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Abstract

This paper analyzes the recent reform of corporate governance in Japan by the revision
of Companies Act and the enactment and implementation of Japanese Stewardship Code
(JS Code) and Corporate Governance Code (CG Code) with a special focus of the board
of directors systems. Generally, the reform urges Japanese listed companies to introduce
corporate governance systems oriented toward the monitoring model through the soft
laws, "comply or explain” rule. This paper examines how the comply or explain” rule can
function to induce companies to improve their corporate governance systems. In
particular, this paper points out the possibility that corporate governance possesses
network externality and the “comply or explain” rule can coordinate companies’
behaviors to implement good corporate governance systems in terms of Corporate Social

Responsibility simultaneously.
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