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Baptism in Capitalism for Japanese Companies:  Overseas 
Markets are not the “Promised Land” 
By New York Correspondent Hajime Matsuura 

 
 
Ansaldo STS (STS), a large signaling company with headquarters in Genoa, in Italy’s Northwest,  
is a consolidated company of Hitachi known for its railway signaling system ERTMS that meets 
European standards.  On April 9, a disturbing letter made its way to this high tech company’s 
board of corporate auditors.   
 
The letter denounced the following four issues: STS’s insufficient business protection, suspicion 
of conflict of interest for some board members, the possibility of inappropriate outside opinions 
having an effect on corporate value assessment, and doubt regarding some board members’ 
independence.  The board of corporate auditors will look to investigate [these items] in 
accordance with Italian Civil Code.    
 
The sender was the New York-based American hedge fund Elliott Management, which holds a 
29% stake in STS.  Elliott also sent the letter to the Italian Securities and Trade Commission 
(CONSOB).  A major shareholder caused an insurrection.  A sense of uncertainty about Hitachi’s 
European railway business expansion plan was in the air.  This is the sequence of events.     
 
In February 2015, Hitachi announced that it had purchased a portion equivalent to 40% of STS’s 
issued stock held by the big Italian aerospace/defense company Leonardo-Finmeccanica.  It 
acquired the business (excluding a portion) of AnsaldoBreda (Breda), responsible for the rail car 
manufacturing department under the Finmeccanica umbrella.  This was Hitachi’s largest-ever 
corporate acquisition. 
 
Hitachi concluded the acquisition in November of the same year, and this January it started a 
takeover bid (TOB) with the aim that STS become a wholly-owned subsidiary.  However, in 
regard to the purchase price being below 10 Euro (about 1220 yen) a share, Elliott and other 
shareholders began to stir, saying “the purchase price is too low.”  The Elliott side added 
pressure by mentioning examples of acquisitions of comparable companies, stating, “The value 
[should be] 15 Euros.”  In the end, Hitachi announced that it would abandon 100% ownership of 
STS.  Stock that was additionally acquired with the TOB stopped at 6.5%.   
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Getting back to what drives Hitachi’s treacherous friend [Elliott], one arrives at the deal where 
the non-listed, loss-making enterprise Breda and listed, blue-chip company STS were sold as a 
set.  In the M&A world, it’s common for the buyer to purchase the bought-out company at a 
price that exceeds the stock market performance (premium).  A portion of the bought out 
company’s value that increased due to management renewal and synergistic effect is returned to 
the original shareholders.    
       
From Finmeccanica’s standpoint, it is advantageous to have Hitachi pay a premium to Breda 
who holds 100%, rather than to STS where 60% of the stock was held by outsiders.  As a 
hypothesis from calculations based on public information, with Finmeccanica selling not to STS 
but to Breda at a relatively high price, Hitachi had a monopoly on the premium paid by both 
companies in total.  According to information from local Italian media, a consulting company is 
actually said to have assessed STS stock at 14 Euros per share. 
 
On the other hand, STS shareholders have no relationship with Breda.  It wouldn’t be strange to 
suspect that, “Under normal circumstances, the value-creation portion that should be paid to STS 
flowed to Finmeccanica.”   
 
Elliott is the embodiment of capitalism.  Generally speaking, it hoped for a high purchase price.  
Be that as it may, it is hard to litigate the appropriateness of the economic behavior that is “price 
assessment.”  Because of this, the board members’ breach of duty is questioned at the same time 
things are likely being stirred up by the style of sending the board [such a letter].   
 
The weakness of Japanese railway businesses was seen in their communication systems when 
trying to sell themselves overseas.  In regard to this point, I would like to give Hitachi’s strategic 
vision a gold star for paying attention to STS.  If it fought to buy STS, it would be profitable for 
Hitachi stock on its own.   
 
However, the attitude of STS stockholders was misread.  Italy is a country that is not open to 
foreign companies, so the “set sale” might have been a condition.  But from the viewpoint of 
minority shareholder protection and governance, for example, an opportunity was created.   
 
Hedge funds migrate, and advisory financial institutions and attorneys seek fees.  The focus for 
local managers is one’s own power grab.  For Japanese corporations who are poor at M&A 
integration work that is already called PMI, overseas is not always the “promised land.”   
 
Hitachi and Elliott respectively spoke with Sankei Newspaper and responded with, “Both Breda 
and STS were acquired at a fair price.  Our company is always in compliance with strict codes of 
conduct,” and “Hitachi did not need to buy Breda and STS at the same time.  We can’t comment 
on our legal strategy.”        


