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Abstract 

The purpose of this thesis is to prove that the Ordinance for Control of Corporate Finance and 

Accounting had a significant level of impact on business world and had changed capital and/or 

shareholder composition as well as the dividend rate and payout ratio by pointing to the fact that 

the ordinance divides the total capital into equity capital and external liabilities, and limits 

dividend payment to 8 percent of the equity capital. To briefly summarize the findings from this 

thesis, more than 30 percent of the companies saw their dividend payment decrease due to the 

number one dividend rate, which is defined in the Ordinance for Control of Corporate Finance and 

Accounting, as limited to companies with a large capital. The companies whose dividend rate 

dropped had higher equity capital growth rates than the other companies; and to substitute for their 

external liabilities, they did not have higher total capital growth rates than the companies that were 

not affected by the number one dividend rate. Moreover, the ratio of the external liabilities to the 

equity capital dropped to a range similar to that of the companies that were not affected by the 

number one dividend rate. The shareholding inequality levels of the companies that were affected 

by the number one dividend rate eased, unlike those of the companies that were not so affected, 

but the ordinance failed to affect the composition ratios of the top four shareholders by four 

categories. Since this thesis considered the difference between companies that were affected by the 

number one dividend rate and those that were not in place, it did not consider the impact of the 

Ordinance for Control of Corporate Finance and Accounting on companies. Likewise, the 

companies cannot be free from the influence of a new corporate mind that separates equity capital 

from external liabilities and limits dividend payment to 8 percent of the equity capital; and such 

change in perspective must be studied further, although it may be believed to have inspired the 

Corporate Dividend Limitation Ordinance in 1946. 
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1. Introduction 

According to comparative studies on the historical trends of top-income shares, income inequality, which was 

high in the early 20th century, decreased by the mid-20th century, and the inequality in income levels has been 

aggravated in some countries, including the United States, after the mid-1970s. Japan has maintained a low 

income inequality level even after the mid-1970s. Moreover, studies have shown that one of the main triggers of 

fluctuations in income inequality and discrepancies between countries is the distribution of corporate profit, or, 

in other words, dividend payment or executive stock option pay (Atkinson and Piketty eds 2007, 2010). 

The low dividend payment or low executive pay system that resulted in low income inequality in Japan 

originated from the control of the dividend and executive payment system that was introduced during the war in 

the late 1930s. National control of the distribution of corporate profits during the war survived through the 

reform period after the war and the enforcement of the 1946 ‘Corporate Dividend Payment Prevention 

Ordinance’. 

The comprehensive ordinance on dividend or corporate executive payment during a war is the ‘Ordinance for 

Control of Corporate Finance and Accounting’ that was publicly announced on October 19, 1940. Even before 

the ordinance was enacted, however, fragmentary and temporary regulations on the dividend and executive 

payment system were already in place. The ‘Ordinance for Control of Corporate Finance and Accounting’ 

differed, however, because it aimed to set up a comprehensive and systematic regulatory system. Referring 

exclusively to dividend payment, the most important difference is that the ordinance introduced the concept of 

equity capital and limited dividend payment to 8 percent of the equity capital. Previous studies on the 

‘Ordinance for Control of Corporate Finance and Accounting’ did not pay enough attention to this facet of the 

ordinance. 

Studies are currently being conducted on the ‘Ordinance for Control of Corporate Finance and Accounting’, but 

they mostly target the control side of the ordinance and focus on standardizing the accounting system(Okazaki 

1993; Shibata 1992, 2011; Chiba 1996, 2010a, 2010b; Kubota 2000, 2001). Therefore, there is a lack of studies 

that strive to shed light on the historical significance of the ordinance based on the concept of equity capital. 

This study was conducted to consider the level of impact on companies of the 8-percent cap on dividend 

payment and its effects on companies’ capital raising and shareholder composition. This thesis focuses on the 

impact of the ‘Ordinance for Control of Corporate Finance and Accounting’ on corporate governance. This is 

because limits on dividend or executive payment can lead to a reform towards the stakeholder capitalism system 

and can trigger an irreversible systematic shift. This thesis by no means comprehensively considers the 

mechanism. It stops at analyzing the impact of the ‘Ordinance for Control of Corporate Finance and Accounting’ 

on variables like the relative influence between shareholders and creditors, characteristics of major shareholders 

and the volume of minor shareholders, because they are the basic elements that are meaningful in corporate 

governance. 
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This thesis can be summarized as follows. Chapter 2 briefly introduces the significance of the ‘Ordinance for 

Control of Corporate Finance and Accounting’ and the range of companies to which it affects. Chapter 3 studies 

the distribution of the major indicators that will be used in the analysis after introducing the data that the thesis 

will use. Chapter 4 looks into the impact of the ‘Ordinance for Control of Corporate Finance and Accounting’ on 

the capital structure. Chapter 5 studies the impact of the ordinance on the makeup of the shareholders. Finally, 

Chapter 6 presents the conclusion by summarizing the findings that were derived from the body. 

 

2. Historical significance of the ‘Ordinance for Control of Corporate Finance and 

Accounting’ and scope of its application 

Article 11 of the ‘The Law on Nation's General Mobilization’ (1938, edict no. 317) stipulates that a state may, 

during a war, issue necessary orders related to profit disposal or amortization and other accounting matters. Such 

ordinance makes official the regulations on corporate profit disposal, amortization and other accounting matters. 

It was publicly announced on October 19, 1940 (Article 1). 

The dividend regulation under ‘The Law on Nation's General Mobilization’ was being put into practice in 

accordance with the ‘Ordinance concerning the Profits Appropriation of Mercantile Associations and Capital 

Financing’ that was introduced on April 1, 1939. Employee reward payment was also controlled in accordance 

with the ‘Temporary Corporate Personnel Salary Ordinance’ that was promulgated on October 18, 1939. Recent 

studies tended to highlight the consistency between these two measures and the ‘Ordinance for Control of 

Corporate Finance and Accounting’ (Chibata, 2011), which is a part of a regulatory reform that was intended to 

be a long-term measure 1 and differs from other measures in terms of the ideologies and the system it pursues. 

Article 2 of the ‘Ordinance for Control of Corporate Finance and Accounting’ declares that the underlying goal 

of business management is to distribute responsibility over state affairs to companies. The Article pre-emptively 

defines the ideology of the ‘New Economic System Outline’ that was publicly announced two months later. 

Moreover, it is a very well-known fact that a control committee was established and has been working to realize 

this. 

This thesis simply considers the differences between the ‘Ordinance for Control of Corporate Finance and 

Accounting’ and the ‘Ordinance concerning the Profits Appropriation of Mercantile Associations and Capital 

Financing’, because it focuses on the regulation on dividend payment. The ‘Ordinance concerning the Profits 

                                          
1 Yamazaki (2011) divided the wartime mobilization period into three time periods. The first phase is from 1936 or 1937  to the mid-1940s, 

and it was the initial stage of the mobilization regime in which a simple market maneuver was enough to accomplish the task. The second 

phase is from the end of 1940 to mid-1942, when various adjustment measures and a system for creating a cooperative market environment 

were established by reorganizing the distribution agency. The third phase is from the end of 1942 to the end of the war, when temporary 

measures were put into practice, thus neglecting the overall conformity. 
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Appropriation of Mercantile Associations and Capital Financing’ stipulates that companies that have an 

authorized capital of 200 thousand yen or more and that have paid dividends before November 30, 1938 are not 

allowed to increase their dividend payment when the standard dividend rate is 10 percent or higher, and to 

increase their dividend payment more than 1 percent without permission when their standard dividend rate is 

below 10 percent but at least 6 percent. Moreover, in case they do not have standard dividend rates due to their 

establishment of new businesses or conduct of mergers, the rate is set at six percent. 

The dividend payment regulation in the ‘Ordinance for Control of Corporate Finance and Accounting’ accepts 

all the aforementioned regulatory measure in its basic framework. There is an additional important regulation, 

however: the total dividend payout should not exceed the 8 percent threshold of the equity capital of firms. This 

is stipulated in Article 3, Clause 1 of the ‘Ordinance for Control of Corporate Finance and Accounting’, which is 

why it was called the “number one dividend rate.” The number one dividend rate is a dividend rate that divides 8 

percent of the equity capital by the paid-in capital. The equity capital that is defined in this context does not fall 

in the same range as the owned capital that was used in the Analysis of Financial Status of The Japanese 

Industry. In the Analysis of Financial Status, the owned capital is the total amount of the paid-up capital, reserve 

fund, suspense brought forward, and current net income. Under the Ordinance for Control of Corporate Finance 

and Accounting, however, the equity capital is the result of adding the reserve fund to the paid-up capital and 

subtracting the losses brought forward, therefore excluding the suspense brought forward and the current net 

income. The scope of the reserve fund under the ‘Ordinance for Control of Corporate Finance and Accounting’ 

differs from that of the Analysis of Financial Status. The reserve fund in the ‘Ordinance for Control of Corporate 

Finance and Accounting’ includes the accumulated profits, accumulated excesses from stock issuances above 

the face value, and accumulated differences that resulted from a merger, while excluding reserves for retirement 

allowance, retirement pecuniary aid and tax allowance. 

The ‘Ordinance concerning the Profits Appropriation of Mercantile Associations and Capital Financing’ 

recognizes the existing dividend rate and bans its increase, whereas the ‘Ordinance for Control of Corporate 

Finance and Accounting’ sets an 8-percent limit on equity capital and forces companies to lower their dividend 

rates. In other words, the dividend regulation sets the amount of capital that a shareholder can get in terms of 

dividends, which falls within the 8-percent range. In shareholder capitalism, a shareholder is generally defined 

as a residual claimant. In the ‘Ordinance for Control of Corporate Finance and Accounting’, a shareholder is no 

longer a residual claimant but an entity who is not supposed to gain more than the appropriate level of profits for 

his or her investment. The makeup of capital is not only a standard that decides the level of fiscal health of a 

company but also a factor that determines a shareholder’s stake in a company’s profit. To achieve this goal, the 

‘Ordinance for Control of Corporate Finance and Accounting’ separates equity capital from external liabilities. 
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Source: Toyo keizai shimposha (1940) 

<Reference Material 1> Estimated dividend rates in accordance with the ‘Ordinance for Control of Corporate 

Finance and Accounting’ 

 

Source: Kabushiki Sekaisha(1942) 

< Reference Material 2> Information on companies in Economic Yearbook 1942 (Keizai nenkan showa 17 nen) 
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The Ordinance for Control of Corporate Finance and Accounting’s limiting of dividend payment to 8 percent of 

the equity capital considerably shocked the business world when it was introduced because a number of 

companies had no choice but to lower their dividend rate as it was higher than the number one dividend rate. A 

Quarterly Report on Company (the first number of 1941) by Toyo Keizai Shimposha presented a table of 

estimated dividend rates in accordance with the ‘Ordinance for Control of Corporate Finance and Accounting’. 

The table summarizes the number one dividend rates and the existing dividend rates of 449 companies. It shows 

that a total of 146 companies, which were 32.5 percent of all those surveyed, had set their number one dividend 

payment rate at a level lower than that of their existing dividend rate. 2 

The number one dividend rate according to the ‘Ordinance for Control of Corporate Finance and Accounting’ 

had continued to affect decisions on the dividend rate, and a business magazine provided information like 

companies’ equity capital, number one dividend rates and dividend rate trends. This publication is the Economic 

Yearbook; and in its 1942 edition, it stated that the number one dividend rate in the first half of 1941 was based 

on the ‘Ordinance for Control of Corporate Finance and Accounting’ as the appropriate dividend rate in line 

with the ordinance. A total of 361 companies provided both their number one dividend rate in the first half of 

1941 and their executed dividend rate from the first half of 1940. For 115 companies, their number one dividend 

rate was lower than their 1940 execution rate, which was 31.3% of the total. 

The companies that provided their data were 449 large-scale companies that represent a small portion—only 

0.52 percent--of the entire corporate circle of 85,834 companies. They are also 3.87 percent of the 11,604 

companies that are under the jurisdiction of the ‘Ordinance for Control of Corporate Finance and Accounting’, 

which means they have an authorized capital of 200,000 yen or more. Their paid-in capital is considerable, 

however. The total paid-in capital of the 449 companies is 13.183 billion yen, which is 46.8 percent of the paid-

in capital of all companies in 1940. 

Of companies that have a small capital, there is no way of knowing how many were forced to lower their 

dividend rate. The ‘Ordinance for Control of Corporate Finance and Accounting’ applies only to companies that 

have an authorized capital of 200 thousand yen or more, so companies that manage to keep their authorized 

capital under the 200-thousand-yen threshold are immune from the ordinance. Therefore, the impact of the 

ordinance on small firms can be assessed by looking at the authorized capital size of companies. From 1941 to 

1942, the number of companies with an authorized capital of more than 100 thousand yen but less than 200 

thousand yen increased by 13.65 percent, but the number of companies that had an authorized capital of more 

than 200 thousand yen but less than 500 thousand yen decreased by 3.2 percent. These figures show that 

companies that were close to the 200-thousand-yen threshold tried to keep their authorized capital below that 

                                          
2 Chibata (2011, p. 340) has pointed to the fact that the ordinance has sped up the dividend payment reduction process, and he suggested that 

346 of 416 companies as of December 1941 had reduced their dividend payment. This dividend payment reduction might have stemmed 

from factors other than the ordinance, though. 



7 

 

level so that they would be unaffected by the ordinance. 

 

<Figure 1> Numbers of companies by authorized capital amount (Capital unit: thousand Yen) 

 

3. Data introduction and reflection on kernel distribution of major indicators 

This thesis attempts to determine the level of impact of the ordinance on capital and shareholder compositions. 

The ordinance was publicly announced on October 19, 1940, and came into effect the next day. Therefore, all 

companies that held a general meeting of shareholders after October 20 already came under the influence of the 

ordinance. Many companies that balanced their accounts in September held their shareholders’ general meeting 

after October 20, which means that most companies that balanced their accounts in the latter half of 1940 came 

under the influence of the ordinance (Toyo Keizai Shimposha, 1940: 288). Therefore, it is difficult to say that 

the changes in the capital or shareholder compositions due to an adjustment of the dividend rate was reflected in 

the latter half of 1940, because the adjustment was abrupt even if it was made in the latter half of 1940. To study 

the impact of the ordinance on capital and shareholder compositions, data from the first half of 1941 are needed. 

As for the impact of the ordinance, the changes seen in the first half of 1941 were compared with those seen in 

the same period in 1940. The best of such data are provided in the previously mentioned 1942 edition of the 

Economic Yearbook. The data include the companies’ year of establishment; authorized capital; paid-in capital; 

number of shares issued; makeup of new shares and old shares; number one dividend rate in accordance with the 

‘Ordinance for Control of Corporate Finance and Accounting’; number of shareholders; names and number of 

shares of four to 10 major shareholders; capital structure including equity capital and external liabilities for the 

first half of 1940, latter half of 1940 and first half of 1941; profit; rate of profit; dividend rate; and suspense 

brought forward. Data on authorized capital, paid-in capital, number of shareholders and major shareholders 

were available only for the latter half of 1941, however, and data on the period before the ordinance should be 



8 

 

obtained from preceding editions of the yearbook. The 1940 edition records information on authorized capital, 

paid-in capital, number of shareholders and names of major shareholders from the end of 1939, and they will be 

used in this thesis. This thesis analyzes all the 283 companies that have available information from all the 

aforementioned categories, after putting together the two sets of data. 

Of the 283 companies, 96 (33.9 percent) had higher dividend rates than the number one dividend rate in 

accordance with the ‘Ordinance for Control of Corporate Finance and Accounting’ in the first half of 1940. It 

can be said that of the companies that were excluded from the sampling due to their lack of data, more 

companies (31.3 percent) were not affected by the ordinance. This does not lead the authors to believe, however, 

that the change of sample by lack of data causes serious sample selection bias. 

Of the 96 companies whose number one dividend rate was lower than their dividend rate in the first half of 1940, 

93 companies had a decrease in their dividend rates (the remaining three were excluded from the application). In 

this thesis, the 93 companies will be defined as those that are affected by the number one dividend rate or those 

that came under the influence of the Ordinance for Control of Corporate Finance and Accounting.3 

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

-0.2 0.0 0.2 0.4 0.6 0.8 1.0 1.2 1.4 1.6 1.8 2.0 2.2 2.4

the first half of 1940
the latter half of 1940
the first half of 1941

D
e

n
si

ty

 

<Figure 2> Kernel distribution of the dividend rates of the 283 companies 

The distribution of the dividend payment rate will be considered next. Figure 2 suggests the Kernel distribution 

                                          
3 It can certainly be said that the number is actually lower than this, because of the 93 companies, there could have been companies whose 

dividend rate dropped even without any impact from the number one dividend payment rate. A drop in the profit ratio does not necessarily 

mean a drop in the dividend payment rate, however, so it is not necessarily better to categorize the 93 companies with lower dividend 

payment rates that were affected by the Ordinance for Control of Corporate Finance and Accounting as companies whose profit ratio did not 

drop. If the profit in the first half of 1941 was smaller than the dividend payment in the first half of 1940, the payout ratio was bound to drop 

even without the Ordinance for Control of Corporate Finance and Accounting, but this happened in only six of the 93 companies. 
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of the dividend rates of the 283 companies in the first half of 1940, the latter half of 1940 and the first half of 

1941. There were major changes in the dividend rates between the first half of 1940 and the latter half of the 

same year, and no significant change between the second half of 1940 and the first half of 1941. Figure 2 shows 

that most decreases in the dividend rates due to the application of the number one dividend rate took place in the 

second half of 1940. 
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A. the unaffected companies 
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B. the affected companies 

<Figure 3> Kernel distribution of dividend rates in the unaffected and the affected companies by the number one 
dividend rate (1) 
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Since there was only a slight change in the kernel distribution from the second half of 1940 to the first half of 

1941, this thesis compares only the first half of 1940 with the same period in 1941. Many of the companies to 

which the number one dividend rate did not affect had an 8 percent, 10 percent or 12 percent dividend payment 

rate in the first half of 1940, and very few had a 9 percent or 11 percent dividend payment rate. In contrast, the 

number of companies with a 9 percent or 11 percent dividend rate increased in the first half of 1941 and the 

number of companies with a 12 percent rate decreased in the same period, which means the rates were heavily 

smoothed. According to the ‘Ordinance for Control of Corporate Finance and Accounting’, when a company’s 

dividend rate is 6 percent or higher but still below 10 percent, the company may raise the rate by within 1 

percent of the range without permission for as long as the rate will not exceed the 10-percent threshold. If the 

less-than-1-percent adjustment takes place, the distribution changes will appear. Although the number of 

companies that had a 12 percent dividend rate decreased, the overall dividend rate did not significantly drop. For 

the companies that were affected by the number one dividend rate, the axis on the Kernel distribution chart 

shifted to the left. This is not because the reduction in the dividend rate cannot be offset by profits, but rather 

because of the regulatory shock that bans dividend payment that exceeds the 8-percent threshold. 

The Ordinance for Control of Corporate Finance and Accounting is important enough to warrant the conduct of 

a historical experiment to reflect changes when the dividend rate decreases due to a regulation. 
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A. the first half of 1940 
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B. the first half of 1941 

<Figure 4> Kernel distribution of dividend rates in the unaffected and the affected companies by the number one 
dividend rate (2) 

The preceding figure does not compare the kernel distributions of dividend rates of the companies that were 

affected by the number one dividend rate and those that were not. Figure 4 graphs the kernel distribution for the 

first half of 1940 and that for the same period in 1941. Few companies were affected by the number one 

dividend rate and had a dividend rate lower than 8 percent in the first half of 1940, and many companies went 

over 10 percent. In the first half of 1941, the impact of the preceding period was from the fact that there is 

practically no company with dividend rates below 7 percent. In this period, however, there was a notable 

increase in the number of companies with dividend rates between 8 and 9 percent, and naturally, there was a 

decrease in the number of companies that paid 10-percent or higher dividend rates. 

The preceding consideration shall be organized according to the average and median value of the dividend rates. 

In the first half of 1941, the average and median value of the dividend rates decreased from the first half of 1940. 

In the first half of 1940, the dividend rates of the companies that were affected by the number one dividend rate 

were higher than those of the companies that were not affected by such rate. After the ‘Ordinance for Control of 

Corporate Finance and Accounting’ came into effect, however, the differences between the two groups’ average 

dividend rates decreased, and they ended up having the same median value. 

<Table 1> the average and median values of dividend rates 

  Average Median 
  The first half of 1940 The first half of 1941 The first half of 1940 The first half of 1941
All 9.47 8.71 10 9 
the unaffected 8.79 8.57 9 9 
the affected 10.86 8.99 10 9 
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A. the first half of 1940 
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B. the first half of 1941 

<Figure 5> Kernel distribution of dividend payout ratios  

The changes in the dividend rate also came with changes in the dividend payout ratio. The payout ratio is the 

result of dividing the dividend rate by the profit ratio. Consider the kinds of differences between the companies 

in the two groups. In the first half of 1940, more companies paid 50-percent to 60-percent dividends among the 

sample companies that were affected by the number one dividend rate, and this raised the overall payout ratio. 

In the first half of 1941, however, the number of companies with a 50-percent to 60-percent dividend payout rate 

decreased, and the number of companies with a 40-percent payout rate increased, thus shrinking the number of 
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companies that maintained a relatively high payout ratio. 

On the other hand, of the companies that were not under the influence of the number one dividend rate in the 

first half of 1940, a number maintained a 30-percent dividend payout ratio in such period. During the same 

period in 1941, however, there was a dip in the number of companies that kept a 30-percent payout rate and an 

increase in the number of companies with a 40-percent payout rate, and these raised the overall payout ratio. As 

far as the payout ratio is concerned, the discrepancy between the two groups has shrunk. 

<Table 2> the average and median values of dividend payout ratios 

  Average Median 
  The first half of 1940 The first half of 1941 The first half of 1940 The first half of 1941
All 40.03 48.55 38.83 37.59 
the unaffected 38.61 51.73 35.15 36.36 
the affected 42.95 41.88 42.86 40.23 

 

The aforementioned movements are hereby summarized into average and median values. It is well-known that 

average figures react very sensitively to outliers. In the first half of 1941, there was a company that had a 

2,500% dividend payout ratio among the companies that were not affected by the number one dividend rate. The 

hike in the company’s payout ratio came from a drop in its profits despite its low dividend rate. The case of this 

single company distorted the average and overall trends, and makes it wise to look at the median value in this 

case. The median value of the dividend payout ratio decreased. The median value of the companies that were not 

affected by the number one rate increased despite the decrease in their median value of those that were affected, 

and the discrepancy in the median values of the two groups significantly decreased. The median value for the 

sample companies that were affected by the number one dividend rate is still high in the first half of 1941. The 

overall pattern of the average numbers, excluding the outlier case of the 2,500% payout ratio, is similar to the 

pattern of the median value. 

The reduction in the payout ratio increased the reserve fund and the equity capital, which can in turn increase 

the facility investment but also the number of non-financial company shareholders by allowing them to acquire 

shares of other companies. In addition, a reduction in the dividend rate can influence the decision-making 

process of major or minor shareholders. In other words, changes in the dividend rate or payout ratios can 

accompany changes in the capital or shareholder compositions. At this point, the ratio of the external liabilities 

to the equity capital, inequality among the shareholders, and composition ratios of the top four shareholders by 

financial company, non-financial company, government, or individual are used in this thesis as major indicators 

of capital or shareholder composition. These indicators are briefly introduced as follows. 

The ratio of the external liabilities to the equity capital is computed as follows: external liabilities / equity 

capital x 100. In the first half of 1940, the group affected by the number one dividend rate had debt ratios that 

were concentrated towards the right, unlike the other group. In the first half of 1941, the discrepancy was 

slightly eased. 



14 

 

.000

.002

.004

.006

.008

.010

0 40 80 120 160 200 240 280

All
the unaffected
the affected

D
en

si
ty

 

A. the first half of 1940 
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B. the first half of 1941 

<figure 6> Kernel distribution of debt-equity ratio  

<table 3> the average and median values of debt-equity ratios 

  Average Median 
  The first half of 1940 The first half of 1941 The first half of 1940 The first half of 1941
All 101.40 103.34 81.17 82.01 
the unaffected 101.10 106.74 72.97 82.21 
the affected 102.01 96.40 85.82 81.69 
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The overall debt ratio increased in the second half of 1941 from the first half of 1940 because the increase seen 

in the companies that were affected by the number one dividend rate was higher than the degree of reduction 

seen in those that were not. 

There are several indicators of inequality among shareholders. The variation coefficient, Gini Index or Theil 

Index is generally used. In this paper, the Theil Index is used to measure the level of inequality among 

shareholders. The Theil index is relative subgroup decomposable index. At this point, the total number of shares, 

number of shares owned by the top four shareholders and total number of stakeholders are available. The overall 

inequality level is computed as follows, by dividing the shareholders into the top four and the rest. 

Overall inequality level = Inequality within groups + Inequality between groups 

                                      = (Inequality in the top four shareholders’ group + inequality in the others’ groups) + 

Inequality between the two groups 

The inequality in the top four shareholders and the inequality between the top four shareholders’ and the others’ 

groups can be calculated, but the inequality in the others’ group is unknown. Thus, the inequality in the others’ 

group shall be 0, and the overall inequality level is calculated by adding the inequality numbers. This method is 

the same as the Theil Index, which uses the volume of shares owned by the top four shareholders while 

assuming that the rest of the shareholders hold the same number of shares. 

There are various types of Theil Indices, depending on which group is focused on. In this case, the Theil_L 

Index, which is also called the mean log deviation measure, is used as follows. 

 

 stands for the number of shares of each shareholder. 

The following formula divides the subgroups. 

 

 stands for the number of shareholders; , for the number of groups; , for the Theil Index of group ; and 

, for the number of shareholders of group . 

There are outliers that have high shareholder inequality levels. Figure 7 shows the Kernel distribution in areas 

that exclude the outliers. With the outliers excluded, the companies that were not affected by the number one 

dividend rate showed higher inequality levels because their 1941 inequality level more often exceeded 0.4 than 

their 1939 inequality level. 

The companies that were affected by the number one dividend rate showed a very similar distribution in 1939; 

but in 1941, the number of companies with an inequality level of between 0.4 and 1 increased compared to the 
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number of companies that did not affected by the number one dividend rate. 
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A. 1939 year 
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B. 1941 year 

<Figure 7> Kernel distribution of the mean log deviation measure of shareholding 

The average and median values of the inequality levels of the shareholders presented very different pictures. The 

average values had a downward trend, but the median values increased. Such phenomenon can be explained by 

a reduction in the outlier in 1941 from some of the samples in 1939 that were companies that were affected by 

the number one dividend rate. Looking at the data with a focus on median values, the inequality level generally 

increased but the degree of increase in the companies that were not affected by the number one dividend rate 
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was higher. 

<Table 4> the average and median values of the mean log deviation measure of shareholding  

  Average Median 
  Year-end of 1939 Year-end of  1941 Year-end of 1939 Year-end of 1941
All 0.764 0.743 0.535 0.565 
the unaffected 0.780 0.802 0.518 0.566 
the affected 0.731 0.623 0.555 0.559 

 

In the case of the top four shareholders, their names are available, and this means their compositions can be 

categorized into those of financial companies, non-financial companies, the government, or individuals. There is 

a considerable discrepancy between the simple average and the weighted average of the shareholder 

composition ratios by four categories of the top four stakeholders of the 283 companies. Individual stakeholders 

are usually majority shareholders of relatively small companies, whereas the government tends to be the 

majority shareholder of larger companies, which is why there was a discrepancy between the composition ratios 

of the two groups. The non-weighted average shows that the proportion of individual shareholders decreased in 

1941 from 1939 and that the ratios of the other three groups of shareholders are rising. The weighted average 

shows, however, that only the ratio of non-financial company shareholders is increasing and that of the other 

groups is dropping. Regardless of what average is used, the proportion of non-financial companies as major 

shareholders is increasing. 

<table 5> composition ratios of the top four shareholders by four categories 

    
Financial 
company 

Non-financial 
company 

Government Individual 

unweighted average 1939 19.82 46.56 2.30 31.31 
(A) 1941 21.35 47.70 2.33 28.62 
weigthed average 1939 21.40 49.81 18.13 10.66 
(B) 1941 21.01 52.20 16.64 10.16 
B/A 1939 1.08 1.07 7.87 0.34 
  1941 0.98 1.09 7.13 0.35 

 

4. Impact on capital composition 

A company’s significant stakeholders are shareholders and creditors. Equity capital in the ‘Ordinance for 

Control of Corporate Finance and Accounting’ is the portion that shareholders hold out of the total capital, and 

external liabilities refer to the portion held by creditors. The ‘Ordinance for Control of Corporate Finance and 

Accounting’ limits the dividend payment to 8 percent or less of the equity capital. This contributes to raising the 

growth rate of equity capital. If the external liabilities increase with the equity capital, however, the capital 

composition does not change, although the total capital growth rate may change. 

Below, the thesis considers whether or not the ordinance affects the total capital growth rate and the capital 

composition. Two types of regression analysis were performed: one in which the debt-to-equity-capital ratio was 
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set as the dependent variable, and the other in which the total capital growth rate was set as the dependent 

variable. 

Table 6 shows an analysis model that sets the proportion of external liabilities in 1941 as the dependent variable. 

The author strove to determine the extent of the difference between the companies that were affected by the 

number one dividend rate and those that were not, in terms of the changes in the proportion of the external 

liabilities to the total equity capital from the first half of 1940 to the same period in 1941. Therefore, the ratio of 

the external liabilities to the equity capital in the first half of 1940 and the dummy variable of companies that 

were affected by the number one dividend rate were included in the independent variables. The industry 

dummies, year of establishment, proportion of the government in the top four shareholders and level of 

shareholding inequality in 1939 are other factors that can have a meaningful impact. 

<Table 6> Regression analysis on the debt-to-equity-capital ratio in the first half of 1941 (1) 

  Model 1 Model 2 Model 3  
Variable Coef. t-Stat  Coef. t-Stat  Coef. t-Stat   
C -792.30 -2.19 ** -587.45 -1.58  1.92 0.20   
DIN_1                             1) 8.23 0.72  8.44 0.74  6.52 0.57   
DIN_2 15.92 1.74 * 16.01 1.76 * 17.52 1.93 * 
DIN_3 2.41 0.23  0.36 0.03  0.10 0.01   
DIN_4 11.46 1.18  10.20 1.06  9.45 0.98   
Year of establishment 0.42 2.21 ** 0.31 1.58    
Debt_to-equity-1940       2) 0.86 26.61 *** 0.85 26.59 *** 0.85 26.50 *** 
Prop_goverment_1939 0.49 2.15 ** 0.42 1.83 * 0.44 1.88 * 
Dummy of the affected  -13.55 -2.23 ** -12.24 -2.01 ** -9.82 -1.66 * 
Share_inequality_1939      8.77 2.10 ** 10.55 2.61 *** 
      
Included observations 283  283  283   
Adjusted R-squared 0.76  0.76  0.76   
Log likelihood -1481  -1479  -1480   
F-statistic 109.68  99.19  110.67   
Durbin-Watson stat 1.94    1.92   1.89     

Notes: 1) In the original data, there are 19 categories, but they are recategorized into five categories in this paper. DIN_1 includes light 

industries like the textile, sugar manufacturing, and food and beer industries; DIN_2, heavy industries like the metal, manufacturing, and 

machinery industries; DIN_3, chemical industries like the chemical, pulp, and leather industries; DIN_4, the infrastructure, electricity, gas, 

mining, railway, transportation, shipping, and shipbuilding industries; and DIN_5, other industries such as the broker house, exploitation, 

land, storage, department store, culture, and intercontinental relations industries. 

2) Debt-to-equity-1940 is the abbreviation for the ratio of the external liabilities to the equity capital in the first half of 1940; 

Prop_goverment_1939, proportion of the government in the top four shareholders at the end of 1939; Dummy of the affected, the dummy 

variable of the companies that were affected by the number one dividend rate; Share_inequality_1939, level of shareholding inequality at the 

end of 1939 

It was predicted that the companies that had a high ratio of government-held shares would have advantages in 

winning external liabilities in the process of capital adjustment and would have plus (+) signs. The study results 

confirmed this. The newer a company is, the higher the ratio of its external liabilities is and the year of 

establishment loses significance if its inequality index at the end of 1939 is included. The newer a company is, 



19 

 

the higher its shareholding inequality rate in 1939 would have been, which is why the year of establishment is a 

meaningful factor. The high inequality rate of companies in 1939 is contributing to raising the debt ratio. It is 

unclear, however, why the 1939 inequality number affects more significantly the 1941 debt ratio than the 1940 

figure. This is believed to be related to how the wartime mobilization status from the second half of 1940 to the 

first half of 1941 affected companies with a big portion of their shares held by majority shareholders. The 

Ordinance for Control of Corporate Finance and Accounting can be said to be a contributing factor to this. There 

are difficulties in interpreting the impact of the 1939 inequality index, but with these variables under control, the 

dummy variable of companies that were affected by the number one dividend rate is working to bring down the 

debt ratio, although it may not be a very significant factor. Of the companies that were affected by the number 

one dividend rate, there were more companies whose external liabilities were bigger than their equity capital, 

and these companies have readjusted their capital composition based on their equity capital rather than their 

external liabilities. 

<Table 7> Regression analysis on the debt-to-equity-capital ratio in the first half of 1941 (2) 

  Model 4 Model 5 Model 6 Model 7 
Variable Coef. t-Stat Coef. t-Stat Coef. t-Stat Coef. t-Stat 

C 
-

815.50 
-2.24 ** 

-
813.73

-2.24 ** 
-

752.62
-2.05 ** 

-
785.81 

-2.17 ** 

DIN_1                               1) 6.26 0.53  7.31 0.63  7.99 0.70   8.34 0.73  
DIN_2 15.61 1.70 * 15.58 1.70 * 14.30 1.52   16.27 1.77 * 
DIN_3 2.48 0.23  1.74 0.16  1.82 0.17   2.77 0.26  
DIN_4 12.28 1.26  10.50 1.07  10.16 1.03   11.70 1.20  
Year of establishment 0.43 2.27 ** 0.43 2.26 ** 0.40 2.08 ** 0.41 2.19 ** 
Debt-to-equity-1940         2) 0.86 26.58 *** 0.86 26.57 *** 0.85 26.28 *** 0.86 26.56 ***
Prop_goverment_1939 0.49 2.15 ** 0.47 2.03 ** 0.48 2.06 ** 0.50 2.16 ** 
Dummy of the affected  -14.76 -2.36 ** -13.11 -2.14 ** -13.69 -2.25 ** -13.07 -2.12 ** 
Dummy of 10%_div 6.25 0.83      
Dummy of old_new_sh  4.35 0.73     
Growth rate of capital   0.06 0.71    
Change of profit rate             0.02 0.52  
       
Included observations 283  283  283   283  
Adjusted R-squared 0.75  0.75  0.75   0.75  
Log likelihood -1481  -1481  -1481   -1481  
F-statistic 97.45  97.38  97.37   97.26  
Durbin-Watson stat 1.94    1.92   1.94    1.94    

Notes: 1) The dummy variables of industry refer to the note in Table 6. 

2) Debt-to-equity-1940 is the abbreviation for the ratio of the external liabilities to the equity capital in the first half of 1940; 

Prop_goverment_1939, proportion of the government in the top four shareholders at the end of 1939; Dummy of the affected, the dummy of 

the companies that were affected by the number one dividend rate; Dummy of 10%_div, the dummy of the companies whose dividend rate 

exceeded 10 percent in the first half of 1940; Dummy of old_new_sh, the dummy of the companies that had the  premium allocation 

problem between old all-paid shares and new partially paid shares; Growth rate of capital, the total capital growth rate from the first half of 

1940 to the first half of 1941; Change of profit rates, the rate of change in the profit rate from the first half of 1940 to the first half of 1941 

The ordinance allows the dividend rate to stay at or above 10 percent for as long as it does not exceed the 8-

percent threshold of the equity capital. This can mean that companies that have a 10-percent or higher dividend 



20 

 

rate have enjoyed a type of premium, given that the ordinance prohibits companies that have a dividend 

payment rate lower than 10 percent to raise such rate to 10 percent or higher. The premium was derived, 

however, from the ‘Ordinance concerning the Profits Appropriation of Mercantile Associations and Capital 

Financing’ in 1939, and is not a newly created clause in the 1940 ordinance. If the premium was enjoyed by 

companies through the first half of 1940, the dummy variable of companies whose dividend rate exceeded 10 

percent in the first half of 1940 would not have been significant. In the case of a company whose dividend rate 

exceeds 10 percent, however, there is a discrepancy in terms of the premium allocation between old all-paid 

shares and new partially paid shares depending on how capital is raised. Models 4 and 5 in Table 7 show the 

dummy variables of companies that have this issue, but none of them is significant. Neither the total capital 

growth rate nor the rate of change in the profit rate is noteworthy. 

<Table 8> Regression analysis on the total capital growth rate 

  Model 1 Model 2 Model 3 Model 4 
Variable Coef. t-Stat Coef. t-Stat Coef. t-Stat Coef. t-Stat 

C 
-

723.78 
-

2.98 
***

-
673.81

-
2.71

***
-

753.19
-

3.03
*** 

-
738.76 

-
2.97 

***

DIN_1                         1) -3.34 
-

0.43 
  -3.88

-
0.50

  -3.73
-

0.48
  -3.65 

-
0.46 

  

DIN_2 21.87 3.57 *** 21.55 3.51 *** 21.47 3.48 *** 21.78 3.54 ***
DIN_3 5.97 0.84   5.14 0.72  6.03 0.85  5.94 0.84  
DIN_4 12.69 1.88 * 12.27 1.81 * 13.10 1.93 * 12.96 1.90 * 
DC_Under 10             2) 11.07 1.59   10.73 1.54  10.91 1.56  11.09 1.59  
DC_Under 50 10.28 1.68 * 10.48 1.71 * 10.54 1.71 * 10.49 1.70 * 
DC_Under 100 24.51 3.22 *** 24.71 3.24 *** 25.04 3.26 *** 24.66 3.22 ***
DC_Over 100 16.17 1.96 * 16.22 1.96 * 16.77 2.01 ** 16.36 1.97 ** 
Year of establishment 0.38 2.96 *** 0.35 2.68 *** 0.39 3.01 *** 0.38 2.96 ***
Debt-to-equity-1940   3) 0.04 2.05 ** 0.04 2.01 ** 0.04 2.02 ** 0.04 2.06 ** 
Share_per_head_1939 0.01 4.84 *** 0.01 4.90 *** 0.01 4.79 *** 0.01 4.82 ***
Dummy of the affected   3.76 0.92    
Profit rate_1940    0.08 0.59   
Dividend rate_1940            0.21 0.30  
         
Included observations 283   283  283  283  
Adjusted R-squared 0.21   0.21  0.21  0.20  
Log likelihood -1364   -1363  -1364  -1364  
F-statistic 7.70   7.13  7.07  7.04  
Durbin-Watson stat 2.01     2.02   2.01   2.01    

Notes: 1) The industry dummies refer to the note in Table 6. 

2) Companies were classified into 5 groups according to the authorized capital amount. DC_Under 5 includes companies whose authorized 

capital amount is under 5 million Yen; DC_Under 10, companies whose authorized capital amount ranges from more than 5 million Yen to 

under 10 million Yen; DC_Under 50, companies whose authorized capital amount ranges from more than 10 million Yen to under 50 million 

Yen; DC_Under 100, companies whose authorized capital amount ranges from more than 50 million Yen to under 100 million Yen; 

DC_Over 100, companies whose authorized capital amount is more than 100 million Yen. 

3) Debt-to-equity-1940 is the abbreviation for the ratio of the external liabilities to the equity capital in the first half of 1940; 

Prop_goverment_1939, proportion of the government in the top four shareholders; Share_per_head_1939, number of shares per shareholder 

at the end of 1939; Dummy of the affected, the dummy of the companies that were affected by the number one dividend rate; Profit 

rate_1940, the profit ratio of companies in the first half of 1940; Dividend rate_1940, the dividend rate of companies in the first half of 1940. 
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A regression analysis that set the total capital growth rate as the dependent variable was conducted to see if the 

dummy variable of companies that were affected by the number one dividend rate significantly affected the total 

capital growth rate. The results are shown in Table 8. The industrial dummies, capital amount dummies, year of 

establishment, ratio of external liabilities to the equity capital in the first half of 1940, and number of shares per 

shareholder in 1939 were included in the independent variables. With these variables controlled, the dummy 

variable of the companies that were affected by the number one dividend rate is no longer significant; and 

neither are the profit ratio of companies in the first half of 1940 and their dividend rate. 

In the case of the companies that were affected by the number one dividend rate, the rate had helped raise their 

equity capital growth rate, but simply by lowering the ratio of their external liabilities to their equity capital 

because it only substituted the demand for the external liabilities. 

 

5. Impact on the shareholder composition 

Now the impact of the ‘Ordinance for Control of Corporate Finance and Accounting’ on shareholder 

composition is considered. Two types of regression analysis were conducted: one that set the shareholding 

inequality index as a dependent variable and the other that set the proportion of non-financial companies in the 

top four shareholders as a dependent variable. This is because the increase seen in the proportion of non-

financial companies in the top four shareholders was the most conspicuous during the given time period. 

<Table 9> Regression analysis on the shareholding inequality index at the end of 1941 (1) 

  Model 1   Model 2   Model 3     
Variable Coef. t-Stat Coef. t-Stat Coef. t-Stat 
C -0.05 -0.52  0.00 -0.02  -0.02 -0.22   
DIN_1                                 1) 0.08 0.87  0.05 0.54  0.07 0.80   
DIN_3 0.10 1.34  0.10 1.27  0.11 1.46   
DIN_4 0.23 3.25 *** 0.21 3.04 *** 0.22 3.16 ***
DIN_5 0.13 1.49  0.12 1.50  0.14 1.68 * 
DC_U10                             2) 0.29 3.02 *** 0.30 3.15 *** 0.29 3.03 ***
DC_U50 0.09 1.07  0.08 0.96  0.07 0.84   
DC_U100 0.07 0.63  0.10 0.94  0.07 0.72   
DC_O100 0.03 0.29  0.06 0.51  0.04 0.41   
Share_inequality_1939        3) 0.78 21.22 *** 0.73 18.61 *** 0.73 18.56 ***
Dummy of the affected -0.17 -3.07 *** -0.15 -2.76 *** -0.15 -2.85 ***
Growth rate of capital 0.00 1.92 *  0.00 1.06   
Share_per_head_1939     0.00 3.55 *** 0.00 3.15 ***
      
Included observations 283  283  283   
Adjusted R-squared 0.65  0.66  0.66   
Log likelihood -150  -146  -145   
F-statistic 48.40  50.78  46.66   
Durbin-Watson stat 2.16   2.07   2.08     

Notes: 1) The industry dummies refer to the note in Table 6. 

2) The authorized capital amount dummies refer to the note in Table 8.  
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3) Share_inequality_1939 , is the abbreviation for the shareholding inequality index at the end of 1939; Dummy of the affected, the dummy 

variable of the companies that were affected by the number one dividend rate; Growth rate of capital, the total capital growth rate from the 

first half of 1940 to the first half of 1941; Share_per_head_1939, number of shares per shareholder at the end of 1939 

Table 9 sets the shareholding inequality index at the end of 1941 as a dependent variable to verify the extent of 

the differences between the companies that were affected by the number one dividend rate and those that were 

not, in terms of the changes in shareholding inequality index from the end of 1939 to the end of 1941. Therefore, 

the inequality index at the end of 1939 and the dummy variable of the companies that were affected by the 

number one dividend rate were included in the independent variables. The industrial dummies, authorized 

capital amount dummies, total capital growth rate and number of shares per shareholder at the end of 1939 were 

influential factors. Of these, the total capital growth rate becomes insignificant if it includes the number of 

shares per shareholder at the end of 1939. A high number of shares per shareholder in 1939 worked to increase 

the level of shareholder inequality. A high number of shares per shareholder meant a small number of 

shareholders in comparison to the number of total shares. And an increase in the inequality index is caused by a 

reduction in the number of shareholders and suggests intensifying separation between the companies that have 

shareholders with a large number of shares and the others that do not. 

<Table 10> Regression analysis on the shareholding inequality index at the end of 1941 (2) 

  Model 4  Model 5  Model 6   

Variable Coef. t-Stat Coef. t-Stat Coef. t-Stat 

C -0.03 -0.31  0.09 0.65  0.00 0.04   

DIN_1                               1) 0.05 0.53  0.06 0.67  0.05 0.57   

DIN_3 0.10 1.32  0.09 1.25  0.10 1.31   

DIN_4 0.22 3.06 *** 0.20 2.79 *** 0.21 3.03 *** 

DIN_5 0.12 1.52  0.12 1.49  0.11 1.38   

DC_U10                            2) 0.30 3.13 *** 0.29 3.09 *** 0.29 3.12 *** 

DC_U50 0.08 0.99  0.07 0.83  0.08 0.92   

DC_U100 0.10 0.99  0.09 0.88  0.09 0.83   

DC_O100 0.06 0.55  0.05 0.48  0.04 0.38   

Share_inequality_1939     3) 0.74 18.42 *** 0.73 17.92 *** 0.73 18.07 *** 

Dummy of the affected -0.15 -2.76 *** -0.13 -2.28 ** -0.15 -2.74 *** 

Share_per_head_1939 0.00 3.46 *** 0.00 3.63 *** 0.00 3.58 *** 

Profit rate_1940 0.00 0.49     

Dividend rate_1940  -0.01 -0.87    

Prop_goverment_1939         0.00 0.72   

      

Included observations 283  283  283   

Adjusted R-squared 0.66  0.66  0.66   

Log likelihood -146  -145  -145   

F-statistic 46.43  46.57  46.51   

Durbin-Watson stat 2.07    2.05   2.08     
Notes: 1) The industry dummies refer to the note in Table 6. 

2) The authorized capital amount dummies refer to the note in Table 8.  

3) Share_inequality_1939 , is the abbreviation for the shareholding inequality index at the end of 1939; Dummy of the affected, the dummy 
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variable of the companies that were affected by the number one dividend rate; Share_per_head_1939, number of shares per shareholder at 

the end of 1939; Profit rate_1940, the profit ratio of companies in the first half of 1940; Dividend rate_1940, the dividend rate of companies 

in the first half of 1940; Prop_goverment_1939, proportion of the government in the top four shareholders at the end of 1939 

The dummy variable of the companies that were affected by the number one dividend rate shows a coefficient 

with the significant value of 1 percent regardless of whether it includes the total capital growth rate or the 

number of shares per shareholder at the end of 1939. That means a drop in inequality in the companies that were 

affected by the number one dividend rate compared to the companies that were not. The profit ratio, dividend 

rate and proportion of the government in the top four shareholders are insignificant, as are the variables related 

to the premium that pays 10 percent or higher dividends. 

<Table 11> Regression analysis on the proportion of non-financial companies in the top four shareholders at the 

end of 1941 

  Model 1 Model 2 Model 3 
Variable Coef. t-Stat Coef. t-Stat Coef. t-Stat 
C -321.37 -2.16 ** -341.20 -2.34 ** -314.68 -2.21 ** 
DC_U10                          1) 8.75 2.14 ** 8.82 2.18 ** 8.61 2.14 ** 
DC_U50 6.19 1.69 * 5.94 1.64  6.04 1.67 * 
DC_U100 0.97 0.21  0.80 0.18  0.88 0.20   
DC_O100 6.66 1.32  7.26 1.49  7.25 1.48   
Year of establishment  0.17 2.14 ** 0.18 2.35 ** 0.16 2.22 ** 
Prop_Company_1939     2) 0.88 24.59 *** 0.87 24.79 *** 0.87 24.81 *** 
Prop_Financial_1939 0.13 2.59 ** 0.12 2.58 ** 0.12 2.56 ** 
Share_per_head_1939 0.00 -3.68 *** 0.00 -3.63 *** 0.00 -3.57 *** 
Dummy of the affected -1.88 -0.79  -1.97 -0.84    
DIN_2                             3) 3.20 0.82     
DIN_3 2.46 0.57     
DIN_4 4.36 1.11     
DIN_5 2.63 0.59        
DDV_RANDD -1.88 -0.79  -1.97 -0.84    
Included observations 283  283  283   
Adjusted R-squared 0.73  0.73  0.73   
Log likelihood -1209  -1210  -1210   
F-statistic 59.94  87.31  98.24   
Durbin-Watson stat 2.02    2.01   2.01     

Notes: 1) The authorized capital amount dummies refer to the note in Table 8.  

2) Prop_Company_1939 is the abbreviation for proportion of  non-financial companies in the top four shareholders at the end of 1939; 

Prop_Financial_1939, proportion of  financial companies in the top four shareholders at the end of 1939; Share_per_head_1939, number of 

shares per shareholder at the end of 1939; Dummy of the affected, the dummy variable of the companies that were affected by the number 

one dividend rate 

3) The industry dummies refer to the note in Table 6. 

The characteristics of the majority shareholders are also important. Table 11 sets the proportion of the non-

financial company in the top four shareholders at the end of 1941 as a dependent variable; and the author strove 

to figure out through this analysis the degree of difference between the companies that were affected by the 

number one dividend rate and those that were not, in terms of the changes in their shareholder composition from 

the end of 1939 to the end of 1941. Therefore, the proportion of non-financial companies in the top four 
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shareholders at the end of 1939 and the dummy variable of companies that were affected by the number one 

dividend rate were included. The authorized capital, year of establishment, proportion of financial companies in 

the top four shareholders at the end of 1939, and number of shares per shareholder at the end of 1939 were 

included because they had notable impact. The dummy variable of companies that were affected by the number 

one dividend rate is insignificant, although this is not to say that the ordinance did not affect the composition 

ratios of the top four shareholders by four categories. The companies which the ordinance affected increased 

their equity capital, which could have resulted in other companies’ share purchases. This may not increase a 

non-financial company shareholder’s presence in the company, however, because the shareholder is not buying 

shares of the company in question. Moreover, even if the company that was affected by the number one 

dividend rate increases its presence in the shareholder composition of other companies, the analysis model does 

not include such activities. To analyze them, the number of shares that a company holds in other companies 

must be set as a dependent variable, but such data were not collected in this study. 

 

6. Conclusion 

The corporate governance structures of different companies in various countries significantly differ. Many 

studies have been conducted to explain the aforementioned difference by differences in conditions at the 

beginning of a conglomerate and path dependence. From this perspective, the historical experience of Japan is 

unprecedented. Although Japan had a shareholder capitalism system before its wartime mobilization status, its 

wartime mobilization led to a different type of corporate governance structure in the country (Noguchi 1995, 

1998; Okazaki 1999; Hoshi and Kashyap 2001; Teranishi 2003, 2005). This means a shift toward a system in 

which states, financial institutions and employees can exert their influence as stakeholders other than 

shareholders–a change that the ‘Ordinance for Control of Corporate Finance and Accounting’ has played a 

significant role in bringing about. A shareholder is no longer an entity who acquires all remaining assets by 

paying relevant parties, but is redefined as an entity who can acquire dividends within the range of 8 percent of 

the equity capital. Based on limitations like this, various management-related issues are solved with the 

participation of state, creditors, and employees. 

This thesis does not comprehensively consider the overall picture of Japan’s corporate governance in the light of 

the ‘Ordinance for Control of Corporate Finance and Accounting’. The purpose of this thesis is to prove that the 

ordinance had a significant level of impact on business world and had changed capital and/or shareholder 

composition as well as the dividend rate and payout ratio by pointing to the fact that the ordinance divides the 

total capital into equity capital and external liabilities, and limits dividend payment to 8 percent of the equity 

capital. 

To briefly summarize the findings from this thesis, more than 30 percent of the companies saw their dividend 

payment decrease due to the number one dividend rate, which is defined in the ‘Ordinance for Control of 

Corporate Finance and Accounting’ as limited to companies with a large capital. The companies whose dividend 
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rate dropped had higher equity capital growth rates than the other companies; and to substitute for their external 

liabilities, they did not have higher total capital growth rates than the companies that were not affected by the 

number one dividend rate. Moreover, the ratio of the external liabilities to the equity capital dropped to a range 

similar to that of the companies that were not affected by the number one dividend rate. The shareholding 

inequality levels of the companies that were affected by the number one dividend rate eased, unlike those of the 

companies that were not so affected, but the Ordinance failed to affect the composition ratios of the top four 

shareholders by four categories. 

Since this thesis considered the difference between companies that were affected by the number one dividend 

rate and those that were not in place, it did not consider the impact of the ‘Ordinance for Control of Corporate 

Finance and Accounting’ on companies. Likewise, the companies cannot be free from the influence of a new 

corporate mind that separates equity capital from external liabilities and limits dividend payment to 8 percent of 

the equity capital; and such change in perspective must be studied further, although it may be believed to have 

inspired the Corporate Dividend Limitation Ordinance in 1946. 
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