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Recent Developments in Corporate 
Governance in Japan 

- Empirical Studies 

 

- Recent Scandals 

 

- Board Structure 

 

- Rulemaking by Tokyo Stock Exchange 

 

- Disclosure under the Financial Instruments and 

Exchange Act 

 

- Forthcoming Reform of Company Law 
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Empirical Studies 

- defense measures 

     - generally negative 

 

- independent directors 

     - mixed 

 

- shareholder activism 

     - unclear 

 

- listing of parent and subsidiary 

     - unclear 
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Recent Scandals 

- Daio Seishi 

     - Las Vegas with company money 

 

- Olympus 

     - accounting fraud 

 

- AIJ 

     - fraud with pension funds 

 

- Insider Trading 

     - in equity finance or takeover bid 
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Directors and Managers in Japan 
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board of directors 
representative directors 

= managers 

Traditionally, managers and directors are the same: former 

employees. 



One Recent Trend: Reduction of Board 
Size (traditional-type companies) 
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board of directors 

representative 

directors 

"officers" 



Two Boards System 
(most of the listed companies) 
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board of directors 

The Companies Act requires members of these two boards to be 

separate. 

board of 

 [statutory] auditors 



New Structure: "One Board, Three Committees" 
since April 2003: few companies 
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board of directors 

audit committee 
compensation 

 committee 

nominating 

 committee 

CEO  

and other officers 

For each committee, the Companies Act requires the majority of 

committee members to be outside directors. 



Rule by Tokyo Stock Exchange 

- Based on the report of a study group at the 

Financial Council at the Financial Services 

Agency in June 2009 

 

- Independent directors/auditors 

     - since December 2009 

     - notification to TSE 

  - amended in 2012 

 

- Share issuance to a particular party 

     - since August 2009 

     - opinion by independent persons or 

shareholder approval, etc. 
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Independent Directors/Auditors 

 
(number of listed companies) 

2011 
(2,294) 

2013 
(2,275) 

Independent 
directors/auditors 

93.5％ 
 

（2,146/2,294） 

100％ 
 

（2,275/2,275） 

Two or more of 
independent 

directors/auditors 

1,062 
(46.3％) 

1,252 
(55.0％) 

Number of outside 
directors 

1,026 
(24.5％) 

1,280 
(26.6％) 

Number of outside 
auditors 

3,165 
(75.5％) 

3,535 
(73.4％) 

Ⓒ2013 Tokyo Stock Exchange,Inc. All rights reserved. 



Ⓒ2011 Tokyo Stock Exchange,Inc. All rights reserved. 11 

Independent Directors/Auditors: 
Disclosure of attributes 

affiliate company 

company with major 

business relationship (1) 

company with major 

business relationship (2) 

CPA, lawyer, etc. 

major shareholder 

family 

major shareholder (past) 



Stock Issuance and Dilution 

Ⓒ2011 Tokyo Stock Exchange,Inc. All rights reserved. 12 

The number of share issuance with dilution in less than 25% has increased from 

59.5% (before the rule) to 81.3%.  In general, the number of share issuance with 

dilution has decreased. 

Issuance with dilution of 25%-

100% declined from 32.8% to 

11.3%. 

Issuance with dilution of more than 100% 

did not change. 
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Disclosure Rule under the Financial 
Instruments and Exchange Act 

- amendments in March 2010 to the 

disclosure rule ("kaiji naikaku furei") by the 

Financial Services Agency 

- enhanced disclosure on corporate 

governance, including: 

 - disclosure of the annual amount of 

executive compensation for each 

individual where the annual amount is 100 

million yen or more 

 - disclosure of the result of resolutions of 

the shareholders meeting 
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Forthcoming Reform of Company Law 

- Decided by the Legislative Council at the 

Ministry of Justice on 7 September 2012 

- Independent directors 

 - stricter requirement of "outsideness" 

under the Companies Act 

 - "comply or explain" rule under the 

Companies Act 

 - stock exchange rule is "highly 

recommended" 

- Introducing new-type companies (with "one 

board, one committee structure") 

- Introducing multi-layer shareholder 

derivative action (under limited 

circumstances) 
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Comparative Corporate Governance: 
Purpose of Corporate Governance 
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Possible purposes: 

 - Prevention of scandals 

 - Firm performance 

 - Innovation and growth 

Recent studies: 

 John Buchanan, Dominic Heesang Chai and Simon Deakin, 

Hedge Fund Activism in Japan - The Limits of Shareholder Primacy 

(2012, Cambridge University Press) 

 Shinichi Hirota, Beyond Shareholder Primacy - Theory and 

Empirical Studies of Firms with Stakeholders (in Japanese, 2012, 

Toyokeizai Shinpo Sha) 



Comparative Corporate Governance: 
Corporate Governance and Finance 
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Financial system and corporate governance: 

- bank based system versus capital market based system 

- corporate governance should be different between both 

systems 

Past debate: 

For example, Rafael La Porta, Florencio Lopez-de-Silanes, Andrei 

Shleifer and Robert Vishny, "Investor Protection and Corporate 

Governance," 58 Journal of Financial Economics 3 (2000) suggests 

that the distinction between bank based and capital market based 

systems matters less for corporate governance. 

 



Comparative Corporate Governance: Does 
Ownership Structure Matter? 
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Standard scholarship: 

Legal rules (and their enforcement) on corporate 

governance in publicly held business corporations are 

explained by stock ownership patterns: dispersed or 

concentrated.  In addition, state ownership produces 

unique issues. 

Problem: 

It is difficult to locate (and explain) the U.K. and Japan. 

Possible claim: 

The dimension of "control" should be added to that of 

"ownership." 



Standard Scholarship 
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OWNERSHIP dispersed concentrated 

U.S. 

Continental 

Europe and Most 

Asia 

It is difficult to locate (and explain) the U.K. and Japan. 



Adding "Control" to "Ownership" 
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dispersed concentrated 

strong 

 managers 
U.S. 

strong 

 shareholders 

Continental 

Europe and Most 

Asia 

ownership 

control 



Adding the U.K. and Japan 
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dispersed concentrated 

strong 

 managers 
U.S. Japan 

strong  

shareholders 
U.K. 

Continental 

Europe and Most 

Asia 

ownership 

control 

Locating Japan in the upper right box may be controversial, but the matrix is 

intended to present a framework of thinking.  Also, the U.K. and Japan in the 

1990s may fit the above better. 
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Example 1: 
Employee Board Representation 

dispersed concentrated 

strong 

 managers 

no 

(U.S.) 

yes 

 (Japan) 

strong  

shareholders 

no 

(U.K.) 

yes 

 (Continental 

Europe) 

ownership 

control 
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Example 2: 
Separation of CEO and Chairman 

dispersed concentrated 

strong 

 managers 

no 

(U.S.) 

no 

 (Japan) 

strong 

 shareholders 

yes 

(U.K.) 

yes 

 (Continental 

Europe) 

ownership 

control 
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Example 3: 
Private (Shareholder) Litigation 

dispersed concentrated 

strong 

 managers 

many cases 

(U.S.) 

some cases 

(Japan) 

strong 

 shareholders 

few cases 

(U.K.) 

some cases 

(Continental 

Europe) 

ownership 

control 
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Example 4: 
Defenses against Hostile Takeovers 

dispersed concentrated 

strong 

 managers 

board discretion 

(U.S.) 

manager 

discretion 

(Japan) 

strong 

 shareholders 

board 

passiveness 

(U.K.) 

control 

shareholder 

discretion 

(Continental 

Europe) 

ownership 

control 


