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Corporate Scandals in Japan: For the Sake of the Corporation?

Gen Goto®

*An edited version of this paper is to be published as a chapter in Luh Luh Lan, Ernest Lim, and
Joon Hyug Chung (eds.), Corporate Scandals in Asia: Legal and Policy Implications (Cambridge

University Press, forthcoming)

Abstract

Japan is not free from corporate scandals, ranging from accounting fraud and bid-
rigging to bribery and insider trading. However, the types of scandals might differ from those in
other Asian jurisdictions. Cases of tunneling by CEOs or controlling shareholders remain
relatively uncommon, and recent focus in Japanese discourse is on quality manipulation, as
numerous leading manufacturers have confessed to selling products that did not meet regulatory
standards. Some may argue that this exemplifies an ofi-raised claim that many scandals in Japan
result from actions taken “for the sake of the corporation” rather than for the wrongdoer’s
personal benefit, at least subjectively — for example, employees manipulating inspection
processes to cut costs, or management concealing product defects or personal wrongdoing to
protect corporate reputation.

This chapter examines the characteristics of Japanese corporate scandals through three
recent case studies: accounting fraud at Olympus (2011), product quality manipulation within the
Toyota Group (2022—2024), and the concealment of a sexual assault at Fuji Television (2024).
The analysis suggests that the “‘for the sake of the corporation” justification deserves skepticism,
since the cases examined reveal the personal interests of those involved — whether in avoiding
accountability to a superior, preserving one’s position, or managing pressure from a parent
company.

The Olympus and Fuji TV scandals expose vulnerabilities inherent in traditional
Japanese corporate governance — insider-dominated boards, lifetime employment, and illiquid
labor markets — which foster homogeneity, groupthink, and excessive deference to authority.

Although recent governance reforms increasing board independence were designed primarily to

" Professor, Graduate Schools for Law and Politics, The University of Tokyo. The author would
like to thank the participants of the 20" SNU-UT Corporate Law Workshop (February 28,
2026), the Commercial Law Workshop (March 9, 2026), and the Symposium: Corporate
Scandals in Asia and Beyond: Legal and Policy Implications (June 11, 2026) for their valuable
feedback and comments on earlier drafts of this article. Financial support from JSPS Grant-in-
Aid for Scientific Research Numbers 23H00033 is also gratefully acknowledged. The websites
cited were last accessed on April 30, 2026.
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promote shareholder-oriented management rather than to prevent wrongdoing, genuinely
independent directors can help interrupt groupthink and resist pressure to conceal problems. The
cases further underscore the importance of prompt and transparent responses to red flags, robust
internal control systems across corporate groups, and stronger whistleblower protections.

Responses to corporate scandals are also unique. Since the Olympus scandal, it has
become customary in Japan for a scandal-affected corporation to voluntarily establish an
independent “third-party committee” to investigate alleged wrongdoing. This phenomenon
reflects the historical absence of truly independent directors, public demand for information, and
the reputational benefits of demonstrating self-cleansing capacity — though their growing
routinization raises concerns about independence, rigor, and scapegoating. The chapter also
reports a more recent phenomenon of interventions by activist hedge funds against scandal-
affected corporations. Whether such scandal-induced activism will become a systematic feature
of Japanese corporate governance, and whether it will improve long-term governance quality,
remains an open question.

Corporate scandals and responses in Japan continue to evolve.
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L. Introduction

Just like other economies, Japan is not free from corporate scandals. Various types of
corporate scandals, ranging from accounting fraud' to bid-rigging and cartels®, and from bribery”
to insider trading and market manipulation,’ frequently make the front page of newspapers.

One characteristic of discussions in Japan is its recent focus on quality manipulations of
corporate products.’ Since the mid-2010s, numerous top Japanese manufacturers have confessed
that they have sold products that did not meet regulatory standards, for example, by manipulating
the data or methods used in the quality inspection process.® As Japan has taken pride in the high
quality of its products, it is no wonder that such manipulations are severely criticized as a betrayal
of society’s trust.

It is also said that many scandals in Japan are a result of actions taken for the sake of
the corporation, rather than for the wrongdoer’s personal benefit, at least subjectively.” For
example, employees may manipulate the quality inspection process to cut costs for the corporation.
Also, management may decide not to disclose product defects or personal wrongdoings, such as
sexual misconduct, to protect the corporation's reputation®. This statement deserves careful

analysis, however, as wrongdoers might merely be justifying actions that benefit themselves by

! Notable cases of accounting fraud since 2000 include, among others, Kanebo (2005),
Livedoor (2006), Olympus (2011), Toshiba (2015), and most recently, Nidec (2025). The years
in the parentheses in this and the following footnotes show the year in which the scandal at the
named corporation or industry came to light.

% Notable cases of bid-rigging and cartels since 2000 include, among others, bridge construction
(2005), car wiring harnesses (2010s), and commercial insurance (2024).

3 Notable cases of bribery since 2000 include, among others, Nishimatsu Construction (2009),
AOKI Holdings (2022), and KADOKAWA (2022).

4 Notable cases of insider trading and market manipulation since 2000 include, among others,
M&A Consulting (2006), Nomura Securities (2012), SMBC Nikko Securities (2022), and Mita
Securities (2026).

> While there have been cases of quality manipulation in other countries as well, such as
Volkswagen’s “Dieselgate” (2015) in Germany, recent discussions in Japan consider quality
manipulations as representative corporate scandals together with accounting frauds. See, for
example, Shigeru Morimoto, ‘Jyoron [Introduction]’, in Chuo Sogo Legal Professional
Corporation (ed.), Kigyo fushoji no kesu sutadi [Case Studies of Corporate Scandals]
(Shojihomu, 2018), p.1, at p.2.

% Notable cases of quality manipulation since 2000 include, among others, Yukijirushi Foods
(2002), Toyo Rubber (2015), Mitsubishi Motors (2016), Toray (2017), Kobe Steel (2017),
Mitsubishi Material (2017), Toyota Group (2022-2024), and IHI/Hitachi Zosen/Kawasaki
Heavy Industries (2024).

7 Shigeru Morimoto, ‘Jyoron [Introduction]’, in Chuo Sogo Legal Professional Corporation
(ed.), Kigyo fushoji no kesu sutadi [ Case Studies of Corporate Scandals] (Shojihomu, 2018),
p.-1,atp.2.

8 Notable cases of concealment of wrongdoings/problems since 2000 include, among others,
Mitsubishi Motors (2000), Duskin (2002), Toyo Rubber (2015), Johnny’s (2023), Takarazuka
Revue (2023), Fuji TV (2024), and Kobayashi Pharmaceutical (2024).
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the “for the sake of the corporation” argument. Also, such self-justification of quality
manipulation or concealment of wrongdoings could be found in other countries. If this
justification is invoked more frequently in Japan than in other countries, the background to this
phenomenon needs to be analyzed.

It is also noteworthy that, while there are cases of tunneling by the CEO or controlling
shareholder’, they are arguably relatively uncommon and not the main concern in discussions
regarding corporate scandals in Japan. The infrequency of and the limited focus on tunneling
could be attributed to several factors, such as the dispersed ownership structure of Japanese listed
corporations, the tendency of founding families to prioritize the longevity of the corporation over
the family’s immediate monetary interest, and the limited stint and internal constraint on CEOs
of typical traditional Japanese corporations from senior employees.

As Japan experienced large-scale corporate scandals alongside its economic growth and
the development of the capital market earlier than other Asian economies, it had already
undergone a couple of revisions to corporate law and securities regulation in response to such
scandals in the second half of the 20" Century and the 2000s. Partly because of this, recent
corporate scandals in Japan tend not to lead to corporate law revisions, although they do prompt
reforms in related areas of law or the introduction of soft-law measures.

There are also interesting aspects regarding corporate-level responses to scandals in
Japan. First, it is now customary for a corporation that admits the occurrence or the possibility of
wrongdoing to voluntarily set up a “third-party committee”, typically composed of attorneys
and/or accountants who do not have conflicts of interest with the corporation and its directors, to
investigate the details of the scandal. Following the report and proposals of such a committee,
corporations often voluntarily modify their governance structure by switching to a monitoring-

model-based governance structure (three-committee, audit-plus committee)'® or appointing more

? Notable cases of tunneling by the CEO or controlling shareholder since 2000 include, among
others, Daio Paper (2011), Nissan (2018), and Fujitec (2022). The accused CEO was a member
of the founding family in the cases of Daio Paper and Fujitec, whereas the accused CEO of
Nissan was not a controlling shareholder.

10 Japanese listed companies traditionally took a governance structure called a “company with
board of statutory auditors” (kansayaku-kai secchi kaisha), which has two boards — a board of
directors and a board of statutory auditors — but differs sharply from the German vertical two-
tier system in that the two boards stand horizontally as their members are appointed directly and
separately by the shareholders’ meeting, meaning that the board of statutory auditors does not
have the power to appoint directors. In 2002, to strengthen the monitoring function of the board
of directors, the Japanese legislature introduced a new alternative governance structure called
“company with three committees” (shimei i 'inkai-t6 secchi kaisha), which abolished the board
of statutory auditors and instead requires companies to form an audit committee, a nomination
committee, and a compensation committee within the board of directors. The majority of each
committee — but not of the whole board — must be constituted by outside directors. This second
structure turned out to be unpopular among Japanese companies, as management was reluctant
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outside/independent directors !' , and/or appointing an independent director as the board
chairperson. Also, a report of a “third-party committee” often leads to litigation against the
directors involved, filed either derivatively or by the corporation itself. Securities litigation is also
possible, but it seems to be limited to pure accounting fraud cases, and those alleging governance
failures in other scandals (e.g., quality manipulation) remain very rare. More recently,
interventions by hedge fund activists have been found in some cases and may increase in the
future. The reasons for the popularity (or the unpopularity) of these measures and their
effectiveness also require investigation.

The remainder of this chapter begins with an overview of the corporate and securities
law reforms and the development of case law in Japan until the 2000s, made in response to major
corporate scandals (Part II). Then, it describes three recent scandals that have attracted significant
attention in Japanese society and appear to have Japanese characteristics, namely, (a) accounting
fraud by Olympus (2011); (b) product quality manipulation at Toyota Group (2022~2024), and
(c): concealment of a sexual assault at Fuji Television (Fuji TV)(2024) (Part III). These case
studies are followed by analyses of the causes and the responses to corporate scandals in Japan
(Part IV).

II. Overview of Earlier Corporate Scandals and Regulatory Responses
As it went through a rapid economic recovery after World War II, the so-called Bubble
economy and its burst, Japan experienced several large-scale corporate scandals that led to

revisions of corporate law and securities regulations.'?

to give up its power over director nomination and compensation. In 2014, the third alternative
governance structure, “company with audit-plus committee” (kansa-to i 'inkai secchi kaisha)
was introduced. Companies adopting this new structure are required to form an audit-plus
committee within the board of directors, but not nomination and compensation committees. For
details on these governance structures, see Gen Goto, ‘Recent Boardroom Reforms in Japan and
the Roles of Outside/Independent Directors’, in Hiroshi Oda (ed.), Comparative Corporate
Governance: The Case of Japan, Journal of Japanese Law, Special Issue No.12, p.33 (2018), at
p-35, p.37-38, and p.41-43.

! Tt is important to distinguish “outside directors” and “independent directors” in the Japanese
context. An “outside director” is defined by the Japanese Companies Act as a director who is not
an executive director or an employee of the company, its subsidiary, its parent company, or other
subsidiary of the parent company, is not a controlling shareholder holding the majority of the
company’s shares, has not been an executive director or an employee of the company or its
subsidiary for the past 10 years, and is not a spouse or close relative of a director or a senior
employee of the company. Companies Act [Kaisha-ho] (Law No.86 of 2005), Art.2(xv). An
“independent director” is defined by the listing rules of the Tokyo Stock Exchange as an outside
director who is unlikely to have conflicts of interest with general shareholders. Tokyo Stock
Exchange, Inc., Securities Listing Regulations, Rule 436-2(1).

2 For the history of corporate law reforms on corporate governance in Japan after World War
11, see generally, Masafumi Nakahigashi & Hideyuki Matsui (eds.), Kaishaho no sentaku [The
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In 1965, accounting fraud by Sanyo Special Steel, a listed corporation that had earlier
entered a corporate reorganization procedure with the then-largest outstanding debts, was
uncovered. The following investigation by the Ministry of Finance revealed more than 100 cases
of accounting fraud by other listed corporations, and certified public accountants were involved
in many of them. These accounting fraud cases led to a series of law reforms, namely the 1966
revision of the Certified Public Accountants Act (introduced mandatory membership of Japan
Institute of Certified Public Accountants, a self-regulatory organization), the 1971 revision of the
Securities and Exchange Act (introduced extraordinary reports and provisions on civil liability
for financial misrepresentations), and the 1974 revision of the Commercial Code (re-granted
statutory auditors (kansayaku)'> power to audit the legality of the execution of business by
directors, and required CPA audit to non-listed corporations with the legal capital of 500 million
JPY or more).

In the 1970s, Japanese corporations faced growing criticism from society, denouncing
actions such as opportunistic price raise after the oil shocks or bribery. As a response, the 1981
revision of the Commercial Code further empowered statutory auditors by expanding their
information rights, requiring remuneration of statutory auditors to be decided by shareholders’
meeting separately from that for directors to secure statutory auditors’ independence from
management, and requiring corporations with legal capital of 500 million JPY or more to appoint
two or more statutory auditors, at least one of whom must be full-time. The 1981 revision also
tackled the issue of extortion by corporate racketeers (sokaiya) by prohibiting, with criminal
sanctions, the provision of property benefits at the corporation's expense to anyone in relation to
the exercise of its shareholders’ rights.'*

The Commercial Code was revised again in 1993, on the one hand in response to various
corporate scandals that came to light after the burst of the bubble economy, and on the other hand
as a result of the US-Japan Structural Impediments Initiative. This time, the term of statutory
auditors was extended from two to three years, and corporations with legal capital of 500 million
JPY or more were required to establish a board of statutory auditors, with at least half of its
members being “outside statutory auditors”, meaning that they have never been an employee or
an executive director of the corporation. These reforms regarding statutory auditors were an
attempt to dodge pressure from the United States to introduce outside directors to Japanese
corporations. The US-Japan Structural Impediments Initiative also called for strengthening the

shareholders’ rights, which resulted in the lowering of the financial hurdle for filing a derivative

Choices by the Corporate Law] (Shojihomu, 2010), at p.403-499.

'3 For a brief description of statutory auditors, see Goto, supra note 10, at p.35.

' For corporate racketeers in Japan, see Mark West, ‘Information, Institutions, and Extortion in
Japan and the United States: Making Sense of Sokaiya Racketeers,” Northwestern University
Law Review, Vol.93, p.767 (1999).
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suit and the share-holding requirement for the right to inspect corporate books.'?

In 1995, a trader at the New York branch of Daiwa Bank confessed to the bank’s
president that he had incurred losses of 1.1 billion USD over 11 years from unauthorized off-the-
books trading in US Treasury bonds, sometimes selling customers' bonds held in custody, which
was possible as his institutional position allowed him to falsify trading records and have trade
confirmations sent directly to him rather than to Daiwa’s New York branch back office. The
president responded not by immediately reporting the losses to U.S. authorities but by formulating
a plan to disclose only to Japan's Ministry of Finance and to write off the losses quietly, which
eventually led to Daiwa Bank being ordered to shut down all U.S. operations and to pay a fine of
340 million USD. A shareholders’ derivative suit followed, and in its decision on September 20,
2000, the Osaka District Court held that directors of a corporation owe, as a part of the duty of
care and the duty of loyalty, a duty to establish an appropriate risk management system in
accordance with the size and the nature of the corporation’s business, and that the directors of
Daiwa Bank who were in charge of the inspection department or the New York branch breached
this duty.'® Five years later, the legislature followed case law and recognized the duty to establish
an effective internal control system by enacting the Companies Act of 2005, which required the
board of directors of a corporation meeting certain thresholds to decide on its internal control
system.'’

In 2004, the Securities and Exchange Act was revised to improve its effectiveness in
deterring accounting fraud by strengthening issuers' civil liability and introducing an
administrative monetary penalty.'® Also, in 2006, the Financial Instruments and Exchange Act

required listed corporations to submit a confirmation letter from their CEO and CFO on the

!5 For shareholders’ derivative suits and inspections rights in Japan, see Dan W. Puchniak and
Masafumi Nakahigashi, ‘Japan's Love for Derivative Actions: Irrational Behavior and Non-
Economic Motives as Rational Explanations for Shareholder Litigation’, Vanderbilt Law
Review Vol.45, p.1 (2021), and Gen Goto, ‘Shareholder inspection rights in Japan: a segmented
multiple-track approach’, in Randall S. Thomas, Paolo Giudici, and Umakanth Varottil (eds.),
Research Handbook on Shareholder Inspection Rights: A Comparative Perspective (Edward
Elgar, 2023), p.396.

'8 For the details and the impact of the Daiwa Bank case, see Bruce E. Aronson, ‘Reconsidering
the Importance of Law in Japanese Corporate Governance: Evidence from the Daiwa Bank
Shareholder Derivative Case’, Cornell International Law Journal, Vol.36, No.1, p.11 (2003) and
A. Reid Monroe-Sheridan, ‘Substance Overload: A Comparative Examination of Japanese
Corporate Governance Law through the Lens of the Daiwa Bank Case’, Washington
International Law Journal, Vol.24, No.2, p.315 (2015).

'7 Companies Act [Kaisha-ho] (Law No.86 of 2005), Art.362(4)(vi) & (5), Art.399-13(1)(i)(ha)
& (2), and Art.416(1)(i)(ho) & (2).

'8 For the 2004 revision and its effect, see Gen Goto, ‘Growing Securities Litigation against
Issuers in Japan: Its Background and Reality’, in Robin Hui Huang & Nicholas Calcina Howson
(eds.), Enforcement of Corporate and Securities Law.: China and the World (Cambridge
Univeristy Press, 2017), p.416.
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appropriateness of their periodical disclosure documents, as well as an internal control report on
the evaluation of their internal control system regarding financial reporting,'® taking the U.S.
Sarbanes-Oxley Act as the model.

Against this backdrop, the next part turns to three corporate scandals in Japan since 2010.

III. Case Studies
1. Olympus: accounting fraud
(1) The facts

The scandal at Olympus,” a world-leading Japanese manufacturer of optical devices,
involved a large-scale accounting fraud that started in 1998 with an off-balancing of 95 billion
JPY unrealized loss from failed financial investments during the bubble economy to avoid the
realization of the loss under the mark-to-market rule to be applied from 2001. The off-balancing
was executed under the permission of the then-president and was shared only among succeeding
presidents and directors in charge of finance. In 2008, with the help of an external advisor,
Olympus attempted to resolve the off-balancing scheme via excessively overpriced acquisitions
of four corporations, paying 135 billion JPY. The acquisitions were decided by Olympus’s board
of directors, although the true objective was not disclosed to uninvolved directors.

In the summer of 2011, an economic journal reported suspicions about these acquisitions,
which eventually caught the attention of Michael Woodford, who was appointed as Olympus’s
first non-Japanese president in April of that year. When Woodford confronted Tsuyoshi Kikukawa,
the chairman and former president, with the suspicion and requested his resignation, Kikukawa
quickly had the board remove Woodford from the position of president on October 14th, 2011,
alleging that Woodford had disrupted harmony at Olympus by acting arbitrarily and on his own
authority. As Woodford fought back with public accusations in the Financial Times, Olympus’s
stock price plummeted, and the investors, especially those overseas, criticized Olympus’s
management and called for the truth. Eventually, Kikukawa resigned as chairman on October 26th,
taking responsibility for the turmoil.

On October 27", it was reported that the Securities and Exchange Surveillance
Committee (SESC) was investigating Olympus for alleged misrepresentations in its mandatory

disclosure documents, which, if true, could have led to Olympus's delisting from the Tokyo Stock

' Financial Instruments and Exchange Act [Kinyushohin-torihiki-ho] (Law No.25 of 1948),
Art.24-4-2 and Art.24-4-4.

2 For the details of the Olympus scandal, see Bruce E. Aronson, ‘The Olympus Scandal and
Corporate Governance Reform: Can Japan Find a Middle Ground between the Board
Monitoring Model and Management Model?’, UCLA Pacific Basin Law Journal, Vol.30, No.1,
p-93 (2012), at p.106-114. See also Michael Woodford, Exposure — Inside the Olympus Scandal:
How I Went from CEO to Whistleblower (Portfolio Penguin, 2012).
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Exchange (TSE).?' Both SESC and TSE urged Olympus to establish a third-party committee to

investigate the details of the acquisitions in question,?

which Olympus did, appointing five
lawyers and an accountant without conflicts of interest.

The third-party committee published its report on December 6™, revealing the details of
the accounting fraud.>® This committee was followed by two other committees, which, in their
reports on January 10™ and 17", 2012, analyzed the liabilities of Olympus’s directors and other
involved parties and recommended that Olympus take legal actions as appropriate.>* On January
20™, 2012, the self-regulatory division of the TSE decided not to delist Olympus, based on an
understanding that the misrepresentations were committed by a limited number of directors and
officers and did not involve the core businesses of Olympus.*®

Later, Olympus did file a lawsuit against Kikukawa and other directors, asking for
payment of 3.6 billion JPY, which was combined with a shareholders’ derivative suit that asked
for around 90 billion JPY. In 2019, the Tokyo High Court ordered Kikukawa and two others to
pay Olympus 58.6 billion JPY in damages.”® At the same time, multiple investors filed lawsuits
as securities litigation against Olympus, which settled or was ordered to pay at least 38 billion
JPY in total.”” Also, in the criminal prosecution, Kikukawa and two others were found guilty and
sentenced to suspended imprisonment, while Olympus itself was ordered to pay a fine of 700
million JPY.**

2! “Kanshii, Orinpasu kako no M&A wo chosa [SECS investigating past M&As of Olympus]’,
Nihon Keizai Shimbun, October 27,2011, 15:30 JST
(https://www.nikkei.com/article/DGXDASDG2701B_X21C11A0EB2000/).

22 “Orinpasu M&A, kyogikisai no umu chosa, kanshii [SESC Investigating Whether There Were
Misrepresentations Regarding Olympus’s M&A]’, Nikon Keizai Shimbun, October 28, 2011,
0:31 JST (https://www.nikkei.com/article/DGXNZ035960500X21C11A0TJ1000/); Tosho
shacho, Orinpasu daisanshai “Tosho ga teian” [Tokyo Stock Exchange’s President Says “TSE
Has Proposed a Third-party Committee to Olympus”]’, Nihon Keizai Shimbun, October 28,
2011, 15:10 JST (https://www.nikkei.com/article/ DGXNASFL280EE_Y1A021C1000000/).

2 Olympus Corporation, Third Party Committee, Investigation Report (December 6, 2011),
available at https://www.olympus-global.com/ir/data/announcement/pdf/if111206corpe 2.pdf.
 Olympus Corporation, Director Liability Investigation Committee, Investigation Report
(January 7, 2012), available at https://www.olympus-
global.com/ir/data/announcement/pdf/nr120110e_02.pdf; Olympus Corporation, Non-director
Management Liability Investigation Committee, Investigation Report (January 16, 2012),
available at https://www.olympus-global.com/ir/data/announcement/pdf/nr120117e 05.pdf.

3 “Tosho, Orinpasu jojo wo iji, keiei no kaizen jyokyo kanshi [Tokyo Stock Exchange
Maintains Olympus’s Listing, Keeps Monitoring Management Reforms]’, Nikon Keizai
Shimbun, January 20, 2012, 19:53 JST
(https://www.nikkei.com/article/DGXNASGC2001V_Q2A120C1MM8001/).

% Tokyo High Court, May 16, 2019, Hanrei Jiho, N0.2459, p.17.

7 *Orinpasu, shintakugin 6-ko to gokei 190-oku-en shiharai de wakai [Olympus Settled with 6
Trust Banks to Pay 19 billion JPY in Total]’, Nihon Keizai Shimbun, July 31, 2018, 17:26 JST
(https://www.nikkei.com/article/DGXMZ033622870R30C18A7X12000/),

8 “Orinpasu, kikantoshika to wakai seiritsu baishokin 43-oku-en de [Olympus Settled with
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(2) Analysis

Aside from the dramatic way in which the accounting fraud unfolded, the Olympus
scandal has several interesting aspects. First, while the concealment of the loss may have been
subjectively committed to preserve the reputation of Olympus,” it arguably has served the
personal benefit of the past presidents who would not have welcomed disclosing the loss or its
concealment during their tenure, as it could have led to their resignation. In the same vein, the
manipulation of earnings from 2008 to 2014 by the nuclear power plant and personal computer
divisions of Toshiba,** another renowned Japanese manufacturer, could be attributed to the self-
interest of these divisions’ managers to protect their positions, who subjectively sought to protect
their divisions as they faced extreme pressure from Toshiba’s presidents to meet profit targets.’'
The more recent case of Nidec’s accounting fraud that came to light in 2025 seems to have similar
facts.*

Second, the fact that Olympus’s board supported Woodford’s ouster by Kikukawa,
which looks totally irrational in hindsight, suggests that Olympus was trapped in groupthink and

over-deference to a powerful president. Such groupthink could be prevalent when a board of

Instituitional Investors for 4.3 billion JPY]’, Nihon Keizai Shimbun, December 26, 2014, 15:52
JST (https://www.nikkei.com/article/DGXLASFL26HH3 W4A221C1000000/); ‘Orinpasu,
kaigaino kikantoshikara to wakai, saidai 110-oku-en baisho, kyogikisai mondai [Olympus
Settled with Overseas Institutional Shareholders for Misrepresentations to Pay Maximum of 11
billion JPY]’, Nihon Keizai Shimbun, March 27, 2015, 16:48 JST
(https://www.nikkei.com/article/DGXILASFL27HRG_X20C15A3000000/); ‘Orinpasu,
kaigaitoshika to wakai songai baisho seikyu sosho [Olympus Settled with Overseas Institutional
Investors]’, Nihon Keizai Shimbun, December 26, 2016, 19:35 JST
(https://www.nikkei.com/article/DGXIL.ASDZ26HV2 W6A221CI1TIC000/); ‘Orinpasu
funshoku, moto shacho-ra yuzai, Tokyo chisai yuyo tsuki hanketsu [In Olympus’s Window
Dressing, Tokyo District Court Found Ex-president and Other Directors Guilty and Sentenced
Them to Suspended Imprisonment], Nikon Keizai Shimbun, July 3, 2013, 13:38 JST
(https://www.nikkei.com/article/DGXNASDG0301Z_T0O0C13A7000000/).

? See, for example, Theo Renou, Rene Carraz, and Thierry Burger-Helmchen, ‘Japan’s
Corporate Governance Transformation: Convergence or Reconfiguration?’, Administrative
Sciences 13:141 (2023), p.1, at p.7.

3% The presidents were criticized as the root cause, but evaded criminal prosecution due to
insufficient evidence. For details of Toshiba’s accounting fraud, which was brought to light in
2015 by a whistleblower to the SESC, and a series of subsequent events that ultimately led to
Toshiba’s delisting from the Tokyo Stock Exchange in December 2023, see Bruce Aronson,
‘Lessons from the Toshiba Scandal: A Corporate Governance Perspective’, Journal of Japanese
Law, No.54, p.91 (2022).

3! See Sho Nakahara, Soshiki fusei ha itsumo tadashii [Organizational Wrongdoings Are Always
Righteous] (Kobunsha, 2024), at p.97-98.

32 For Nidec’s accounting fraud, see Nidec Corporation, Third-Party Committee, Summary of
Investigation Report (April 17, 2026), available at https://www.nidec.com/files/user/www-
nidec-com/corporate/news/2026/0417-01/260417-01en.pdf.
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directors consists only of those who have been employees of that corporation throughout their
careers, which was often the case in Japan in 2011.* Tronically, Olympus had appointed three
outside directors, which was well above the average at the time, but they were not particularly
effective in this regard, likely due to their lack of independence. This also applies to Toshiba,
which took the form of a company with nomination, remuneration, and audit committees, and to
Nidec, which had a majority-independent board of directors.

Third, it is worth noting that, while the Olympus scandal raised political salience of
corporate governance, the corporate governance reforms in the Abenomics era, in particular the
2014 revision of the Companies Act and the adoption of the 2015 Corporate Governance Code
that promoted the appointment of outside/independent directors, were rather attempts to
encourage shareholder/profit-oriented management than attempts to prevent and detect corporate
wrongdoings.**

And fourth, the Olympus case demonstrated the “cleansing power” of a third-party
committee, as SESC and TSE suggested its establishment, and as Olympus avoided delisting
following the reports of the third-party committees.”> While third-party committees had been

used previously, this case gave rise to their popularity today.*

2. Toyota Group: product quality manipulation
(1) Facts

As mentioned earlier, numerous cases of product quality manipulation by top Japanese
manufacturers have made headlines since the mid-2010s. Among others, manipulations in the
testing process for vehicle model certification by Toyota Motors and its group companies have

sent a shock wave through Japan,®” as the name Toyota has been almost synonymous with the

3 In 2010, the majority of companies listed in the First Section of the Tokyo Stock Exchange
did not have any outside directors on their boards. See Goto, supra note 10, at p.44.

3* Goto, supra note 13 at p.45-46. See also Manabu Matsunaka, ‘Politics of Japanese Corporate
Governance Reform: Politicians Do Matter’, Berkeley Business Law Journal, Vol.15, No.1,
p-154 (2018), at p.172-174. In other words, it is misleading to analyze these subsequent reforms
as a direct response to the Olympus scandal, as suggested in Aronson, supra note 20.

35 Shinji Hatta, Daisansha-iinnkai no giman [The Deception of Third-party Committees]
(Chuokoron-shinsha, 2020), p.217-219. Hatta also suggests that the Japanese government has
sought to maintain Olympus’s listing to avoid the corporation being forced to sell its businesses
to foreign capital.

3¢ Hatta, supra note 35 at p.9, p.219.

37 For the product quality manipulation by Toyota and its group companies, see River Akira
Davis & Kiuko Notoya, ‘Toyota and Other Japanese Carmakers Say They Mishandled Safety
Tests’, New York Times, June 3, 2024 (https://www.nytimes.com/2024/06/03/business/japan-
toyota-testing-investigation.html?smid=url-share). For a more detailed description in Japanese,
see Yutaka Chikaoka, Kensho Toyota Gurupu Fusei Mondai [ Examining Toyota Group s Quality
Manipulation] (Nikkei BP, 2024).
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high quality of Japanese products.

The scandal started with an announcement in March 2022 from Hino Motors, a truck
manufacturer that had been Toyota’s subsidiary since 2001 until its integration with Mitsubishi
Fuso in 2026, that it had detected through internal investigation that there had been intentional
data manipulation and deviations from testing protocols regarding the emissions and fuel
efficiency of its engines. Hino Motors established a third-party committee, which in August 2022
reported that the manipulation had continued for at least 19 years since 2003. In the meantime,
Hino’s chairman of the board resigned.

Then, in April 2023, Daihatsu Motor, a small-sized vehicle manufacturer that has been
Toyota’s 100% subsidiary since 2016, announced that it had been notified by an external
organization that received information from a whistleblower that there had been intentional
manipulation of testing vehicles, equipment, and data on collision impact testing, a testing that
involves vehicles’ safety. Daihatsu’s third-party committee reported that the manipulation dated
back to 1989, continuing for 34 years, and had increased since 2014. The committee’s report also
condemned Daihatsu’s whistleblower protection system as inadequate, noting that there had been
cases in which information from whistleblowers to Daihatsu’s internal audit office was forwarded
to the accused division, leading to a search for the informant that would discourage future
whistleblowers. After receiving the report, Daihatsu’s president and chairman of the board stepped
down.

Finally, in June 2024, Toyota Motors itself announced that, through an internal
investigation ordered by the ministry in charge of the automotive industry after Daihatsu's case,
it had detected deviations from testing protocols in collision-impact testing and intentional data
manipulations in engine-output testing, mostly occurring in 2014-2015. Unlike Hino or Daihatsu,
Toyota did not establish a third-party committee for this investigation.

These manipulations affected the corporations involved in several ways. First, the
revocation of model certifications for relevant vehicles led to lower profits, as production and
sales of those vehicles had to be suspended until certification was reobtained.*® Second, Hino
Motors paid 1.6 million USD as regulatory fines to the U.S. Government and faced class actions
in the U.S, Canada, Australia, and New Zealand.** And third, a derivative suit against Toyota’s
directors was filed in Nagoya District Court and remains pending as of April 2026, alleging that

they breached their duty of care by overlooking quality manipulations at Daihatsu, not at Toyota

3% Associated Press, ‘Hit by scandal, Japan's top automaker Toyota reports lower profits’, Asahi
Shimbun, November 6, 2024, 15:50 JST (https://www.asahi.com/ajw/articles/15496970).

3% See, ‘Hino Motors Ltd.”, U.S. Department of Justice, Environment and Natural Resources
Division (https://www.justice.gov/enrd/case/hino-motors-1td), and Hino Emissions Class Action
Settlement, https://www.hinousasettlement.com/.
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itself.*

(2) Analysis

While shocking, the quality manipulations at Hino, Daihatsu, and Toyota itself differ
from the Olympus scandal in that the top management of these corporations has not been directly
involved in the wrongdoing and has responded relatively swiftly upon detecting the manipulations
without concealing them. Rather, the problem in these corporations was the inadequacy of the
internal control system to prevent and detect manipulations, particularly those occurring in
subsidiaries. For example, manipulations at Hino and Daihatsu were made easier because testing

was conducted within the development division. '

Also, Daihatsu’s implementation of the
whistle-blower protection system was inadequate, as noted earlier. In addition, as pointed out by
a journalist, Yutaka Chikaoka, the lack of open communication between the top management of
Hino and Daihatsu, who had been dispatched from Toyota Motors, and the middle management
and employees of the two subsidiaries could have contributed to the continuation of manipulations
over a long period.*

Turning to the question of why such manipulations were carried out, Hino and Daihatsu
attributed them to pressure to meet the timeline for developing a new model.** It is not so difficult
to imagine the middle management and employees of Hino and Daihatsu choosing manipulation
rather than delaying under implicit pressure from Toyota.** They might have been subjectively
trying to protect their corporations or divisions, but at the same time were protecting themselves.
Here, one can find a situation similar to the earnings manipulation at Toshiba and Nidec.

It is also worth noting that the third-party committees of Hino and Daihatsu are criticized
as rubber-stamping the corporations’ story by finger-pointing at the testing department, which
lacks an incentive to manipulate on its own, and overlooking the organized involvement of the

development department.*’

3. Fuji TV: concealment of a sexual assault
(1) Facts

On June 2nd, 2023, Masahiro Nakai, a male star affiliated with a powerful talent agency,

40 ‘Toyota Shareholders Sue Execs over Daihatsu Testing Scandal’, Jiji Press News, November
29, 2024, 20:12 JST (https://sp.m.jiji.com/english/show/36989).

41" Chikaoka, supra note 37 at p.229-235.

2 Chikaoka, supra note 37 at p.254-263.

4 Chikaoka, supra note 37 at p.74, p.84-89, p.116. As the root cause of the inability to meet the
timeline, Chikaoka cites the development department's lack of technical capabilities. /bid. at
p.212-213.

4 Chikaoka, supra note 37 at p.253.

45 Chikaoka, supra note 37 at p.210-211.
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allegedly assaulted a female newscaster of Fuji TV, a major Japanese broadcaster. In the following
week, the newscaster reported the assault to the head of the newscasters’ room and consulted with
the occupational physician at Fuji TV. Around July to August, she was hospitalized and diagnosed
with PTSD. She was discharged from the hospital in September.

In the meantime, Nakai contacted a director in Fuji TV's programming department and
told him that he had trouble with the newscaster. However, the information was not shared with
Fuji TV’s compliance division. On August 21st, the head of the programming department reported
the issue to Koichi Minato, then president of Fuji TV. No action was taken, however, and Fuji TV
continued to feature Nakai in its programs.

On January 7th, 2024, the newscaster settled with Nakai and signed a non-disclosure
agreement. Later, in August of the same year, she quit Fuji TV.

A few magazines reported in mid-December 2024 that the male star had been in trouble
with the newscaster. The media heated up, and on January 9th, 2025, Nakai admitted that he had
been in trouble but denied assaulting her. On January 14th, Dalton Investments, an activist hedge
fund and a large shareholder of Fuji Media Holdings (FMH), the parent corporation of Fuji TV,
requested that FMH establish a third-party committee to investigate the details.

On January 17th, Fuji TV held its 1st press conference, which was heavily criticized for
limiting participation to members of the Tokyo Press Club, while other media, including
magazines, web media, foreign media, and freelance journalists, were excluded. Although Fuji
TV cited the need to protect the alleged victim's privacy as justification for the closed setting, the
public took this as a sign of Fuji TV’s culture of concealment, leading to a strong backlash. By
late January, almost all advertisements on Fuji TV were suspended or withdrawn.*®

On January 23rd, Fuji TV established a third-party committee, while Nakai announced
his retirement. On January 27th, Fuji TV held its 2nd press conference, this time open to all media,
and Minato announced his resignation.

The third-party committee published its report on March 3 1st, 2025, which admitted the
sexual assault by the male star and criticized the approach taken by Fuji TV to this issue as well
as Fuji TV’s corporate governance and culture.’” To begin with, when the issue was reported to
Fuji TV’s president, a small group of senior male officers in the programming department made

the decision without informing the compliance department or the independent directors. Such an

46 Martin Fackler, Kiuko Notoya, and Hisako Ueno, ‘MeToo Outrage Leaves Japanese
Broadcaster Without a Single Advertiser’, New York Times, January 24, 2025
(https://www.nytimes.com/2025/01/24/world/asia/japan-me-too-sex-scandal.html).

47 Yukana Inoue, ‘What the Fuji TV third-party probe uncovered’, Japan Times, April 1, 2025
(https://www.japantimes.co.jp/news/2025/04/01/japan/media/fuji-corporate-culture/). The full
report of Fuji TV’s Third-partcy Committee is available in Japanese at
https://www.fujitv.co.jp/company/news/250331 3.pdf.
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approach is susceptible to groupthink. Also, Fuji TV had a culture that permitted the use of female
employees to appease male stars, while it lacked discipline for workplace harassment and
effective whistle-blower protection. Additionally, the report criticized the concentration of power
in Hisashi Hieda, a former president who had been ruling Fuji TV and FMH since 1988 even after

his retirement*

, as the root cause of ineffective corporate governance, although Hieda was not
directly involved in the handling of the sexual assault.

One month later, on April 30, 2025, Fuji TV and FMH announced plans to reform their
corporate governance system by prioritizing human rights and compliance, introducing term
limits for directors, and increasing board independence and gender diversity across all levels.*
Also, Hieda stepped down from all positions at Fuji TV, FMH, and the Fuji-Sankei Group.*

Unsatisfied with these reforms, Dalton Investments, which had been requesting that
FMH spin off its real estate subsidiary, launched a proxy fight at FMH’s annual shareholders’
meeting in June 2025, with its own slate of candidates for the board.’’ While Dalton’s candidates
were voted down,** Dalton and another activist fund continued to demand a spin-off of the real
estate subsidiary.”> On February 3, 2026, FMH announced its intention to buy back shares from
the two activists and to partially spin off the real estate subsidiary together with several others.”

Separately, on March 27, 2025, an individual shareholder of FMH filed a derivative suit
against its directors, including Minato and Hieda, arguing that they had breached their duty of
care in the mishandling of the sexual assault and the improper implementation of its internal

control system that allowed such mishandling, and that Fuji TV suffered a loss of 23.3 billion JPY

48 As of March 2025, Hieda held the position of senior advisory director at Fuji TV and FMH,
as well as the chairman of the Fuji-Sankei Group, a media conglomerate consisting of FMH,
Sankei Shimbun (one of the nationwide newspapers in Japan), and other companies.

49 Yukana Inoue, ‘After scandal, Fuji Media Holdings marks major net loss for first time’,
Japan Times, May 1, 2025 (https://www.japantimes.co.jp/business/2025/05/01/companies/fuji-
media-president-loss/).

% Yukana Inoue, ‘In the wake of several scandals, Fuji TV ‘emperor’ Hieda steps down’, Japan
Times, March 27, 2025 (https://www.japantimes.co.jp/business/2025/03/27/companies/fuji-tv-
hieda-resigns/).

3! Mayumi Negishi and Yuki Furukawa, ‘Dalton connects with activist investor-linked fund to
pressure Fuji Media’, Japan Times, May 28, 2025
(https://www.japantimes.co.jp/business/2025/05/28/companies/dalton-investments-shakes-up-
fuji-media/).

52 Yukana Inoue, ‘Fuji TV parent secures approval for new board members at shareholders
meeting’, Japan Times, June 25, 2025
(https://www.japantimes.co.jp/business/2025/06/25/companies/fuji-tv-shareholders-meeting/).
53 Mayumi Negishi, ‘Fuji Media shares jump on activist Nomura’s threat to take 33.3%”, Japan
Times, December 16, 2025 (https://www.japantimes.co.jp/business/2025/12/16/companies/fuji-
media-shares-activist-threat/).

* Yasuyuki Onaya, ‘Murakami fund’s side drops plan to drastically boost FMH stake’, Asahi
Shimbun, February 4, 2026 (https://www.asahi.com/ajw/articles/16330846).
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from losing almost all advertisement contracts for nearly half a year.”> Later in August 2025, Fuji
TV filed a lawsuit against Minato and another former director for 5 billion JPY in damage, arguing
that they had breached their duties in the mishandling of the case.’® These lawsuits are still

pending at Tokyo District Court as of April 2026.

(2) Analysis

The direct cause of the turmoil at Fuji TV and FMH is the decision made behind closed
doors by its president and the head of the programming department, who opted to cover up the
alleged assault. They presumably intended to maintain Fuji TV’s relationship with the male star
and his talent agency, but at the same time, they arguably had not taken the issue seriously enough,
as they had been working in and had been promoted to their positions under Fuji TV’s culture that
permitted the use of female employees to appease male stars. This is another good example of an
action taken subjectively for the sake of the corporation that turned out to be highly costly.

The corporate governance issues highlighted by the third-party committee, including
susceptibility to groupthink due to a lack of diversity, also overlap with the situation at Olympus.

Unlike the reports by the third-party committees of Hino Motors and Daihatsu Motor,
Fuji TV’s third-party committee seems to be generally praised for its rigor, to the extent that the
alleged male star refuted its findings as one-sided.”’

Also interesting is the intervention by Dalton Investments, an activist hedge fund, which
called for corporate governance reforms but, at the same time, used the scandal as an opportunity

to pursue its agenda for the spin-off of FMH’s real estate business.

IV. Insights from the three case studies
Being mindful of the risk of overgeneralization, as every scandal is unique, this part aims

to gain some insights from the three cases discussed above.

1. For the sake of the corporation?

First and foremost, the above cases call into question the validity of the claim that

> ‘Fuji HD kabunushi ga keieijin wo teiso, 2330ku-en baisho seikyu, kokokugen de [A
Shareholder of FMH sues the management for 23.3 billion JPY for the loss of
advertisements]’, Nihon Keizai Shimbun, March 27, 2025, 15:24 JST
(https://www.nikkei.com/article/DGXZQOUE26 ATCOW5A320C2000000/).

%% Yukana Inoue, ‘Fuji TV seeks ¥5 billion in lawsuit against former execs over Nakai scandal’,

Japan Times, August 28, 2025 (https://www.japantimes.co.jp/news/2025/08/28/japan/crime-

legal/fuji-tv-sues-former-execs/).

37 Shigeru Nakayama, Takashi Kunimatsu, and Kazumasa Yanai, ‘Fujiterebi daisansha iinnkai

hokokusho wo yomitoku [Analyzing Fuji TV’s Third-Party Committee Report]’, NBL, No.1295,

p.28, at p.30-32 (2025).
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scandals in Japan are the result of actions taken for the sake of the corporation, rather than for the
wrongdoer’s personal benefit. While the wrongdoers might have believed that their actions were
in the interests of their corporations, they also benefited themselves indirectly, for example, by
managing to dodge pressure from their bosses or parent corporations.

Under the model developed by a criminologist, Donald R. Cressey, individuals commit
occupational fraud when the three factors of the “fraud triangle”, namely motivation, opportunity,
and rationalization, are present.*® Saying that a particular wrongdoing has benefited the
wrongdoer’s corporation is a typical rationalization, suggesting that the wrongdoer has had a
separate motivation to commit the wrongdoing.>

If the Japanese have a cognitive tendency to make decisions based on intuitive
righteousness rather than on logical calculation of pros and cons, as suggested by Professor
Tatsuhiko Inatani,®® then the Japanese could be more susceptible to the for-the-sake-of-the-
corporation justification. While the author lacks the expertise to assess the validity of this point,
it seems that the claim that scandals in Japan are the result of actions taken for the sake of the

corporation should be treated with caution and not overemphasized.

2. Effects of traditional Japanese corporate governance and of its transformation

Second, the scandals at Olympus and Fuji TV reveal a downside of traditional Japanese
corporate governance, characterized by an insider-controlled board of directors, the so-called
lifetime employment system, and seniority-based promotion, which leads to an inward-looking,
homogeneous, and hierarchical society.®' It is easy to imagine that management and employees,

having no realistic option for mid-career job changes in an illiquid labor market, have had no

58 National Whistleblower Center, ‘The Fraud Triangle’, https://www.whistleblowers.org/fraud-
triangle/.

% See Atsushi Funaishi, Why Does Corporate Misconduct Persist in Japan? A Dual-Triangle
Model of Corporate Decay and Renewal, at p.4 (2025, available at
https://ssrn.com/abstract=5378122).

8 Tomoyo Matsui, Tatsuhiko Inatani, Yoshiyuki Nojima, and Masatsugu Umemura, ‘Paneru
disukassyon: Kigyo ni totte no rigaru maindo [Panel Discussion: Legal Mind for Business
Corporations]’, Shoji Homu, No.2411 (2026), p.16, at p.18 (statement by Inatani). See also
Etsuko Hoshino-Browne, Adam Zanna, Steven J. Spencer, Mark P. Zanna, and Shinobu
Kitayama, ‘On the Cultural Guises of Cognitive Dissonance: The Case of Easterners and
Westerners’, Journal of Personality and Social Psychology, Vol. 89, No.3, p.294 (2005).

8! For a detailed description of the traditional Japanese corporate governance system, see
Zenichi Shishido, ‘Japanese Corporate Governance: The Hidden Problems of Corporate Law
and Their Solutions’, Delaware Journal of Corporate Law, Vol.25, p.189, at p.201-214 (2000),
and Gregory Jackson and Hideaki Miyajima, ‘Introduction: The Diversity and Change of
Corporate Governance in Japan’ in Masahiko Aoki, Gregory Jackson, and Hideaki Miyajima
(eds), Corporate Governance in Japan: Institutional Change and Organizational Diversity
(Oxford University Press, 2007) p.1, at p.3—6.
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choice but to commit wrongdoings to survive in their corporations,® telling themselves that “this
is for the sake of the corporation”.

If one of the causes of corporate scandals is traditional Japanese corporate governance,
anatural question that follows is whether recent transformations to it would change how corporate
scandals occur in Japan. The changes for employees may not have been so significant, as mid-
career job changes are gradually increasing, but lifetime employment still exists. The largest
change has occurred in the boardrooms as a result of the Abenomics corporate governance reforms
since the mid-2010s.%

Some may say that increasing board independence would not alleviate the problem,
citing the ineffectiveness of outside/independent directors at Olympus, Toshiba, and Nidec, which
were thought to have governance structures above average at the time. Also, as mentioned earlier,
the recent corporate governance reforms on board independence aim at promoting shareholder-
and profit-oriented management rather than at detecting and preventing wrongdoing, an area
where outside/independent directors do not have an advantage over insiders or statutory auditors
due to limited information.**

This, however, does not mean that board independence does not matter at all; if
independent directors are truly independent and respected by insiders, outsiders in the boardroom
could help prevent groupthink and restrain the concealment of detected wrongdoing or problems.
In this regard, it is worth noting that some corporations voluntarily modify their governance
structure after experiencing scandals, for example, by adopting a majority-independent board, as
Fuji TV and FMH did, or by switching to a three-committee system, as KADOKAWA did in 2023
after the bribery scandal regarding the 2020 Tokyo Olympic Games.® Although this could be
just a performance to deflect public criticism by showing that the corporation has a self-cleansing

ability, it could be meaningful if the management and independent directors take it seriously.

3. Responding to red flags
Corporate law can play a role in this regard by recognizing the duty of directors to act

upon detecting a red flag, or information of wrongdoing or a problem. Although the contours of

62 Renou, Carraz, and Burger-Helmchen, supra note 29 at p. 6, p.8.

% Hideaki Miyajima and Takuji Saito, ‘Corporate Governance Reforms under Abenomics: The
Economic Consequences of Two Codes’, in Takeo Hoshi and Phillip Y. Lipscy (eds.), The
Political Economy of the Abe Government and Abenomics Reforms (Cambridge University
Press, 2021), p.357, at p.370-373.

6% See supra note 34 and accompanying texts.

8 KADOKAWA Corporation, Future Initiatives in Response to the Recommendations for
Improvement from the Corporate Governance Inspection Committee (February 2, 2023),
https://ssl4.eir-parts.net/doc/9468/ir_material7/200341/00.pdf. KADOKAWA bribed a director
of the 2020 Tokyo Olympic Games Organizing Committee to obtain its sponsorship.
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such a duty are not yet clear,*®® its importance cannot be overlooked.®’

Concealing a detected wrongdoing may be attractive because it enables the corporation
to avoid facing immediate criticism, but it could lead to harsher consequences once it comes to
light,®® as in the case of the Fuji TV scandal. In some derivative suits, lower courts held that the
defendant directors breached their duty of care by failing to promptly disclose violations of
relevant laws and regulations.®’

Also problematic are “too little, too slow” responses. For example, the poor initial
handling by Fuji TV after the case came to light, namely the delay in setting up a third-party
committee and the closed 1st press conference, has exacerbated the public backlash and the
damage. In a different context, Tokyo District Court has condemned the directors of Tokyo

Electric Power Company for their passive response to information on tsunami risk.”

4. How to detect wrongdoings

Another issue that emerges from the Toyota Group’s quality manipulation scandal is the
difficulty for a board of directors to obtain information about wrongdoing. While the duty to
establish an effective internal control system has been recognized by case law since 2000, as noted
earlier, its implementation and enforcement can be challenging, as it is generally understood that
boards of directors have discretion in designing such a system.”' It could be argued, however,
that deviations from standard practice should not be freely permitted, provided that such standard

practice can be specified.”

% On discussions and the development of case law in the U.S., see Roy Shapira,
‘Conceptualizing Caremark’, Indiana Law Journal, Vol.100, p.467, at p.495-503 (2025).

7" An influential lawyer advocates that directors should, not as a liability standard but as a
guiding principle of their conduct, react promptly to a sign of wrongdoing (“yellow-flag rule”)
and take a bad-news-first approach. Yusaku Kurahashi, ‘Keiei handan gensoku to shinrai no
gensoku wo “yoki ishi kettei” ni ikasu (2) [Putting the Business Judgment Rule and the
Principle of Reliance to Use for “Good Decision Making” (2)]’, Shojihomu, No.2370, p.54, at
p.58 (2024).

58 See Yusuke Suzuki, ‘Kiki kanri koho (3): Fushoji no kohyo [Risk Management Public
Relations (3): Announcement of Scandals]’, Jurisuto, No.1619, p.108 (2026).

8 Osaka High Court, June 9, 2006, Hanrei Taimuzu, No.1214, p.115 (In re Duskin: use of
unapproved additive in food product); Osaka District Court, January 26, 2024, Kinyu Shoji
Hanrei, No.1697, p.21 (In re Toyo Tires: quality data manipulation of seismic isolation rubber).
™ Tokyo District Court, July 13, 2022, Hanrei Jiho, No.2580=2581, p.5 (overturned by Tokyo
High Court, June 6, 2025, Kinyu Shoji Hanrei, No.1730, p.12). For a detailed analysis of the
district court decision, see Gen Goto, ‘ESG, Externalities, and the Limits of the Business
Judgment Rule: TEPCO Derivative Suit on Fukushima Nuclear Accident and the Expansion of
Caremark’, The Chinese Journal of Comparative Law, Vol.12, p.1 (2024).

"' Wataru Tanaka, Kaishaho (Dai 5 han) [Corporate Law, 5th ed.] (University of Tokyo Press,
2025), at p.294-295.

2 While there are some soft-law documents that aim to describe standard practice, they are
rather abstract and may need more details, probably based on the specificities of each industry.
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Boards can also obtain information about wrongdoing from whistleblowers, and for this
to happen, establishing an effective whistleblower protection system that alleviates the chilling
effect on employees is essential. This is even more so in the Japanese context, as the third-party
committees of Daihatsu and Fuji TV have alluded to, since the threat of retaliation would be more
realistic and effective, with workplaces homogeneous and opportunities for mid-career job
changes limited in an illiquid labor market.”®
The Whistleblower Protection Act,”* however, has been criticized as inadequate in

several aspects, >

particularly for insufficient sanctions. The act initially lacked criminal
sanctions against retaliation due to strong opposition from the business sector,”® and while the
2020 and 2025 revisions introduced criminal sanctions for revealing the identity of a
whistleblower and those for taking disciplinary action or dismissing a whistleblower in
retaliation,”’ the act still lacks criminal sanctions for transfers against the whistleblower's will,”®

which is arguably the most commonly used form of retaliation.”

5. Third-party committees
The popularity of third-party committees might be the most eye-catching aspect of

Japanese corporate scandals. It has become a customary practice since the Olympus scandal for a

See Japan Exchange Group, Principles for Preventing Corporate Scandals (2018,
https://www.jpx.co.jp/english/regulation/listing/preventive-principles/index.html), and Ministry
of Economy, Trade, and Industry, Gurupu gabanansu shisutemu ni kansuru jitsumu shishin
[Practical Guidelines on Group Governance System] (June 28, 2019), Part 4 (available at
https://warp.ndl.2o.jp/web/20230203085147/http://www.meti.go.jp/press/2019/06/20190628003
/20190628003_01.pdf).

> Matsui et al., supra note 60 at p.28 (statement by Inatani).

™ Whistleblower Protection Act [Koeki tsuhosha hogo ho], Law No.122 of 2004.

5 See, for example, Masaki Iwasaki, ‘Whistleblowers as Defenders of Human Rights: The
Whistleblower Protection Act in Japan’, Business and Human Rights Journal, Vol.8, p.108
(2023).

"6 The original Whistleblower Protection Act stipulated that dismissal in retaliation shall be
void (Art.3) and prohibited other retaliatory actions (Art.5), but did not have provisions on
criminal sanctions.

"7 Whistleblower Protection Act (after 2025 revision), Art.12 & Art 22, Art.3, para.2 & Art.21,
para.l. Dismissal or disciplinary action is presumed to be done in retaliation if ordered within
one year from the whistleblowing. Art.3, para.3.

™ See Ryuji Yamamoto, ‘Koeki tsuhosha hogo seido no jikkosei kojyo ni muketa kento to
2025-nen hokaisei [Considerations on Improving the Effectiveness of the Whistleblower
Protection System and the 2025 Revision]’, Jurisuto, No.1613, p.14, at p.20-21 (2025).

" In 2007, an employee of Olympus reported wrongdoing of his boss to the corporation’s
compliance office, but the compliance office disclosed his name to the accused person, and the
whistleblower was transferred against his will to an unwanted position, apparently in retaliation.
For this case, see Juro Osawa, ‘Olympus Faces Setback in Court’, Wall Street Journal, June 30,
2012, 6:26AM ET
(https://www.wsj.com/articles/SB10001424052702303649504577498213432505428).
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corporation announcing that it has detected wrongdoing to establish a third-party committee to
investigate the details at the time of, or soon after, the announcement. Tokyo Stock Exchange has
also acknowledged its effectiveness in a soft-law document it published in 2016.%> Recently, a
delay in establishing a third-party committee itself can be a source of criticism, as in the case of
Fuji TV.}!

But why do Japanese corporations establish third-party committees voluntarily, and why
do the Japanese public and shareholders appreciate them? From the perspective of corporations,
their directors, and management, establishing a third-party committee would not protect them
from being sued but would instead encourage subsequent lawsuits by providing information. Also,
from the perspective of shareholders and the public, it is an informal arrangement without
statutory basis, and it would be difficult to hold the members of these committees accountable or
liable for unsatisfactory performance.®

Probably because of these reasons, third-party committees are uncommon in the United
States. If an investigation into details is necessary, an American corporation would entrust the
work to independent directors without conflicts of interest, in some cases in the form of special
litigation committees.

This approach had not been taken in Japan, because listed corporations had appointed
very few, if any, independent directors until very recently. Even if there were independent
directors, as in the case of Olympus, the fact that they could not detect or prevent the wrongdoing
in question would undermine their credibility.

Under such circumstances, a third-party committee was the only realistic option a
corporation could resort to in order to appeal its self-cleansing ability to the public.** Looking
this way, filing of lawsuits by corporations themselves against resigned presidents and directors

after receiving third-party committees’ reports, as Olympus and Fuji TV did, can also be

80 Japan Exchange Group, Principles for Responding to Corporate Scandals, Principle 2 (2016,
https://www.jpx.co.jp/english/regulation/listing/principle/index.html) (“In cases involving
serious doubts about the effectiveness of a company's internal controls or the credibility of a
company's management, cases where a company has suffered substantial damage to its
corporate value, and cases with a particularly complex nature or considerable social impact, the
company concerned can benefit from establishing a third-party investigative committee to
ensure sufficient independence, neutrality and expertise.”)

81 Recently, Prudential Life Insurance Japan initially refused to establish a third-party
committee to investigate a scandal involving its sales agents, who defrauded customers and
solicited funds for fictitious investments, but ended up doing so following mounting criticism.
See ‘Prudential fraud to cost 54 billion yen; new CEO vows reform’, Asahi Shimbun, February
10, 2026, 18:22 JST (https://www.asahi.com/ajw/articles/16345145).

82 See Aronson, supra note 20 at p.139.

8 Yusaku Kurahashi, Yoshiyuki Asaoka, and Hiroko Kado, ‘Daisansha iinkai wo meguru
ronten [Issues on Third-party Committees]’, Jurisuto, No.1612, p.ii, at p.iv-v (statements by
Asaoka and Kado) (2025).
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understood as an appeal of their eagerness to self-cleanse. The public has also welcomed the
information production by third-party committees as substitutes for the discovery system used in
class actions or derivative suits in the United States.**

As third-party committees become popular, they are sometimes criticized for lacking
independence and expertise, and for rubber-stamping the corporation’s story and providing a
cleansing effect to the corporation and its management, sometimes by scapegoating someone.*®
To prevent such rubber-stamping, Japan Federation of Bar Associations, as well as Tokyo Stock
Exchange, have published soft-law guidelines to improve the quality of third-party committees,*
while a group of lawyers, accountants, and academics has been publishing ratings on the quality
of third-party committees since 2014.%

At the same time, some practitioners caution against overreliance on third-party
committees, noting that their reports do not specify the evidence and that the accused are not
given the opportunity to refute, and argue that the committee’s findings should not be taken as a
given premise.*® They also cite the increase in board independence in the past ten years and call
for the involvement of boards of directors or independent directors.® While there would be cases
in which independent directors cannot be entrusted to conduct the investigation, as they have been
involved in or overlooked the wrongdoing in question,” the risk of scapegoating via third-party

committees should be kept in mind.

6. Activist hedge funds

8 Daisuke Fukamizu, ‘Daisansha iinnkai jitsumu no kadai seiri to saikosei [Restructuring the
Issues Regarding Third-party Committees’ Practice]’, Shojihomu, No.2200, p.34, at p.38 (2019).
See also, Kurahashi, Asaoka, and Kado, supra note 83 at p.93 (statement by Kado) and Roy
Shapira, Law and Reputation: How the Legal System Shapes Behavior by Producing
Information (Cambridge University Press, 2020), p.38-39.

¥ Hatta, supra note 35, at p.7-8, Chikaoka, supra note 37 at p.210-211. See also Tadashi
Kunihiro, ‘Toshiba jiken wo keiki ni daisansha iinnkai no secchi, iin sennin shisutemu ni tsuite
kangaeru [Considerations on the System for Establishing a Third-party Committee and
Appointing Its Members upon the Toshiba Scandal]’, NBL, No.1066, p.10 (2016).

8 Japan Federation of Bar Associations, Kigyo-to fishoji ni okeru daisansha iinkai gaidorain
[Guideline on Third-party Committees for Scandals of Corporations and other institutions)
(2010, available at
https://www.nichibenren.or.jp/library/pdf/document/opinion/2010/100715_2.pdf); Japan
Exchange Group, supra note 80, Principle 2.

87 Daisansha Iinkai Hokokusho Kakuzuke Iinkai [Committee for Rating Third Party Committee
Reports], https://www.rating-tpcr.net/. See also Hatta, supra note 35.

8 Kurahashi, Asaoka & Kado, supra note 83 at p.86-86, p.88-89 (statements by Kurahashi and
Asaoka).

% Kurahashi, Asaoka & Kado, supra note 83 at p.94-97 (statements by Asaoka and Kurahashi).
% The continuing use of third-party committees to date could also be attributed to a path-
dependence based on the positive image of third-party committees, or to marketing efforts by
lawyers as a lucrative business. Hatta, supra note 35, at p.11.
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Lastly, the intervention by Dalton Investments, an activist hedge fund, in the Fuji TV
scandal is worth noting. Dalton, which had been investing in FMH for a long time, requested an
investigation by a third-party committee in the initial phase of the scandal, and later proposed its
own candidates for directors and launched a proxy fight. Dalton lost this proxy fight, but it
continued to put pressure on FMH’s management on a different agenda, i.e., a spin-off of the real
estate subsidiary. In February 2026, FMH bought back most of its shares Dalton held.

Dalton’s intervention against FMH is not the only case of activism related to corporate
scandals. In 2023, Oasis Management won a proxy fight at Fujitec by criticizing the president, a
member of the corporation’s founding family, for alleged tunneling through related-party
transactions, resulting in the president's ouster.”’ Also, in July 2024, Oasis acquired shares of
Kobayashi Pharmaceuticals after its health supplement contamination scandal came to light in
March.”* While Oasis’s shareholder proposals to appoint new outside directors were rejected in
the corporation’s annual shareholders’ meeting in March 2026,” Oasis also filed a derivative suit
against the directors of Kobayashi Pharmaceuticals, seeking approximately 13.5 billion JPY in
damages for their failure to establish an effective system to prevent contamination of its health
supplements and to take necessary actions promptly after detecting initial problems.”* Similarly,
in March 2026, Oasis reported that it had acquired 6.74% of Nidec’s shares and called for reforms
of Nidec’s corporate governance.”

While some may argue that these activists are taking advantage of scandals to advance
their own agenda, such as a spin-off of a business branch and an increase in payouts, corporations
should bear in mind that activists’ arguments would be more persuasive to other shareholders and
thus more likely to be supported, if a scandal is perceived to indicate a fundamental flaw in the

governance of the corporation in question. Further analysis of these scandal-induced interventions

%1 Takako Taniguchi and Min Jeong Lee, ‘Elevator-maker showcases growing shareholder
activism in Japan’, Japan Times, June 22,2023
(https://www.japantimes.co.jp/news/2023/06/22/business/corporate-business/fujitec-
shareholder-activism/).

%2 Kenta Ando, ‘Activist investor Oasis buys 5% stake in scandal-hit Kobayashi Pharma’,
Nikkei Asia, July 25,2024, 2:16 JST (https://asia.nikkei.com/business/pharmaceuticals/activist-
investor-oasis-buys-5-stake-in-scandal-hit-kobayashi-pharma).

% ‘Kobayashi Pharma Rejects Management Reform Proposals’, Jiji Press, March 27, 2026,
12:36 JST (https://sp.m.jiji.com/english/show/46679).

% ‘Kobayashi Seiyaku moto-shacho, benikoji mondai no taio “fugori de nai” kabunusi daihyo
sosho de shucho [The Ex-president of Kobayashi Pharmaceuticals Argued in the Derivative Suit
that His Response for the Red Rice Yeast Problem Was “Not Unreasonable]’, Nikon Keizai
Shimbun, October 14, 2025, 15:50 JST
(https://www.nikkei.com/article/DGXZQOUF09CW70Z01C25A0000000/).

5 Mitsuru Obe, ‘Activist investor takes stake in troubled Nidec, urges governance reform’,
Nikkei Asia, March 11, 2026, 20:50 JST (https://asia.nikkei.com/business/electronics/activist-
investor-takes-stake-in-troubled-nidec-urges-governance-reform).
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is beyond the scope of this chapter, as it should be performed within the general context of hedge

fund activism in Japan.

V. Conclusion

This chapter has examined corporate scandals in Japan through three recent case
studies—accounting fraud at Olympus, product quality manipulation within the Toyota Group,
and the concealment of a sexual assault at Fuji TV—against the backdrop of Japan's longer history
of scandal-driven legal reform.

Several insights emerge from this analysis. The claim that wrongdoings in Japan are
committed "for the sake of the corporation" deserves skepticism: While wrongdoers may invoke
this justification sincerely, the cases examined reveal an alignment between the corporation's
apparent interest and the personal interests of those involved—whether in avoiding accountability
to a superior, preserving one's position, or managing pressure from a parent company.

The scandals at Olympus and Fuji TV highlight the vulnerabilities of traditional
Japanese corporate governance — characterized by insider-dominated boards, lifetime
employment, and an illiquid labor market — which fosters homogeneity, groupthink, and
excessive deference to authority. While recent corporate governance reforms that have increased
board independence were designed primarily to promote shareholder-oriented management rather
than to detect and prevent wrongdoing, independent directors, if genuinely independent and
respected, can help interrupt groupthink and resist the temptation to conceal detected problems.

The cases further highlight the importance of responding promptly and transparently to
red flags, establishing effective internal control systems across corporate groups, and
strengthening whistleblower protections.

Third-party committees have emerged as a defining institutional feature of how
Japanese corporations respond to scandals. Their popularity reflects a combination of factors: the
historical absence of truly independent directors, the public appetite for information, and the
reputational benefit to corporations of demonstrating a self-cleansing capacity. However, as third-
party committees become routine, concerns about their independence, rigor, and potential for
scapegoating warrant continued attention.

Finally, the emerging role of activist hedge funds in scandal-affected corporations
reflects a broader shift in the landscape of shareholder engagement in Japan. While activists may
simultaneously advance their own financial agendas, their interventions can reinforce
accountability pressures on management and boards. Whether scandal-induced activism will
become a more systematic feature of corporate governance in Japan, and whether it will improve
long-term governance quality, remains to be seen.

Corporate scandals and responses in Japan continue to evolve.
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