Schroders

Passive/Active Investment Strategies and
Implications for Market Functioning and
Corporate Governance

Shigesuke Kashiwagi
President and Representative Director
Schroder Investment Management (Japan) Limited

Oct 5th 2019



Passive Management
Value does not equal price

Passive tracks market indexes assuming efficiency

O Ignorant of value/price
O Investing on one criteria alone, which is often

based on market cap

» The larger a company becomes, the greater the proportion of
the new money receives » Prone to distortion
» The distortion will be amplified more if--
« The index is NOT an accurate reflection of market efficiency

« There are sufficient flows into a subsector of that index

Are passive flows creating distortions?



Amazon Share of ETFs

More than its market cap would justify
As of August 21st 2017

ETF Amazon Share Mark‘:t':z?v';eight
Retail and Consumer discretionary sector ETFs 12%-18%
iShares North American tech ETF 6.8%
iShares Morningstar Large Cap Growth ETF 6%
SPDR S&P 1500 Momentum Tilt ETF 2.4% 1.8%

Diamond Hill Valuation-weighted 500 Index ETF 2.2%
Global Catholic Values ETF 1.9%

Size based weight of all the ETF Amazon is listed 2.5%

Every $1 flow into these ETFs Amazon receives
139% of its market cap based weighted flow

3 Source: ETF Database, Schroders, as of August 21t 2017



BOJ and GPIF as top shareholders of JP Eqg

only 4.5%...??

Size of Japanese equity owned by BOJ and GPIF
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Will BOJ be the top holder of Japanese equity??

Source: BOJ, GPIF



Effect of BOJ's ETF purchases

Impacts on the Japanese stock market

O BOJ is a top10 shareholder in about 50% of
Japanese listed companies

Nitto Denko 15.3%
FANUC 12.7%
OMRON 12.5%

Nippon ham 12.2%

TAKARA Holdings 11.7%
TOKAI CARBON 11.0%
YASKAWA Electric 10.3%

Source: The Nikkei, April 16t 2019, Data: As of March 29th 2019

OBOJ increased purchases of ETFs tracking TOPIX

» Capital allocation to “Zombie” companies by central bank??



Governance
Can passive managers act as active owners?

OActive Management
» Influence price by trading stocks

» Engagement (Stewardship activities)

» Exercise of shareholders’ voting rights
OPassive management
» Cannot trade

» GPIF reported, “Many companies responded that meetings
with active managers were more useful than those with

passive”

» Limited resources for research and engagement
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