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This study investigates empirically the implications which the changing ownership structure 
and control transfers in the Japanese corporate market may have for the dividend policy of listed 
firms. The results show that firms with more concentrated ownership may distribute fewer dividends, 
as ownership concentration reduces distribution pressure from the capital market. Furthermore, we 
show that institutional shareholding, both financial and non-financial, enables corporations to pay 
lesser dividends and also, that the unwinding of cross-shareholdings allows for efficiency gain and 
provides impetus to pay higher dividends. The recent pattern of increasing individual shareholding, 
both, of domestic and foreign private individuals, is consistently associated with a higher dividend 
payment. Moreover, managerial ownership has negative effects on dividends payouts and is not 
associated with the earnings of firms. The results suggest that government ownership does not have 
any significant impact on the payment of dividends.  

 Corporate Governance, Change in Control, Dividends behaviour, Financial 
Reform.
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When firms generate profits, they have two options: they can either distribute them to 

shareholders as dividends, or retain the earnings and reinvest them in the business. However, 

retention is relatively more beneficial, in that firms can reinvest their earnings in their own 

profitable operations. The query which comes to mind, then, is why firms pay dividends at all? 

It may be to send signals of profitability, to return profits back to shareholders when not 

needed for investment, to provide returns to shareholders that are independent of uncertain 

capital gains, to reduce opportunities for managerial mis-appropriation in the presence of 

residual managerial agency costs, and perhaps also to move the capital structure toward its 

optimal level.

This question of firms’ motivation for dividend payments has been the focus of aca-

demic debate for a long time. However, the debate acquired new momentum after the 

publication of Black’s study, by now well-known, entitled “The Dividend Puzzle1” (1976). 

Empirical research was carried out later on, to single out the determining factors and to come 

up with reasonable answers to the query in various country contexts with vastly different 

cultural, institutional, legal, tax and asymmetric information environments. These studies 

focus on the use of financial ratios such as total assets, profitability ratios, liquidity and 

leverage as the determining factors of the payout ratio. However, the literature so far lacks an 

examination of the role of ownership structure and corporate governance in analyzing the 

dividend behaviour of firms. This study takes a step toward bridging that gap and shows the 

role and importance of ownership structure in dividend payout behaviour of corporations. 

Furthermore, previous studies of dividend policy, though undertaken in varying environments, 

in fact provide insights drawn mainly from US corporations. The financial and business 

environment in Japan is, though, quite different from those in other country contexts such as 

the UK or US. One apparent aspect of such a different business environment is the wide 

spread of the Japanese affiliated company groupings of many enterprises with strong and 

striking business relationships and shareholding, called keiretsu. In keiretsu, Japanese 

companies have been tied to each other both via extensive business transactions and by cross-

                                               
1  This puzzle is aptly stated by Black himself: “The harder we look at dividend the more it seems like a 

puzzle with pieces that just don’t fit together, (Black 1976).” 
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holdings of equity. Moreover, Japanese corporate policy disclosure and the legal environment 

are quite distinct from those of other developed countries. Accordingly, we can anticipate that 

the determinants of dividend policy in Japan will differ from those in the United States and 

that a study of Japanese dividend policy can provide fresh insights in understanding the 

determinants of dividend policy across the world more fully. 

Here, we explicitly incorporate the ownership structure and change in ultimate control 

of companies in a model with dividends payout as response variable, to get a clue about the 

role of various different classes of investors (such as stable shareholders, market investors, 

inside and government shareholding) in dividends payments. Further, this study can also be 

useful in understanding cash flow relationships among various ownership entities and should 

be of widespread interest given that ownership groups are a dominant force in most non-

Anglo-Saxon countries (see, e.g. Almeida & Wolfenzon, 2006; Khanna & Yafeh, 2007; 

LaPorta, Lopez-de-Silanes, & Shleifer, 1999).

For the market- based economies, Jensen (1989) and Scharfstein ( 1998) argue that the 

market for corporate control improves efficiency by enabling a third party to take control of 

the firm. This improvement can be signalled in the form of paying higher dividends to its 

shareholders. For the Japanese economy, traditionally the majority of shares in Japanese firms 

have been held by stable shareholders such as affiliated firms, banks and insurance companies. 

A defining characteristic of these types of investors is the development of stable long- term 

business relationships, such as lending and commercial trade ties,2 with the firm in which they 

are investing rather than simply earning returns on their equity investments (Abegglen and 

Stalk 1985). The existence of these holdings has insulated firms from capital market pressures 

and the threat of takeover (Kester 1991) and has provided an opportunity to the stable 

shareholders to influence corporate strategy in a manner consistent with their objectives 

(Gedajlovic and Shapiro 2002). On the other hand, the market investors such as foreign 

corporations and private individuals, have the primary objective of maximizing their return on 

the invested capital in these firms. Market investors have an incentive to monitor firms, in 

which they hold shares, reflecting their singular (rather than multi-faceted) tie to the firm; 

their monitoring efforts are likely to emphasize corporate profitability and hence dividends 

payments (Fukao 1999). Hence, change in ultimate share ownership may make dividends 

                                               
2  Equity ties are often reciprocated among these firms so that the cross-holding of shares is quite common 

(Roe, 1994).
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sensitive to the investment objectives of market investors. 

The recent evidence from the Japanese corporate control market suggests that corpo-

rate governance in Japan is evolving in response to rapid increase in competition in the 

financial market, a changing legal environment and fiscal policies. The proportion of share 

and ultimate control held by stable investors is declining and the role of market investors is 

increasing. As Kikuchi (1999) and Yoshikawa and Phan (2001) have mentioned, the power of 

market investors is increasing in Japan particularly that of foreign shareholders.3 Foreign and 

domestic private individual shareholders are now in a better position than ever before to 

influence corporate behaviour. Furthermore, the influence of traditional stable shareholders in 

Japan appears to be diminishing.4 At the same time, many contemporary accounts suggest that 

the relationship between Japanese financial institutions and their client firms have become 

less relational and more transactional during the past decade (e.g. Inoue 1999; Yasui 1999).5

Since ownership structure and hence, corporate governance has been evolving in the 

Japanese corporate market, a new environment is emerging, due also to changes in the 

financial system and public policies. The pressure from capital markets (the rapid increase in 

M&A’s, in particular) has played an important role since the decline in the main bank system 

and the dissolution of cross-shareholding. This pressure has assisted in the restructuring of 

business organizations’ spheres and capital structure as well as having contributed to 

increased efficiency and better corporate performance among the companies concerned.

In this study, we empirically examine the determinants of dividend policy in Japan, 

taking account of the ownership structure and changes in ownership for the first time. 

Furthermore, we have made a comparison among private individual, non-financial and 

financial institutions’ transfers with regard to corporate dividends within the groups of firms 

that have experienced a change in control. In this study, our main focus is on the impact of 

governance structure and change in ownership upon dividend payout behaviour; a change 

apparently necessitated by the legal and corporate reforms in the post-Bubble period in Japan. 

Our principal contribution lies in the new insights provided by adding a set of previously 

                                               
3  Since the mid-1990s, foreign ownership of Japanese firms has been rising, climbing to over 18% of all 

listed Japanese shares at the end of March in 2000 (Stock Distribution Survey 2001).
4  Cross-shareholdings among large listed Japanese firms have declined to 10.5% of all outstanding shares in 

1999 from around 17% in the early 1990s and 18% in 1987 (Japan Economic Journal 2001).
5  Because of events such as the bad debt and banking crises, which have severely damaged the ability of 

banks to support troubled affiliated firms (Sheard 1997; Fukao 1999).
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unused variables in the investigation of dividend policy in Japan: the ownership structure as 

well as change in ownership, in addition to various entities’ variables which further gauge the 

importance of intra-group financial ties (debt and equity) and transactional ties (intra-group 

sales).

The rest of our paper is organized as follows: In Section 2 we discuss the prior work 

on Japanese dividend policy. In Section 3, we outline the basis of our own empirical work and 

describe our variables, model, econometric methodology and our sample. Section 4 deals with 

the empirical results and is followed by our interpretation and conclusions in the last section. 

Dividend policy remains one of the most challenging and hairy issues in corporate 

finance theory. There is a substantial literature on the questions raised about corporations’ 

policies, in particular their puzzling dividend policy and on the factors that have been alleged 

to influence firms and their dividend payment behaviour. A large strand of such studies is 

mainly focused on the reasons why firms incline to pay out dividends and on the inferences 

drawn about taxation and asymmetric information. Al-Malkawi et al. (2010) review of this 

literature reflects on the various contradictory dividends policy theories, namely the so called 

“Bird-In-The-Hand” hypothesis, the irrelevance theory, the tax-preference theory, signaling 

theory, and agency cost theory and others, but also points to the impact of corporate structure.

Two seminal studies, Dewenter and Warther (1998) and Conroy et al. (2000), use 

different data sets and focus on dividends polices in both the US and Japan. Dewenter and 

Warther (1998) investigate the symmetries between the dividends policy of US and Japanese 

firms by using a sample data of 420 US firms and 194 Japanese firms during the period 1982-

1993. Results reveal that there are variations between US and Japanese firms in dividend 

announcements. Japanese firms, compared to US firms, are marginally influenced by 

information asymmetry particularly among business group firms denoted by keiretsu (groups 

of affiliated firms). The dissimilarity in their results is mainly attributed to the diversities in 

corporate governance structures among Japanese and US corporations and how far Japanese 

corporate ownership characteristics are market-oriented. Conroy et al. (2000) study Japanese 

dividend announcements during the 1988 1993 period. They suggest that concentrated 

information asymmetry is associated with the keiretsu structure and accordingly that dividend 
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announcements should have a reduced pricing effect compared to the United States. They also 

point to the monitoring task exercised by financial institutions in the Japanese system. They 

arrive at the same dividend irrelevancy conclusion as Miller and Modigliani (1961).

Brav and Heaton (1997) argue that US firms utilize dividends and exercise distributing 

dividends as a tool to encourage and pull investors towards their investments. Similarly, 

Hanaeda and Serita (2008) also support this view concerning the signaling theory for the 

Japanese market. Alongside this, DeAngelo et al. (2009) state that dividend distribution could 

be an efficient tool in justifying information asymmetry issues. However, Allen and Michaely 

(2003) claim that dividend policy theories are still providing unconvincing explanations. In 

line with irrelevance theory, Benartzi et al (1997), Grullon, et al (2002), and Grullon et al 

(2005) all contend that dividend distribution has no explanatory power to forecast future 

earnings growth opportunities or firm performance enhancement, defying signaling theory. 

Viewed differently, Koch and Shenoy (1999), and Guay and Harford (2000), and Nissim and 

Ziv (2001) argue that markets react positively towards dividends announcements and that 

these convey information about investment prospects. Like many other studies, however, John 

Cochrane (2011) analyzes US data and finds evidence that dividend yield has a strong 

explanatory power to explain future returns, but his analysis lacks a significant predictability 

of future dividend growth.

In relation to ownership, Rozeff (1982), Dempsey and Laber (1992), Jensen et. al. 

(1992), and Holder et al. (1998) find that ownership concentration with insiders is inversely 

related to dividends; which supports the argument that insider control reflects a superior 

monitoring position, hence lowering the obligation to pay dividends. In general, their results 

suggest that high managerial ownership firms prefer lower levels of dividends and corroborate 

the argument that agency cost is a key determinant of the firm’s dividend policy. 

More recently, Grullon et al. (2002), Bali (2003) and Al-Yahyaee et al. (2011), declare 

that dividend changes make a significant impact on share price reactions. They consider this 

as evidence of the asymmetric effect of dividend announcements on the market, in line with 

Michaely et al.’s (1995) findings. This by and large gives a portrait of previous dividend 

policy theories and associated empirical studies with their inconclusive results and shows that 

the theory is still in doubt and that many unresolved issues remain.

Therefore, a more complete picture of dividends behaviour of Japanese corporations 

requires an assessment of the subject matter through the firms’ corporate structure, ultimate 

ownership change and transfers. This is the issue we address in this paper. 
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A firm can retain or distribute its earnings among shareholders; however it should use 

the decision that maximizes its market value. In this study, dividends per share and dividends 

earnings ratio are used to measure the dividends behaviour of a firm. The dividends per share 

(DPS) is defined as the ratio of the total amount of dividends to outstanding shares and the 

dividends-earnings ratio (DER) is computed as the ratio of dividends paid to net profit. 

In this section, a discussion on ownership structure and change in ultimate control is 

presented. Next, other independent variables that are included in the model to avoid 

specification error, and their expected relationship with the dividends behaviour of firms, is 

discussed.

As for corporate governance is concerned, the ultimate ownership structure of the 

firms has been classified into six distinct categories of shareholders.

Financial institutions including banks and insurance companies, which usually have 

business dealings such as lending, insurance sales and other financial transactions with 

firms in which they hold shares.

Affiliated firms constitute another class of investor commonly depicted as being stable 

shareholders. These companies are the business partners, either suppliers or customers, 

of other firms with which they have cross-shareholding arrangements. These affiliated 

companies have multiple interests with the firms in which they hold shares.

The impact of these two classes of investors is evaluated by the percentage of to-

tal outstanding shares held by financial institutions and affiliated companies.

Furthermore, two classes of private investors i.e. foreign shareholders and domestic 

private individual investors are considered representative market investors as they are 

interested in maximizing their current profit rather than developing ongoing business ties 

with the firms in which they own shares. The percentages of outstanding shares held by 

foreign investors and domestic individuals are used to evaluate the importance of market 

investors.

The other two classes of investor are the government and inside investors such as 

DP110 Evolving Corporate Governance and the Dividends Behaviour Regime in Japan



8

directors and others, whose percentage shareholdings are used to evaluate their impor-

tance.

The definitions of the various ownership- related variables, the change in ultimate 

control and other control variables are given in Table 1. 

The identification of ultimate owner and change in control for each firm involves two 

steps. First, we identify the ultimate owner for each direct shareholder using the criteria of 

percentage shareholding. A particular corporate entity as described in the above section is 

considered the ultimate owner if it owns 50% or more of all outstanding shares of a firm. If 

shareholding is split in a particular company and none of the six categories of shareholder, i.e. 

financial institutions, non-financial corporations, foreign individuals, domestic private 

individuals, government or insiders, has more than 50% of the shares then no single ultimate 

owner exists and ownership of the firm is considered to be diverse. 

In the second step, changes in ultimate share ownership are identified by analyzing the 

percentage change in the shareholding over the sample period for each individual category. 

Change in ultimate ownership is considered to arise if the percentage shareholding of a 

particular group, which was less than 50% in the previous period, becomes 50% or more in 

the next period, and it is then recorded as a change in ultimate ownership. Regarding the 

various transfers of control, all the ownership transfers are grouped into one of four categories, 

which are: financial, non-financial, private individuals and diverse transfers. 

In order to test the hypothesis, we broadly focus on the relationships between the 

firm’s dividend behaviour and ultimate ownership. However, it is necessary to take into 

account the other control variables that might affect the dividends of firms in order to avoid 

specification error in the econometric model. Therefore, various firm- level financial ratios 

are included in the estimated model as control variables. 

The size of a firm is included in the multivariate tests to account for the potential 

economies of scale and scope accruing to large firms. Size may be inversely related to the 

probability of bankruptcy and is expected to be positively related to dividends payment. We 

use the natural log of the firm’s total assets as a proxy for firm size (SIZE). 

Centre for Financial & Management Studies | SOAS | University of London



9

Profitable firms have enough free cash-flow and are more likely to be internally fi-

nanced. Since their interest payment commitments therefore shrink, the firm could afford to 

pay higher dividends. In this study, firm profitability is measured by return on assets (ROA) 

and is hypothesized to be positively correlated with dividend payments.

It is hypothesized that growth- oriented firms need funds to finance their expansion 

and other spending commitments. Accordingly earnings would be retained for profitable 
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investment opportunities rather than dividends distribution, since firms with higher growth 

prospects pay out lower dividends in order to preserve their growth. Therefore, it is expected 

that growth opportunities measured by Tobin’s q ratio (TQR) will be negatively related with 

dividend payments. 

The tax-preference theory proposes that companies should retain their earnings rather 

than distributing dividends because of the tax payment on dividends. The relative tax 

disadvantage of dividends makes retention more attractive and leads to lower payout ratios. 

The ratio of corporate tax paid to earnings (TAX) is used as a proxy for tax disadvantages of 

dividends and is anticipated to be negatively related to dividend payments. 

An important determinant in the dividends decision is the firm’s leverage. Firms with 

high financial leverage tend to have low payout ratios to reduce the transaction and borrowing 

costs associated with external financing. Hence, an inverse relationship between financial 

leverage (LEVG), defined as the ratio of debt to equity, and dividends payouts is expected. 

Liquidity and cash-flow position is also an important determinant of the dividend 

policy of the firm. Firms with a poor liquidity position do not have enough free cash-flow to 

declare dividends. Therefore, the expected relationship between liquidity measured by the 

quick ratio (LIQR) and dividends payout is positive.

Furthermore, the ownership concentration may also be related to the dividends behav-

iour of the firm. Concentrated ownership has been thought to provide better monitoring 

incentives, and lead to superior performance (Leech and Leahy, 1991). Ownership 

concentration is measured by the Herfindahl Index (HI) using the criterion of shareholding by 

the top 10 shareholders and will be expected to have a positive impact on dividends payout. 

The objective is to assess the impact of ownership structure and change in ultimate 

ownership on firm dividends payout behaviour at various point of time. This means that the 

nature of the model has to be dynamic in order to compare the state of dividends at the time of 

change in control and after the change in control. Furthermore, it is of immense interest to 

make comparison among the transfers to various corporate entities, i.e. financial institutions, 

other affiliated corporations and private individuals etc. The most important consideration in 

developing such a model is the detachment of the impact of ownership and change in control 

from the other factors that might well also influence dividends behaviour. This can be 
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achieved by using panel estimation and including the lag of the dependent variable as one of 

the right- hand- side regressors. With this lagged dependent variable, any measured influence 

on dividends behaviour is conditioned on the entire history of the right-hand side variables. In 

the econometric literature and in the context of panel data, such models are usually referred to 

as dynamic panel data models. A general way to write such a model is as follows: 

The  and  are parameters to be estimated, xit is (kx1) vector of strictly exogenous 

covariates,  and  are the unobservable individual and time effects respectively and 

. The standard panel models like fixed-effects and random-effects models are 

biased and inconsistent in this case, as the lagged dependent variable is correlated with the 

error term . This inconsistency of the estimated parameters persists even if no autocorrela-

tion in the error term is assumed.6 The general approach to estimate such a model relies in 

Arellano and Bond (1991) who suggest a GMM estimator using the instrumental variables 

technique. GMM uses the data in the form of first difference, which sweeps away the 

underlying heterogeneity among the various cross sectional units.7 Accordingly equation (1) 

can be written as: 

By taking the first difference, the lagged differences of the dependent variable on the 

                                               
6  Himmelberg, Hubbard, and Palia (1999) have argued that regression of firm performance on ownership 

variables is potentially miss-specified because of the presence of the firm heterogeneity. Specifically, if 
some of the unobserved determinants of firm performance are also determinants of ownership, then 
ownership might spuriously appear to be a determinant of firm performance.

7  By using the GMM estimation method one is better able to control for the effects of missing or unobserved 
variables. Specifically, by the inclusion of the lag of the dependent variable as an explanatory variable in 
the estimated equation the effects of the omitted variables can be captured. The effects of the omitted 
variables are driven by either individual time-invariant variables or period individual-invariant variables. 
The individual time-invariant variables are variables that are the same for given cross-sectional units over 
time but vary across cross-sectional units (intangible assets, managerial skill). The period individual-
invariant variables are variables that are same for all cross-sectional units at a given time but vary over the 
time (macro-economic scenario). All these omitted variables may correlate with the independent variable. 
Hence, the GMM technique employed in the analysis overcomes the possible heterogeneity and omitted 
variable problems, which often arise with cross-section analysis. Furthermore, we incorporate a year 
dummy to control for unobserved macroeconomic effects. 
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right hand side of the equation are no longer correlated with the . Equation (2) 

can be estimated using the instruments  as an instrument for . Arellano 

and Bond (1991) have suggested that even more efficient estimators can be estimated by 

using additional lags of the dependent variable as instruments. But employing more lags as 

instruments leads to the over-identification of the model. Furthermore, GMM provides 

consistent estimators if the underlying assumption of no second order autocorrelation in the 

differenced residuals is fulfilled. The first order autocorrelation in residuals from equation (2) 

does not imply an inconsistency in the estimated parameters. Furthermore, Arellano and Bond 

(1991) suggest a specification test to check for the over-identification (j-statistics) in the 

model and a test for second order autocorrelation.

For estimating the impact of ownership structure the following model is estimated 

using the GMM estimation method. 

According to equation (3) the dependent variable yit represents the various measures of 

the dividends. The , and  are parameters to be estimated. GOVi,t-1 is the governance 

structure of firm i in the year t-1. GOV includes six different ownership ratios i.e. the ratio of 

financial institutional ownership FIS, ratio of other corporations’ ownership NFIS, share of 

foreign institutional investors FRGN, ratio of domestic private individuals’ ownership PRVT,

the ownership share of inside investors such as directors and other employees INSIDE and the 

ownership share of government and other state owned agencies GOVT, which are discussed in 

the previous section. SIZE is the firm size, ROA is the return of assets, TQR is the Tobin’s q 

ratio, TAX is the corporate tax, LEVG is the financial leverage, LIQR is the quick ratio and HI

is the Herfindahl index. DUM are the twenty nine industry dummy variables.

Next, to estimate the impact of change in ultimate control, we extend the estimating 

equation to include the change in ownership variable. 
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The and  are parameters to be estimated,  is the set of dummy vari-

ables that show the change in ultimate ownership.  is equal to 1 if the firm experiences 

a change in control and 0 otherwise. Three different time periods are considered with  

for the year of change,  for the first year after the change and  for the second year 

after the change in control.

In the third stage, a more detailed model comprising the information about the entities 

to which the ownership is transferred, is estimated, in order to get a deeper insight into the 

impact of ownership change. As discussed previously, all the transfers are categorized into 

four groups. The first set consists of transfers to financial institutions such as banks and other 

financial institutions (FIT) and in the second group the transfers to non-financial corporations 

(NFIT) are recorded. In the third category are transfers to domestic private individuals and to 

foreigners (PFIT) and the last category consists of transfers to none of the above corporate 

entities and are recorded as ‘diverse’ transfers. The general model is considered as follows. 

Similarly to the previous model, in equation (5) three different time periods are con-

sidered with  for the year of change in control,  for the first year after the change 

in control and  for the second year after the change in control. Three categories of 

transfers are considered in the above model in order to assess the impact of transfers to 

financial, non-financial and private individuals on restructuring activities and firms’ 

performance. FIT, NFIT and PFIT are the dummy variables indicating the transfer to financial 

institutions, non-financial corporations and to private individuals respectively. The reference 

category is the transfers to the ‘diverse’group.

The data set is based on the firms’ financial accounts. It contains corporate financial 

data of 1362 firms that are publicly listed on Tokyo Stock Exchange (TSE) 1 and 2 for the 

period 1991 to 2010 (20 years). As is usual, in our sample we exclude financial firms and 

firms operating within regulated industries. The data used in the analysis has been taken from 

the NIKKEI NEEDS database. 
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An initial sample retrieved from the NIKKEI NEEDS database was an imbalanced 

panel as the data was missing for some firms either due to their recent entry or their delisting 

from the stock market. It consisted of the data of more than 2000 non-financial firms listed on 

TSE 1 and 2. After excluding the firms with missing data, the final sample consists of 1362 

firms. Our analysis covers the 20 years including the periods of the post bubble burst years of 

the 1990s and the banking crisis period of 1997 in the Japanese market. One can argue for the 

different behaviour of firms regarding the dividends payment behaviour at these times, but 

this heterogeneity may be controlled by including the period dummy variables in the 

regression analysis. 

Some of the variables data was directly available in the dataset such as ROA, Quick 

ratio etc, but some variables used in the analysis are calculated from other available variables 

data. It is worth noting that in calculating the Tobin’s q ratio, the data of share prices used in 

order to calculate the market value of equity, is taken from Toyo Keizai share prices database. 

The descriptive statistics and some other features of our data are highlighted in tables 2 and 3. 
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In this section, we focus on the estimated impact of ownership structure and control 

transfers on the firm dividends. However, first a brief discussion of the estimated relationship 

between control variables and dividends behaviour is given. 

The results in table 4 show that firm size has a very strong highly significant positive 

effect on both measures of dividends. The positive relation can be interpreted as a result of 

larger firms having better ability to raise debt and being less vulnerable to bankruptcy than 

smaller firms. This finding is consistent with the pecking order theory of finance. Firm 

profitability (ROA) that is a proxy for the firm’s internal funding ability has a statistically 

significant positive relationship with dividends declaration. This provides strong support for 

the residual cash flow theory of dividends, that firms with high cash flow pay high dividends 

and vice versa.

The significant negative relationship between dividend payout and future growth 

opportunities supports the argument that the anticipation of future growth opportunities is 

clearly relevant to the dividends decision of listed firms. The result is consistent with the 

signaling theory of capital structure. Corporate tax rate is highly significant and negatively 

related to the firm dividends payout decision. The result suggests that listed firms in the 

Japanese market are sensitive about the tax deductibility of interest expenses.

We find also that the financial leverage (bankruptcy risk) has a highly significant 

negative impact on the dividend payout behaviour, suggesting that risky firms pay out smaller 

dividends in order to lower their dependence on external financing. Similarly to earlier 

literature, the estimated coefficient of liquidity here has a highly significant positive impact 

on the dividends behaviour, consistent with the dividend theory. Liquid firms have enough 
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cash flow to finance their current liabilities and can pay dividends.

The ownership concentration represented by the Herfindahl Index (HI) has a negative 

statistically significant effect on both measures of dividends; however, the magnitude is 

higher for the DER than the DPS. This suggests that shareholders of a firm with more 

concentrated ownership may prefer less dividends because the stable shareholders are 

interested in long term business ties and expanding business. Many empirical studies control 

for industry classification in their models, however they do not provide explicit results. 

Twenty-nine industry dummy variables were included in our model. Industries are classified 

into thirty economic groups based on the classification adopted by the Tokyo Stock Exchange. 

It is interesting that most of the dummies are statistically significant and the sign does not 

vary too much across different measures of dividends.

0.312*** 0.011 0.620*** 0.012 

-0.543*** 0.135 -0.013*** 0.003 
-0.480*** 0.106 -0.009*** 0.003 

0.253*** 0.091 0.002*** 0.003 
0.673*** 0.135 0.015*** 0.003 

-0.236*** 0.073 -0.003*** 0.002 

-0.382*** 0.692 -0.004*** 0.015 
5.588*** 1.217 0.027*** 0.031 

0.046*** 0.032 0.059*** 0.003 

-0.192*** 0.135 -0.007*** 0.008 

-0.002*** 0.000 -0.001*** 0.000 

-0.323*** 0.070 -0.004*** 0.001 
0.035*** 0.013 0.002*** 0.000 

-0.248*** 0.032 -1.620*** 0.272 

0.285  0.630 

0.329  0.153 
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The results shown in table 4 on the impact of ownership structure reveal that financial 

and non-financial institutions’ shareholding is negatively related to both measures of 

dividends. To identify which of the two has a stronger effect on insulating managers from 

external pressures, the results show that the effect of financial institutions’ shareholding is 

stronger. This suggests that high stable shareholding can insulate managers from external 

pressures. The inverse relationship of FIS and NFIS with dividends behaviour is consistent 

with the standard theoretical underpinning that the cross- shareholding in the Japanese 

corporate market is generally not intended for a short-term gain in income, but is for long 

term or stable holding. In such a situation the firms have enough internal funds to finance 

their operations and are less likely to declare dividends. 

Furthermore, the ownership share of foreign and domestic private individuals has a 

positive relationship with dividends. This shows that private and foreign individuals are 

interested to maximize their profit rather than developing long- term ties with the firm. 

The managerial ownership as represented by INSIDE is negatively associated with 

DPS but only marginally significant, while the government ownership ratio does not have any 

significant impact on the dividends behaviour of firms. 

Furthermore, to assess the impact of change in ultimate control, equation (4) is esti-

mated and results are presented in table 5. The estimated impacts of governance structure, 

ownership concentration and other control variables are similar to the results in table 4 in 

terms of statistical significance and sign; however there is minor variation in magnitudes.

The results for the change in ownership confirm our earlier predictions. The estimated 

coefficient for the year of change and in the subsequent two periods after the change in 

control is positive and highly statistically significant; however, the magnitude of the effect is 

striking in the second year after such a change for the DPS. Regarding the DER, the dividends 

behaviour does not change in the year of change but rises in both the periods after the change 

in control. Overall the results in table 5 suggest that even with no effect on earnings in the 

year of change, the firms tend to pay higher dividends in such a year. However, in subsequent 

periods after change in control the performance may improve and hence, the earnings. 

Therefore, the dividends payments may rise in these periods. Thus change in ownership is 
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followed by the alteration in the dividends behaviour of the firm. 

0.283*** 0.012 0.580*** 0.014 
-0.533*** 0.177 -0.018*** 0.004 

-0.525*** 0.153 -0.015*** 0.004 

0.197*** 0.104 0.001*** 0.004 
0.601*** 0.188 0.021*** 0.004 

-0.332*** 0.088 -0.004*** 0.002 
0.869*** 0.832 -0.001*** 0.019 

4.407*** 1.408 0.051*** 0.035 

0.204*** 0.107 0.066*** 0.004 
-0.089*** 0.261 -0.014*** 0.009 

-0.001*** 0 -0.001*** 0 
-0.224*** 0.063 -0.004*** 0.001 

0.024*** 0.014 0.001*** 0 

-0.537*** 0.348 -2.413*** 0.381 

0.735*** 0.086 0.260*** 0.233 

0.939*** 0.032 0.919*** 0.523 

1.652*** 0.485 0.979*** 0.253 

0.196  0.496 

0.172  0.263 

Furthermore, it is of immense interest to make comparison among the transfers to 

various corporate entities. Equation 5 is estimated, which takes into account the information 

regarding the transaction parties involved, by employing the GMM two-steps estimation 

method. The estimated equation includes all the control and governance structure variables 

along with the ownership transfer dummies FIT, NFIT and PFIT, but only the results for 

impact of the ownership transfer to various entities observed at three distinct periods are 

reported in table 6, to conserve space. The estimated impact of governance structure, 
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ownership concentration and other control variables are similar to the results in table 4 in 

terms of statistical significance, sign and magnitude of impact.

-2.986*** 1.058 -1.168*** 0.272 

-6.104*** 1.369 -2.53***** 0.371 

5.312*** 7.507 0.467*** 0.793 

-3.195*** 2.053 -1.795*** 0.925 

-2.993*** 1.201 -3.701*** 1.616 

-5.057*** 2.647 -2.718*** 1.335 

1.415*** 0.105 0.958*** 0.653 

4.178*** 1.095 2.280*** 0.998 

4.926*** 2.107 1.946*** 0.666 

0.449  0.517 

0.241  0.193 

The results reveal that there is a marked difference in the impact of change in owner-

ship on dividends behaviour between the FIT, NFIT and PFIT transfers.

Overall, the results in table 6 confirm the results obtained in the first stage by estimat-

ing equation 3. The impact of change in ultimate ownership is negative for both the FIT and 

NFIT transfers and positive for the private individuals’ transfers. The results show that the 

dividends payments fall in the year of change of control and in the next period for the 

financial institutions transfers, but decreases in the all the three periods for NFIT transfers, 

however the effect is much stronger in case of FIT transfers. This result is consistent with the 

premise of the main bank relationship with the affiliated firm. Furthermore, the inverse 

relation between the ownership transfers to NFIT and dividends suggests that cross- 

shareholding among firms plays a significant role in the dividend policy and is associated 

with weak performance and insulates the firm from capital market pressure. The ownership 
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transfer to market investors such as private individuals is associated with improvement in 

performance and higher dividends payments in all the three periods. 

Lastly, in tables 4, 5 and 6 the p-value of specification tests for the dynamic panel data 

model are reported. In all the estimations, the Sargan test (J-statistic) does not reject the null 

hypothesis that the over-identifying restrictions are valid. Similarly, in most cases the null 

hypothesis of no second order autocorrelation is not rejected. Thus, specification tests support 

the overall validity of the models. 

The study investigated the effects of ownership structure and change in control on 

dividends behaviour of listed companies on the Tokyo Stock Exchange. It provides new 

evidence regarding the determinants of dividend policy in Japan a country with a changing 

financial and business environment that is nevertheless still very different compared to the 

other developed economies such as the United States and UK. It is possible that prior studies 

of dividend policy may no longer be applicable in Japan due to changes in Japanese industrial 

structure, so that the results of this study provide fresh insights regarding dividend policies in 

Japan. First, we re-confirm that firm size, profitability, and liquidity positively affect the 

decision to pay dividends in Japan, while tax, leverage, growth opportunities and ownership 

concentration negatively affect the dividend decision in Japan. 

Secondly and more importantly, we document that the stable shareholding as repre-

sented by financial and non-financial institutions’ shareholding ratios negatively affect the 

dividend decision in Japan. The negative association between the financial institutions’ 

shareholding and the decision to pay dividends is consistent with the view that the contractual 

claimant position of the bank takes precedence over their role through cross-shareholding as 

residual claimants. Furthermore, this cross- shareholding arrangement insulates the firm from 

capital market pressure and hence firms with stable shareholding are less inclined to announce 

dividends. The ownership share of private and foreign individuals is positively related to 

dividends’ payout level, consistent with the idea that these types of investors play the due role 

of market investors. 

Thirdly, the results suggest that change in ownership is followed by higher dividends 

payments. Furthermore, the transfer of control to private and foreign individuals is 

consistently associated with a higher level of dividends. This implies that transfers to 

Centre for Financial & Management Studies | SOAS | University of London



21

individuals lead to an increase in efficiency. That the transfer of ownership to financial and 

non-financial institutions is followed by lower dividends payments is consistent with the idea 

that stable investors are interested in developing long term ties with the affiliated firm rather 

than dividends and short term benefits. It suggests that unwinding the cross-shareholdings 

between banks and corporations and within the groups of non-financial firms allows for 

efficiency gain and higher dividends declaration. 

The results presented in this study are the first that account for the ownership structure 

and change in ultimate ownership in assessing dividend policy in Japan. These new results 

enhance and contribute significantly to our comprehension of dividend policy in the Japanese 

market.
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