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Corporate scandals such as Olympus and Toshiba's fraudulent accounting, Mitsubishi Motors'
fuel consumption camouflage, Nissan's unqualified person inspection problem, etc. have been
repeated recent years. On the other hand, regarding corporate governance, the Japanese version
of the Stewardship Code, which is the code of conduct for responsible institutional investors,
was announced in 2014, and in 2015, the Company Law that strongly recommends the
appointment of outside directors was revised. The Corporate Governance Code requiring the
introduction of at least two or more independent outside directors has been enforced as a listing
rule of the Tokyo Stock Exchange. These have increased the influence of institutional investors
and outside directors on corporate management. Then, did institutional investors and outside
directors strengthen their monitoring over corporate management, and as a result, did they have
the effect of deterring corporate scandals? This is our basic concerns.

Therefore, the purpose of this research was to quantitatively analyze the influence of
governance characteristics such as corporate ownership structure and top management structure
on the probability of corporate scandals. Initially, we planned to address not only accounting
fraud but also various types of corporate scandals such as falsification of experimental data,
camouflage of production areas and expiration dates, compliance violations, etc.. However, we
carried out our research by focusing mainly on accounting fraud.

The contribution of this research is to quantitatively show that the direction of governance
reform, which is strengthening monitoring over corporate management, is correct for preventing
corporate scandals. Furthermore, as an academic contribution, the number and ratio of outside
directors that have been considered so far are likely to be insufficient for discussion. We found
the fact that the quality of outside directors, including outside auditors, such as professionalism,
independence, and incentives are more important for effective monitoring.
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