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Why cross shareholding
matter?

# The main features : high ownership dispersion, low
managerial ownership, low shareholding ratio by
foreigners, and block shareholding by corporations
and financial institution. In particular, extensive
Iintercorporate shareholding made the ownership
structure of Japanese corporations different from
those 1n other countries.

# Bright side: H ARBIFEE DEEE (Abegglen and Stal
k 1985, Porter 1992, 1994, Odagiri 1992)

# Dark side: %X THIZ DL H#EF] —Insider control
BEREFR(EE-12)-FE 2001)

® the ownership structure of most Japanese

corporations changed drastically. !




Table 1:The Ratio of Shareholding by
Type of Shareholder

Sample consists of 931 non—financial firms which were listed in the First Section of the Tokyo Stock Exchange for
the entire period from the end of 1990 to the end of 2000. Percentage share held by individuals excludes the share
held by board menbers.

Percentage share held by Percentage share held by Percentage Share held by

Foreigners Individuals Corporations and Banks
Year 1990 1995 2000 1990 1995 2000 1990 1995 2000
Mean 43 1.8 1.9 208 22.6 30.6 AT 349 32.6
Std. Dev. 9.8 8.0 10.1 8.1 9.7 14.3 13.2 13.0 144
Coef. of Variance 137 102 127 0.39 0.43 0.47 0.35 0.37 0.44
Median 24 - 3% 19.6 PO 30.3 35.8 32.9 30.6
First quartile 1.1 1.8 1.2 149 15.2 189 217.1 25.0 21.7
Third quartile D2 114 11.3 25.9 28.6 40.2 46.7 43.6 414
3Q-1Q 4.0 9.6 10.1 11.0 134 21.3 18.9 18.6 19.7

Source: Based on financial statements of each firm, major shareholder data (Toyo Keizai), etc.

.
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Task I: the determinants of the
choice of selling for banks & firms

® Why did cross—shareholding dissolve in the mid
1990s?

® If cross—shareholding emerged as a result of a
response to the increasing threat of takeover,
then why would cross—shareholding begin to
dissipate when the takeover threat grew much
more serious than it was in the 1980s?

® Given increasing valiance iIn the cross—
shareholding ratio, what attributes of firms
determine the extent of cross—shareholding?
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Task lI: the relation between
ownership and firms’ performance

® growth promotion due to a release
from short-run market pressure (Porter
1992, Hall and Weinstein 1997) or
aspects of risk sharing (Nakatani 1984,
Yafeh 2001).

# the probability of a moral hazard and
insider control.
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Chronology of unwinding of stable
shareholding in the 1990s

#1990 FEE—4E A IS0

#1995 - BXREANDHRATINARIEL
19965 : i & B 2E D %
19974 . &EFtfetE— BITHREEFEDIURILE

# 1997 =ERITRAMKRK D5TANEE
# 1999F =RITHERAKRIX D FT AN ZE

19994F : £ =T H 2 (AFR)
20024 RITD KR A FIE & (FE1T)

|||n
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Trading Volume of Stocks by
Investment Section

Based on the three markets, Tokyo, Osaka, Nagoya. Unit: One Million Shares

Securities Investment Non— Insurance | LTCB, City

Year Total Indiviuals Foreigners ﬁ“am@ and Regional| Trust Banks
Corporatio
Company Trust ns Companies Banks
Sell Buy Net Net Net Net Net Net Net Net Net

1990] 125,253] 125,362 109 94 1,467 852| A 1,806 780 LIS E Y Tl
1991 94,030 94,983 952 A 164 A 2,159 A 1,324 4,146 A 1,593 370 1,429
1992 71,913 72,467 554 A 103 160 366 229] A 1,002 /R 1,307
1993 89,154 89,860 706 A 109 A 1,025 A 581 1,298 A 1,961 A 45 3,060
1994 92,894 93,726 831 ALY | SRR 3 A 572 4,969 A 2,062 A 634 B89
1995] 103,521] 103,933 412 116 bl NuAY 1252 3,357] A 1,303] A 2,020 /N2
1996] 108,919] 109,517 599 A 9L EL AT 01 [T AT 0251 AR LA RS A 520 1,017 1,664
1997] 112,241] 112,102 A 139 410 4,398 A 1,580] A 1,154 ALl ARG R (A 3382 2451
1998| 118,067 117,792 A 275 Do 4,098 A 518 A 2,092 A 1,251 A 1,849 A 1,856 2,854
1999] 150,259 149,877 A 382 374 2,626 A 390 7,229 A 2,280 A 2,468| A 2,415| A 1,491
2000f 167,397| 167,370 AN 396 943 1,030 A 729 A 1,828 AV A 550 933
20011 184,767| 185,179 412 198 1,338 607 A 976 A 605 A 1,432 A 1,496 slel?
20021 194,690] 194,878 188 10 1,064 A 416 A 223 328 A 840 A 1,376 1,530

Source: Tokyo Stock Exchange, Annual Report on Stock Statistics.




Figure : Co-movement of Industry-specific
Stock Price Indexes and Bank Stock
Prices, 1995-2002
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Probability of Selling Off

45%
Figure 3: Probability of Selling and Buying
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note 1: Rate of selling by banks = number of companies whose stock was
sold during a firm year/ number of companies whose stock was held in the
beginning of the firm year

Note 2: Rate of selling by corporations = number of banks whose stock was
sold during a firm year/ number of bank stocks held in the beginning of the
firm vear
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Cross shareholding between
corporation and bank
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Methodology
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Corporate choice on selling
bank shares |
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Corporate choice on selling
bank shares |l
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Corporate choice on selling
bank shares lll: Results

F2: FEFANDRITHAFTIEIRETIL

B HA (FY95-FY2001)

B1EA (FY95-FY96)

R Ef (FY97-FY98)

%81 (FY99-FY2001)

Estimate O ykdP/dX

Estimate O y*dP/dX

Estimate O y*dP/dX

Estimate 0O y*dP/dX

(t—stat) (t—stat) (t—stat) (t—stat)
(0] -3.64 -6.31 -4.91 -2.93
(=20.20) **x* (—14.29) *¥x (—14.26) *¥*x (=12.50) ***
X1 |D_ICR ICR<1.5MHEIZ1 0.31 0.012 057 0.015 0.40 0.012 0.15 0.008
(6.44) **x* (5.88) *kk (4.30) *** (2.11) *%
X1 |DERATIO D/ELS A (BRIFAE-BOER) 0.21 0.030 0.18 0.019 0.13 0.016 0.14 0.044
(17.97) *xx (8.82) Hkk (5.82) *kk (13.01) s*kk
X1 |CHMKV_R LEZERITRRBFE — B & 37.62 0.045 19.66 0.023 37.45 0.036 35.38 0.062
(21.73) *xx (9.57) *kk (11.27) Hokk (14.55) ***
X2 |[D_BK_RATE SRATEAFEHE AT ASD (994 LABE (XE) LLF 0.39 0.018 0.21 0.007 0.42 0.016 0.44 0.030
(9.80) *k* (2.59) sk (5.58) *kk (7.69) kx
X3 |D_RATE_BB & (4P DRIE) H'BBIE ~BBBH& 0.33 0.014 0.41 0.011 0.32 0.011 0.33 0.022
(7.28) *kx (4.19) sk (3.44) **k* (5.32) sokx
X3 |D_RATE_AA &4 (43R DRIE) HIAKE ~ AAARE 0.10 0.004 0.04 0.001 0.18 0.006 0.02 0.001
(1.76) * (0.34) (1.69) * (0.20)
X4 |LEMV B EANDOBE#RZE X $E 0.14 0.019 0.25 0.019 0.21 0.022 0.09 0.020
(9.39) **x* (6.55) **x* (6.88) **xk (4.38) ¥k
X4 [M_NONST HERADLEE FFREKREIHRALE -0.01 -0.010 —0.01 -0.007 0.00 0.004 —0.01 -0.023
(—4.22) ***x (=2.13) ** (1.04) (—4.64) **x
X5 |LOAN_R LEZIBITHODEA - REISREEEEN -0.01 -0.014 —-0.01 -0.003 -0.02 -0.019 -0.01 -0.022
(=5.80) **x (-0.95) (=4.30) *kk (=4.16) ***
X5 |BHSTK_R LEZIRITOMKRBLLE -0.19 -0.034 -0.06 -0.006 -0.34 -0.047 -0.17 -0.049
(=11.06) *k* (=1.51) (=8.42) *kk (=7.60) *k*
X5 |[MBFLG AN REES— 0.11 0.004 0.19 0.004 0.35 0.010 -0.01 —-0.001
(1.81) * (1.37) (2.47) ** (-0.10)
D_CH_GP BEEITHESS— 0.40 0.006 0.62 0.006 0.32 0.011
(4.11) *okx (2.98) *kk (2.91) ok
DT FEEFS— YES YES YES YES
NOB 31,700 11,163 10,029 10,508
Positive obs. 3,657 785 877 1,995
Mean 11.5% 7.0% 8.7% 19.0%
Log likelihood -10,269 —2,658 = 2N, —4,794

CE)YEEEANRET HRITHADS YU RICENBOLIIBEET . TNUNE0ET HRIBBEREWHBAZTREL. LogitET ILICKYUHEET
kx| WK ETHE  #SWKETHE. *I00KETHE. oIHRAZTHDIRERE. dP/dXIXRAZR.




Summary of results
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Bank choice on selling of
corporate shares
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Bank choice on selling of
corporate shares Il
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Bank choice on selling of
corporate shares : Results

R BITOEEEAMKATFILERETIL

T EA (FY95-FY2001)

HIEA (FY95-FY96)

FEI (FY97-FY98)

%2 (FY99-FY2001)

Estimate O y*dP/dX | Estimate O y*dP/dX| Estimate O y*dP/dX | Estimate O y*dP/dX
(t—stat) (t—stat) (t—stat) (t—stat)
(0} -2.78 -8.15 -4.04 -2.59
(=12.27) **x% (=8.97) *** (=7.76) *** (=9.98) ***
Z1 |TIER1_STKR HRXRELLE - -Tierl BB EAR 0.64 0.007 1.38 0.005 -1.20 -0.013 1.98 0.027
(2.61) *** (2.38) ** (=8.20) *** (5.27) *+%
Z1 |LEMV F AN DR IHAEE H{E 0.18 0.026 0.35 0.014 0.16 0.019 0.18 0.047
(11.24) **x (5.86) *** (4.38) *** (9.44) *+x
Z2 [D_ICR ICR<1.5MFEIZ 0.19 0.008 0.50 0.007 0.13 0.005 0.11 0.007
(3.34) *xx (3.03) *x*x (1.27) (1.53)
Z2 |D_AVEQ r—ErDg>2m54121 0.15 0.002 0.11 0.000 -0.28 -0.004 0.22 0.008
(1.34) (0.28) (-0.97) (1.75) *
Z2 |DERATIO D/ELLH (FFRIFABE--BEEAR) -0.01 -0.001 0.04 0.002 -0.00 —0.000 -0.02 -0.010
(-0.37) 1.17) (-0.13) (-1.93) *
Z2 |STDRTN BEEIABRK)EZI— 360 AIZERE 0.05 0.018 0.12 0.010 0.09 0.030 0.03 0.022
(7.77) **xx (4.51) *%* (6.69) *¥* (4.39) *¥x
Z3 |D_BK_RATE ER1TEA TSR AT HSD (994 LA IXE) LT 0.08 0.004 -0.10 -0.002 0.59 0.026 -0.14 -0.011
(1.65) (-0.68) (6.89) *¥% (-2.33) **
Z4 [LOAN_R LEZERITHODEAN - RES R EN —-0.02 —-0.021 -0.03 -0.011 -0.03 -0.034 -0.01 -0.023
(—8.38) *¥xk (=8.77) **x* (=6.74) **x* (—4.44) **x*
Z4 |MFLG HEREERS=— -0.22 -0.007 -0.47 -0.004 -0.47 -0.011 -0.15 —-0.009
(=3.51) ok (—2.18) *x* (=3.69) **x* (=1.97) **x
Z4 |MBFLG AL INDOBRBRAEE— -0.29 -0.013 -0.40 —0.006 -0.24 -0.009 -0.28 -0.023
(=5.39) *** (=1.99) ** (=2.01) ** (=4.44) ***
D_BH_GP EHITHESS— 1.08 0.021 1.90 0.004 0.96 0.048
(12.62) *** (4.13) *%* (10.97) %%
DT FESS— YES YES YES YES
NOB 22,982 7,328 6,981 8,673
Positive obs. 3,186 250 732 2,204
Mean 13.9% 3.4% 10.5% 25.4%
Log likelihood —7,866 —1,031 —2,209 —4,527

GE)SRITARE T DB EREZAMKDSYRERISLERNBDLIZIEEE 1. TR USNE0L T DRERE TR EWERBAEREL. LogitET ILISKYHEET
whk %K ETHE ., oSWKETHRE, ¥ 0WKETHRE, oIFHRAZHOIRERE. IP/IXIERAZR.




Summary of results: Bank
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Cooperative unwinding or
non-cooperative unwinding
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Cooperative unwinding or
non-cooperative unwinding
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Effect of main-bank
relationship on choice
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Effect of main-bank
relationship on choice |}

m o ATHE R
O E*%/ﬁkd)%fﬂ
n (RAEE (BR1T) DEAFFIRREAEILL THFAILELY

s BEOMBRENBIELIZGEIEFTA (FEIE
i

le @beﬂ
n (RB K (BE) ODUMBIRENEILT HEARF R
s HEDBFIRENEILLIZGEICRE R

G




Effect of main-bank
relationship on choice Il
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Ownership Structure and

corporate performance

H the effects of changing ownership structure on
corporate performance

# Moral hazard and insider control

B even more severe than the case of high managerial

28



Data and Sample Period

Data: Institute of Financial Studies and NLI
Research Institute

# Comprehensive date including financial data,
performance (ROA, Tobin’s q, TFP), ownership
structure (cross shareholding), and board structure.

# Sample: ROA & Q All listed firms, TFP = TSE 1st
Section

® Estimation period: FY 1985 to FY 2002.
® Sub-period I=1985-92, II= 90-97, III= 95-02
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Performance Measures
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Estimated Tobin’s g
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Governance variables
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Estimation Result of TFP

(1) (2) (3)
Est. Coef. t—stat | Est. Coef. t-stat | Est. Coef. t—stat

FSIZE SIZE 0.107 0.593 0.698 *xx** 3.385 0.307 1.612
DAR the Leverage 3.896 **x 8.013 3.7 [F*% 7.363
FRGN Foreign sharehodlei 0.022 *x* 2.361 0.020 [*x* 2135
STABLE stable shareholder —0.018 ** -2.096 -0.015 * -1.736
BSIZE Board Size —0.788 *** -6.854 -0.606 ***  -5.112
IDR Outside director 0.001 0.329 -0.001 -0.393
MTFP TFP lag -0.351 ***x -40.773 -3.338 **k*x -39.121 -0.351 **kx —-39.994
N 9,246 9,285 9,037

Adi. R2 0.166 0.157 0.169

Hausman Test 969.02 0.000(13)  914.17 0.000(12)  949.35 0.000(15)

Model selection

Fixed Effect Model

Fixed Effect Model

Fixed Effect Model




Estimation Result of ROA
and Tobin’s g

Model2
Consolidated ROA Q(Tobin’s g)
Variable Estimated Estimated
Definition Coefficien t—stat |Coefficien t—stat
+ +

SIZE SIZE -2.434 *xxx —16.166 -0.219 **xx* -16.533
DAR L1 the Leverage 2.610 %% 7.220 0.658 **kx 20.706
FRGNINST L1 Foreign sharehodler 0.058 sk 7.626 0.007 k% 10.784
DOMINST L7 Domestic institution 0.067 *%x* 6.278 0.011 *%x 11.387
STABLE L7 stable shareholder —0.010 **x* -3.053 —0.001 *** -3.319
ID RATIO L7 Outside director 0.280 1.026 0.002 0.098
BTRATIO L7 Board Size -0.072 -1.208 —0.020 **x* -3.846
MBY RATIO L7 |Main bank loan ratio 0.210 0972 —0.040 *x* -2.106
EMP S LT Employee shareholding 0.135 *xk 2475 0.027 **kx 5.630
DIRD L7 managerial ownerhsip -0.045 -0.381 -0.013 -1.286
PARED L7 parent company dummy 0.564 **x 3.535 0.011 0.796
STKOPT D LT stock option 0.061 0.664 0.013 1.582
YEAR DUMMY  |year dummy YES YES

N of observation 14,429 14,429

Number of Firms 2,250 2,250

Adjusted R-sq 0.66 0.69

Fixed Effect Fixed Effect

*** denotes significance at the one percent level; ** denotes significance at the five percent
level; * denotes significance at the 10 percent level




Estimation Results
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Conclusion II
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Implication
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