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Abstract
Wealthy families, as opposed to small public shareholders, characterize
ownership of the large corporate sectors of many countries around the world.
This paper shows that greater oligarchic family control over large corporations
is associated with worse social economic outcomes. It also correlates with more
bureaucratic and more interventionist governments, and less developed
financial markets. Further tests show that red tape, price controls, and the
lack of shareholder rights protection are the paramount factors relating to the
extent of family control of large firms. These results are broadly consistent with
Olson and others who argue that economically entrenched wealthy insiders
pursue rent-seeking activities to preserve the status quo, and that this increases
corruption, and impedes growth.
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Introduction
A handful of very wealthy families control a substantial part of the
large corporate sectors in many countries and across all levels of
economic development.1 Through control pyramids, cross-hold-
ing, dual-class shares, and other mechanisms, these families are. able
to control a vast amount of corporate assets many times their family
fortune, sometimes a considerable share of the host countries'
economies. Such concentrated control of very large business groups
is thus highly relevant for the economic and institutional develop-
ment of those countries. The following three questions emerge.

First, the wealth of nations is closely tied to the prosperity of
large businesses, which tend to be the most capital intensive, the
most technologically advanced, and utilize the largest economy of
scale. Is there any identifiable relationship between these owner-
ship patterns and the host countries' economic performance and
social development in general? Whereas La Porta et al. (1999) and
Morck et al. (2000) addressed the relationship between concen-
trated ownership pattern and national income, this paper focuses
on social economic development indicators such as the quality of
healthcare, education, infrastructure, and income equality.

Second, what determined wealthy families' choice in the own-
ership patterns of their firms? The families behind the largest
publicly traded corporations in the United States generally retain a
small, non-controlling stake in the firm once the firm is taken
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public, whereas their counterparts in Italy tend to
retain significant control in the firm after genera-
tions. Would institutions, the broad economic and
political environment in which the businesses
operate, matter in business families' choice in
ownership shares?

Lastly, as governments are charged with the
responsibility to set up and enforce rules and
regulations, would government behavior and the
quality of bureaucracies matter in the choice of
how businesses organize themselves?

It is to be hoped that the empirical answers to
these questions would advance our understanding
of ownership pattern, economic performance, and
institutional environment, as pleaded in Morck
et al. (2005b).

This paper attempts to answer these questions
using.new data on the ownership structures of the
largest 10 corporations or business groups in 41
countries. First, it shows that the proportion of the
largest businesses controlled by wealthy families is
inversely related to the success of these economies,
particularly as measured by income equality, health
care, education, tod infrastructure development.
Second, the lack of basic institutions such as law
and order and universal education is related to the
prevalence of family control. These countries also
lack well-developed advanced institutions such as
shareholder rights protection to facilitate external
financing in both the domestic and inter-
national markets. Lastly, the quality of government
matters. A handful of wealthy and established
business families control more of the largest
firms in countries whose governments are more
bureaucratic and more interventionist. Further
analysis shows that the frequency of price controls,
the extent of red tape, and the lack of share-
holder protection are the dominating factors that
link government quality to corporate control
structure. Price controls indicate the extent of
government power. Red tape speaks to the effi-
ciency in bureaucracies. The lack of shareholder
protection points to poor institutions that
adversely affect financial market development (La
Porta et al, 1998).

These findings are broadly consistent with Krue-
ger (1974), who argues that government interven-
tion in economic activities creates large political
rents, with North (1981), who argues against
government interventionism, and with Rauch
(1995) and Mauro (1995), who argue that ineffi-
cient bureaucracy and corruption are bad for
growth.

The paper also lends support to the arguments
advanced by Olson (1963, 1982), Acemoglu et al.
(2005b), Morck et al. (2005b) and others that those
in control of greater economic resources command
greater political power and could use this power to
push for future institutions most favorable to their
interests. Entrusting a substantial share of a coun-
try's corporate sector to the hands of a few
oligarchic families might thus obstruct institutional
development crucial to economic growth, such as
universal property rights, financial market devel-
opments, and capital and trade openness.

The next section reviews the literature and
describes the motivation for the paper. This is
followed by a description of the data, and defini-
tions of family control and the other variables used
in the paper. The following section presents the
main results of the paper, and the final section
concludes.

The literature
Previous studies suggest social, economic, and legal
factors to explain the prevalence of family owner-
ship, or concentrated ownership in a broader sense,
of large corporations. For example, La Porta et al.
(1997, 1999) attribute ownership and control
concentration to basic features of a country's legal
system, especially those resulting in weak protec-
tion for outside investors' property rights. Burkart
et al. (2003) model the control succession decisions
of family-controlled firms and argue that the
founding families choose to preserve control within
the family if institutions are weak and expropria-
tion risk is high for minority shareholders. Roe
(2003) argues that block ownership exists to
respond to and counterbalance strong labor unions.

Poor institutions might sustain the prevalence of
oligarchic family control by allowing large private
control benefits. Poor legal protection of minority
shareholders allows wealthy controlling share-
holders to reap private control benefits that are
disproportionate to their capital contribution
(Dyck and Zingales, 2004). Johnson et al. (2000)
dub the self-dealing transactions of controlling
shareholders 'tunneling', which includes transfer
pricing, excessive executive compensation, and
dilutive share issues. Bebchuk et al. (2000) show
how controlling shareholders can use pyramids,
cross-holding, and dual-class shares to transfer
wealth from minority shareholders and extract
private control benefits at the expense of outside
investors.2
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Private control benefits may also derive from
nepotism and political connections (Hellman et al,
2000; Morck et al., 2000, 2005a). Morck and Yeung
(2004) argue that firms controlled by oligarchic
families are generally adept rent-seekers who thrive
in societies with low trust levels and corruption.
Fisman (2001) shows that the stock prices of
Suharto-connected firms fell sharply at the news
of Suharto's health problems. Faccio et al. (2001)
show that controlling shareholders of East Asian
corporations obtained extensive access to 'related
party loans', which facilitated expropriation of
minority shareholders. Johnson and Mitton
(2003) find that Malaysia introduced capital con-
trols to benefit politically connected firms at the
time of the Asian financial crisis. Dyck and Zingales
(2004) show that poor tax enforcement greatly
increases the private benefit of control.

Many empirical studies suggest that large busi-
nesses controlled by old-monied families underper-
form. For example, Morck et al. (2000) show that
heir-controlled Canadian firms exhibit low finan-
cial performance, low R&D spending, and low rates
of patent filing. Perez-Gonzalez (2001) finds that
heir-controlled firms underperform professional
managers in an array of operating measures. Faccio
(2003) shows that politically connected firms
underperform despite easier access to debt finan-
cing, lower taxation, and stronger market power.
Anderson and Reed (2003) show that family firms
in the S&P 500 perform better than other firms;
however, they include new entrepreneurial firms
such as Dell and Microsoft among family firms.
Amit and Villalonga (2004) show that this result
holds for such firms only, and that inherited family
firms underperform. Note that, although it is
possible that large, old-monied families perform
poorly, they might still be able to leave public
shareholders a high return if rent-seeking by these
families is sufficiently lucrative.

On the other hand, there is a literature (e.g.,
Khanna and Rivkin, 2001) that shows that firms
affiliated with family groups yield superior perfor-
mance in countries such as India, Indonesia and
Taiwan. They propose that corporate groups, some
of which could be family controlled, add value
because their internal organization and markets let
them bypass poorly functioning markets for goods,
capital, and labor, and generally allow them to
substitute for poor institutions.

This may well be correct, but an economic
dominance of large family-controlled corporate
groups, even composed of firms that pay share-

holders a solid return, may nonetheless impede
development. First, capital allocation within the
boundary of family groups might not be the most
efficient without the functioning of a competitive
external capital market. Second, when very wealthy
families control a great proportion of economic
resources, an economy-wide capital misallocation
seems inevitable. Young upstart firms are likely to
be deprived of access to capital, and innovations
can be seriously depressed. Third, the opacity of
concentrated control of large groups might raise
the cost of capital for all firms, and this further
reduces the access to financing for upstart firms. See
Morck et al. (2005b) for a detailed discussion of
these problems.

If the superior returns of family-controlled groups
come from political rent-seeking while controlling
families extract large private benefits, institutional
development might be seriously retarded. Hellman
et al. (2000) show that pervasive state capture,
where politicians sell individualized protection of
property rights, causes a much higher degree of
insecurity of general property rights, and weaker
overall firm performance in many transition econo-
mies. They also show that, even though some
influential firms enjoy higher growth rates, the
overall growth rate of the business sector is much
lower. Murphy et al. (1991) argue that a high return
from rent-seeking diverts resources and talents
away from real investments. Murphy et al. (1993)
argue that lobbying and corruption obstruct inno-
vation and prpductivity gains. Rajan and Zingales
(2003) argue that entrenched elites lobby for a
weakened financial market to starve new firms of
financing and to heighten the entry barrier. Morck
et al. (2005b) argue that controlling owners of very
large business groups command great lobbying
advantages over young upstarts and are capable of
using their political influence to sustain their
existing wealth and power, favoring weak property
rights and poor institutions in general. Similarly,
Acemoglu et al. (2005) emphasize the ability of
those who command economic resources to turn
their economic might into political power to
change the political institutions that are most
favorable to their interests.

In summary, the literature suggests a mutually
causal relationship between concentrated control
by oligarchic families and the host economy's
institutional environment. Oligarchic family-con-
trolled firms tend to thrive in countries with poor
institutions. These families in turn use their
economic power to reap political advantages and
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shape institutional development to preserve the
status quo, curtail competition and innovation,
and impede growth.

The results section of this paper examines the
relationship between concentrated family control
and social economic indicators. As the government
is put in charge to define and enforce the rule of the
game and to establish the infrastructure of the
marketplace, its actions and quality shapes eco-
nomic behavioral norms. The paper therefore also
examines the relationship between concentrated
family control and indicators of the quality of
government, which include bureaucratic and reg-
ulatory efficiency, government's involvement in
business, corruption and rent-seeking behaviots,
financial market infrastructure and development,
and labor rights. It is reasonable to assume that the
influence of these institutional factors may evolve
as the economy progresses, so the relations between
oligarchic family control of very large businesses
and institutions are assessed as conditional on the
stage of economic development.

Data and variable construction
This section describes the raw data, the construc-
tion of the family control variables, and all the
other variables used in the paper.

Raw data
Dun & Bradstreet's Principal International Business
1998/99 is the data source, covering a wide range of
enterprises including state-owned enterprises, pri-
vately owned firms, publicly traded firms, and
foreign subsidiaries. Countries that do not report
more than 30 firms are excluded, as are countries
whose 10 largest firms do not hire more than 500
employees. This removes very small countries.
Countries that have experienced prolonged wars
are also excluded from the sample.

Extensive research is conducted to locate the
ultimate owners of each firm that hired more than
500 employees by using information gathered from
multiple sources including the Internet (Google
searches, online databases such as Hoover's online,
and firms' websites), library resources, databases
(Worldscope, SDC, and Dun & Bradstreet), media
coverage such as Forbes, and academic research
papers. Most Arabic, African, and all East European
countries are removed from the sample because
ownership information on their largest corpora-
tions is unavailable. Banks are also excluded from
the sample because even when privately owned

they are usually tightly controlled and regulated by
governments.3

A variety of ownership types are present in the
data, either showing dispersed ownership or show-
ing controlling shareholders as being wealthy
families, governments, trust organizations, or
banks. A 20% cutoff is used to assign majority
ownership and control rights to firms and pyra-
mids; a 51% ownership of voting shares is not
necessary to assign control rights in most cases,
because a single dominant shareholder can exert
effective control when all other shareholders are
small. When cash flow rights and voting rights
diverge, the percentage of voting rights is used to
assign control of the firm regardless of the size of
the cash flow rights. This is important in countries
that permit extensive use of dual share classes and
control pyramids, which allow wealthy families to
secure majority control many times larger than
their cash flow rights. A firm is thus classed as
family controlled if members of a single family
collectively control more than 20% of the votes,
control a greater stake than any other shareholders,
and occupy multiple top executive positions in
group member firms. The same 20% rule applies to
government-controlled firms or corporate groups.4

Organizations are classified as widely held if no
owner controls more than 20% of the vote and
small distant shareholders elect the board and
appoint CEOs. Dispersed ownership structure is
common among large corporations in the United
States and the United Kingdom, and among
agricultural and retail cooperatives in European
and Oceanic countries.

Based on the names of the ultimate owners of
each firm, firms are consolidated into corporate
groups. The employees of subsidiaries are added to
those of the parents, and the employees of firms
belonging to the same families and control pyr-
amids are summed up for the family group. The
final numbers for the corporate groups are double-
checked across multiple sources to ensure accuracy
and avoid double counting.

The final sample includes 41 countries for which
we can be confident in the ownership information
of the largest corporate groups. This sample
includes mostly high- or middle-income countries
where detailed ownership information on firms,
both private and public, is accessible to the public
through the Internet and other library resources.
The average per capita GDP in 1996 among the
sample countries is $15,270 and the median is
$16,464.
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For each of the 41 countries, the largest 10
domestically owned non-government corporate
groups are selected based on the total number of
employees of each conglomerate or corporate
group in 1996.

These largest 10 groups are chosen for three
reasons. First, the focus is on the control of very
large businesses and the economic and political
impacts of such. Every country, including the US,
has a great majority of small firms that are started as
proprietorships or partnerships, and are owned by
brothers or by husbands and wives. The ownership
and control of very large firms, and the resulting
political and economic impact, however, vary across
countries. Second, business groups in some coun-
tries might include hundreds of firms organized
through control pyramids or cross-holding. A coun-
try thus may have only a very small number of
gigantic business groups once companies are con-
solidated based on ultimate controls. For example,
the Wallenberg family of Sweden controlled 40% of
the Stockholm Stock Exchange's $265 billion market
capitalization in the late 1990s (Reed and Sains,
1999). Of the total domestic market capitalization,
30% in Belgium, 29% in Switzerland, and 34% in
Portugal are controlled by the largest 10 families of
their home country (Faccio and Lang, 2002). Lastly,
it is prohibitively expensive to obtain information
on smaller groups in those countries, because their
sizes and importance become largely insignificant
compared with a handful of very large groups.
Coverage of ownership information on these small
and less-known groups is scant and less reliable.

Family control indices construction
Based on the list of the largest 10 domestic
conglomerates ranked by number of employees, an
employee-weighted family control index is calculated as

The interpretation of the family control indices is
straightforward. The employee-weighted family

ownership index is the total employment of all
family-controlled conglomerates divided by the
total employment of the largest 10 conglomerates
in the domestic private sector of each country. The
equally weighted family ownership index is simply
the total number of conglomerates controlled by
wealthy families divided by 10. In Chile, Greece,
Malaysia, Mexico, Pakistan, Peru, Philippines, Thai-
land, Turkey, and Venezuela, all of the largest 10
corporate groups are family controlled. Only in
Japan are none of the largest 10 groups family
controlled.5

Subsidiaries of large multinational corporations
(MNCs) play important roles in open economies
such as Austria, Chile, Peru, and the Philippines.
For these countries, the list of the largest 10 firms
differs drastically compared with that of the largest
domestic firms. Thus, another set of family control
indices, Pv for employee-weighted and PE for
equally weighted, are calculated based on the
largest 10 non-government firms both domestically
and foreign owned. The proportions of largest
family firms among similar-sized businesses are
much smaller in countries such as Austria, Brazil,
Chile, New Zealand, Peru, Philippines, Thailand,
and Venezuela, when subsidiaries of MNCs are
included in the largest 10 list of firms or groups.

The four family control indices are, not surpris-
ingly, highly correlated with each other. The
average correlation coefficient is "0.908 and highly
statistically significant.

Table 1 lists the values of the four family control
indices and the univariate statistics.

Other variables
The following sets of variables on institutional
development are used in the paper:

• the levels of social and economic development;
• the quality of governments, including the com-

petence of the bureaucracy, the extent of red tape
and regulatory burdens, the magnitude of cor-
ruption and expropriation risks, and the degree
of direct government ownership in enterprises
and banks;

• the development of domestic and international
financial markets; and

• labor rights.

These variables are collected from sources such as
the World Development Indicators, the World
Economic Forum, Freedom House, the Fraser
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Table 1 Family control indices are based on the 10 largest conglomerates in the private sector, and are calculated as the fraction of firms
that are majority controlled by wealthy families in 1996. Dv and DE are based on the 10 largest domestically owned firms, and are labor
weighted and equally weighted, respectively. Pv and PE are based on the 10 largest conglomerates including foreign subsidiaries, and are
labor weighted and equally weighted, respectively (Sample includes 41 countries).

Panel A Family control indices

Argentina
Australia
Austria
Belgium
Brazil
Canada
Chile
Colombia
Denmark
Finland
France
Germany
Greece'
Hong Kong
India
Indonesia
Ireland
Israel
Italy
Japan
Malaysia

0.852
0.061
0.839
0.895
0.913
0.415 .
1.000
0.852
0.063
0.250
0.382
0.066
1.000
0.427
0.963
0.699
0.279
0.786
0.671
0.000
1 .000

0.7
0.1
0.8
0.9
0.9
0.6
1.0
0.8
0.1
0.3
0.4
0.1
1.0
0.7
U9
0.9
0.2
0.7
0.5
0.0
1.0

0.749
0.000
0.588
0.738
0.551
0.415
0.530
0.732
0.063
0.250
0.382
0.066
0.959
0.367
0.917
0.651
0.279
0.786
0.671
0.000
0.948

0.6
0.0
0.6
0.7
0.5
0.6
0.6
0.7
0.1
0.3
0.4
0.1
0.9
0.6
0.8
0.8
0.2
0.7
0.5
0.0
0.9

Mexico
Netherlands
New Zealand
Norway
Pakistan
Peru
Philippines
Portugal
Singapore
South Africa
South Korea
Spain
Sweden
Switzerland
Taiwan
Thailand
Turkey
United Kingdom
United States
Venezuela

1.000
0.198
0.391
0.334
1.000
1.000
1.000
0.960
0.158
0.568
0.614
0.468
0.732
0.145
0.728
1.000
1.000
0.159
0.188
1.000

1.0
0.3
0.5
0.5
1.0
1.0
1.0
0.9
0.3
0.5
0.5
0.5
0.6
0.3
0.7
1.0
1.0
0.2
0.1
1.0

0.887
0.198
0.141
0.286
1.000
0.324
0.681
0.869
0.000
0.555
0.614
0.414
0.732
0.145
0.655
0.727
1.000
0.159
0.188
0.703

0.9
0.3
0.2
0.4
1.0
0.5
0.7
0.7
0.0
0.5
0.5
0.4
0.6
0.3
0.6
0.6
1.0
0.2
0.1
0.7

Panel B Summary statistics of the main variables

N Mean s.d. Minimum Maximum

Family control of the private sector

% of family control of the largest 10 conglomerates in the domestic private sector, Dv 41 0.611 0.351 0.000 1.000
employee weighted
% of family control of the largest 10 conglomerates in the domestic private sector, DE 41 0.622 0.327 0.000 1.000
equally weighted
% of family control of the largest 10 conglomerates in the private sector, employee Pv 41 0.510 0.309 0.000 1.000
weighted
% of family control of the largest 10 conglomerates in the private sector, equally PE 41 0.507 0.280 0.000 1.000
weighted

Sample characteristics

1996 real per capita GDP at PPP y 41 15,270 7,900 1,952 29,194

Institute, the Heritage Foundation, Business Envir-
onment Risk Intelligence (BERI), and previous
academic publications such as Botero et al. (2004)
and La Porta et al. (1998). This section briefly
reviews the definition, country coverage, and the
source of each variable. Sample varies as country
coverage of each data source varies.

Measures of social and economic development
Five indicators of social economic development are
used. First, GDP per capita is the logarithm of real
per capita GDP in 1996 using purchasing power
parity adjusted exchange rates. It provides an
overall measure of the level of economic advance-
ment in 1996. The data are from the Penn World
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Tables 6.1, available at the NBER data site, http://
www.nber.org/data/.

Gini coefficients are employed to measure income
inequality among the entire population. The data
are collected from the World Income Inequality
Database (WIID), developed by the United Nations
Development Programme. The detailed description
of this data is available from Deininger and Squire
(1996). Gini coefficients for 1996 based on high-
quality income or expenditure data for all national
population are used in this paper.

The quality of healthcare is taken from the World
Development Indicators, published by the World
Bank (World Development Indicators (WDI) CD-
ROM, World Bank Publications, 2001), and is
measured by the infant mortality rate - the number
of infant death per 1000 live births in 1996.

The quality of education comes from Barro and Lee
(2001) and is measured by the total years of
schooling in the adult population aged 25 or older
in 1999.

Lastly, the quality of infrastructure is an index from
BERI and measures the adequacy of physical
infrastructure in a country. The index is based on
a survey of a panel of professionals with many years
of experience in that country. The index value
ranges from 0 to 10, with a higher value signifying
more adequate physical infrastructure. This vari-
able is available for 39 countries in the sample, but
missing for Hong Kong and New Zealand.

Measures of bureaucracy and regulatory burden
For bureaucracy, three variables are used: red tape is
taken from BERI, and measures the level of bureau-
cratic delays, with higher values indicating less red
tape; bureaucratic quality, from ICRG, assigns higher
scores to governments that maintain 'autonomy
from political pressure' and have 'strength and
expertise to govern without drastic changes in policy
or interruptions in government services'; and com-
petence of public personnel, from the Global Competi-
tiveness Report, is a survey on the question whether
'public sector personnel are more competent than
their private sector counterparts', with answers from
1 (strongly disagree) to 7 (strongly agree).

Four variables are used to measure regulatory
burden: fair regulation, taken from La Porta et al.
(1998); entry regulation from Djankov et al. (2002),
defined as the log of the time it takes to obtain legal
status for a new business; the frequency of price
control ranges from 0 to 10, 0 being the most
frequent price control; and freedom to compete from
the World Competitiveness Report.

Measures of bureaucrats in business
Government ownership in enterprises is based on a
data set that includes the largest 10 domestically
owned enterprises or business groups in each
country in 1996. This data set differs from the
previous data set used to calculate family control in
that it includes all domestically owned firms, both
privately held and government enterprises. The
equally weighted index 5E is the number of
enterprises majority-owned by the government
divided by 10, and the employee-weighted index
5V is the total number of employees hired by the
government-controlled enterprises divided by the
total number of employees of the largest 10
enterprises or conglomerates. A modified SOE index
is also used to ensure the robustness of the result.
The index is originally compiled by the World
Economic Forum and takes a maximum of 10 to
indicate the least existence of SOEs in the economy.
Subtracting the original index value from 10 yields
a modified index that assumes a higher value for a
larger share of SOEs. SOE investment as a percen-
tage of the total domestic investment and SOE
output as a percentage of the GDP are obtained
from the World Bank and are averaged over 1978 to
1991. Government ownership in banks is taken
from La Porta et al. (2002) and .uses the percentage
of banks and commercial banks owned by the
government.

Political rent-seeking
The risk of expropriation and repudiation of
contracts are taken from La Porta et al. (1998), with
higher values indicating lower risks. Indices mea-
suring the respect for rule of law, the efficiency of
the judiciary system, tax compliance, and corrup-
tion are also collected from La Porta et al. (1998),
with higher values indicating an institutional set-
up that is more friendly to private businesses and
fair competition. These indexes range from 0 to 10,
with higher values indicating more tradition for
law and order, more efficient legal environment,
better tax compliance, and less corruption in
governments.

Financial market institutions and the availability
of financing
Indices measuring shareholders' rights, creditors'
rights, and accounting disclosure standards are
taken from La Porta et al. (1998). Higher values of
these indices signify more rights and protection for
shareholders and creditors, and stricter accounting
disclosure rules.6 Credit available to the private
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sector as a percentage of GDP in 1996 is used to
capture the size of the banking sector. The total
value of shares traded during the year 1996 as a
percentage of GDP is used to measure the size of the
stock markets. These data are taken from the World
Development Indicators.

The next three variables are from the Global
Competitiveness Report and capture the ease of
obtaining financing for new firms. The first, venture
capital, measures the availability of venture capital
to finance new businesses. It ranges from 1 to 7,
with higher values indicating more readily avail-
able venture capital funds. The second, existence of
hostile takeovers (through share purchases in the
stock market), assumes a higher value when
managers should be more concerned with the
possibility of hostile takeovers. The third variable,
ease of bank entry, captures the degree of difficulty in
starting a new bank. A higher value of this variable
means that regulation is reasonable and entry is
fairly easy.

The next four variables account for the avail-
ability of international capital flows. Capital restric-
tions, taken from "the 1998 edition of the Global
Competitiveness Report, is the total number of
restrictions on capital account transactions, out of
a maximum of 12, that a country had in 1996.7

Capital control intensity is taken from Edison and
Warnock (2003), and measures the difficulty for
foreign investors to hold domestic portfolios; it
ranges between 0 and 1, with 1 indicating that it is
impossible to hold a domestic portfolio.8 Gross
private capital flows as a percentage of GDP and gross
foreign direct investment (FD1) as a percentage of GDP
are both taken from the World Development
Indicators.

Labor rights
Four variables are used to measure various aspects
of labor rights, all of them taken from Botero et al.
(2004). Union density is the percentage of total labor
force affiliated with labor unions. Social security
protection includes the provision of old age and
disability, sickness and health, and unemployment
benefits by a country's social security system. Labor
protection covers employment laws that regulate
alternative employment contracts such as part-time
contracts, employment conditions such as working
time requirements and mandatory payments for
non-working days, and employment termination
including grounds and procedures for dismissal,
and timing and costs of dismissal. Collective relations
measure the extent of legal protection of workers'

rights to collective bargaining and to participation
in the management of companies, and their rights
during a collective dispute such as a strike. The last
three indices assume higher values for better social
security protection, more labor protection through
employment laws, and stronger union power dur-
ing collective bargaining and disputes.

Main results
This section presents the main results of the paper.
First, it considers where family control is more
common. Next, the relations between family con-
trol and various measures of government quality
and behaviors are examined. These relations are
quantified using Pearson's correlation and partial
correlation tests, the latter controlling for the
variation in a country's development stages using
the log of 1996 per capita GDP. Finally, multivariate
analysis is used to determine which factors are the
most crucial to the relationship between family
control and governments.

Where is family control more common?
Table 2 relates the level of family control among
nations' largest corporate groups to indicators of
social and economic development. The correlation
coefficients suggest that, when wealthy families
control more of the largest firms, the economy
tends to be poorer, grows slower, and provides less
adequate public health, education, and infrastruc-
ture. A higher level of family control is also
associated with higher Gini coefficients, meaning
that income is less evenly distributed among the
entire population. The correlation coefficients
become smaller once per capita GDP of 1996 is
controlled for, as shown in the right panel of
Table 2, but remain significant between oligarchic
family control and income inequality, healthcare,
and infrastructure quality. Concentrated control of
the very largest corporations by a handful of very
wealthy families is therefore related to poorer social
economic outcomes, as indicated by more
unevenly distributed income, poorer provision of
healthcare, and less adequate infrastructure.

Bureaucracies and regulatory burden
Effective competition from young and innovative
firms requires ease of entry and a light regulatory
burden. De Soto (1989) shows that, in many
developing countries, bureaucracy and business
regulation are so costly, especially for new entrants,
that many businesses are forced to operate under-
ground. He argues that regulatory and bureaucratic
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Table 2 Family control and social economic development

The left panel reports correlation coefficients between family control indices and various measures of social economic development. The right panel
reports partial correlation coefficients controlling for the log of 1996 per capita GDP at PPP. Numbers in parentheses are probability levels for the null
hypothesis that the correlation coefficients are zero.

costs affect large, established business groups much
less than small upstart companies. That is, these
costs serve as a barrier to entry, penalizing small or
new firms and protecting large or established ones.
Djankov et al. (2002) find large differences in the
regulatory costs of entry across countries. They
show that the costs of entry, in terms of the
numbers of days, the number of procedures and
the money required to register a business, are
heftier in countries with higher corruption, and
that the primary beneficiaries of entry regulation
are politicians and bureaucrats.

The top panel of Table 3 shows that higher levels
of family control are associated with inferior
quality of bureaucracies characterized by higher
levels of red tape, less autonomy from political
pressure, and less competent public personnel. All
three measures are statistically significantly related
to family control of the large corporate sector, even
after controlling for 1996 per capita GDP.

The next panel relates family control to measures
of business freedom in a competitive market place.
Variables used include the extent of regulation, the
frequency of price controls, the freedom to com-
pete, and the number of days required to legally
register a business. The relations between family
control and all four measures of lack of marketplace
freedom are consistently significant, indicating a
more heavily regulated business environment and a
higher cost of entry where family control is higher.
Partial correlations controlling for the log of GDP
per capita in 1996 convey the same story.

In summary, increased family control of a
nation's largest firms is associated with higher
obstacles against young firms trying to rise and
compete. There are two possible explanations. First,
family firms might have a competitive advantage in
dealing with large bureaucracies and heavy regula-
tions. Second, wealthy families might use their
power to institute government policies that block
competition and preserve the status quo. These two
explanations need not be mutually exclusive; both
could be valid simultaneously. Economic theory
suggests that both explanations may indicate sub-
optimal outcomes, as Schumpeter (1912) argues
that economic growth requires constant rejuvena-
tion through a continual emergence of new firms
with new technologies. This is also consistent with
the view that bureaucracy and excessive regulation
only create rent-seeking opportunities that max-
imize the bribes and profits for small groups of
cronies, as in Murphy et al. (1991, 1993), Botero
et al. (2004), and others.

Bureaucrats in business
The findings of Megginson et al. (1994) and others
reflect a growing consensus that government-
operated businesses perform less well than the
private sector. Nonetheless, the World Bank (1994)
reports that state-owned enterprises still account
for a large share of investments and outputs in
many countries. Governments seem inevitably to
become important business partners with private
firms, and the degree of public ownership thus may
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Table 3 Family control and bureaucracies and regulatory burdens

The left panel reports correlation coefficients between family control indices and various measures of bureaucracy, barriers to entry, and government
intervention in markets.-The right panel reports partial correlation coefficients controlling for the log of 1996 per capita GDP at PPP. Numbers in
parentheses are probability levels for the null hypothesis that the correlation coefficients are zero.

greatly influence how private businesses choose to
organize themselves. Morck and Yeung (2004)
propose that concentrated ownership in the hands
of a few very wealthy families makes sense where
the state is an active business partner, because
members of a powerful business family are more
capable of developing long-term relationships
with politicians than are managers hired for
a few years by a group of diffuse shareholders.
In fact, Faccio (2006) shows that many of a
country's leading politicians are members of the
same powerful families that control their largest
firms. The literature therefore suggests a coexis-
tence of the importance of SOEs and the prevalence
of family control among the largest business
groups.

Table 4 reports correlations between family con-
trol and various measures of the extent of govern-
ment ownership as well as the investments and
output of state-owned enterprises. The first two
indices in Panel A capture the extent of govern-
ment control among the largest domestically
owned businesses, whereas the next three indices
depict an overall picture of SOE activities in the
economy. More family control is associated with
more SOEs in all three measures. Controlling for
1996 per capita GDP reduces the magnitude of the

correlation coefficients, but the significance
remains in most cases.

There is much anecdotal evidence that politicians
direct loans from state banks to their favorite firms.
Inefficiency can ensue where governments use
these powers to finance politically desirable but
possibly economically wasteful projects. La Porta
et al. (2002) show that government ownership of
banks is associated with slower subsequent finan-
cial development and slower subsequent growth in
productivity. Panel B shows that family control of
large business groups and state ownership of banks
is positively related.

In summary, Table 4 shows a strong link between
family control and measures of governments'
involvement in business activities.

Political rent-seeking
A predatory government faces a commitment
problem: if it is strong enough to protect property
rights, it is also strong enough to abrogate them to
its own benefit. Investment does not take place
where private investors lack confidence about the
security of their property rights. Haber et al. (2002)
argue that predatory governments tend to resolve
the commitment problem through 'limited com-
mitments', which promise respect for the property

journal of International Business Studies



Oligarchic family control and the quality of government K Fogel

613

Table 4 Family control and bureaucrats in business

The left panel reports correlation coefficients between family control indices and various measures of government ownership in enterprises, banks, and
the relative size of SOEs. The right panel reports partial correlation coefficients controlling for the log of 1996 per capita GDP at PPP. Numbers in
parentheses are probability levels for the null hypothesis that the correlation coefficients are zero.

rights of a reduced set of favored economic actors.
This greatly increases the return to opportunistic
rent-seeking activities, which divert valuable
resources to profitable but unproductive uses.
'Limited commitments' and poor institutional
environment overall thus make family control
advantageous. First, Khanna and Palepu (1997,
2000) argue that oligarchic families effectively
operate within an internal capital and labor market
by interconnecting various firms into a corporate
group, and are thus less dependent on the institu-
tional environment. Second, Morck and Yeung
(2004) argue that large firms have transaction cost
advantages in dealing with the government. Large
firms controlled by wealthy families enjoy low co-
ordination costs while controlling vast amount of
economic resources, and are thus able to establish
trust relationships with officials and make upfront
payments to buy protection from the government.
Consistent with the literature, the Panel A of Table 5
confirms that family control is more prevalent
among large firms where governments do not
respect private property rights and contracts.

Panel B links family control with various variables
measuring government integrity and efficiency.
The first four indices measure official respect for
the rule of law, the absence of official corruption,
the efficiency of judiciary system, and tax compli-

ance. These indices range from 1 to 10, with higher
values indicating less corruption and greater respect
for the law and tax code. Family control is
negatively and significantly correlated with all four
measures of government integrity. After controlling
for per capita GDP, judicial corruption and tax
avoidance remain significant factors relating to
family control. -

The next two variables measure, connections
between firms and governments. The first is'from
Faccio (2006) and indicates the percentage of firms
closely connected to a top government official,
such as a minister or MP. The second evaluates the
extent to which governments generally pick win-
ners in awarding subsidies and grants. A higher
score indicates that government subsidies are
directed at future winners. Family control seems
more dominant in countries where political con-
nections are more widespread, and where govern-
ment subsidies have a higher chance of landing on
future losers. However, these relationships seem to
be a side-product of low income levels, and
disappear once per capita GDP is controlled for.

Olson (1963, 1982) argues that political rent-
seeking retards growth because entrenched elites
lobby to preserve institutions. It starves real invest-
ments of capital where rewards for rent-seeking
activities are higher than for entrepreneurial
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Table 5 Family control and political rent-seeking

The left panel reports correlation coefficients between family control indices and various measures of political rent-seeking. The right panel reports
partial correlation coefficients controlling for the log of 1996 per capita GDP at PPP. Numbers in parentheses are probability levels for the null hypothesis
that the correlation coefficients are zero.

pursuits (Kmeger, 1974). Moreover, the high
returns from bribing and lobbying politicians
would attract a country's most talented individuals
to rent-seeking activities, rather than improving
productivity and output (Murphy et al, 1991). The
strong link between family control and rent-seek-
ing opportunities suggest that established business
families might be part of the circular problem of
corruption and low growth described by Morck and
Yeung (2004).

In summary, the results of this section support
the argument of mutual causality that oligarchic
family-controlled corporate groups thrive in poor
institutional environments, and they develop both
the advantages and the incentive to engage in
extensive rent-seeking that influence the govern-
ment's chosen behavior.

Financial markets
The development of financial markets plays a
critical role in nations' economic growth (King
and Levine, 1993; Levine and Zervos, 1998). Burkart
et al. (2003) argue that financial underdevelopment
and poor protection of minority shareholders give
rise to concentrated control within wealthy
families. Furthermore, Rajan and Zingales (2003)

argue that financial market development seems
purposely depressed in many countries, because
corporate elites might favor a weakened financial
system to starve new firms of financing, and
prevent the rise of new competition that might
lead to the demise of their incumbent firms.
Similarly, Morck et al. (2000) and Johnson and
Mitton (2003) show that ineffective financial
markets serve the interests of dominant families
by limiting entry from upstarts. It follows that
increased family control of large corporations
might be associated with weaker financial markets.

Table 6 gauges three aspects of the availability of
external financing: the legal protection available to
shareholders and creditors, financing from domes-
tic sources, and financing from the international
capital markets.

Panel A relates family control of nations' largest
business groups to measures of shareholder and
creditor protection and accounting disclosure rules.
Higher family control is associated with poorer
shareholder rights and accounting standards.
Shareholder rights become more significant after
controlling for country difference in stage of
development. Creditor rights appear unimportant
to family control.
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Table 6 Family control and financial markets

The left panel reports correlation coefficients between family control indices and various measures of investors' protection, the availability of domestic
financing and the international capital flows. The right panel reports partial correlation coefficients controlling for the log of 1996 per capita GDP at PPP.
Numbers in parentheses are probability levels for the null hypothesis that the correlation coefficients are zero.

Panel B relates family control to types of finan-
cing available domestically: through borrowing,
share issues and venture capital financing. Supplies
of capital from domestic sources are less adequate
where wealthy families control more large firms.
The relationship disappears once per capita GDP is
controlled for. The underdevelopment of the
domestic market might just be a reflection of a
market still in development. The prevalence of
family control is also associated with higher barriers
to entry against new banks. The last variable in this
panel measures whether control of corporate assets
can be contested through hostile takeovers. The
possibility of hostile takeovers is significantly lower
where wealthy families control more of the large
corporate sector.

Panel C measures capital market openness and
financing from international capital flows. Greater
family control of the large business sector is
associated with less open capital markets, as
measured by the number of types of restrictions
and by an overall index measuring restrictions on
foreign portfolio investments. The dominance of
wealthy families is also related to smaller gross
private capital flows and FDIs. However, the
relationship between family control and interna-
tional capital flows appears to be rooted in the host
countries' income level. After controlling for per
capita GDP, only FDI is significantly related to
family control.

Overall, the results in Table 6 suggest that ex-
ternal financing, both domestic and international,

Journal of International Business Studies



Oligarchic family control and the quality of government K Fogel

616

is low in countries where a few wealthy families
control the largest businesses. One possibility is
that poor capital markets restrict arm's length
capital movements and encourage capital circula-
tion within a firm with dominant control or a
group of firms controlled by the same family. The
other possibility is that wealthy families do not like
competition, and they suppress the growth of small
firms by lobbying for a weak financial market and
tight capital controls. The coexistence of family
control and weak financial markets might also be
mutually reinforcing, resulting in sub-optimal out-
comes that impose major constraints on capital
allocation, innovation, and growth.

Labor rights
Roe (2003) argues that the strength of labor unions
determines corporate ownership structure in Wes-
tern Europe. 'Ownership concentrates to a handful
of large shareholders in order to counterbalance the
power of the union. Using the data set on the
regulation of labor assembled by Botero et al.
(2004), Table 7 presents empirical tests of Roe's
hypothesis with a larger sample of countries.

Family control indices are negatively correlated
with union density, defined as the percentage of the
total labor force associated with labor unions. This
relationship becomes positive but insignificant
after controlling for per capita GDP. More extensive
family control is also associated with worse old age,
health and unemployment benefits, but the rela-
tionship disappears after controlling for per capita

GDP. The relationship between oligarchic family
control and labor's power in collective bargaining
and disputes also loses significance once per capita
GDP is controlled for. Countries with more exten-
sive family control do provide more protective
employment laws with respect to increasing hours
worked and firing workers. Controlling for per
capita GDP results in smaller coefficients, but they
are still statistically significant at conventional
levels. This result is consistent with Botero et al.
(2004), who find that more protective employment
laws are supported by the privileged incumbents
and lead to higher unemployment for the young
population, and Fogel et al. (2006), who observe less
entrepreneurial entry with tougher employment
laws.

In general, Roe's contention that concentrated
ownership exists to counterbalance labor power is
not strongly supported. However, the result seems
to suggest that incumbent families might derive
benefit from tougher labor laws to shut out
potential competitors.

Multiple regressions
In the previous sections, higher family control is
shown to correlate with heavier bureaucracies,
more government intervention through regulation,
higher government ownership of enterprises,
poorer investor protection, weaker financial mar-
kets, and more rigid employment laws. In this
section, stepwise regressions are first used to find
the single best explanatory variable among the

Table 7 Family control and labor rights

The left panel reports correlation coefficients between family control indices and various measures of labor rights. The right panel reports partial
correlation coefficients controlling for the log of 1996 per capita GDP at PPP. Numbers in parentheses are probability levels for the null hypothesis that
the correlation coefficients are zero.
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variables that significantly relate to family control.
Next, other variables that strongly correlate with
family control in the previous section are added,
one at a time, to the regression, with family control
as a dependent variable. The log of per capita GDP
is always present as a control variable. Thus, the
regressions are of the form

(3)

where Vs is the variable stepwise picked as the best
explanatory variable, and Vl is a variable signifi-
cantly related to family control in the previous
sections. Vs and Vi run a 'horse race', the one with
stronger influence on the dependent variable
winning the race.

Stepwise regressions suggest bureaucratic delays
when the dependent variable is the equally
weighted family control index based on the
domestic private sector, DE, or the value-weighted
index based on the domestic private sector, Dv, or
the equally weighted index based on the private
sector including foreign-controlled firms, PE. Step-
wise suggests frequency of price controls as the best
explanatory variable when the dependent variable
is the value-weighted index based on the private
sector, Py Table 8 shows, unsurprisingly, that red
tape and price controls remain significant after
another variable is added to the regression.

The frequency of price controls measures how often
governments fix prices to control economic activ-
ities. Price controls generally require sellers to sell at
less-than-market prices, which causes a shortage, or
induces buyers to consume more than they nor-
mally would. With price controls, the government
effectively takes over the resource allocation func-
tion of the free market, and the market is inevitably
distorted once information discovery and commu-
nication channels are blocked.

Bureaucratic delays (red tape) and frequency of price
controls are both significant if they put in the same
regression. This seems reasonable, because these
two variables capture two distinct aspects of
government: the nature of its intervention - benign
or corrupt - and the extent of its power. Regressions
9A.2 and 9B.2 suggest that both are related to the
extent of family control.

The index measuring the protection of share-
holder rights is significant in 9A.5, 9B.5 and 9C.5,
after controlling for red tape and the log of 1996 per
capita GDP. Shareholder protection is an important
factor even after bureaucracy and the level of
economic development are accounted for. This

result is consistent with La Porta et al. (1998),
which concentrated ownership in large public
companies is associated with poor protection of
small shareholders.

Overall, the result suggests that government
inefficiency, interventionism, and poor protection
of shareholder rights are the paramount factors
relating to the extent of family controls.

Conclusions
This paper shows that countries with more exten-
sive family control over their large corporate sectors
tend to have worse social economic outcomes. It
also finds that oligarchic family control is more
prevalent in the large corporate sectors of countries
whose bureaucracies are less efficient, whose gov-
ernments direct more economic activities, whose
political rent-seeking opportunities are probably
more lucrative, and whose financial markets are less
functional. The last appears to entail weak property
rights for outside shareholders.

These observations suggest that extensive family
control of large corporate sectors could be an
outcome of poor social economic and institutional
development and low government quality. This is
consistent with the literature (e.g., Burkart et al.,
2003) that suggests concentrated corporate control
is advantageous in a poor property rights environ-
ment, and the literature (e.g., Khanna, 2000;
Khanna and Palepu, 2000) that "suggests that large
corporate groups with concentrated control serve as
substitutes for poor institutions.

The observations of this paper also support
contentions advanced in various forms by Olson
(1963, 1982), Bebchuk et al. (2000), Krueger {1974,
2002), Morck et al. (2000), Haber et al. (2002),
Faccio (2006), Rajan and Zingales (2003), Morck
arid Yeung (2004), Acemoglu et al. (2005), Stultz
(2005) and Morck et al. (2005b), who argue that
highly concentrated economic power perpetuates
poor institutions, which are bad for growth. The
literature describes a mutually reinforcing relation-
ship in which poor institutions lead to the rise of
concentrated economic power, and the oligarchies
in turn use their economic might to reap political
advantages and shape institutional development
most favorable to their interests. If the wealthy and
established find it beneficial to preserve the status
quo, institutional development could remain stag-
nant or even deteriorate. The vicious circle of poor
institutions -concentrated economic power - poor
institutions is therefore more likely to manifest
itself when concentrated control of corporations is
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prevalent. This further endangers genuine invest-
ment of capital, innovation, and growth.
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Notes |
For example, see La Porta et al. (1999) for 27 highl-

and middle-income countries, Claessens et al. (2000)
for nine East Asian countries, Barca and Becht (2001)
and Faccio and Lang (2002) for western European
countries, Attig et al. (2006) for Canada, Khanna and
Palepu (1997) for India, Wiwattanakantang (2001) for
Thailand, and Valadares and Leal (undated) for Brazil.

2Doidge et al. (2004) show that firms cross-listed in
the US are worth significantly more because control-
ling shareholders of these firms cannot extract as many
private control benefits as can controlling shareholders
of firms not listed in the US.

3A case in point is from Korea, as documented by
Nam (2004). The Korean government still tightly con-
trols commercial banks in which the government has
no or very few shares. Even though the chaebols such as
Samsung and Hyundai are the largest shareholders of
these banks, the government somehow successfully
took over the control rights of the banks and left no
governance power to even the largest shareholders.

Governments partially privatized SOEs in response
to social, economical, or political pressure. For
example, the Argentinian government retains 20% of
the ex-state oil giant YPF and remains the largest
shareholder after privatization. In this case, YPF is still
considered state-owned.

5Large Japanese firms are structured as kereitsus,
where firms each control a small stake of the other
member firms.

6The shareholder right index ranges from 0 to 6,
assigning one point each when: (1) proxy vote by mail
is allowed; (2) shareholders are not required to deposit
their shares prior to the general shareholders' meeting;
(3) cumulative voting or proportional representation
of minorities in the board of directors is allowed; (4) an
oppressed minority mechanism exists; (5) the mini-
mum percentage of share capital that entitles a
shareholder to call for an extraordinary shareholders'
meeting is less than or equal to 10%; and (6)
shareholders have preemptive rights that can only be
waved by a shareholders' vote. The creditor right
index ranges from 0 to 4, assigning one point each
when: (1) the country imposes restrictions, such as
creditors' consent or minimum dividends to file for
reorganization; (2) secured creditors are able to gain
possession of their security once the reorganization
petition has been approved (no automatic stay); (3)
secured creditors have first priority on distribution of
proceeds from asset sales of a bankrupted firm; and (4)
management does not have to stay pending the
resolution of a reorganization. The index of accounting
disclosure standards measures the comprehensiveness
of company reports. The index ranges from 0 to 90,
based on the inclusion or omission of 90 accounting
items.

7The capital account transactions that may be
subject to controls include: transactions of capital
market securities; money market instruments; collec-
tive investment securities; derivatives and other instru-
ments; commercial credits; financial credits;
guarantees, sureties, and financial backup facilities;
direct investment; liquidation of direct investments;
real estate transactions; personal capital movements;
and commercial banks and other credit institutions.
For more details, refer to the 1997 IMF's Annual Report
on Exchange Arrangements and Exchange Restrictions
(AREAER).

8The capital control intensity index is defined as 1
minus the ratio of the market capitalizations of a
country's investable index and its global index, where
the investable index represents the portion of the
market available to foreign investors and the global
index represents the entire market.
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