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Corporate Governance and Firms’ Growth in Prewar Japan:
A Case Study of the Silk Industry

SHUNSUKE HANAI
KURATO KUMON

Abstract

This paper aims at analyzing the sensitivity of a firm's investment decision to its corporate governance
structure, through focusing on the actual investment behavior taken by the two silk manufacturers in
prewar Japan, namely Gunze Seishi and Kansai Seishi. Both firms, founded in the same year (1896), were
well known as suppliers of comparatively high-grade raw siik sold at premiums. The former made rapid
growth to become one of the biggest silk-manufacturers in prewar Japan, while the latter remained a
relatively smaller one. What brought about the divergence of the investment behavior, and therefore the
difference of growth rate between the two firms with similar set-up conditions (scale, product market,
etc.)? And what constrained or promoted the executives’' investment decisions themselves? Qur paper
discusses this problem, relating it not only to the diverse profitability much research has pointed out, but
to the different corporate governance structures between the two, whereby a new interpretation can be
presented for the diversification of growth among {irms in the prewar silk industry.

Key words: Gunze Seishi, Kansai Seishi, Extra-Raw-Silk Maker, corporate governance, ownership, plant
and equipment investment, firms' growth, manager, shareholder, creditor
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