Mini-Case

Governance and Activist Investors Qutside of the United States

Governance in Japan, Germany, and China has been
changing as “western” governance systems have increas-
ingly been adopted. Traditionally, boards of directors
in these nations have largely been composed of insider
manager directors. In 2015, Japan adopted a new gov-
ernance code that strongly emphasized the importance
of firms to elect many more independent outside direc-
tors. Activist shareholders and a strong market for cor-
porate control have traditionally been absent in Japan.
More recently, shareholders have been more active and
the most successful ones have been labelled “engage-
ment” funds. The change is signaled, for example, by
the Japanese Government Pension Investment Fund
choosing an activist investor, the Taiyo Pacific Partners
LP—a US. based engagement fund—to manage some

of its $1 trillion in assets. Furthermore, the Japanese
Financial Services Agency has introduced a “steward-
ship code” that calls on investors to “press for greater
returns.” As such, the Japanese environment is becoming
more oriented toward “shareholder rights,” although the
approach comparatively is not as “activist” as found else-
where in the world.

Besides a new brand of activism in Japan, activism is
spreading around the globe including Germany. Again,
a revised governance code pushed for more sharehold-
er-friendly governance arrangements, including an
emphasis on outside directors and stronger emphasis
on executive long-term incentive compensation. With
stronger emphasis on shareholders’ rights, activist funds
pursued more activity. Cevian Capital, an activist fund,is
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involved in ownership with ThyssenKrupP an ¢ fund, is

Likewise, Elliott Management, another acmgsAlthough
involved with Celesio and Kabel Deu.tschlar; .ctivists i
management teams are quite suspicious © acountriesn
Germany and other continental European + because
“Germany is an area where activists may loo akeover
of its protections for minority investors Al estars
deals” However, research shows that activist 10V se
have less influence on top management teams ble ca:n .
of restrictive governance regulation. For examlzlf’é not
study found that activist investors involvement dl

lead to increased CEO turnover. ‘

Although some activism has taken place in s
China, firms in Hong Kong have been targeted more DY
activist funds. Hong Kong-listed companies have been
loosening rules for foreign ownership and, therefore,
companies have been paying more attention to what
investors think in regard to governance and transpar-
ency. In mainland China, however, often shares are
mostly owned by parent business group firms as well
as the government or, because they are often younger,
they are still owned by the firm’s founders. As such,
there is less potential influence for foreign investors on
company decisions. However, the Shanghai-Hong Kong
Stock Connect program has accelerated opportunities
for activists on the mainland. Through the Connect
program, foreign financial institutions can have direct
access to mainland China’s capital markets. This means
that foreign ownership will have more activist influence
because of shareholder voting rights in local mainland
China-listed firms. Also, many home-grown Chinese
activist funds thrived due to their recent investments
in the technology sector with the success of Alibaba,
Tencent, and many other high technology firms.

But how do owners from emerging market countries
and countries with significant government ownership
influence the firms they invest in overseas? Interestingly,
sovereign wealth funds, many from emerging economies,
are playing a dominant role by investing in developed
economies as well as other emerging economies. In their
own way, they are playing an activist role, For example,
since the global financial crisis, many German firms have
sought investment from sovereign wealth firms from
Gu!f States in tbe Mideast. In particular, many German
major z.xutomobxle ﬁrrr.ls have recruited Gulf Cooperation
Council (GCC) sovereign wealth fund investments during
the stresses of financial restructuring spurred by the
ﬁnanFIaI crisis. These sovereign wealth funds are long-
term investors and reduce the possibility of a hostile take-
over, which has become a more prominent feature in the
German corporate governance landscape.
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e, For instance: the Norwegian S°Vereim
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fuels. Its strd - inability issucs such as climate chy,
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example i the acquisition actjy;

Jltinationals, which have been suppor, dl(:)y
wealth fund, the Brazilian Devel"Pmem
Veral

BNDES has been “involved i se
Bank (BIIIC D(i,sgration s and help‘ed ?rChestrate Merge,
large-sca.sition  to build large ‘national champjq, i
and aclqiuridustries.” For example, “BNDES helpeg tes.
Si‘;egazilian meatpacker JBS-Friboi, jich aggressivg
-

Panded internationally by acquiring large USS, Prodye.
ex

Swift and Pilgrim’ Pride, among others. In sump, ’
ers th governance devices and shareholder activisp,
Lv::eebeen spreading .glob.ally,. a“‘:) owneli: in emergy,
economies are partiapatmg ‘1n t. e market for corpo.
rate control and in restructuring 1nvestrf1enfs, especially
sovereign wealth funds that-also exercise influence iy
developed as well as developing countries. These fung
often focus to support government stx:ategms, such as ip
Chinas energy sector, where the Chinese governmep;
is seeking to acquire more energy assets and natury)
resources to support its economy. Sometimes these soy-
ereign funds also support government positions, such as
Norway, which is using assets to emphasize sustainabil-
ity, an important social and political movement.
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Case Discussion Questions

1. Why are many countries adopting “western” governance
systems similar to those found in the United States and the
United Kingdom that are more shareholder friendly?

2. What particular governance devices are helping or hindering
good governance in these countries that are changing their
governance systems?

3. How do sovereign wealth funds affect governance of firms in
home and foreign countries?

4, What would you recommend to improve the governance
systems in Japan, Germany, and China, respectively, given the

governance devices described in Chapter 107
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