shareholders can serve as substitutes for the banks’ prior level of influence. Second,
the results are consistent with Hypotheses 2A and 2B. This implies that institutional investors or
foreign investors are also interested in investing in and monitoring firms with higher sales growth.
These results are interpreted as showing that foreign investors effectively play a monitoring role in
Japanese corporations.

4.2. Robustness

We confirmed the robustness of our results using two additional analyses First, we adopted
the stability of Tobin’s Q and ROA as the proxy of sustainable performance. In some cases,
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stakeholder-oriented corporate governance might sacrifice corporate performance, measured as ROA
to keep a sustainable relationship with various connected stakeholders. In this case, the stability of
corporate performance is an important goal for firms under stakeholder-oriented corporate governance.

Table 6 shows the estimated results to adopt the stability of ROA. Using this table, we find that IO
and FO were significant and negative to the stability of ROA. This implies that institutional and foreign
shareholders are helpful to stabilize corporate performance. Thus, we interpret that both corporate
performance and sustainable performance are enhanced by monitoring the roles of IO and FO.

Table 6. Estimated results of standard deviation of ROA.

(1) (2) (3) (4)

Standard Deviations of ROA

IO
−0.048 ** −0.058 *
(−3.52) (−2.46)

FO
−0.041 ** −0.051+
(−2.60) (−1.89)

DIO
−0.056 ** −0.094 *
(−2.60) (−2.50)

Management 0.323+ 0.319+
(1.87) (1.83)

Domestic
−0.022 * −0.017+
(−2.30) (−1.80)

Stable
−0.018+ −0.017
(−1.78) (−1.65)

Size
−0.006 −0.127 −0.016 −0.158
(−0.04) (−0.85) (−0.09) (−1.10)

HighGS 0.956 1.262 0.925 1.145
(1.17) (1.61) (1.14) (1.45)

LowGS
5.035 ** 4.648 * 5.043 ** 4.638 *
(3.31) (2.30) (3.28) (2.33)

Leverage −0.009 −0.010 −0.007 −0.008
(−1.17) (−1.26) (−0.91) (−1.05)

FreeCash
0.252 ** 0.346 * 0.266 ** 0.358 *
(2.82) (1.99) (2.88) (2.01)

Risk
1.700 ** 1.625 ** 1.672 ** 1.683 **
(4.03) (3.51) (4.01) (3.48)

BoardSize
0.003 −0.049 0.003 −0.045
(0.06) (−1.43) (0.06) (−1.36)

Outside −0.009 −0.017+ −0.007 −0.013
Directors (−0.86) (−1.74) (−0.59) (−1.53)

StockOption 0.074 0.306 0.069 0.316
(0.31) (0.96) (0.28) (0.94)

BigN −0.223 −0.298 −0.250 −0.347
(−0.78) (−1.02) (−0.87) (−1.15)

Analyst 0.652 ** 0.836 ** 0.637 ** 0.875 **
(3.79) (3.55) (3.77) (3.37)

Constant
−2.294 0.640 −2.321 0.980
(−0.89) (0.33) (−0.84) (0.53)

Number 433 433 433 433
AdjustedR2 0.486 0.322 0.484 0.332

F 5.96 ** 6.42 ** 5.58 ** 5.99 **

Following [80], standard deviations are calculated over the sample period. T-values are presented in parentheses.
See Table A1 for variable definitions. + p < 0.10, * p < 0.05, ** p < 0.01.

Second, we focused on the effect of regulation such as the establishment of the Stewardship Code
in Table 7. To confirm whether this regulation affects the monitoring role of institutional shareholders,
we used a post-period dummy which equals to 1 after the period of the accounting year 2014. We
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interacted post dummy with IO, FO, and DIO to confirm the effect of the Stewardship Code towards
the monitoring roles of institutional shareholders. Using this table, we found that IO and FO were
positively significant. In addition, we found that the monitoring effect of IO and FO has strengthened
post the establishment of the Stewardship Code establishment.

Table 7. Effect of Stewardship Code on the results of Tobin’s Q and ROA.

(1) (2) (3) (4) (5) (6) (7) (8)

Q ROA

IO
0.428 0.643 * 0.111 ** 0.136 **
(1.54) (2.04) (3.21) (3.36)

IO 0.413 ** 0.442 ** 0.032 ** 0.033 **
*Post (2.59) (2.74) (3.11) (3.26)

FO
0.505 0.723+ 0.143 ** 0.166 **
(1.39) (1.86) (3.09) (3.21)

FO 0.506 ** 0.548 ** 0.012 0.013
*Post (2.97) (3.13) (0.98) (1.10)

DIO
0.269 0.426 0.078 * 0.096 *
(0.67) (1.00) (2.30) (2.57)

DIO −0.118 −0.184 0.063 * 0.061 *
*Post (−0.39) (−0.61) (2.30) (2.30)

Management −2.353+ −2.205+ 0.031 0.025
(−1.83) (−1.69) (0.31) (0.24)

Domestic
0.197 0.182 0.011 0.012
(0.84) (0.76) (0.65) (0.70)

Stable
0.706+ 0.652+ 0.077 * 0.071 *
(1.93) (1.77) (2.23) (2.09)

Size
5.051 6.969 1.325 2.332 −7.476 ** −7.605 ** −7.653 ** −7.807 **
(0.16) (0.22) (0.04) (0.07) (−2.86) (−2.88) (−2.87) (−2.88)

HighGS 5.005+ 4.680+ 5.025+ 4.731+ 0.957 ** 0.951 ** 0.963 ** 0.958 **
(1.85) (1.77) (1.87) (1.81) (3.55) (3.56) (3.64) (3.64)

LowGS
4.506+ 5.019+ 4.495+ 4.978+ −1.058 ** −1.064 ** −1.029 ** −1.032 **
(1.72) (1.93) (1.73) (1.92) (−4.13) (−4.05) (−4.14) (−4.05)

Leverage −0.358 −0.307 −0.333 −0.278 0.025 0.030 0.031 0.035
(−0.57) (−0.49) (−0.54) (−0.45) (0.62) (0.75) (0.75) (0.87)

FreeCash
0.362 ** 0.369 ** 0.366 ** 0.374 ** 0.088 ** 0.088 ** 0.088 ** 0.088 **
(2.99) (3.00) (2.99) (3.00) (4.94) (5.02) (5.13) (5.22)

Risk
9.806 * 9.197 * 8.896 * 8.168+ 0.248 0.153 0.198 0.107
(2.37) (2.15) (2.14) (1.91) (0.63) (0.37) (0.49) (0.26)

BoardSize
0.192 0.186 0.201 0.193 −0.032 −0.031 −0.033 −0.033
(0.37) (0.34) (0.38) (0.35) (−0.88) (−0.83) (−0.92) (−0.87)

Outside −0.198 −0.170 −0.196 −0.172 −0.033+ −0.031+ −0.033+ −0.032+
Directors (−1.30) (−1.12) (−1.25) (−1.10) (−1.87) (−1.82) (−1.86) (−1.81)

StockOption −0.609 −0.720 −0.815 −0.944 −0.704+ −0.710+ −0.692+ −0.700+
(−0.20) (−0.23) (−0.27) (−0.30) (−1.83) (−1.84) (−1.77) (−1.79)

BigN 9.151+ 10.710+ 9.800+ 11.390+ −0.585 −0.529 −0.548 −0.488
(1.67) (1.92) (1.69) (1.93) (−1.14) (−1.00) (−1.08) (−0.93)

Analyst 11.190 ** 11.930 ** 11.220 ** 11.900 ** 1.142 ** 1.198 ** 1.122 ** 1.176 **
(4.00) (4.10) (4.05) (4.17) (3.58) (3.80) (3.49) (3.71)

Constant
3.74 −55.43 56.53 12.49 99.15 ** 97.61 ** 100.90 ** 100.10 **

(0.01) (−0.14) (0.14) (0.03) (2.95) (2.92) (2.95) (2.94)

Number 2924 2924 2924 2924 2924 2924 2924 2924
AdjustedR2 0.122 0.121 0.123 0.122 0.207 0.212 0.209 0.214

R2within 0.128 0.127 0.130 0.128 0.212 0.218 0.215 0.220
R2overall 0.010 0.032 0.038 0.083 0.214 0.223 0.230 0.239

R2between 0.001 0.020 0.027 0.085 0.243 0.256 0.269 0.282
F 9.75 ** 10.16 ** 9.10 ** 9.44 ** 11.98 ** 12.34 ** 10.79 ** 11.11 **

Note: Observations = 2924. Standard errors are clustered at the firm level. t-values are presented in parentheses.
See Table A1 for variable definitions. The results of firm dummies and year dummies are not reported. + p < 0.10,
* p < 0.05, ** p < 0.01.
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Finally, we checked the causal relationship between institutional shareholders and performance
using two-stage least square models (2SLS) estimation models. We show the results of the first stage
in Table 8. We adopt ADR (American Depository Receipts) dummy as an instrument of IO and FO.
As foreign shareholders can decrease the cost of holding and trading ADR listed stocks, they favor
them. In addition, ADR is an important determinant of institutional shareholders [81]. ADRs are
associated with higher foreign ownership in Japan [82]. In addition, corporate performance would not
be affected by the selection of ADRs. Thus, we select ADR as an instrument variable of IO and FO.
The results of the 2SLS are reported in Table 9. Table 9 shows that IO and FO were significant and
positive to both of Tobin’s Q and ROA. Therefore, we confirmed the causal effects of performance and
institutional or foreign shareholders.

Table 8. Estimated results of the first stage of IV estimation.

(1) (2) (3) (4)

IO IO FO FO

ADR
1.206 ** 0.920 * 0.979 ** 0.759 *
(2.91) (2.47) (2.82) (2.31)

DIO
−0.342 ** −0.383 **
(−10.37) (−12.13)

Management −0.156 * −0.189 *
(−2.15) (−2.37)

Domestic
−0.165 ** −0.117 **
(−6.63) (−5.74)

Stable
−0.461 ** −0.334 **
(−13.20) (−10.38)

Size
2.365 2.473 * 4.691 ** 4.780 **
(1.75) (2.11) (3.94) (4.13)

HighGS 0.350 0.359 0.341 0.339
(1.63) (1.78) (1.83) (1.91)

LowGS
−0.403 −0.327 −0.474 * −0.406 *
(−1.71) (−1.51) (−2.37) (−2.14)

Leverage −0.120 ** −0.127 ** −0.136 ** −0.141 **
(−4.36) (−5.37) (−5.51) (−6.09)

FreeCash
0.062 ** 0.055 ** 0.045 ** 0.041 *
(3.81) (3.50) (2.77) (2.52)

Risk
1.100 ** 1.469 ** 1.086 ** 1.361 **
(2.87) (3.88) (3.34) (4.26)

BoardSize
0.046 0.039 0.033 0.029
(0.74) (0.67) (0.67) (0.60)

Outside 0.014 0.004 0.027 * 0.020
Director (0.99) (0.29) (2.07) (1.57)

StockOption −0.684 * −0.554 −0.637 * −0.542 *
(−2.00) (−1.76) (−2.25) (−2.04)

BigN 1.698 1.195 0.717 0.451
(1.90) (1.43) (0.90) (0.59)

Analyst 1.418 ** 0.888 * 1.116 ** 0.758 *
(3.47) (2.34) (3.26) (2.37)

F 33.16 ** 48.29 ** 74.69 ** 89.37 **

Note: t-values are presented in parentheses. See Table A1 for variable definitions. The results of firm dummies and
year dummies are not reported. * p < 0.05, ** p < 0.01.

We additionally discuss the robustness of our results in accordance with anonymous referees’
comments. First, we also performed an analysis of listed firms on the 1st Section of TSE in the additional
un-tabled results. Second, we additionally confirm the robustness of the results from 2007 to 2016.
Third, we drop the observations which indicate upper and lower 1% of Tobin’s Q and ROA in our
samples. Using these un-tabulated results, we also confirm similar results.
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Table 9. Estimated results of Tobin’s Q and ROA (IV estimation).

(1) (2) (3) (4) (5) (6) (7) (8)

Q ROA

IO
11.320 ** 14.790 * 0.816 * 1.057 *

(2.69) (2.36) (2.28) (2.05)

FO
14.000 ** 18.000 * 1.007 * 1.283 *

(2.63) (2.23) (2.27) (1.99)

DIO
5.065 ** 7.167 * 0.356 * 0.502 *
(2.68) (2.26) (2.30) (2.01)

Management −0.486 0.378 0.132 0.194
(−0.44) (0.25) (1.33) (1.49)

Domestic
2.007 ** 1.795 ** 0.115+ 0.100+
(2.71) (2.67) (1.85) (1.79)

Stable
6.972 * 6.191 * 0.465+ 0.407+
(2.37) (2.27) (1.93) (1.87)

Size
−4.688 −11.720 −43.110 −60.680 1.486 0.763 −1.289 −2.738
(−0.20) (−0.43) (−1.29) (−1.31) (0.73) (0.34) (−0.47) (−0.75)

HighGS 4.705 3.130 3.912 2.355 1.207 ** 1.119 ** 1.150 ** 1.064 **
(1.62) (0.87) (1.21) (0.58) (4.79) (3.70) (4.26) (3.25)

LowGS
3.188 3.929 5.278 6.416 −1.884 ** −1.869 ** −1.735 ** −1.692 **
(0.95) (1.01) (1.39) (1.36) (−6.28) (−5.61) (−5.23) (−4.36)

Leverage 0.818 1.356 1.367 2.015 0.006 0.044 0.046 0.090
(1.20) (1.44) (1.61) (1.59) (0.10) (0.53) (0.60) (0.86)

FreeCash
0.093 0.002 0.160 0.076 0.151 ** 0.144 ** 0.156 ** 0.149 **
(0.29) (0.00) (0.49) (0.18) (2.81) (2.62) (3.00) (2.80)

Risk
−2.530 −11.790 −5.320 −14.600 −0.480 −1.127 −0.678 −1.322
(−0.39) (−1.08) (−0.72) (−1.17) (−0.88) (−1.29) (−1.13) (−1.36)

BoardSize
−0.802 −0.881 −0.757 −0.834 −0.074 −0.077 −0.070 −0.074
(−1.06) (−0.96) (−0.98) (−0.87) (−1.14) (−1.04) (−1.12) (−1.00)

Outside −0.418 * −0.297 −0.634 * −0.587 * −0.022 −0.014 −0.037+ −0.035
Director (−2.15) (−1.41) (−2.54) (−2.04) (−1.15) (−0.75) (−1.69) (−1.49)

StockOption 5.828 6.182 6.986 7.723 −0.148 −0.116 −0.065 −0.006
(1.16) (1.04) (1.31) (1.16) (−0.34) (−0.23) (−0.14) (−0.01)

BigN −7.877 −5.228 0.884 3.952 −1.741+ −1.629 −1.096 −0.959
(−0.63) (−0.37) (0.08) (0.28) (−1.67) (−1.41) (−1.15) (−0.87)

Analyst −1.701 1.552 −1.405 0.975 0.348 0.541 0.375 0.505
(−0.23) (0.19) (−0.19) (0.12) (0.57) (0.89) (0.64) (0.81)

F 6.43 ** 5.01 ** 5.78 ** 4.47 ** 17.57 ** 15.22 ** 16.10 ** 13.56 **
Under

identification 8.42 ** 6.11 ** 7.95 ** 5.36 * 8.42 ** 6.11 * 7.95 ** 5.36 *

Note: Observations= 2,924. t-values are presented in parentheses. See Table A1 for variable definitions. Under
identification mean LM test statistic for under-identification (Under-identification test). Instrumented variables are
IO in Model (1), (2), (5), (6), and FO in Model (3), (4), (7), and (8). Instrument variable is ADR dummy. The results of
firm dummies and year dummies are not reported. + p < 0.10, * p < 0.05, ** p < 0.01.

5. Discussion

This study analyzed the effect of institutional shareholders on firm performance. Institutional
shareholders were divided into foreign and domestic institutional shareholders and the results suggest
that these effectively function as monitors in stakeholder-oriented systems. In addition, institutional
shareholders, including foreign shareholders, are more effective in monitoring firms with higher
growth opportunities. Thus, institutional shareholders contribute to improving firm performance,
especially for firms with higher growth opportunities.

This study makes several theoretical contributions. First, it investigates whether institutional
shareholders with shareholder-oriented scope effectively perform a monitoring role in stakeholder-
oriented corporate governance countries such as Japan. The results imply that institutional shareholders
are capable of taking on a role that is complementary to bank monitoring in stakeholder-oriented
corporate governance environments. Second, this study also reveals that institutional shareholders play
a stronger monitoring role in firms with higher growth opportunities. This implies that institutional
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shareholders or foreign shareholders more effectively monitor firms with higher growth projects, which
leads to higher future profitability. These findings suggest that foreign shareholders function effectively
as monitors in this transitional era, marking the introduction of a shareholder-oriented system.

There are several limitations found in this study. First, subsequent corporate governance reforms
like Japan’s Stewardship Code and Japan’s Corporate Governance Code have been implemented
since 2015. While the dialogue among shareholders based on these two codes is only in its early
stages, the effects of the two codes are expected to change the attitudes of institutional shareholders in
Japan. Second, the Corporate Governance Code recommends appointing at least two independent
directors from 2016 onwards. These subsequent changes for Japanese corporations might function
as a mechanism for convergence into the Anglo-American corporate governance system. From the
substitute theory perspective [83], board monitoring would matter as a substitute for bank monitoring.
Thus, an increase in independent directors might also serve as a substitute for traditional main bank
monitoring in Japan. These recent changes should be treated as part of the changing institutional context
of stakeholder-oriented corporate governance, and thus provide potential avenues for future research.

6. Conclusions

This study investigated the role of institutional investors in Japan following the financial
restructuring, which affected the country’s main banks. Under a stakeholder-oriented system, previous
studies indicated that stable shareholders such as banks, Keiretsu groups, and parent-subsidiary
relationships have functioned as effective monitors in Japan. On the other hand, several studies
investigated the relationship between foreign ownership and firm performance [26,27]. However,
these studies did not focus on either the role of institutional shareholders or the difference between
foreign and domestic institutional shareholders. This study focused on the effect of the monitoring
role of institutional investors. Thus, the analyses sought to reveal certain aspects of the role of
institutional investors, including the difference between foreign and domestic institutional shareholders
in stakeholder-oriented corporate governance environments such as Japan.

The results of this study are summarized in the following three points. First, the results show that
institutional and foreign shareholders are as effective as monitors in Japanese corporations. In addition,
domestic shareholders, including stable shareholders, are also expected to have a monitoring role. This
implies that the increased influence of institutional investors functions as a monitoring mechanism
that is complementary to that of domestic and stable shareholders. Second, monitoring by institutional
and foreign shareholders is expected to strengthen firms with higher growth opportunities.

Our study explored the sustainability of economic growth based on constructive dialogue
between a corporation and its institutional investors. Under FSA guidelines, institutional shareholders
are expected to engage in proactive dialogue. Therefore, they are able to play an effective and
complementary monitoring role in stakeholder-oriented economies, such as Japan. In this sense, the
study contributes to the understanding of the roles of institutional investors under non-Anglo-American
economies, which differ from shareholder-oriented economies. There might be an empirical question
as to whether institutional shareholders effectively function in emerging economies, which do not
completely follow a pure market discipline. These might be valuable areas for future research.
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Appendix A

Table A1. Definition of Variables.

Variable Definition

Dependent Variables

Q Tobin’s Q: market value of equity and book value of liabilities divided by book value
of assets

ROA Return on assets: current income divided by book value of assets
Ownership Variables

IO
Percentage of institutional shareholdings: institutional investors consist of foreign

investors (excluding foreign corporate investors), trust accounts, and special accounts
of domestic insurance companies [69]

FO Percentage of foreign shareholdings

DIO Percentage of domestic institutional shareholdings computed by max (IO – percentage
ownership by foreigners, 0) [70].

Management Percentage of shareholdings of the board of directors [51]

Domestic

Total ownership of domestic shareholders such as main banks, and cross and
dominant shareholdings; percentage of main bank shareholdings [51]; Percentage of
cross-shareholdings with other publicly-held companies that are permitted to hold

their shares is calculated by the NLI Research Institute; the percentage of
shareholdings by controlling companies implies that their ownership exceeds 15% of

the outstanding shares

Stable

Cumulative percentage of stock held by domestic shareholders such as
cross-shareholders, insurance companies (life/non-life), banks, shinkin banks,

publicly-held companies, publicly-held affiliates, director and employee ownership,
treasury stock, and major corporate shareholders (more than 3%, including foreign

companies and excluding trust banks)
Other Variables

Size The logarithm of firm assets
High SG Equals 1 if firm sales growth is above the 75th percentile; otherwise 0
Low SG Equals 1 if firm sales growth is below the 25th percentile; otherwise 0

Leverage Financial leverage; Debt/Total Assets
Free Cash Free Cash Flow/Total Assets

Risk Stock price volatility over three years
Board Size Number of directors on the board

Outside Directors Outside directors/Board size (%)
Stock Option Stock Option is equal to one if a firm adopts stock options, and zero otherwise.

Big N Big-N audit firms, consisting of Big-3 or Big-4 audit firms
Analyst The logarithm of the number of analyst coverage

Appendix B

Table A2. Major corporate governance changes in Japan.

Date Corporate Governance Rule Subject to Rule Type of Rule

26 February 2014 Establishment of Stewardship Code Institutional Shareholders Comply or Explain
1 July 2015 Corporate Governance Code Listed Firms Comply or Explain

29 May 2017 Revised Version of Stewardship Code Institutional Shareholders Comply or Explain

Note. This is a summary of the recent changes in CG rules in Japan based on Prime Minister Abe’s administration,
“Japan is Back.”.
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