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BDTI's First Working Paper: Using High-Dimensional Corporate Governance
Variables to Predict Firm Performance

Abstract

The purpose of this paper is to empirically identify correlations between firms’ corporate
governance and their future performance. Applying LASSO estimation technique to a large
number of corporate governance-related variables and firms’ total shareholder returns (TSR) as
well as other performance measures of those firms over multiple prediction windows for listed
firms in Japan, we find the following empirical patterns. First, a number of corporate
governance policies or attributes that relate mainly to external monitoring -- such as
shareholder concentration, CEO approval rates, disclosure of individual director compensation,
and the existence of large or controlling shareholders -- have positive correlations with future
TSR as expected. Second, only a few variables associated mainly with internal monitoring and
incentive mechanisms, such as stock options offered to employees, the percentage of outside
corporate (statutory) auditors on the board, and the total number of corporate (statutory)
auditors show correlations with future TSR. Third, such unconditional associations between
specific corporate governance practices (e.g., internal monitoring) and TSR are affected by
certain other governance mechanisms (e.g., external monitoring).

Authors

Daisuke Miyakawa (Professor, Hitotsubashi University Business School)
Junichi Yamanoi (Associate Professor, School of Commerce, Waseda University)
Non-Academic Authors: Nicholas Benes (Representative Director, BDTI)
Ben Garton (Head of Research, BDTI)

Learn more at https://bdti.or.jp/en/ and https://bdti.or.jp (Japanese) 9
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BDTI's Second Working Paper: Quantitative Implication of Corporate
Governance on Firm Performance

Abstract

The purpose of this paper is to quantify the impacts of firms’ corporate governance on their total
shareholder returns (TSR). First, as a companion paper to Benes et al. (2023), we confirm that
the sign of the coefficients associated with the corporate governance variables obtained through
LASSO estimation are consistent with that of OLS estimation using the chosen variables by
LASSO. Second, using bootstrapping experiments, we also confirm that the sign and the size of
the coefficients are fairly stable over randomly chosen sets of subsamples. Third, we construct
a prediction model of firms’ TSR and use it to show that the investment strategy based on the
model prediction could generate marginal but non-negligible returns. These results suggest that
high-dimensional corporate governance variables contain informative signals associated with
future firm performance.

Authors

Daisuke Miyakawa (Professor, Hitotsubashi University Business School)
Junichi Yamanoi (Associate Professor, School of Commerce, Waseda University)
Non-Academic Authors: Nicholas Benes (Representative Director, BDTI)
Ben Garton (Head of Research, BDTI)

A Third Working Paper now in process at a well-known Japanese academic institution uses
text analysis to differentiate “entrenched” firms from other types of firms, and
explores how performance varies. Another academic researcher is using BDTI’'s data to
explore the impact of “allegiant shareholdings” on firm performance. BDTI will also be
conducting its own independent analysis during FY2023.

Learn more at https://bdti.or.jp/en/ and https://bdti.or.jp (Japanese) 1 o
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