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CHAPTER ONE 

INTRODUCTION

Large bus iness  organ izations are central to the m odern  econom y and econom ic  

growth. Not on ly  do  they produce a substantial share o f  a na t io n ’s output, they represent 

the best co rpora te  practices that enab led  their growth. How ever, Nelson and W in te r  

(1982) argue that curren tly  successful corporate  practices frequently  becom e obsolete ,  

and changes  in eco n o m ic  cond itions  require new  practices that old firms are incapable  o f  

supply ing  w ithou t incurring m assive  restructuring costs. M eanw hile ,  the en trepreneurs  

“do  not generally  rise out o f  the old ones but start producing beside them .” (Schum peter,  

1934) T he young  and innovative firm s continually  rise, d isp lacing  old large es tab lished  

firms, w ho w ere  often  successful innovators  in the past. This  process o f  “creative 

destruc tion” , S ch u m p e te r  (1912) argues, is the fundam ental engine o f  long-term  

eco n o m ic  growth.

O lson  (1963) stresses that en trepreneur-driven  grow th  is a positive destab il iz ing  

force, d isp lacing  estab lished  elite both econom ically  and socially. An opposing  force, 

how ever,  arises out o f  the o ld  es tab lishm ent.  T he entrenched players use their substantial 

econom ic  pow er and  political influence to counteract renewal, so as to protect their 

priv ileged positions, even at a cost to the rest o f  society. In particular, Rajan and 

Z ingales (2003) argue that en trenched  elites lobby for a w eakened  financial m arket to 

starve new firms o f  financing and to heighten  barriers to entry. Rent-seeking can thus be 

a serious im ped im en t to growth.

This d isserta tion  studies three issues perta in ing to the survival and d o m inance  o f  

large corporations. T he  second ch ap te r  ex am in es  the influence o f  the longevity  o f  large

1
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corporations on their host co un tr ie s ’ long-term  econom ic  growth. T he  next chap te r  asks 

to  w hich  ex tent and by w hat m eans m arkets  and institutions in the U.S. cull out n o n ­

value-m ax im iz ing  firms. T he fourth  chap te r  studies the re la tionship  betw een  oligarchic 

fam ily  control o f  large corporate  sectors  and the quality  o f  governm ent.

T he  second  chapter  studies the re la tionship  betw een eco n o m ic  g row th  and  the 

con tinuous do m in an ce  o f  large firms. On the one hand, the longevity  o f  large 

corporations m ight be beneficial to econom ic  grow th  and productiv ity  gains because they 

are well m anaged , have abundan t resources to finance innovations, and facilitate 

m anagem ent risk-taking. On the o ther  hand, the dom inance  o f  large firm s might result 

from  lack o f  innovation, high barriers to entry, and econom ic  stagnation. W e test the 

re la tionship  betw een  the longevity  o f  large firms and econom ic  g row th  em pirica lly  using 

a set o f  “stability” and  “ surv ival” indices. A high value o f  “stability” indicates that a high 

p roportion o f  a co u n try ’s large firms from  1975 were still in the top ten list in 1996, thus 

m easuring  the do m in an ce  o f  large firms over  that time. A high value o f  “surv iva l” 

indicates stability  as ju s t  defined o r  that the labor force o f  a high proportion  o f  large firms 

g row s at least as fast as the total G D P  g row th  from  1975 to 1996. Survival thus m easures  

the p rom inence o f  1975’s top firms.

W e find that countries w hose  corporate  sectors were less stable grew  faster than 

o ther countries  that had the sam e initial per capita  G D P , level o f  education , and capital 

stock. Countries  where m ore o f  the old large firms lose their p rom inence  produced  even 

m ore  rapid grow th. In deve loped  countries,  the lack o f  large firm tu rnover in the private 

sector contribu tes  to s low er per cap ita  G D P  and productiv ity  growth. In deve lop ing  

countries, large firm dom inance  driven by the presence o f  con tinuously  dom inan t s ta te-

2
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ow ned  en terprises relates to s low er G D P  grow th , p roductiv ity  grow th ,  and capital 

accum ulation . W e  argue that interventionist governm ents ,  under-deve loped  financial 

markets, and capital and trade barriers m ight be associated with the continuous 

dom inance  o f  large firms. T hese  institutions might be influenced and advanced  by the 

es tablished corporate  elites to preserve their social status and eco n o m ic  power. W e 

propose that, if  this is p revalent in m any  countries,  it m ight explain  o u r  findings relating 

continuous dom inance  o f  large firms to s lo w er eco n o m ic  growth.

T he  next chap te r exam ines  w he the r  product m arket com peti t ion  and the market 

for corporate  control in the U.S. are effec tive  in cu ll ing  non-value  m ax im iz ing  firms. 

Studies s ince Berle and M eans (1932) charac terize  m odern  corpora tions  in the U.S. by 

the separation o f  ow nersh ip  and control, w here  shareho lders  delegate  corpora te  decision 

m aking to professional m anagem ent.  H ow ever,  agency  theories, p ioneered  by Jensen  and 

M eckling (1976), suggest that the potential for d ivergence and conflic ts  o f  interest are 

high, and that a self-interested m anager  m ight engage  in va lue-destroying  projects that 

m axim ize  his private utility even at the cost o f  public  shareholders.

In aggregate , agency  p rob lem s should  not underm ine  the effic iency  gains from 

specia lized m anagem ent,  because  firms that do  not m axim ize  value (due to excessive  

agency  costs) should  die out (F riedm an, 1953). T h e  third chapter focuses  on  the ex tent to 

which product m arket com petit ion  and the m arket for corporate  control cull out n on ­

value m ax im iz ing  firms. W e collect financial data, from the late 1970s and  late 1980s, for 

two large cross sections o f  U.S. public firms, and  estim ate various firm characteris tics  

that might be subject to evo lu tionary  pressure o v e r  the fo llowing decade.

3
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W e find that T o b in ’s q, w hich  m easures  value m axim ization , predicts su rv iva l .1 

On the o ther hand, low debt and  ex tensive  d iversification, both  co m m o n ly  associa ted 

with non-value m ax im iz ing  strategies, also predic t m ost kinds o f  survival -  in o ther 

words, a debt level well below  the industry  average, cross-industry  d iversification , or 

international diversification  significantly  low er the probability  o f  bankruptcy , l iquidation, 

and friendly mergers. H ow ever ,  these non-va lue  m axim iz ing  strategies greatly  increase 

the likelihood o f  hostile takeovers. T h is  d istinctive cu lling m echan ism  allow s the m arket 

for corporate  control to target a d ifferent set o f  firm s that m anage  to supersede o ther 

control m echanism s. For exam ple ,  a l though d iversified  firms m ight use size and grow th 

as a natural advantage in fending  o f f  bankrup tcy  threats, the possib ility  o f  becom ing  

hostile takeovers targets im poses  survival pressure. An effective corporate  control 

m arket is thus crucial to push firm s tow ards  value m axim ization. W e argue that 

regula tory  and legal changes  that endorsed  an ti- takeover legislation m ay render this 

control function ineffective, w hich  in turn allow s undesirable  “ artful death  d o d g ing” , and 

incur substantial survival costs.

T he final chap te r  investigates the re la tionship  between fam ily  control o f  large 

corporations and the quality  o f  a co u n try ’s governm ent.  Burkart et at. (2002) argue that 

control is likely to be kept w ithin the fam ily  w here  private benefits  are high. D yck and 

Zingales (2004), Johnson  and M itton (2003), and others show that private  control benefits 

might derive from  favorable  treatm ent by influenced  politicians. T hese  benefits  are high 

where institutions are w eak  and ren t-seeking  is hugely  profitable.

This  chapter focuses on the re la tionship  be tw een  oligarchic family control and 

four aspects o f  institutional deve lopm en t and governm ent quality: the effic iency  o f

1 “ S u rv iv a l” in the se c o n d  p a p e r  is d e f in e d  as  u n in te r ru p te d  e x is te n c e  as a p u b l ic ly  t rad e d  c o rp o ra t io n .

4
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bureaucracies ,  the im portance  o f  sta te-controlled  businesses, the in tegrity  o f  

governm ents,  and the institutions and outcom es o f  financial deve lopm ent.  I find that 

fam ily  control is m ore  pervasive  in countries  w here  bureaucracies  are inefficient and 

corrupted , g o v ernm en t d irects  a large sec tor o f  state-ow ned enterprises, ren t-seeking  

opportunit ies  are l ikely  lucrative, and financial m arkets  are less functional. Poorly  

deve loped  financial m arket appears to entail w eak property  rights for small,  public 

shareholders.  T hese  results suggest that concentra ted  econom ic  po w er  im pedes g row th  by  

preserv ing  institutions that prohibit  en try  and g row th  o f  young firms.

5
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CHAPTER TWO

LARGE CORPORATE SECTOR STABILITY 
AND ECONOMIC GROWTH1

1. Introduction

N ational econom ies  have landm ark  corporations. T he  shipping com p an y ,  M aersk, 

sym bolizes  the D anish  e c o n o m y  and its m arit im e history, jus t  as N ok ia  is an econom ic  

sym bol o f  F in lan d ’s success in the “new  eco n o m y .” M any, especia lly  the principals  o f  

these great corporations, c la im  a linkage be tw een  an ec o n o m y ’s fortunes to those o f  its 

landm ark  Firms. M ost fam ously , G M  cha irm an  C harles  W ilson proc la im ed, “W hat is 

good for the coun try  is good  for G eneral  M oto rs  and vice versa.” T h e  s ta tem ent seem s to 

suggest that big co rp o ra t io n s’ success contributes  to the na t ion ’s econom ic  perform ance 

and a n a t io n ’s econom ic  perfo rm ance  contribute  to the success o f  big corporations.

W e thus ask the operational question  -  is the continuous do m in an ce  o f  “ top” large 

corporations positively  o r  negative ly  re lated to  econom ic  grow th? Both  rela tions are not 

w ithout econom ic  foundations.

T he  positive re la tionship be tw een  the con tinuous  dom inance  o f  top firms and 

econom ic  grow th  could  stem  from  any  o f  the fo llow ing possibilities. First, large 

corporations m ight exhibit  con tinuous  d o m inance  because they are well m anaged. T hey  

are the eng ines  o f  econom ic  g row th  because  they  continuously  create  wealth  for all 

s takeholders and their positive con tribu tions  spill over  to the rest o f  the econom y. T he

1 C o - a u th o r e d  w ith  R anda l l  M o r c k  a n d  B e rn a rd  Y eu n g .
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m anagem ent li terature stresses how  w ell-m anaged  large firms have the resources and 

capabilities to coord ina te  intra- and inter-f irm  efforts to create and cap tu re  econom ies  o f  

scale and scope .2 Second, grow th  often appears  to require frequent w ealth -creating  

innovations. S ch u m p ete r  (1942) argues  that large corporations have the resources  to 

create and finance the com m ercia l iza t ion  o f  innovations. Third, the con tinuous  

dom inance  o f  huge corpora tions prov ides  a degree  o f  econom ic  stability  and security  for 

their m anagers  and workers.  T h is  s tability  creates  an env ironm en t in w h ich  investm ent in 

high-risk p roductiv ity  gains is possib le  w ithout exposing  the m anagers  and w orkers  to 

unacceptable personal risks. In short,  the longev ity  and prosperity  o f  an e c o n o m y ’s great 

corporations m ay  well be good  for econom ic  growth.

But this view is not universal;  the con tinuous  dom inance  o f  large firms m ay  be 

associa ted with  stagnation. Certain ly , the v iew  that the steady tu rnover o f  a co u n try ’s 

great corporations is a sign o f  econom ic  d y n am ism  also has a reputab le  econom ic  

pedigree. First, S ch u m p e te r  (1912) argues that innovations per se generate  new  dom inan t 

firms over  the long run, like M icrosoft  in the U.S. F rom  this v iew poin t,  the con tinuous  

dom inance o f  a stable cadre o f  great co rpora tions is a sym ptom  o f  eco n o m ic  stagnation. 

Second, N elson  and W in te r  (1982) argue that a f irm  is co m p o sed  o f  a co llec tion  o f  

“rou tines” w hich  take tim e to deve lop  and are not easy  to change. R ou tines  that best fit 

current econom ic  cond itions  prevail and  Firms with the right routines prosper. As 

econom ic cond itions  -  such  as p re ferences , factor supplies, and  techno logy  change ,  new 

routines are needed. Indeed, upstarts chas ing  profits  establish new  routines and m ay  even 

be agents  o f  change. F irm s that are successful in the past often  find it difficult and costly  

to change their routines  to fit a ch an g ed  env ironm ent.  T h ey  m ay  not even  be aw are  o f  the

2 See  e.g. D 'C ru z  a n d  R u g m a n  (2 0 0 0 ) .
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need to  m ake  changes  until their perfo rm ance  dec lines substantially , and  that m ight be 

too late. N ew  organizations with  new  routines that best fit the changed  econom ic  

conditions  overtake them . Som e o f  the old firms with old routines m ay  not even  survive. 

Hence, a dynam ic  eco n o m y  periodically  has new  firms with new  rou tines  that stim ulate  

grow th; w hile a s tagnant econom y has old firm s that dom inate  con tinuously . Third , a 

continuous d o m inance  o f  the sam e top  firms m ay  a lso  indicate that those f irm s are able 

som ehow  to preserve the status quo  and prevent upstarts from  d isp lacing  them . T he 

possibilities range from  innocuous governm en t intervention that raises the hurd le for u p ­

starts to outright collusion  betw een big  bus iness  and governm ent.

Despite  the fundam ental  nature o f  these issues and the em pirica l  curiosity , 

rem arkab ly  little is k now n  about the in fluence o f  the longevity  and health  o f  great 

corporations on their host co un tr ie s ’ long-term  econom ic  growth. In part, this m ay be 

because the above theories perta in  to the very  long run, m easured  in genera tions  rather 

than years. C onsequen tly ,  em pirical falsification is difficult and  aw aits  re liable  data  over 

a suffic iently  long term  for a sufficient n u m b er  o f  econom ies.

T h is  paper attem pts  a first pass at re la ting the stability o f  an e c o n o m y ’s list o f  

leading firm s to its long-term  econom ic  grow th. T o  this end ,  w e construc t a set o f  

corporate  s tability ind ices  for a large cross section  o f  countries  o v er  a tw en ty -year  period 

from  1975 to 1996. W e use this period because  it includes the first and  last years for 

which com parab le  lists o f  leading co m p an ie s  are available across  m any  countries.  W e 

relate these indices to s tandard m easures  o f  econom ic  growth: real per cap ita  gross

dom estic  product (G D P) from  1990 to 2000. A ten-year period is used to sm oo then  out 

the effects o f  business  cycles and  transient crises. O u r  purpose  is to see w he ther  the
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con tinuous  dom inance  o f  leading firms o r  their ec lipse by o ther firm s is assoc ia ted  with 

faster growth. Also, we are interested in unders tand ing  the underly ing  reasons for the 

s tability  o r  instability  o f  lists o f  top corporations.

W e find that countries  w hose  corporate  sectors were less s table grew  faster than 

o ther  countries  with the sam e initial p e r  capita  G D P , level o f  education , and capital 

s tock .3 T he  speedier  grow th appears to s tem  from  speedier produc tiv ity  g ro w th  and 

capital accum ulation , although the re la tionship  betw een corporate  sec to r  stability  and 

capital accum ulation  is a bit less significant. F o r  r icher countries, the results s tem  from  

the lack o f  tu rnover in dom inan t  firms in the private sector. For poore r  countries ,  the 

results are driven by  the presence o f  con tinuously  dom inan t  s ta te -ow ned  enterprises.

Section 2 reviews the construc tion  o f  o u r  key variables and section 3 presen ts  our 

key results. Section 4  considers  possible  political and econom ic  exp lana tions  o f  the 

findings in section 3. Section 5 concludes.

2. Data

In this section, we first describe  the raw data used  to construct o u r  s tability indexes. W e 

then describe the indexes them selves , the g row th  m easures  and the o ther  variables central 

to our  em pirical tests.

2.1 Corporate Stability Data

O u r data  are co llec ted  from the 1978 and 1998/99 ed itions o f  Dun & Bradstreet's 

Principals o f  International Business. W e use this source because  it includes a wide
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spec trum  o f  businesses: p rivate ly  held com panies ,  publicly  held com panies ,  cooperatives, 

and  state ow ned  enterprises. A com parison  with annual reports indicates that the 1978 

edition con ta ins  1975 data  for the m ost part, so we refer to it as ou r  1975 data. The 

1998/99 edition generally  con ta ins  1996 data, so we refer to it as o u r  1996 data. W e 

choose these years because  they w ere  the earliest and latest data  available at the time we 

began this project.

W e  select countries accord ing  to the fo llow ing  criteria. First, the coun try  must 

appear in both the 1978 and 1998/99 editions o f  Principals o f  International Business. 

Second, w e delete  small econom ies  w hose tenth largest co m p an y  has few er than 500  

em ployees  and w hich  have less than ten com panies  listed in both  editions. T h is  rem oves 

very small countries  from  the sam ple. T he  justif ica tion  is that ex trem ely  small 

econom ies  are really  d ifferent from  larger m ore m ature  econom ies  and we should  not mix 

them. Also, we require for each  coun try  the total num ber o f  en terprises for w hich  the 

num ber o f  em ployees  is p rovided to be large enough  to allow the construc tion  o f  ou r  key 

corporate  sec tor stability variables. Third , com parab le  per capita  G D P  m ust be available 

for both 1990 and 2000. T h is  requirem ent e lim inates countries that were part o f  the 

form er Sovie t  U nion and Y ugoslav ia .  Fourth, we e lim inate  countries  that experienced  

pro longed and ex tensive involvem ent in w ar betw een 1975 and 1996, such as 

Afghanistan , E thiopia, and Iraq. Fifth, s ince we are investigating  the re la tionship  

betw een g row th  and the con tinuous  dom inance  o f  large firms, w e require  data  on 

education  levels and the total value o f  capital assets for each country . T hese  m easures

’ N o te  that  the  q u e s t io n  o f  large  f irm  s tab il i ty  is se p a ra te  f rom  that  o f  o p t im a l  f i rm  size.  A c s  e t at. (1 9 9 9 )  
f ind  that U S in d u s t r ie s  c o n ta in in g  la rg e r  f i rm s  s h o w  e v id e n c e  o f  fa s te r  p ro d u c t iv i ty  g ro w th .  R ap id  tu rn o v e r  
o f  large f i rm s need  no t  im p ly  a s te ad y  sta te  c h a ra c te r iz e d  by a p re p o n d e ra n c e  o f  sm a ll  f i rm s.
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are well know n initial conditions  that affect growth, w hich  w e should  use as contro ls  in 

o u r  subsequent regression analyses.

These  criteria  a llow  us to calculate  stability indexes for a sam ple o f  44  countries.

2.2 Corporate Sector Stability Index Construction

This  section describes  how  we m easure  the long-run stability o f  the corporate  sec to r in 

each  country . W e gauge  the im portance  o f  enterprises by the num ber o f  people  they 

em ploy . U sing the n u m b er  o f  em ployees  to rank firm s by size allows us to include public 

and  private firms. (S om e private firm s do not supply  inform ation on assets or  sales, o ther 

reasonable  m easures  o f  f irm  size.) T he  1978 and 1998/99 editions o f  Dun & Bradstreet's  

Principals o f  International Business provide the nam es and nu m b er  o f  em ployees  for the 

ten largest em ployers  in each o f  o u r  44  countries. If  ties occur for the tenth  firm, all the 

ties are included. For small countries,  the list o f  top ten enterprises can include what 

w ould  be considered  “small firm s” in larger countries. This  fact necessita tes contro lling  

for coun try  size in the subsequent analysis.

T he next ques tion  is the type o f  firms we want to include in ou r  sample. W e first 

exc lude  the follow ing: Educational Services (SIC: 82), Health  Services (SIC: 80),

M em b ersh ip  O rgan iza tions  (SIC: 86), N oncom m ercia l  R esearch  O rgan iza tions  (SIC: 

8733), and G o v e rn m en t A gencies  (SIC: 91-97). W e then consider o ther types o f  firms to 

exclude. O ne approach  is to be all-inclusive. H ow ever, it is reasonable  to exc lude  o ther 

ca tegories o f  firm s as well.

First, financial sec tor firms m ight be excluded. King and  Levine (1993) show  that 

capital m arke t dev e lo p m en t positively  affects growth. Including financial com pan ies  in
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our list o f  dom inan t  firms might capture spuriously  the im pact o f  financial m arket 

deve lopm en t on growth. Next, fore ign-ow ned enterprises m ight be exc luded . 

M ultina tional subsid iaries are p lausibly  more affected by  global cond itions  than by  their 

host co un tr ie s ’ local econom ic  conditions. How ever, som e dom estica lly  based  firms 

m ight also have foreign operations, so this argum ent is not clear-cut. C ountries  that open 

to the global eco n o m y  admit m ultinational subsidiaries, and coun tries  that isolate 

them selves  lose m ultinational subsidiaries . E ither could  alter their lists o f  top  firms. 

Sachs and W arn e r  (1995) and o thers  show  that openness  contributes to eco n o m ic  grow th 

and global convergence .  T o  avoid  spuriously  cap turing the im pact o f  openness  on 

grow th, w e exc lude  foreign ow ned  enterprises. W e  also retain an alternative sam ple  that 

includes foreign subsidiaries.

Third , any  firm that was sta te-ow ned for any  part o f  o u r  w indow  m ight be 

exc luded . S ta te-ow ned  en terprises have different econom ic m otives  than pure ly  for- 

profit com m ercia l  organizations. T hese m otives range from the effic ien t provis ion  o f  

public goods  and p rom otion  o f  new industries to wasteful governm en t activ ism , 

bureaucratic  en trenchm ent,  and blatant corruption. These m otives  aggregate  to an 

uncertain  effec t on  growth; though  H ayek  (1944) and others argue e loquen tly  that their 

net effect is negative. Regard less  o f  the sign, including sta te-ow ned enterprises  m ight 

capture spurious ly  the im pact o f  the size o f  the governm ent on growth. S ince import 

substitu tion  and socialist ideologies induced ex tensive nationalizations in the 1970s and a 

resurgence o f  liberal ideo logy  in the 1990s induced  w aves o f  privatiza tions, this p roblem  

m ay  be especia lly  severe during our time w indow .

In sum m ary ,  we produce large corporate  sector stability indexes for the fo llowing
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lists o f  top ten firms:

□  L ist I -  Includes all enterprises: financial and non-financial,  dom estica lly  

contro lled  and foreign-controlled , as well as private  sector and s tate-ow ned.

□  List II -  List I, but exc lud ing  financial sec tor com panies  such as banks, insurance 

com panies ,  and investm ent banks. W e define firms to be financial sector 

com pan ies  if  their SIC  codes are 60  -  64, as reported  in D unn  and B rads tree t’s 

Principals o f  International Business.

□  List III -  List II, but exc lud ing  fo re ign -ow ned  enterprises. W e consider  an 

en te ip r ise  to  be fore ign-contro lled  if  a foreign person holds a stake exceed ing  

tw en ty  percent and is the largest shareholder.

□  List IV -  List II, but exc lud ing  s ta te-ow ned  enterprises. W e consider  an 

en terprise  to be s ta te-controlled  if  a governm en t holds a s take exceed ing  twenty 

percent and is the largest shareholder.

□  List V -  T he in tersection o f  Lists III and IV; that is, list I exc lud ing  financial 

com panies ,  s ta te-ow ned enterprises, and fore ign-controlled  firms.

O ur basic  em ployee-w eighted corporate sector stability index  is def ined  as

Dun and  Bradstreet's Principals o f  International Business, 1978 ed ition , and the Dirac 

delta function 8, is defined  as

10

( 1)

where L, is the labor force em ployed  by the z'lh largest em p lo y er  in the country , as listed in
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^  11 i f  firm  i is in the top ten lists fo r  both years

' [() otherwise

where the largest firms o f  1975 are from  Dun and  B radslreet’s Principal International 

Business , 1978 edition.

W e w eight each  firm by its 1975 labor force to avoid en dogene ity  in our 

regressions o f  grow th  on the stability  index a l though the more recent num bers  are less 

error prone. O u r  explora tions o f  detailed  corporate  histories revealed  several apparent 

data-entry  p rob lem s with the earlier  year. T hese  errors  were rectified and the lists o f  

firms ad justed  w here  necessary . N one the less ,  as a robustness check, w e also  construct 

ana logous em ployee -w eigh ted  stability  indexes based  on 1996 labor forces, 9>; % . The

results are qualita tively  not changed.

As a further robustness  check , and  a w ay o f  side-s tepping  precise  accuracy  issues 

surrounding  the em ployee  counts, w e  also construc t equa lly -w eigh ted  corporate  stability 

indexes, based on the sam e top  10 firms. Thus, o u r  equal-w eighted corporate sector 

stability index  is

1 10 
io tr

T o  construct these stability  indexes, w e m ust m atch  co m p an y  nam es in o u r  1975 

data  with  those in o u r  1996 data  for each  country . O ne com plica tion  is the different 

presentation o f  som e co m p an y  nam es in the tw o editions. For exam ple ,  som e M alaysian 

co m pany  nam es conta ined  the abbrevia tion  BH D  in one edition, and the w ord Berhad  

(Corporation in M alay) in the o ther. L ikew ise, the F innish  firm  N okia  is listed as O Y  

NOKIA A B  in one ed ition  and NO KIA O YJ  in the other. T he  choice  o f  language 

som etim es causes  m ism atches , too. For exam ple ,  a Japanese  co m p an y  listed in the 1975
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data  as Sum itom o K inzoku Kogyo K K  is listed under the English  translation o f  its nam e, 

Sum itom o M etal Industries L im ited , in 1996.

M atch ing  co m pany  n am es in the 1975 and 1996 Dun and  Bradstreet's Principal 

International Business edition  does not capture all co m pany  n am e changes, for som e 

firms ch an g e  their n am es d ram atically , yet preserve a continuity  o f  co ipo ra te  personhood. 

T o  uncover  such  continu ity , w e therefore research the histories o f  the ten largest 

em ployers  in each  country . T h is  requires reading histories o f  big business  in each  o f  the 

countries, scanning  through new sp ap er  records, and, in m any  cases, te lephoning  

archivists o f  par ticu lar com panies .  T e lephone  inquiries o f  bankers, brokers,  and finance 

p rofessors in different countries  a llow ed  us to clarify the continu ity  o f  all the 

corporations in our  sam ple. Ju d g m en t  calls were inevitable, and the precise p rocedure  we 

use to reso lve  am biguous  cases  is detailed  in the A ppendix .

2.3 Corporate Survival Indices Construction

W e define a co u n try ’s corporate  sec to r  as m ore stable if its list o f  top ten firm s changes 

less. A n o th e r  m easure  focuses  on  the survival o f  the old dom inan t firms. This  allow s us 

to capture the possib ility  that the o lder  generation  o f  leading firm s rem ains healthy and 

im portant, but is d isplaced from  the top  firm  list by n ew er larger firms.

W e  define a top ten 1975 firm  as having ‘su rv ived ’ as a p rom inen t f irm  if it 

rem ains  in the top ten list for 1996 or  if  the grow th rate o f  its labor force in the period  at 

least equals  the total G D P  g row th  rate o f  the econom y. That is, w e  define  a co u n try ’s 

em ployee-w eighted top ten corporate survival index  as
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10
] T m a x [ £  ,7 , ] / ,

Q  =  — ---------------------  (4)
i i /.75 10 V '

i = i

w here L, is 1975 labor force,

f 1 i f  firm  i grew at least as fast as G D P in the period

<5)

and 5 t is as in (2).

A n equal w eigh ted  varian t, d eno ted  Q.GEDP, is a lso  construc ted . O u r purpose here 

is to  assess w he ther g ro w th  depends on 1975 top ten firm s ac tua lly  d isap p ea rin g , o r on ly  

on their being  d isp laced  from  the top  ten lists. I f  the latter, the top ten 1975 firm s m ight 

rem ain  p rom inen t, but be ec lip sed  b y  new  stars. W e recognize  that g row th  in the num ber 

o f  em ployees is a qu estio n ab le  m easure o f  co n tin u ed  p rom inence, for p roductiv ity  

increases m igh t render reduced  lab o r forces eco n o m ica lly  effic ien t. U nfo rtunate ly , we 

are dep en d en t on labor force figures because these are the on ly  num b ers ava ilab le  for 

bo th  pub lic  and private firm s for a large cro ss-sec tio n  o f  co u n tries  in bo th  years. T he 

paucity  o f  listed  firm s befo re  the 1990s in m any co u n trie s  m akes m ore nuanced  m easures 

o f  co n tin u ed  p rom inence im practicab le.

T h e  1996 fates o f  top  ten 1975 firm s are ascerta ined  first b y  check ing  the 1996 

D un and  B radstree t data. W here  this is am biguous, we check  co m p an y  w ebsites, 

business h isto ry  books, and b iog raph ies o f  the 1975 principals. O nce aga in , ju d g m en t 

ca lls  are unavo idab le . F or exam ple , som e firm s spin  o ff  d iv isions o v er tim e. A lthough 

the core firm  m ay be sm aller in 1996, the agg reg atio n  o f all su ccesso r firm s m ight be 

large. In general, we fo llow  the fate o f  the p rincipa l successo r firm  only . In som e cases,
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th is is im possib le . F o r exam ple , the A rgen tine  sta te-ow ned  en terp rise  S erv icios 

E lec tricos del G ran B uenos A ires S A  (S egba) is one  o f  that c o u n try ’s top  ten firm s for 

1975. In the early  1990s, it split in to  E denor and E d u su r -  w ith  rough ly  equal num bers 

o f  em ployees go ing  in to  each. In th is exam ple , w e take the co m b in ed  em ployees o f  the 

tw o successo r firm s in assign ing  surv ival s tatus to the p red ecesso r Firm.

W e produce stab ility  and  su rv ival indexes based  on the five d iffe ren t lists o f  top  

ten firm s fo r each  o f  44 coun tries. F o r ex p o sito ry  conven ience and  b rev ity , w e report 

on ly  those based  on the m ax im ally  and m in im ally  inclusive lists o f  top  firm s: L ists I and 

V. Panel A  o f  T ab le  1 lis ts  o u r s tab ility  and su rv ival indices fo r each  country . Panel B 

d isp lays the co rre la tio n  coeffic ien ts  b etw een  these tw o  sets o f  indices.

[T ab le  I about here]

T he in terp re ta tion  o f  these  indexes is stra igh tfo rw ard . F or exam ple , using  the list 

based  on  non-financia l, non -g o v ern m en t ow ned  and  non-foreign  ow ned  firm s, the top  10 

labor-w eigh ted  stab ility  index fo r the U nited  S tate is = 0 .531 . T h is m eans that 53%

o f  the w orkers em p lo y ed  by the top  10 firm s o f  1975 w orked  for firm s that rem ained  in 

the top 10 firm s o f  1996. T he co m p arab le  figures for Japan , S w eden, H ong K ong, and 

A rgen tina  are 59% , 78% , 61%  and 39% . T h e  equa lly  w eigh ted  index  has a s im ilar 

in terp re tation : d>£ = 0 .6  for Japan  m eans that 6 o f  the largest 10 firm s in 1975 w ere still 

am ong the largest 10 in 1996. A high value o f  the stab ility  indexes thus ind icates that a 

h igh p roportion  o f  the 1975 large firm s rem ained  in top ten large firm  list. A low  value
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ind icates that a h igh  p ro p o rtio n  o f  1975 firm s w ere not dom inan t firm s in 1996. M ore 

d eveloped  co u n trie s  g en e ra lly  exh ib it less tu rn o v er o f  dom inan t firm s.

T he stab ility  in d ex es b ased  on the m ax im ally  and m in im ally  inclusive lists o f  top 

firm s are qu ite  s im ila r fo r dev e lo p ed  coun tries. O nly  A ustria has a m axim ally  inclusive 

index  su b stan tia lly  h ig h e r -  0 .83 v. 0 .15 . H ow ever, am ong d eve lop ing  coun tries, the tw o 

indexes are o ften  q u ite  d iffe ren t, p re su m ab ly  because sta te-ow ned  en terp rises are m ore 

dom inant.

Panel B show s the em p lo y ee -w eig h ted  and the equa l-w eigh ted  stab ility  ind ices to 

be  h igh ly  co rre la ted . E xcep t fo r Italy  and  S w eden , m ost co u n trie s’ em ployee-w eigh ted  

ind ices slig h tly  ex ceed  th e ir eq u a l-w eig h ted  indices. In these tw o coun tries, certain  

co n tinuously  d o m in an t firm s are p articu la rly  “d o m in an t” in em ploym ent.

T he em p lo y ee  w eigh ted  and the equal w eigh ted  su rv ival ind ices are h ighly  

co rrelated . U sing  the m in im ally  inclusive  lists o f  top  firm s, w hich  exc lude financial, 

state con tro lled , and foreign  con tro lled  firm s, the em ployee-w eigh ted  su rv ival index 

exceeds the eq u a l-w eig h ted  index  on ly  sligh tly  excep t in tw o  W estern  E uropean  

countries: Ita ly  and  S w eden .

T he co rre la tio n s  o f  the su rv ival ind ices based  on the tw o  lists are all h igh ly  

positive and sig n ifican t. L ikew ise , the co rre la tions betw een the various su rv ival and 

stab ility  ind ices are all very  h igh  and s ta tis tica lly  h igh ly  sign ificant.

T he u p p er panels  o f  T ab le  2 p rov ide sum m ary  un ivaria te  sta tis tics  for our 

co rpo rate  stab ility , and  co rp o ra te  su rv ival indexes.

[T able 2 abou t here]
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2.4 Measuring Economic Growth

W e define  long-term  econom ic growth  as g row th  in per cap ita  G D P ,

A ln( y) -  ln( per capita GDP7(m) -  ln( per capita  G D PI990) (6)

Ideally , we w ould  like to  m easure econom ic grow th  subsequen t to, and therefo re  

p o ten tia lly  ‘caused  b y ’ co rp o ra te  stab ility . H ow ever, the eco n o m ic  effec ts we are 

in terested  in are tho u g h t to  operate  o n ly  o v er the very  long term  -  gen era tio n s ra ther than 

years. T o  cap tu re  co rp o ra te  s tab ility  o v er such a period, we use data  from  1975 to 1996. 

T h is  leaves on ly  a short w indow  o v er w hich  to m easure subsequen t eco n o m ic  grow th. 

M oreover, th is post 1996 w indow  is con tam inated  by econom ic crises in L atin  A m erican  

and  E ast A sia at its starting  poin t. T o  obtain  a m ore m eaningfu l m easure o f  econom ic 

g row th , w e therefo re  m easu re  each  co u n try ’s real per capita  g ross dom estic  p roduct 

(G D P) grow th  from  1990 to 2000. D ata are from  the Penn W orld  T ab les, V ersion  6 .1.4 

G D P  figures are ex p ressed  in US do llars at p u rchasing  p ow er parity , and inflation- 

ad justed  to  1996 do llars. In th is w ay , d iffe rences in inflation  rates and  liv ing  costs  across 

co u n trie s  are rem oved . S ince A ln (y ) =  Ay / y , w e in terpret A ln (y )  as a fractional 

g ro w th  rate in p e r  capita  G D P.

It is a lso  o f  in terest to  d ecom pose  overall g row th  into g row th  due  to capita l 

accum ulation  and g row th  due to  increased  total factor p roductiv ity  (T F P ). T o  do  this, we 

first m easure each  co u n try ’s rate o i per capita  physical capital g row th , deno ted  Aln(&), 

o v er the re levant period  from  1990 to  2000. T o  construc t ln(k), the logarithm  o f  real per

4 T h e  P e n n  W o r ld  T a b le s  a re  av a i lab le  at the  N a t io n a l  B u re au  o f  E c o n o m ic  R e se a rc h  w ebs i te ,  
w w w .n b c r .o r t ; . Pen n  W o r ld  T a b le s  d a ta  on  to ta l  fac to r  p ro d u c t iv i ty  a n d  c ap i ta l  a c c u m u la t io n  are 
u n a v a i l a b le  a f te r  2 0 0 0 .  T o  m a in ta in  c o m p a ra b i l i ty  w i th  th ese  a l te rn a t iv e  g ro w th  m ea su re s ,  w e  m e a su re  p e r  
c a p ita  G D P  g ro w th  to  2 0 0 0  as  well.
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capita  physical cap ita l stock , w e construc t a tim e series o f  the to tal stock  o f  physical 

cap ita l in coun try  i in year t, deno ted  K u , by  app ly in g  the recursive  fo rm ula

Ki. ,+i = K, , + /,., -  5K, , (7)

w here we assum e an in itial cap ita l stock  o f  zero  fo r 1950, /,,, is ag g reg ate  real investm ent 

fo r co u n try  / in year t , taken from  Penn W o rld  T ab le  6 .1, and 8 is a d ep rec ia tion  rate o f  

7%  u nder the perpetual inven to ry  m ethod . S caling  the to tal real physical cap ita l stock  by 

p o p u la tio n  gives us the per cap ita l real physical cap ita l stock. T h is p rocedure  is s im ila r 

to  that used by  K ing and L ev ine (1994).

W e then  follow  the m eth o d o lo g y  o f  B eck , L ev ine and L oayza (1999), and rough ly  

estim ate  each  co u n try ’s T F P  grow th  as its g row th  in its per capita  G D P  m inus 0.3 tim es 

the g row th  o f  its physical cap ita l p er capita. A ll re levan t data are from  the Penn W orld  

T ab les, V ersion  6 .13.

S um m ary  sta tistics for th is  variable are show n in the second  panel o f  T ab le  2. 

T he m ean value o f  0 .22 for A ln (y ) ind icates that the typ ical co u n try ’s p er capita  G D P  

rose by abou t 22%  during  the decade from  1990 to  2000  in term s o f  real US d o lla rs  at 

pu rchasing  p ow er parity . L ikew ise , the average g row th  in real per capita  physical cap ita l 

s tock  is 26 .3%  and the average total fac to r p ro d u c tiv ity  grow th is 14.4% . T he ranges o f  

these th ree g row th  m easures are w ide: from  -8 .3%  to 62.4%  in total g row th , from  -4 .2%  

to 46 .7%  in total facto r p ro d u c tiv ity  grow th , and from  -21.7%  to 67 .4%  in grow th  in real 

p e r  capita  physical cap ita l stock.

’ C ase l l i  (2 0 0 3 )  sh o w s  o u r  a s s e s s m e n t  o f  c ro s s -c o u n t ry  g ro w th  v a r ia t io n  m ay  c h a n g e  n o n - t r iv ia l ly  w ith  
m o r e  p rec ise  m e a s u r e s  o f  the  cap i ta l  sh a re .  Still ,  as lo n g  as  the  cap i ta l  sha re  is b e lo w  4 0 % ,  m o s t  o f  the  
va r ia t io n  in in c o m e  is still e x p la in e d  b y  T F P .  W e  fo l lo w  the  m o re  p o p u la r  a p p ro a c h  in a d o p t in g  the  cap i ta l  
sh a re  to be  0 .3 .
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3. Results

T his section  presen ts our m ain finding: eco n o m ic  grow th  is n eg a tiv e ly  re la ted  to large 

co ip o ra te  sec to r s tab ility  and su rv ival. In this section , w e first p resen t s im p le  co rre la tio n s 

betw een ou r co rpo rate  sec to r indexes and long-term  econom ic grow th. W e then turn to 

regressions ana logous to those o f  M ank iw  (1995), but adding  co rp o ra te  sec to r stab ility  or 

survival as an add itional independen t variab le . T he section  conc ludes w ith  a d iscussion  

o f  the robustness o f these results.

3.1. Simple Correlations

Panel B o f  T ab le  2 p resen ts the sim ple  co rre la tions betw een  o u r g row th  m easures and the 

tw o sets o f  co rporate  stab ility  and surv ival indices. C orpora te  stab ility  and survival 

indices based  on m axim ally  inclusive  lists o f  top  ten firm s are all neg a tiv e ly  and 

sign ifican tly  co rre la ted  w ith  per capita  G D P  grow th , total fac to r p ro d u c tiv ity  g row th , and 

capital accum ulation . If  w e use m in im ally  inclusive lists, w hich  d rop  financial, foreign 

ow ned, and state ow ned  en terp rises, the eq u a l-w eig h ted  co rpo ra te  s tab ility  indices are 

negative ly  co rre la ted  w ith  p er capita  G D P  grow th  and total fac to r p ro d u c tiv ity  g row th  at 

7%  and 3%  sign ificance, and the eq u a l-w eig h ted  co rpo ra te  su rv ival is negative ly  

correlated  w ith  to tal factor p ro d u c tiv ity  g row th  at a 4%  sign ificance level. G iven  the 

sm all sam ple sizes, these resu lts inv ite  m ore e lab o ra te  statistica l analysis.

3.2 Regressions of Long-Term Economic Growth on Corporate Stability

E conom ic grow th  rates are k n o w n  to be lo w er for coun tries  that have a lready  ach ieved  

higher levels o f  incom e, fo r coun tries w ith  less educated  w ork fo rces, and  for coun tries
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w ith  less ex ten siv e  capita l asse ts .6 T ab le  2 Panel B show s that o u r co rp o ra te  sec to r 

stab ility  ind ices are correlated  w ith  these in itial condition  determ in an ts  o f  eco n o m ic  

grow th. T hus, the sim ple  co rre la tions d esc rib ed  above m ight on ly  re flect d e term in an ts  o f  

econom ic grow th  that are a lready  know n. W e follow  the spec ification  in M ankiw  (1995) 

and regress the grow th  m easures on a co rp o ra te  s tab ility  o r su rv ival index co n tro llin g  for 

initial incom e, in itial stock  o f  physical cap ita l, and initial stock o f  hum an cap ita l.

T hus, w e run regressions o f  the form

economic initial initial initial corporate

growth ~ A  + A income + A physical + 0 3 human + A sec tor

rate level capital capital index

w here the econom ic growth rate is p er capita  G D P  grow th , defined  above as 

A ln (v ) = A v /y ;  and corporate sector index  is one o f  the stab ility  o r su rv ival indexes 

defined  above.

T he con tro l variab les included  in (8) are defined  as follow s.

T o  cap ture  initial incom e, w e use the logarithm  o f  1990 p e r  capita  G D P , deno ted  

ln(>). Initial physical cap ita l s tock  is the logarithm  o f  real p er capita  physical cap ita l in 

1990. T hese variab les are construc ted  as d esc ribed  at the end o f  S ection  2. As a p roxy  

for the initial s tock  o f  per capita  hum an cap ita l in each  coun try , w e take the logarithm  o f  

the average years o f  education  for peop le  aged 25 o r over. T hese  d ata  are from  B arro  and 

Lee (2000).

W e w ish  to  insure that d iffe rences in coun try  size do not affect o u r resu lts. W e 

therefore redo all ou r regressions w ith  a m easure o f  co u n try  size  as yet an o th e r 

independen t variable. T o gauge co u n try  size, we use the log arith m  total 1990 G D P ,

6 See  e.g . B a r ro  ( 1 9 9 1), M a n k iw  (1 9 9 5 ) .
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adjusted  to  1996 do llars at purchasing  p o w er parity  exchange rates, w hich  we d eno te  

ln(Y). T hese  da ta  are from  Penn W o rld  T ab le 6.1. T hus, the tw o  sets o f  reg ressions w e 

run have the form s

A ln( y) = (3a + /?, ln( y) +  /?2 In(k) + /?3 ln(/t) +  /?40  + £  (9)

and

A ln (y )  =  /?() +  /3\ ln (y ) +  /32 ln(Ac) -f- J33 ln(/j) +  (.34 ln(K) +  /35<Y> + £  (10)

T he p rev ious section  notes that g row th  can  occu r e ith e r because o f  capita l 

accum ulation  o r because o f  total facto r p roduc tiv ity  (T FP) g row th , and that overall 

g row th  in per capita  G D P  can  be decom posed  in to  tw o co m ponen ts  re flec ting  these tw o  

processes. W e therefo re  also  run reg ressions ana logous to  (9) and (10), bu t substitu ting  

first to tal facto r p roduc tiv ity  grow th , deno ted  ATFP, and then  cap ita l accum ulation , 

deno ted  Aln(k), w here both  variab les are as d esc ribed  at the end  o f  S ection  2.

T ab le  3 p resen ts all o f  these regressions. P anels A and B report full deta ils  for 

regressions using ind ices based  on the least inclusive lists o f  top  ten firm s. T he equal- 

w eigh ted  s tab ility  index, $ t £ , attracts a s ign ifican t negative co effic ien t in reg ressions

ex p la in in g  both  per capita  G D P  grow th  and  total factor p roductiv ity  g row th . T h at is, a 

m ore stab le  list o f  do m in an t co rp o ra tio n s is associa ted  w ith s lo w er eco n o m ic  g row th  and 

s lo w er p roductiv ity  grow th .

T ab le  3 Panel C reports the regression  resu lts  using stab ility  ind ices based  on each 

variant list o f  top  ten firm s described  above. For brev ity , it reports o n ly  the regression  

coeffic ien ts  on those indices. T he co rp o ra te  stab ility  indices, bo th  em p lo y ee -w eig h ted  

75 and the eq u a l-w eig h ted  F , are negative ly  re la ted  to p er cap ita  G D P  grow th  and

to to tal facto r p ro d u c tiv ity  grow th. T he em ployee-w eigh ted  stab ility  ind ices based  on
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L ists I th rough  IV all a ttract negative and  s ig n ifican t regression  co effic ien ts  w here per  

capita  G D P  grow th  o r to tal facto r p ro d u c tiv ity  grow th  is the d ependen t variable. T he 

equa l-w eigh ted  stab ility  indices based  on L ists III through V behave likew ise. T he 

negative re la tionsh ip  o f  co rpo ra te  stab ility  w ith  cap ita l accum ulation  is m ore tenuous, as 

on ly  the em p lo y ee -w eig h ted  s tab ility  ind ices b ased  on L ists II and III a ttract s ign ifican t 

negative regression  coeffic ien ts .

[T able 3 about here]

T hese re la tionsh ips are econom ically  as w ell as sta tis tica lly  sign ifican t. T o  save 

space, and to  be co n se rv a tiv e , w e d iscuss on ly  the results fo r indexes based  on the 

m in im ally  inclusive lists o f  top  ten firm s, w hich  also  have the least sign ifican t results. 

T he average coeffic ien t on equa l-w eigh ted  stab ility , <&LE, in Panel B o f  T ab le  3 is -

0 .285. A one standard  dev ia tion  increase in the index thus is assoc ia ted  w ith low ering  

per capita  G D P  grow th  by  -0 .285  X 0.171 o r 4 .9% . T h is is app rox im ate ly  35.6%  o f  the 

cro ss-co u n try  standard  dev ia tion  in real p er capita  G D P grow th . S im ilarly , a one 

standard  dev ia tion  increase in the eq u a l-w eig h ted  stab ility  index is assoc ia ted  w ith  a 

dec line  in to tal fac to r p ro d u c tiv ity  grow th  o f  34 .2%  o f  the s tandard  dev ia tion  o f  that 

variable.

T hese  estim ates ind icate  that co rpo rate  sec to r stab ility  is assoc ia ted  w ith  grow th  

re tard ing  factors that accoun t for a substan tia l part o f  the variation  in econom ic g row th  

across coun tries.
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3.3 Regressions of Long-Term Economic Growth on Corporate Survival

T he corporate  stab ility  m easu res in T ab le  3 gauge the stab ility  in a co u n try ’s list o f  top  

ten com panies o v e r tw en ty  years, and  thus are a d irect and conservative  m easure o f 

con tinuous d o m inance o f  lead ing  co rpo ra tions. H ow ever, som e lead ing  co rp o ra tio n s  

m ight be d isp laced  from  the top  ten list, but still rem ain  prom inent. T he co rpo ra te  

survival ind ices, Q c’1̂  and Q.cf p d ep ic ted  in S ection  2.3, cap tu re  the p roportion  o f  top

ten firm s in 1975 that e ith e r rem ain  am ong  the top  ten firm s in 1996 o r grow  at least as 

fast as their co u n try ’s G D P . T ab le  4  rep licates the regressions in T ab le 3, substitu ting  

co rpo rate  su rv ival ind ices for the an a logous stab ility  indices.

[T able 4  about here]

P anels A and B report co m p le te  regression  resu lts  using surv ival ind ices based  on 

the least inclusive lists  o f  top  ten co rpo ra tions, w hich exc lude financial, foreign 

con tro lled , and state co n tro lled  firm s. T he m ere surv ival o f  these o ld  lead ing  firm s is 

s ign ifican tly  associa ted  w ith  s lo w er g row th , s low er productiv ity  g row th , and slow er 

cap ita l accum ulation . T h e  resu lts in T ab le  4  panels  A  and B are ac tua lly  m ore s ign ifican t 

than  their coun terparts  in T ab le  3.

T ab le  4  Panel C  show s that co rpo ra te  su rv ival, e ither em ployee w eigh ted , Q.(̂ p ,

o r  equal w eighted , Q ^0P, defined  using  any  o f  the five top ten lists, is co nsisten tly  

assoc ia ted  w ith low er p e r  capita  G D P  grow th  and total fac to r p ro d u c tiv ity  grow th. 

A gain , the negative reg ressio n  co effic ien ts  are m ore statistica lly  sign ifican t then  their 

coun terparts  in the stab ility  ind ices reg ressions. T he survival indices rem ain  w eak  in
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exp la in ing  capita l accum ula tion , w ith  negative and sign ifican t coeffic ien ts  aris ing  on ly  in 

using  L ist III (exc ludes financial and foreign  con tro lled  co m p an ies) and m arg in a lly  

sign ifican t co effic ien ts  aris ing  using  L ists  II (non-financial com pan ies) and  V (m in im ally  

inclusive -  d ropp ing  financia l, foreign  con tro lled , and state con tro lled  firm s).

L ikew ise , the re la tio n sh ip s  betw een  the resilience o f  1975 top  ten firm s and both  

econom ic g row th  and p ro d u c tiv ity  g row th  are m ore econom ically significant than  the 

analogous effec ts  in T ab le  3. A gain , w e focus on the m in im ally  inclusive  sam ple. A  one 

standard  dev ia tio n  increase in the labo r-w eigh ted  surv ival index is associa ted  w ith  a per  

capita  G D P  grow th  d ro p  o f  0 .22 x  0 .227  o r 5% . T h is is app rox im ate ly  36 .5%  o f  the 

c ro ss-co u n try  standard  dev ia tion  in real p er capita  G D P  grow th . S im ilarly , a one 

standard  dev ia tio n  in crease  in the equa l-w eigh ted  surv ival index is assoc ia ted  w ith  a per  

capita  G D P  grow th  d ep ressed  by  4 7 .5 %  o f  the standard  deviation  o f  that variable. A one 

standard  dev ia tio n  increases in these sam e labor o r equa l-w eigh ted  surv ival indexes is 

likew ise assoc ia ted  w ith  to tal facto r p roductiv ity  grow th  reductions o f  32.9%  o r 44 .8% , 

respectively , o f  the standard  dev ia tion  o f  that variable. A lso, a one  standard  d ev ia tion  

increase in these su rv ival ind ices is assoc ia ted  w ith  p er capita  cap ita l accu m u la tio n  low er 

by 27.4%  and 32% , respectively , o f  its standard  deviation .

In sum m ary , the regression  resu lts  above show  that co n tin u o u sly  d o m in an t large 

firm s (a  h igh  co rpo ra te  s tab ility  index ) are assoc ia ted  w ith  low er p e r  capita  G D P  grow th  

and low er total factor p ro d u c tiv ity  grow th . T his pattern  is s tro n g er w hen w e gauge the 

con tinued  p rom in en ce  o f  these old  lead ing  firm s (a high survival index), ra ther than th e ir 

con tinued  dom inance . T hat is, the d isp lacem en t o f  top  ten firm s by o th er firm s is
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som ew hat tied  to  rapid  grow th. B ut rap id  g row th  is far m ore ev iden t in co u n tries  w here 

the old top  ten firm s lose their p rom inence.

3.4 Rich or Poor?

In teresting ly , w hen we include sta te-con tro lled  en terp rises in the  list o f  d o m in an t firm s, 

the co n tin u o u s dom inance o f  large co rpo ra tion  (sam ples II and III) is re la ted  to  low er 

capital accum ulation . S ta te-con tro lled  en terp rises are p erhaps m ore pervasive  in 

develop ing  econom ies. In such  econom ies w h o se  capital m arke ts  are ill deve loped , 

s ta ted -con tro lled  en terp rises m ight p lay  a particu la rly  crucial role in d ev e lo p m en t, e ith e r 

positive ly  in overcom ing  this lacuna, o r n eg a tiv e ly  e ith e r by  cro w d in g  out p rivate 

investm en t o r by  ac tua lly  im ped ing  capita l m arket underd ev elo p m en t. H ence, this 

find ing  m ight p rim arily  reflect negative  co n seq u en ces o f  the co n tin u o u s  dom inance  o f  

large state  ow ned  en terp rises in develop ing  coun tries.

M ore generally , G erschenkron  (1962) and o thers argue that the eco n o m ic  

in stitu tions and processes lead ing  to eco n o m ic  grow th  in rich  co u n tries  d iffe r 

qua lita tiv e ly  from  those in poor coun tries  tha t are “ca tch ing  u p ” there fo re  is useful to 

exam ine the re la tionsh ip  b etw een  g row th  and co rpo ra te  sec to r s tab ility  and  survival 

w ith in  subsam ples o f  in itia lly  rich and p o o r co u n trie s.7

T ab le  5 reproduces the reg ressions o f  T ab les 3 and 4  for rich  and poor coun try  

subsam ples. W e define coun tries as rich  if th e ir p er capita  G D P  in 1990 is above the 

m edian  for the 44 coun tries in ou r sam ple.

7 A c e m o g lu  e t at. (2 0 0 0 )  d e v e lo p  a  c o m p r e h e n s iv e  fo rm a l  m ode!  b a se d  on  G e r s c h e n k r o n ’s in s igh t.  O u r  
resu lts  in th is  sec t io n  b ro a d ly  su p p o r t  the i r  m o d e l ’s va lid i ty .
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[T able 5 abou t here]

T ab le  5 reports reg ressions o f  the form  dep ic ted  in E quation  12 using stab ility  and 

survival indexes based  on all five lists o f  top  ten co rpo rations. T o  save space, w e report 

on ly  the regression  coeffic ien ts  o f  the s tab ility  and  co rpo ra te  su rv ival indices.

W ith in  developed  coun tries, s lo w er p er capita  G D P  and to tal facto r p roductiv ity  

grow th  are associa ted  w ith  h ig h er co rp o ra te  stab ility  and  surv ival ind ices if  the la tter are 

defined  using  the m in im ally  inclusive  lists o f  top  ten firm s, w hich  d rop  financial, foreign- 

con tro lled , and sta te-con tro lled  firm s. C ap ita l accum ulation  is un re la ted  to  e ith e r set o f  

ind ices in rich  countries. Inc lud ing  fo re ig n -co n tro lled  en terp rises genera tes qu ite  sim ilar 

resu lts, w ith  on ly  sligh tly  less s ta tis tica l sign ificance. In c lu d in g  sta te-con tro lled  

en terp rises ren d er all the ind ices en tire ly  insign ifican t. T hus, fo r d ev e lo p ed  coun tries, the 

tu rnover in the dom inance and  p rom inence o f  top  non-financia l d o m estica lly  con tro lled  

private sec to r firm s is associa ted  w ith  fas te r g row th.

W ith in  develop ing  co u n tries, s ig n ifican t resu lts  ob tain  o n ly  if  s ta te-ow ned  

en terp rises are included  in the ta lly ing  up  o f  the con tin u o u s do m in an ce  o r su rv ival o f  

large co rporations. B o th  co rpo ra te  sec to r s tab ility  and co rpo rate  sec to r surv ival are 

assoc ia ted  w ith  s low er real per capita  G D P  g row th , to tal factor p ro d u c tiv ity  g row th , and 

cap ita l accum ulation . T hese  resu lts  h igh ligh t that the con tinuous d o m in an ce  o f  large 

sta te-con tro lled  en terp rises in p o o re r co u n trie s  accoun ts  for the resu lts  reported  in T ab le  3 

and  4 Panel C  based  on versions I, II, and III o f  the  top ten firm s list. T hese  resu lts also  

suggest that, in d eve lop ing  coun tries, the tu rn o v er o f  dom inan t firm s in the p rivate  sec to r 

does not seem  to affect grow th .
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3.5 Robustness Tests

T hese basic resu lts  in T ab les 3 though  5 su rv ive a battery  o f  robustness checks. S ensib le  

changes in the sp ec ifica tio n  o f  the reg ressio n s and in the defin itions o f  the variab les in 

them  generate  q u a lita tiv e ly  s im ila r resu lts. B y  this w e m ean that these changes do  not 

a lte r the sign, ap p ro x im a te  m agnitude, o r  s ign ificance o f  the coeffic ien t on the co rpo rate  

stab ility  indexes. W e also  conduct residual d iagnostics ana lyses and find that o u r resu lts 

are not affec ted  by  ou tlie rs. F o r ex am p le , C ook 's D and D F F IT S  tests ind icate  no 

ou tliers. T he “stu d en t res id u a ls” p o in t o n ly  to  Ireland  as a po ten tia l ou tlie r. H ow ever, 

d ropp ing  that co u n try  from  our sam ple p roduces qualita tiv e ly  iden tical results.

T he industria l structu re  o f  an eco n o m y  m ight m atter. S pec ifica lly , dep en d en ce  on 

natural resou rces m igh t affec t co rp o ra te  sec to r stab ility , su rv ival, and  eco n o m ic  grow th . 

R esource ab undan t co u n tries  m ay have very  large natural resou rces firm s that ough t to 

rem ain  large to  ex p lo it econom ies o f  scale . Y et, for a varie ty  o f  po litica l and institu tional 

reasons, these co u n trie s  rem ain  p o o r (R odriguez  and Sachs, 1999 and Sachs and W arner, 

2001). Includ ing  the resource d ep en d en ce  m easure  o f  Hall and Jo n es  (1999) in our 

reg ressions as an  add itional con tro l variab le  p reserves the rough m agn itudes and 

sign ificance levels o f  the s tab ility  and  surv ival m easu res .8

O u r co rp o ra te  s tab ility  variab les m igh t have d ifferen t in terp re ta tions in large and 

sm all coun tries, as they  m ight re flec t a g rea ter tu rnover assoc ia ted  w ith  sm alle r firm  size

8 T h e  m in in g  v a r iab le  in Hall  a n d  Jo n e s  ( 1 9 9 9 )  is for  1988 “ w h e n  p o ss ib le  o r  th e  c lo se s t  a v a i lab le  y e a r . ” 
W e  fo l lo w  th e i r  p r o c e d u r e  to  c o n s t ru c t  an  a n a lo g o u s  v a r ia b le  us in g  1975 a n d  1996 d a ta  f ro m  the W o r ld  
D e v e lo p m e n t  In d ic a to r s  d a ta b a s e .  W e  c o n s t ru c t  tw o  se ts  o f  co n tro l  for  na tu ra l  r e so u rc e  d e p e n d e n c e  us in g  
fuel,  oil,  a n d  m e ta ls  e x p o r ts  o v e r  m e rc h a n d is e  e x p o r ts  (F O M ) .  T h e  first se t  in c lu d e s  tw o  v a r ia b le s  -  the 
level o f  F O M  in 1975 a n d  its c h a n g e  f ro m  1975 to  1996. T h e  se c o n d  set is the  a v e r a g e  o f  F O M  in 1975 and 
1996. In c lu d in g  e i th e r  se t  o f  re so u rce  d e p e n d e n c e  c o n t r o l s  in o u r  re g re s s io n s  p r e se rv e s  the  m a g n i tu d e s  a n d  
s ig n i f ic a n ce  leve ls  o f  the  s tab i l i ty  a n d  su rv iva l  v a r ia b le s  in p e r  c a p ita  G D P  a n d  T F P  g ro w th  re g re ss io n s .
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in sm alle r coun tries. O ne po ssib ility  is to  ad just our top  ten firm s’ lists to  co u n try  size. 

T h e  absence  o f  good  reco rds in m an y  coun tries m akes ascerta in ing  the su rv ival o f  

sm aller firm s v irtu a lly  im possib le . T herefo re , w e in troduce co u n try  size, m easured  as the 

log arith m  o f  1990 G D P  in 1996 US dollars (converted  at pu rchasing  p o w er parity ). 

In c lud ing  this does not q u a lita tiv e ly  a lte r o u r resu lts, nor does includ ing  a lte rn a te  co u n try  

size  m easures such as the lo g arith m  o f  1990 popu la tion  o r the logarithm  o f  area (in 

square  k ilom eters).

In a fu rther set o f  ro bustness tests, w e substitu te  tw o  alternative  p ro d u c tiv ity  

g row th  m easures. T h ese  are tw o  p e r  capita  p roduc tiv ity  grow th  m easures that co n sid er 

hum an cap ita l accu m u la tio n , as p roposed  by  M ank iw  (1995) and H all and Jo n es  (1999), 

respectively . E ith er o f  these  a lte rna tives reduces the sign ificance o f  the stab ility  ind ices, 

bu t not o f  the  su rv ival indices.

N ex t, rep lac in g  real G D P  p e r  capita  g row th  w ith  per capita  G N I (g ross national 

incom e) also  p ro d u ces patterns o f  signs, coeffic ien t size, and statistica l sign ificance very  

sim ila r to  those show n  in the T ab les. G N I can be m easured  in tw o w ays. T he first uses 

the A tlas M ethod  and  converts  national cu rren cy  to  curren t US do llars, and  the second  

converts  national d o lla rs  to  “ in terna tional d o lla rs” at purchasing  p o w er parity . B oth  

m easures p roduce s im ila r results.

F inally , if  w e m easure in itia l s tock  o f  hum an capita l by  the logarithm  o f  the 

average n u m b er o f  years o f  total education  in the m ale popu lation  o v er 25 in 1990, ra ther 

than  the the general adu lt p o p u la tio n  (on the grounds that m ales are m ore likely  to  be in 

the  w ork  force in m any  co u n tries), w e again  ob ta in  qualita tively  sim ila r resu lts.
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4. Discussion

W hile co n sid erin g  d ifferen t w ays o f  co n stru c tin g  ou r survival and stab ility  indexes, we 

po in ted  out that financial d ev e lo p m en t, op en n ess , and the size o f  the governm en t sec to r 

m ight all affect bo th  stab ility  and  eco n o m ic  g row th . W e now  co n sid er these argum ents 

in m ore detail to specu la te  abou t how  each  m ight m ediate  the re la tio n sh ip  betw een 

eco n o m ic  g row th  and the stab ility  o r  surv ival o f  large corporations.

T he size o f  the g o v ern m en t sec to r m igh t p lau sib ly  affect the observed  re la tionsh ip  

betw een  co rp o ra te  sec to r s tab ility  and su rv ival in a range o f  re la ted  w ays. T hese depend  

on the b en ev o len ce  o r m alev o len ce  o f  the po litica l elite.

A  h igh ly  ben ev o len t g o vernm en t m ight seek low  em ploym en t o r an ega litarian  

incom e d istribu tion . I f  large co rp o ra tio n s sustain  large num bers o f  stead y  m idd le-incom e 

jo b s , su p porting  large co rp o ra tio n s  m ight be a m eans to these en d s.9 O r, a benign  

g o v ern m en t m igh t view  general eco n o m ic  s tab ility  as a public g o o d .10 In e ith e r case, a 

ben ev o len t governm en t m ight act to  p reserve es tab lish ed  large firm s even  if  th is slow ed 

grow th.

S om e g o vernm en ts have “ industrial p o lic ies” to d irect the co rpo ra te  sector. In the 

e igh ties, J a p a n ’s success w as a ttrib u ted  to  such  state ac tiv ism . B eason  and W einste in

9 F o r  e x a m p le ,  w h e n  the  G e r m a n  g o v e r n m e n t  b a i led  o u t  P h i l ip p  H o lz m a n n ,  F in a n c e  M in i s te r  H a n s  E ich e l  
d e c la re d  tha t  “ the  g o v e r n m e n t  h a s  a  r e sp o n s ib i l i ty  to  s te p  in i f  a  m a jo r  G e r m a n  c o m p a n y  is a b o u t  to 
c o l l a p se  a n d  co s t  th o u s a n d s  o f  p e o p le  th e i r  j o b s . ” (S e e  E d m u n d  A n d re w s  ‘N a v ig a t in g  the  E c o n o m y  o f  a 
C h a n g in g  G e r m a n y ’, N e w  York T im e s , D e c e m b e r  7. 1999 .)  T h e  s a m e  m o tiv e  s e e m s  to u n d e r l ie  C h a n c e l lo r  
G e r h a r d  S c h r o e d e r ’s p re ssu re  on  G e r m a n  b a n k s  to  sa v e  the  jobs  o f  the 2 2 ,0 0 0  e m p lo y e e s  o f  the b a n k ru p t  
e n g in e e r in g  f i rm  B a b c o c k  B o rs ig  A G  w i th  a  $ 7 0 0  to $ 8 0 0  m il l io n  bailou t .  (S e e  ‘S c h r o e d e r  S e e k s  ba ilou t  
A id  fo r  B a n k r u p t  F i r m ’ In te r n a tio n a l  H e r a ld  T r ib u n e , Ju ly  6, 2 0 0 2 ,  p  11.)
10 S u c h  b e l i e fs  s e e m  to  h a v e  led  the  J a p a n e s e  g o v e r n m e n t  to p ro p o se  a  ¥ 2 0 0  b i l l ion  ($ 1 .9 0  b i ll ion)  b a i lo u t  
o f  S o g o  D e p a r tm e n t  S to re s ,  w h ic h  A s ia w e e k  d e sc r ib e d  as  part  o f  J a p a n ’s lo n g  t rad i t io n  o f  c o rp o ra te  
b a i lo u ts  d e s ig n e d  to  m in im iz e  “ c o n f u s i o n ” . See  Jo n a th a n  S p ra g u e  a n d  M u r a k a m i  M u t s u k o  ‘T o k y o ’s S o g o  
S h o c k e r  - A  b a i lo u t  a n d  a re v e rsa l  s h o w  no  p o l icy  a t  a l l ’ A s ia w e e k , 2 6 (2 9 ) ,  Ju ly  28 ,  2 0 0 0 .  N o te ,  h o w e v e r ,  
th a t  A s ia w e e k  c o n t in u e s  that ,  to the  b e w i ld e r m e n t  o f  s e n io r  p o l i t ic ians ,  the b a i lo u t  w a s  d e ra i le d  w h e n  “ [t |he  
p u b l ic  e x p lo d e d  o v e r  the  use  o f  th e i r  tax  m o n e y  to re scu e  a p o o r ly  m a n a g e d  p r iv a te  c o m p a n y . ”
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(1996) and  o thers d iscred it such  v iew s, bu t support for industrial po lic ies persists in m any  

coun tries. O ne reason  fo r th is co n tin u ed  support, p roposed  by  H ogfe ld t (2004), is that 

large estab lish ed  co rp o ra tio n s are co n v en ien t channels  th rough  w hich  po litic ians can 

pursue a v arie ty  o f  socia l and  po litica l ob jectives. P o litic ians m ight protect such 

co rpo rations to  p reserve  th e ir ow n p o w e r.11 A no ther is K ru eg er’s (1993) argum ent that 

b u reaucracies, once es tab lish ed , lobby  e ffec tiv e ly  for their ow n surv ival and grow th. 

R egard less o f  w hich  ex p lan a tio n  is param oun t, in terven tion ism  can slow  grow th  in a 

v arie ty  o f  w ays. O ne is that governm en t in v estm en t crowds out private  investm ent, as in 

n eo -K eynesian  m acro eco n o m ics. A n o th er is that governm en t in terven tion  adds po litica l 

risk  to  norm al business risks, and so  deters co rpo ra te  investm ent. A third, due to 

D jankov  et al. (2002), stresses how  red tape, delays, and o th e r po litical fixed costs o f  

forestall en try  by new  firm s. A ll th ree im ply  bo th  slow  grow th  and high stab ility  and 

su rv ival indexes.

F ina lly , a co u n try ’s gov ern m en t m ight be con tro lled  to  som e ex ten t by its g reat 

co rpo ra tions, and m an ipu la ted  to  their benefit. S tig ler (1971) argues that regu lated  

businesses o ften  cap tu re  the b u reau cra ts  w ho  regu la te  them , and  w hose careers depend  on 

the im portance o f  the firm s they  oversee. T u llo ck  (1967) argues m ore generally  that 

re tu rns to  po litica l ren t-seek ing  rise w ith  the ex ten t o f  state in terven tion ism . M orck  and 

Y eung  (2004) argue that large , estab lished , fam ily  con tro lled  co rp o ra te  g roups are

11 F o r  e x a m p le ,  B u s in e s s  W eek  r e p o r t s  M a la y s ia n  P r im e  M in i s te r  M a h a th i r  u n a p o lo g e t ic  ab o u t  his 
g o v e r n m e n t ’s p o l ic y  o f  se le c t in g  a  h a n d fu l  o f  w e a l th y  b u s in e s s m e n  for  p r iv i le g es  a n d  a ss ig n in g  th em  the 
ro le  o f  c re a t in g  j o b s ,  im p le m e n t in g  b ig  p ro jec ts ,  a n d  k e ep in g  the  e c o n o m y  g ro w in g .  T h e  ar t ic le  q u o te s  
M u s ta p h a  M o h a m e d  o f  the F in a n c e  M in is t ry  sa y in g  " W e  v iew  M a la y s ia  a s  a  c o rp o ra t io n ,  and  the 
sh a re h o ld e r s  in th e  g o v e r n m e n t  a re  c o m p a n i e s . ”  a n d  “T o  the  ex te n t  y o u  h e lp  the  b ig g e r  g u y s ,  the sm a l le r  
g u y s  benef i t ."  S ec  Sheri  P ra sso ,  M a r k  C l i f fo rd  a n d  Jo y c e  B a rn a th a n  ‘M a lay s ia :  T h e  F e u d  - H o w  M a h a th i r  
a n d  A n w a r  b e c a m e  e m b r o i l e d  in a  c la sh  th a t  th rea te n s  to  se n d  M a la y s ia  in to  u p h e a v a l ’ B u s in e s s  W eek, 
O c to b e r  28, 1998.
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esp ec ia lly  ab le  ren t-seekers fo r a varie ty  o f  reasons. A gain , h igh ly  stab le  large 

estab lished  co rp o ra tio n s  and slow  eco n o m y  grow th  ensue.

F ism an and S vensson  (2000), F ism an (2001), F ism an  and Di T elia . (2001), and 

o thers do cu m en t the firs t-o rder im p o rtan ce  o f  politica l ren t-seek ing  in lo w -in co m e 

econom ies. R ecall that the s tab ility  and surv ival indexes that include sta te-o w n ed  

en terp rises are m ost useful in ex p la in in g  slow  grow th  in lo w -incom e co u n tries. O ne 

in terp re ta tion  o f  th is  find ing  is that s ta te-ow ned  en terp rises are esp ec ia lly  co n d u c iv e  to 

ren t-seek ing  in low  incom e co u n tries, and therefo re  their co n tin u ed  ex isten ce  is bo th  

m ore assured  and m ore detrim en tal to  g row th .

A n o th er argum en t fo r a re la tio n sh ip  betw een  co rpo rate  sec to r s tab ility  and

12econom y grow th  turns on financial sec to r developm en t. U pstarts have less access to 

financing  in an eco n o m y  w ith  u n d erd ev elo p ed  financial in stitu tions and m arkets. In 

con trast, large es tab lish ed  co rp o ra tio n s can  use their in ternal cash  flow s to fund new  

investm ent, even  investm en t that is eco n o m ica lly  ineffic ien t. S ch u m p eter (1912 , 1939) 

argues that a w e ll-function ing  financial system  is a p rerequ isite  fo r rapid econom ic 

g row th  because  it a llow s innovative  en trep ren eu rs  to obtain  financing  for new  firm s that 

ca rry  th e ir w ea lth -crea tin g  ideas to m arket. K ing and L ev ine (1993) p resen t ev id en ce  

that coun tries w ith  be tte r dev e lo p ed  financia l system s do grow  faster, and in terp re t it as 

supporting  this view . S ch u m p eter (1912) holds that the rise o f  these innovative  new  

firm s necessita tes the dem ise  o f  es tab lish ed , non-innovative  firm s -  a p rocess he dubs 

creative destruction. T h is  reason ing  suggests that be tte r function ing  financial system s 

m ight be assoc ia ted  w ith  faste r g row th  and m ore co rpo ra te  turnover.

12 S ee  K h a n n a  an d  P a lep u  (2 0 0 0 ) ,  L a  P o r ta  e t  a l.  (2 0 0 0 ) ,  L ev in e  (2 0 0 2 ) ,  R a ja n  an d  Z in g a le s  (2 0 0 3 ) ,  
Jo h n s o n  a n d  M il to n  ( 2 0 0 3 ) ,  M o rc k  et al.  ( 2 0 0 0 ) ,  O lse n  (2 0 0 0 )  a n d  o thers .
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D igging  deeper, w e m ust ask w hy financial m arkets are  u n d erd ev elo p ed . La 

P orta  et al. (1997a, 1998) argue that the d is in te rested  and effic ien t en fo rcem en t o f  p rivate  

p roperty  righ ts is essen tia l to financial sec to r dev e lo p m en t. La P orta  et al. (1997b) argue 

that som e coun tries  fail to  protect such p roperty  righ ts fo r h istorical and cu ltu ra l reasons. 

A lterna tive ly , M orck , S tangeland , Y eung (2000), R ajan and Z in g ales (2003), M orck, 

W olfenzon , and Y eung (2004) and o thers argue that the insiders o f  large d o m in an t firm s 

m ight use their po litica l in fluence to  w eaken  th e ir co u n trie s’ financia l sectors. T his 

creates a b arrier to en try  against upstart rivals.

A  th ird  argum ent w hy o u r survival and stab ility  in d ex es m ight be re la ted  to 

econom ic grow th  invo lves econom ic openness. O penness en co u rag es  coun tries to 

spec ia lize  accord ing  to their com parative  advan tages, w hile au tarch y  requ ires a m ore 

d iversified  industrial structure. A ltering  trade p ro tec tion  m ight ra ise  large co rpo ra te  

sec to r tu rn o v er as e ith e r ad justm ent occurs. A ltering  capital accoun t b arriers  m ight also  

raise tu rn o v er as m ultinational subsid ia ries  e ith er en ter o r ex it. S achs and W arn er (1995), 

am ong o thers, show  that openness affec ts eco n o m ic  g row th , so the underly ing  

m echan ism  m ight co n ceiv ab ly  involve top  firm  turnover.

A gain , w e have to  ask  w hether o p enness co u ld  be due to  co rp o ra te  sec to r 

s tability . P o litic ians m ight w ield  p ro tec tio n ism  as a tool to  p ro tec t es tab lish ed  

co rpo rations from  m ore effic ien t foreign co m p etito rs , as p roposed  by M orck , S tangeland  

and Y eung (2000), and  R ajan and Z ingales (2003). O r a lte rna tive ly , p ro tec tio n ism  m ight 

be adopted  for pu re ly  ideological reasons, and the en su in g  co rpo ra te  stab ility  m ight be an 

un in tended  consequence .

U sing  historical ev idence, R ajan  and Z ingales (2003) argue that the p rin c ip a ls  o f
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large estab lish ed  firm s in m any coun tries ac tive ly  pressed  g o v ern m en ts  to  hobble 

national stock  m arkets to  deprive po ten tia l upstart co m p etito rs  o f  cap ita l early  in the 20th 

cen tury . T h is can  bring  to g eth er unusual bed fe llow s, such as in terv en tio n is t po litic ians 

and seem ing ly  h ighly  p rincip led  business leaders attack ing  ‘sp ecu la tio n ’. L arge honest 

governm en ts m ight thus be am enab le, perhaps unknow ing ly , to  fe tte red  stock  m arkets 

and an en trenched  cadre o f  top  co rporations. R ajan  and Z ingales find , how ever, that 

openness to  the w orld  eco n o m y  seem s to  ren d er such  b u sin ess-g o v ern m en t cooperation  

less successfu l, perhaps because en trep ren eu rs can  obtain  financ ing  from  abroad  o r 

because foreign en trep ren eu rs can  upset the local status quo. O thers, in c lu d in g  M orck  et 

al. (2000), d raw  sim ila r conclusions.

F u rther w ork to exp lo re  these issues is c lea rly  ca lled  for.

5. Conclusions

E conom ic grow th  is affec ted  by the tu rn o v er o f  d om inan t firm s. If the con tinuous 

dom inance o f  a large firm  reflects superio r m anagem en t, such firm s cou ld  serve as 

eng ines o f  grow th . T h ey  m ight also  p rovide the resou rces and jo b  secu rity  fo r investing  

in innovations that raise grow th . B ut, high tu rn o v er o f  d om inan t firm s m igh t ind icate  

v ibrant crea tive  destruc tion , and a lack o f  en tren ch m en t o f  large co rpo ra tions.

W e shed em pirica l light on these co n flic tin g  argum ents. W e cap tu re  the 

con tinuous dom inance o f  large firm s from  1975 to  1996 by  the p ro p o rtio n  o f  the top  ten 

firm s at the beg inn ing  o f  the w indow  that rem ain  am o n g  the top ten  firm s at its end, 

w hich  w e call our corporate sector stability index. A past top  ten  firm  that does not 

rem ain  as a cu rren t top  ten m ay n evertheless rem ain  prom inen t. T o  cap tu re  th is, w e
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create  a corporate sector survival index -  the proportion  o f the top  ten firm s at the 

beg inn ing  o f  the w indow  that e ith e r rem ain  on the top  ten list at its end o r grow  at least as 

fast as G D P . W e link the co ip o ra te  stab ility  and co rpo ra te  survival ind ices to  long-term  

econom ic grow th  based  on a 1990 to  20 0 0  w indow .

W e find that, fo r developed  coun tries, a lack  o f  tu rnover o f large d o m in an t firm s 

in the p rivate  sec to r is n eg a tiv e ly  assoc ia ted  w ith  grow th  in per capita  G D P  g ro w th  and 

to tal fac to r p roductiv ity . F or d ev e lo p in g  coun tries, the con tinuous dom inance  o f  state- 

ow ned  en terp rises is assoc ia ted  w ith  s lo w er p er capita  G D P  grow th , to tal facto r 

p roductiv ity  grow th  and cap ita l accum ula tion . T hese  resu lts su rv ive  m ultip le  rob u stn ess  

checks, w hich  include residual d iag n o stics  ana lyses as well as add ing  and m odify ing  

contro ls. W e believe  that the resu lts ind icate  that the orig inal S chum peterian  idea (1912) 

is co rrect, particu la rly  in deve loped  coun tries. F or develop ing  coun tries, co n tin u o u s 

direct invo lvem en t o f  governm en t in com m ercia l o rgan izations seem s to be the cu lp rit for 

s low er grow th.

T here  are at least th ree in ferences. O ne is that in terven tion ist g overnm en ts, 

underdeveloped  cap ita l m arkets, and au tarky  re tard  econom ic g row th  by them selves; and 

a low tu rnover o f  d o m in an t firm s is a by -product. A nother is that these th ree factors 

com prom ise  grow th  p rec ise ly  because  they  p reserve the dom inance o f  es tab lish ed  large 

co rporations, w hich  leads to  a low  level o f  crea tive  destruc tion . T hird , these three 

institu tional features m ay be ch am p io n ed  and eng ineered  by large do m in an t firm s 

because they  p reserve the status quo; yet, low  eco n o m ic  grow th is the con seq u en ce . If 

the third in ference is co rrec t, a slow  tu rn o v er o f  large corpo rations re flects th e ir econom ic 

en trenchm ent.
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O u r find ings ra ise  the concern  that the co rpo rate  sectors o f  som e co u n tries  m ight 

be  ex cessiv e ly  stab le , and  that this m ight retard econom ic grow th . W e recogn ize  that 

fu rther w ork  is needed  to  clarify  the d irec tion  o f  causation  in the econom ics underly ing  

these resu lts. W e w elcom e additional theoretical o r em pirica l w ork  that m ight cast light 

upon these issues.
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Table 1 Panel A: Corporate Sector Stability and Survival Indexes based on Maximally and Minimally Inclusive 
Lists of Top Ten Corporations
Maximally inclusive lists include all available enterprises. Minimally inclusive lists exclude financial, foreign controlled, and state 
controlled enterprises. Corporate sector stability indices, are fractions of 1975 top ten firms still in the top ten in 1996, 
weighted by each firm’s 1975 labor force. Corporate survival indexes Qc‘r>p are fractions of top ten 1975 firms still in the 1996 top ten 
or having grown at least as fast as total GDP.

Based on Maximally Inclusive List (I) of Top Ten 
Firms

Corporate Sector Corporate Sector 
Stability Indexes Survival Indexes

Based on Minimally Inclusive List (V) of Top Ten 
Firms

Corporate Sector Corporate Sector 
Stability Indexes Survival Indexes

^.75 Q anF Ll> <*>E 75 nr
Argentina 0.31173 0.3 0.31173 0,2 Argentina 0.39277 0.3 0.39277 0.3
Australia 0.66851 0.5 0.66851 0.6 Australia 0.73239 0.5 0.73239 0.6
Austria 0.83342 0.6 0.83342 0.5 Austria 0.15181 0.1 0.22772 0.2
Belgium 0.40802 0.3 0.40802 0.3 Belgium 0.53091 0.5 0.53091 0.5
Bolivia 0.74855 0.3 0.74855 0.3 Bolivia 0.18159 0.2 0.27430 0.3
Brazil 0.47057 0.5 0.47057 0.5 Brazil 0.29455 0.3 0.29455 0.3
Canada 0.40118 0.4 0.40118 0.4 Canada 0.57342 0.4 0.57342 0.4
Chile 0.43968 0.4 0.43968 0.4 Chile 0.27919 0.3 0.27919 0.3
Colombia 0.28799 0.2 0.28799 0.2 Colombia 0.60121 0.5 0.60121 0.5
Denmark 0.56300 0.4 0.56300 0.4 Denmark 0.72525 0.4 0.72525 0.4
Finland 0.78035 0.8 0.78035 0.7 Finland 0.57816 0.4 0,57816 0.5
France 0.56400 0.4 0.56400 0.4 France 0.55802 0.4 0.55802 0.4
Germany 0.76277 0.7 0.76277 0.7 Germany 0.73497 0.7 0.73497 0.7
Greece 0.38197 0.3 0.38197 0.3 Greece 0.07193 0.1 0.07193 0.1
Hong Kong 0.60582 0.3 0.60582 0.3 Hong Kong 0.60582 0.3 0.60582 0.3
India 0.12107 0.1 0.12107 0.1 India 0.56486 0.4 0.56486 0.4
Indonesia 0.27813 0.2 0.31485 0,3 Indonesia 0.39913 0.3 0.39913 0.3
Ireland 0.45014 0.3 0.45014 0.3 Ireland 0.39698 0.2 0.39698 0.2
Israel 0.59483 0.6 0.59483 0.6 Israel 0.74440 0.4 0.74440 0.4
Italy 0.76126 0.4 0.76126 0.4 Italy 0.78853 0.3 0.78853 0.3
Japan 0.72527 0.7 0.72527 0.7 Japan 0.59077 0.6 0.59077 0.6
Korea, South 0.45119 0.5 0.45119 0.5 Korea, South 0.34111 0.4 0.34111 0.4
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(Table 1 Panel A Continued)
Based on Maximally Inclusive List (1) of Top Ten 

Firms
Based on Minimally Inclusive List (V) of Top Ten 

Firms

Corporate Sector 
Stability Indexes

Corporate Sector 
Survival Indexes

Corporate Sector 
Stability Indexes

Corporate Sector 
Survival Indexes

q COP
n r <^75 <*>,

Q GDP
n r

Malaysia 0.07326 0.1 0.07326 0.1 Malaysia 0.12253 0.1 0.12253 0.1
Mexico 0.76431 0.5 0.76431 0.5 Mexico 0.62523 0.5 0.62523 0.5
Netherlands 0.79791 0.4 0.83944 0.6 Netherlands 0.84228 0.6 0.84228 0.6
New Zealand 0.20476 0.2 0.20476 0.2 New Zealand 0.06110 0.1 0.24253 0,3
Norway 0.30084 0.3 0.30084 0.3 Norway 0.12190 0.1 0.12190 0.1
Pakistan 0.22827 0.4 0.22827 0.2 Pakistan 0.45168 0.5 0.45168 0.4
Peru 0.45936 0.5 0.45936 0.5 Peru 0.09775 0.1 0.26775 0.2
Philippines 0.25999 0.2 0.25999 0.2 Philippines 0.07253 0.1 0.07253 0.1
Portugal 0.34266 0,2 0.34266 0.2 Portugal 0.08388 0.1 0.08388 0.1
Singapore 0.56019 0.4 0.56019 0.4 Singapore 0.06400 0.1 0.06400 0.1
South Africa 0.52533 0.4 0.57996 0.5 South Africa 0.63257 0.5 0.66960 0.6
Spain 0.46344 0.3 0.46344 0.3 Spain 0.30168 0.3 0.30168 0.3
Sri Lanka 0.07093 0.1 0.07093 0.1 Sri Lanka 0.24317 0.2 0.24317 0.2
Sweden 0.78482 0.5 0.78482 0.5 Sweden 0.78337 0.4 0.78337 0.4
Switzerland 0.79643 0.6 0.83344 0.7 Switzerland 0.83344 0.7 0.83344 0.7
Taiwan 0.39190 0.2 0.39190 0.2 Taiwan 0.62445 0.3 0.62445 0.3
Thailand 0.68630 0.5 0.74212 .. 0.6 Thailand 0.55994 0.4 0.60927 0,5
Turkey 0.20833 0.1 0.20833 0.1 Turkey 0.38338 0.2 0.38338 0.2
United Kingdom 0.23128 0.2 0.23128 0.2 United Kingdom 0.53862 0.4 0.53862 0.4
United States 0.53122 0.5 0.53122 0.5 United States 0.53122 0.5 0.53122 0.5
Uruguay 0.49031 0.3 0.49031 0.3 Uruguay 0.40564 0.2 0.40564 0.2
Venezuela 0.73656 0.4 0.77755 0.5 Venezuela 0.15545 0.2 0.40070 0.4
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Table 1 Panel B Correlations among all Corporate Sector Stability and Survival Indices

Based on Maxim ally Inclusive List (I) of Top  
Ten Firms

Corporate Sector Corporate Sector 
Stability Indexes Survival Indexes
o  o  o CDP o GDP£75 £ **£75 £

Based on Minimally Inclusive List (V) of Top 
Ten Firms

Corporate Sector Corporate Sector 
Stability Indexes Survival Indexes

O  q gdp q .gdp£75 £ *£75 £
List I

<*>£ 0.794
(.00)

n ® f 0.998 0.784
(.00) (.00)

n r 0.845 0.938 0.851
(.00) (.00) (.00)

List V

0.451 0.385 0.456 0.469
(.00) (.01) (.00) (.00)

0.401 0.492 0.411 0.558 0.846
(.01) (.00) (.01) (.00) (.00)

Q ^ p 0.515 0.421 0.524 0.518 0.976 0.827
(.00) (.00) (.00) (.00) (.00) (.00)

D 73

0.504 0.559 0.520 0.655 0.783 0.943 0.824

(.00) ...... (:P0)__ (.00) (.00) (.00) (.00) (.00)
Sam ples are countries listed in Table 1. Numbers in parentheses are probability levels for rejecting the null
hypothesis o f zero correlations coefficients.



Table 2: Main Variables 
Panel A: Univariate S tatistics

Variable Mean
Standard
Deviation Minimum Maximu

Based on Maximally Inclusive List (1) of Top Ten Firms 

Domestic Private Corporate Stability

C orporate stability index b a sed  on top 10 0.489 0.218 0.071 0.833
em ployers, weighted by the 1975 labor force. Ll>

C orporate stability index b a sed  on top 10 
em ployers, equally weighted.

0.375 0.170 0.091 0.800

Domestic Private Corporate Survival

C orporate survival using total GOP growth as 0.495 0.223 0.071 0.839
benchm ark, labor weighted. Ll>

C orporate survival using total GDP growth a s Q  GOP 0.381 0.179 0.100 0.727
benchm ark, equally w eighted.

Based on Minimally Inclusive List (V) of Top 
Domestic Private Corporate Stability

£

Ten Firms

C orporate stability index b a se d  on top 10 <6,7 0.440 0.243 0.061 0.842
em ployers, weighted by the 1975 labor force.

C orporate stability index b a se d  on top 10 
em ployers, equally weighted

Domestic Private Corporate Survival

* £ 0.332 0.1 71 0.100 0.700

C orporate survival using total GDP growth a s 0.460 0.227 0.064 0.842benchm ark, labor w eighted. / .  7 >

C orporate survival using total GDP growth as  
benchm ark, equally w eighted. ^ £ DP 0.354 0.166 0.091 0.700

Growth Measures

Growth in per capita G DP in US dollars at 
P P P , 1990 to 2000

Aln(v) 0.223 0.137 0.083 0.624

Total factor productivity growth, 1990 to 2000 M i l ' 0.144 0.100 0.042 0.467

Capital accum ulation rate, 1990 to 2000
Ain(k) 0.263 0.207 -0.217 0.674

Control Variables
1990 per capita GDP in thousands of US 
Dollars at PPP y 12.91 7.587 1.675 26.47

Average years of total education (or adults 
(age > 25, a s  of 1990)

h 7.053 2.415 2 290 12.00

1990 per capita capital a s s e ts  in millions of 
US Dollars at P P P
1990 total G DP in trillions of US Dollars at

k 31.37 22.13 1.930 79.05

PPP
Y 0.542 1.075 0.016 6.617

Sam ple is the 44 countries listed In Table t
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Table 2 (Continued)
Panel B: Pearson Correlation Coefficients Between Stability and Survival and Growth Variables.

-p -

Growth M ea su res

Using Maxim ally Inclusive Lists (I) 
Corporate Sector Corporate Sector 
Stability Indexes Survival Indexes

Using minim ally Inclusive Lists (V) 
Corporate Sector Corporate Sector 
Stability Indexes Survival Indexes

L15 <D, Q GDP
L I S Q G D P

L I S Q GD P
L I S

Samples are countries listed in Table 1. Num bers in parentheses are probability  levels for rejecting the null
hypothesis o f zero correlations coefficients.

G D P

Growth in per capita 
GDP, 1990 to 2000 Alnfy)

-0.352
(.02)

-0.263
(.09)

-0.365
(.02)

-0.302
(.05)

-0.177
(.25)

-0.275
(.07)

-0.266
(.08)

-0.382
(.01)

Total factor productivity 
growth, 1990 to 2000 ATFP

-0.295
(.05)

-0.188
(.22)

-0.309
(.04)

-0.250
(.10)

-0.223
(.15)

-0.326
(.03)

-0.290
(.06)

-0.391
(.01)

Capital accumulation 
rate, 1990 to 2000 

Control Variables

Aln(£)
-0.299
(.05)

-0.276
(.07)

-0.305
(.04)

-0.262
(.09)

-0.031
(.84)

-0.080
(.61)

-0.120
(.44)

-0.211
(.17)

Log of 1990 per capita 
GDP ln(y)

0.488
(.00)

0.451
(.00)

0.471
(.00)

0.482
(.00)

0.354
(.02)

0.255
(.10)

0.340
(.02)

0.272
(.07)

Log of 1990 per capita 
capital assets In (k) 0.516

(.00)
0.516
(.00)

0.500
(.00)

0.541
(.00)

0.270
(.08)

0.196
(.20)

0.271
(.08)

0.235
(.12)

Log of avg years of total 
education for adults In (h)

0.343
(.02)

0.393
(.01)

0.324
(.03)

0.422
(.00)

0.313
(.04)

0.229
(.14)

0.318
(.04)

0.285
(.06)

Log of 1990 total GDP In (V) 0.090 0.223 0.091 0.244 0.419 0.545 0.382 0.467
(.56) (.15) (.56) (.11) (.00) (-00) (.01) (-00)
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Table 3: Regressions of Economic Growth on Domestic Private Corporate Stability Indexes
Dependent variables are 1990 to 2000 p e r  cap ita  GDP growth, Aln(y), total factor  productivity growth, ATFP, and per capita capital 
accum ulation, Aln(&). ATFP is defined as ATFP = Aln(y) -  0.3Aln(&). Independent variables are labor or equal-weighted domestic private 
corporate sector stability indexes (List V), measuring the proportion of top ten firms in 1996 that were top ten firms in 1975. Control 
variables are the logs of 1990 p e r  capita  GDP, capital assets p e r  capita, average years of education for adults, and total GDP. All 
financial variables are in 1996 US dollars at purchasing power parity.

Panel A: Labor-weighted Stability Indices Ain 0 ;) ATFP Aln(A) Aln(>0 ATFP Ain (k)
Constant 0.33 ( 30) 0.39 ( 10) -0.19 (.70) 0.43 ( 42) 0;61 ( 12) -0.58 (•47) . . . .

Domestic Private Sector Stability, 
1975 labor-weighted -0.15 ( 12) :: -0.11 ( 13) -0.15 (.28)

W ! ’--
-0.08 ( 26) -0.19 (.22) : :

Log of per capita GDP, 1990 ln(y) 0.11 ( 41) -0.04 ( 67) 0.49 (.01) 0.11 ( 41) -0.04 ( 67) 0.49 (.01)
Log of average years of education ln(/j) 0.17 ( 05) 0.15 ( 02) 0.08 (.54) 0.17 ( 06) 0.14 ( 03) 0.09 (.48)
Log of per capita capital assets, 1990 ln(A) -0.14 ( 16) -0.01 ( 88) -0.42 (.01) -0.13 ( 18) -0.01 91) -0.42 (.01)
Log of country GDP, 1990 ln(P) 0( 81) -0.01 ( 48) 0,02 (■53)
F-Statistic F 1.72 ( 17) 2.02 ( 11) 2.28 (.08) 1.35 ( 26) 1.7( 16) 1.87 (.12)
Adjusted R-Squared R2 0.063 0.087 0.106 0.04 0.075 0.092
Sample N 44 44 44 44 44 44
Samples are countries lis ted in Table 1 Num bers in parentheses are probability levels fo r rejecting the null hypothesis o f zero coefficients.

Panel B: Equal-weighted Stability Indices AlnOO ATFP Ain (k) AlnOO ATFP Ain (k)
Constant 0.38 21) 0.42 ( 06) -0.11 (.81) 0.23 ( 67) 0.44 ( 26) -0.71 (.38)
Domestic^Private Sector Stability, 
equally weighted -0.27 { 04) -0.20 ( 02) -0.21 (.26) ) -0.30 (.05) -0.20 ( 06) -0.32 (,16)

Log of per capita GDP, 1990 In O') 0.1 ( 42) -0.04 ( 62) 0.46(.01) 0.1 ( 43) -0.04 ( 63) 0.46 (.01)
Log of average years of education ln(/z) 0.17 ( 05) 0.15 ( 02) 0.07 (.56) 0.17 ( 05) 0.15 ( 02) 0.09 (.46)

Log of per capita capital assets, 1990 ln(/0 -0.13 ( 16) -0.01 ( 88) -0.4(.01) -0.13 ( 16) -0.01 ( 89) -0.4 (.01)
Log of country GDP, 1990 ln( Y) 0.01 ( 73) 0( 94) 0.03 (.37)

F-Statistic F 2.35 ( 07) 2.91 ( 03) 2.31 (.07) 1.86 ( 12) 2.27 ( 07) 2.00 (.10)

Adjusted R-Squared R2 0.111 0.151 0.109 0.091 0.128 0.105

Sample N 44 44 44 44 44 4 4

Samples are countries listed in Table 1. Numbers in parentheses are probability levels for rejecting the null hypothesis o f zero coefficients.
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Table 3 (Continued) 
Panel C: Summary of Regression Coefficients on Corporate Stability.
Regressions are in the form: growth measures = (30 + (^co rp o ra te  stability + |J2*ln(y) + p3*ln(/i) + (32*ln(/c) + e. Dependent variables are  
1990 to 2000 p e r  capita  GDP growth, Aln(y), total factor productivity growth, ATFP, and per capita capital accum ulation, Aln(/c). ATFP is 
defined as ATFP = Aln(y) -  0.3Aln(&). Independent variables are labor or equal-weighted corporate survival indices, m easuring the  
proportion of top ten firms in 1996 that were top ten firms in 1975. Control variables are the logs of 1990 p e r  capita  GDP, capital assets  
p e r  capita, and average years of education for adults. All financial variables are in 1996 US dollars at purchasing power parity. Sam ple  
includes 44 countries listed in Table 1. Only coefficient estimates on corporate stability ((i,) are shown. Numbers in parenthesis are p- 
values for rejecting the null hypothesis of zero coefficients.
List I includes all available firms; List II includes all firms from List I except financial firms; List III is List I less financial and foreign  
controlled firms; List IV is List I excluding financial and state controlled firms; List V is List I excluding financial, foreign controlled and 
state controlled firms.

List of Top Ten Firms Used
Corporate Aln(y) ATFP Aln(A)

I Maximally Inclusive ®17S -0.23 (.04) -0.16 (.05) -0.23 (.15)

®LE -0.22 (.13) -0.17 (.11) -0.18 (.40)

II Excludes Financial Firms ®L15 -0.25 (.02) -0.16 (.05) -0.30 (.06)

®LE -0.20 (.20) -0.14 (.22) -0.21 (.36)

III Excludes Financial and <^75 -0.25 (.02) -0.15 (.05) -0.31 (.05)
Foreign Controlled Firms

®LE -0.28 (.06) -0.19 (.08) -0.29 (.19)

IV Excludes Financial and State -0.21 (.06) -0.16 (.04) -0.16 (.31)
Controlled Firms

®LE -0.34 (.01) -0.27 (.01) -0.24 (.25)

V Excludes Financial, State, & -0.15 (.12) -0.11 (.13) -0.15 (.28)
Foreign Controlled Firms

®LE -0.27 (.04) -0.20 (.02) -0.21 (.26)

jp>
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Table 4 Regressions of Growth on Leading Firm Corporate Survival Indexes
Dependent variables are 1990 to 2000 p e r  capita  GDP growth, Aln(y), total factor productivity growth, ATFP, and per capita capital 
accum ulation, Aln(&). ATFP is defined as ATFP = Aln(y) -  0.3Aln(A:). Independent variables are labor or equal-weighted survival indices 
based on minimally inclusive lists (V) of top ten firms, measuring the proportion of top ten 1975 firm s that ‘survive’ in 1996. Survival as 
a top firm is defined either as growth faster than total GDP growth. Control variables are the logs of 1990 p e r  cap ita  GDP, capital assets 
p e r  capita, and average years of education for adults. All financial variables are in 1996 US dollars at purchasing power parity.

Panel A: Labor-weighted Survival Indicies Aln(y) ATFP Aln(fc) AlnL ■0 ATFP Aln(A)

Constant 0.33 (■29). 0,39 ( 09) -0.2 ( 66) 0.36 (.48) 0.55 ( 14) -0.65 ( 39)
Survival, defined as growth >  total  GDP 
growth, 1975 labor-weighted.

' Q gdp4 *£75 CO -0,22 (.03) -0.15 ( 04) -0.23 ( 12) -0.22 (.04) -0.14 ( 08) -0.27 ( 09)

Log of per capita GDP, 1990 In 0>) 0.12 (.34) -0.03 ( 70) 0.5 ( 01) 0.12 (.34) -0.03 ( 72) 0.5 ( 01)
Log of average years of education In (/?) 0.18 (.04) 0.15 ( 01) 0.09 ( 48) 0.18 (.04) 0.15 ( 02) 0.1 ( 42)

Log of per capita capital assets, 1990 ln(k) -0.14 (.12) -0.01 ( 83) -0.42 ( 00) -0.14 (.13) -0.01 ( 83) -0.43 ( 00)
Log of country GDP, 1990 ln()0 0 (.94) -0.01 ( 57) 0.02 ( 45)

F-Statistic F 2.47 (.06) 2.68 ( 05) 2.69 ( 05) 1.92 (.11) 2.18 ( 08) 2.24 ( 07)

Adjusted R-Squared R 2 0.12 0.135 0.136 0.097 0.12 0.126

Sample N 44 44 44 44 44 44
Samples are countries lis ted in Table 1. Numbers in parentheses are probability levels fo r rejecting the null hypothesis o f zero coefficients.

Panel B: Equal-weighted Survival Indicies Ain 0 0 ATFP Aln(A) Aln() ') ATFP AIn(A:)

Constant ° -41 (.15) 0,44 ( 03) - 0.1 ( 82) 0.19 (.68) 0.42 ( 22) -0.77 ( 30)
Survival, defined as growth >  total  GDP 
growth, equal-weighted. Q f e -0.37 (.00) -0.27 (.00) -0.35 (.07) -0.41 (.00) -0.27 ( 01) -0 45 (.03)

Log of per capita GDP, 1990 In 00 0.08 (.44) -0.05 ( 50) 0.46 ( 01) 0.08 (.49) -0.05 ( 50) 0.44 ( 01)

Log of average years of education ln(/?) 0.19 (.02) 0.16 ( 01) 0.09 ( 44) 0.2 (.02) 0.16 ( 01) 0.12 ( 33)

Log of per capita capital assets, 1990 In (k) -0.12 (.16) 0 ( 99) -0.4 ( 00) -0.12 (.17) 0 ( 99) -0.39 ( 00)

Log of country GDP, 1990 InOO 0.01 (.57) 0 ( 95) 0.03 ( 26)

F-Statistic F 3.77 (.01) 4.21 ( 01) 2.97 ( 03) 3.03 (.02) 3.28 ( 01) 2.66 ( 04)

Adjusted R-Squared R2 0.205 0.23 0.155 0.191 0.21 0.162

Sample N 44 44 44 44 44 44
Samples are countries lis ted in Table 1. Numbers in parentheses are probability levels for rejecting the null hypothesis o f zero coefficients.
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Table 4 (Continued) 
Panel C: Summary of Regression Coefficients on Corporate Survival.
Regressions are in the form: growth measures = (30 + pi*corporate survival + p2*ln(y) + p3*ln(/7) + p2*ln(/r) + e. Dependent variables are 
1990 to 2000 p e r  capita  GDP growth, Aln(y), total factor productivity growth, ATFP, and per capita capital accum ulation, Aln(&). ATFP is 
defined as ATFP = Aln(y) -  0.3Aln(A:). Independent variables are labor or equal-weighted corporate survival indices, measuring the 
proportion of top ten 1975 firms that ‘survive’ in 1996. Survival as a top firm is defined either as growth faster than total GDP growth. 
Control variables are the logs of 1990 p e r  capita  GDP, capital assets p e r  capita, and average years of education for adults. All financial 
variables are in 1996 US dollars at purchasing power parity. Sample includes 44 countries listed in Table 1. Only coefficient estimates  
on corporate stability (p,) are shown. Numbers in parenthesis are p-values for rejecting the null hypothesis of zero coefficients.
List I includes all available firms; List II includes all firms from List I except financial firms; List III is List I less financial and foreign 
controlled firms; List IV is List I excluding financial and state controlled firms; List V is List I excluding financial, foreign controlled and 
state controlled firms.

Corporate
Survival

Aln(y) ATFP Aln(&)

List of Top Ten Firms Used Index Coeff. p-value Coeff. p-value Coeff. p-value

I Maximally Inclusive -0.23 (.03) -0.16 (.04) -0.23 (.14)

nr -0.27 (.06) -0.22 (.03) -0.17 (.42)

II Excludes Financial Firms -0.25 (.02) -0.17 (.04) -0.30 (.06)
n f p -0.28 (.06) -0.21 (.06) -0.24 (.28)

III Excludes Financial and a ™ -0.28 (.01) -0.18 (.02) -0.34 (.03)
Foreign Controlled Firms n f p -0.39 (.01) -0.27 (.01) -0.41 (.05)

IV Excludes Financial and State -0.22 (.04) -0.16 (•04) -0.19 (.23)
Controlled Firms

n r -0.35 (.01) -0.27 (.00) -0.26 (.19)

V Excludes Financial, State, & n ™ -0.22 (.03) -0.15 (.04) -0.23 (.12)
Foreign Controlled Firms

n r -0.37 (.00) -0.27 (.00) -0.35 (.07)
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Table 5: High and Low Income Countries
Panel A: Summary of Regression Coefficients on Corporate Stability and Survival in High-lncome Countries. 
Regressions are in the form: growth measures = p0 + In co rp o ra te  structural change variables + (V M y ) + P3*ln(h) + P2 *ln(/r) + e. 
Dependent variables are 1990 to 2000 p e r  capita  GDP growth, Aln(y), total factor productivity growth, ATFP, and per capita capital 
accum ulation, Aln(&). ATFP is defined as ATFP = Alnfy) -  0.3Aln(&). Independent variables are labor or equal-weighted corporate stability 
indexes, measuring the proportion of top ten firms in 1996 that were top ten firms in 1975, and corporate survival indices, measuring the 
proportion of top ten 1975 firms that ‘survive’ in 1996. Survival as a top firm is defined either as growth faster than total GDP growth. 
Control variables are the logs of 1990 p e r  capita  GDP, capital assets p e r  capita, and average years of education for adults. All financial 
variables are in 1996 US dollars at purchasing power parity. Sample includes 22 high-incom e countries, namely, Australia, Austria, 
Belgium, Canada, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, Netherlands, New Zealand, Norway, 
Singapore, Spain, Sweden, Switzerland, United Kingdom , and United States. Only coefficient estimates on corporate stability ((},) are 
shown. Numbers in parenthesis are p-values for rejecting the null hypothesis of zero coefficients. List I includes all available firms; 
List II includes ail firms from List I except financial firms; List III is List I less financial and foreign controlled firms; List IV is List I 
excluding financial and state controlled firms; List V is List I excluding financial, foreign controlled and state controlled firms..

List
Corporate
Stability

Aln(y)
Coeff. p-value

ATFP 
Coeff. p-value

Aln(&) 
Coeff. p-value

Corporate
Survival

Aln(y)
Coeff. p-value

ATFP 
Coeff. p-value

Ain(k) 
Coeff. p-value

I -0.10 (.43) -0.09 (.42) -0.04 (.75) -0.10 (.43) -0.09 (.43) -0.05 (.73)
(J>^  LE -0.11 (.47) -0.12 (.38) 0.02 (.91) n f ' -0.10 (.51) -0.11 (.42) 0.02 (•90)

II ^  LI5 -0.10 (.43) -0.08 (.46) -0.07 (.61)
q gdp

-0.10 (.45) -0.08 (.49) -0.07 (.62)

®LE -0.12 (.43) -0.10 (.43) -0.06 (.72) Q . f p -0.09 (.56) -0.08 (.58) -0.05 (-74)

III ®L1S -0.09 (.51) -0.07 (.53) -0.05 (.71) n ™ p -0.14 (.34) -0.11 (.37) -0.09 (.54)

®LE -0.12 (.44) -0.11 (.43) -0.04 (.78) n f p -0.16 (.39) -0.13 (.41) -0.09 (.64)

IV ®L75 -0.18 (.11) -0.15 (.13) -0.10 (.38)
Q cnp

LI 5 -0.19 (•09) -0.16 (.10) -0.11 (.35)

®LE -0.23 (.13) -0.22 (.09) -0.04 (.81) -0.23 (.12) -0.21 (.11) -0.08 (.61)

V ^Z.75 -0.16 (.12) •0.13 (.14) -0.10 (.35) -0.21 (.05) -0.17 (.07) -0.13 (.24)

-0.23 (.10) -0.22 (.07) -0.06 (.72) Q . f p -0.31 (.04) -0.28 (.03) -0.13 (.43)



R
eproduced 

with 
perm

ission 
of the 

copyright ow
ner. 

Further reproduction 
prohibited 

w
ithout perm

ission.

Table 5 (Continued) 
Panel B: Summary of Regression Coefficients on Corporate Stability and Survival in Low-lncome Countries.

Regressions are in the form: growth measures = p0 + [^ co rp o ra te  structural change variables + p2 *M y )  + (J3*ln(/i) + (V M ^ )  + £• 
Dependent variables are 1990 to 2000 p e r  capita  GDP growth, Aln(y), total factor productivity growth, ATFP, and per capita capital 
accum ulation, Aln(&). ATFP is defined as ATFP = Aln(y) -  0.3Aln(AO. Independent variables are labor or equal-weighted corporate stability  
indexes, measuring the proportion of top ten firms in 1996 that were top ten firms in 1975, and corporate survival indices, measuring the 
proportion of top ten 1975 firm s that ‘survive’ in 1996. Survival as a top firm is defined either as growth faster than total GDP growth. 
Control variables are the logs of 1990 p e r  capita  GDP, capital assets p e r  capita, and average years of education for adults. All financial 
variables are in 1996 US dollars at purchasing power parity. Sample includes 22 low-incom e countries, nam ely, Argentina, Bolivia, 
Brazil, Chile, Colombia, Greece, India, Indonesia, South Korea, Malaysia, Mexico, Pakistan, Peru, Philippines, Portugal, South Africa, Sri 
Lanka, Taiwan, Thailand, Turkey, Uruguay, and Venezuela. Only coefficient estimates on corporate stability are shown. Numbers in 
parenthesis are p-values for rejecting the null hypothesis of zero coefficients. List I includes all available firms; List II includes all firms  
from List I except financial firms; List III is List I less financial and foreign controlled firms; List IV is List I excluding financial and state  
controlled firms; List V is List I excluding financial, foreign controlled and state controlled firms.

List
Corporate
Stability

Aln(y) 
Coeff. p-value

ATFP 
Coeff. p-value

Ain(k) 
Coeff. p-value

Corporate
Survival

Aln(y)
Coeff. p-value

ATFP 
Coeff. p-value

Aln(ft) 
Coeff. p-value

I -0.30 (.08) -0.19 (.08) -0.37 (.22) -0.30 (.07) -0.19 (.06) -0.36 (.22)

®LE -0.14 (.63) -0.06 (.74) -0.25 (.61) n f p -0.26 (.30) -0.20 (.20) -0.20 (.64)

II -0.38 (.03) -0.22 (.05) -0.52 (.09) & r -0.38 (.02) -0.23 (.03) -0.51 (.10)

®LE -0.06 (.86) 0.02 (.93) -0.24 (.66) n r -0.30 (.31) -0.21 (.26) -0.30 (.56)

III ®L75 -0.38 (.02) -0.22 (.04) -0.56 (.06)
q cdp 
“  £75 -0.35 (.02) -0.21 (■03) -0.48 (.08)

*LE -0.29 (.30) -0.15 (.41) -0.48 (.34) n f p -0.39 (.07) -0.24 (-08) -0.50 (.20)

IV ^Z.75 -0.04 (.88) -0.02 (.88) -0.04 (.92) n r -0.06 (.81) -0.02 (.88) -0.12 (.77)

LE -0.15 (.64) -0.08 (.68) -0.22 (.70) n f p -0.21 (.47) -0.14 (•45) -0.23 (.65)

V ^Z.75 0.03 (.86) 0.06 (.63) -0.08 (.81) n r -0.08 (.68) -0.01 (.90) -0.21 (.53)

®LE -0.03 (.89) 0.01 (.93) -0.16 1 1 1 ! n r -0.22 (.34) -0.11 (.46) -0.37 (.36)



CHAPTER THREE 

SURVIVAL1

"Let the apparent immediate determ inant o f business behavior be anything a t a ll -  habitual 

reaction, random choice, o r what not. W henever this determ inant happens to lead to behavior 

consistent with rational inform ed maxim ization o f returns, the business will p rosper and acquire  

resources with which to expand; whenever it does not, the business will tend to lose resources 

and can be kept in existence only by the addition o f resources from outside. The process o f 

natural selection helps to validate the hypothesis [o f maxim ization o f returns] or rather, given 

natural selection, acceptance o f the hypothesis can be based largely on the judgm ent that it 

summ arizes appropriate ly the condition fo r surviva l"

M ilton  F riedm an  (1953, p. 22)

1. Introduction

E conom ists  co m m o n ly  assum e th a t Firms m axim ize value (or, in a one-p erio d  setting , 

p rofits). V arious a lternative  theories posit that co rpo rate  m anagers con sc io u sly  

m axim ize, am ong o th er th ings: g row th  (B aum ol, 1959; Jensen , 1986), insiders' w ealth  

from  stock  p rice m an ipu la tion  (V eblen , 1904), on-the-job  co n sum ption  (Jensen  and 

M eckling , 1976), and sho rt-term  earn in g s (P orter, 1985; S tein, 1988). K eynes (1935) and 

o thers argue tha t co rpo ra te  m anagers are d riven  by  behav io ral factors. T h is  list is not 

exhaustive . T he co rp o ra te  finance lite ra tu re  con ta ins abundan t ev idence  that non-value 

m axim iz ing  d ec is io n s  are com m on . But do  they  m atter in the ag g regate?

Value m ax im iza tio n  is co n v in c in g ly  ju s tif ied  w ith  M ilton  F ried m an ’s a rgum ent 

that non-va lu e-m ax im iz in g  firm s d ie out. N on-value m axim izing  firm s d ie because  they

1 C o - a u th o r e d  w ith  R a n d a l l  M o rc k  and  B e rn a rd  Y e u n g .
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are o u t-co m p e ted  in the goods' m arkets and go bankrup t. T hey  are also  sub ject to  a 

varie ty  o f  d isc ip lina ry  ac tio n s like hostile  takeovers, leveraged  buy -o u ts  and friend ly  

m ergers (Jensen , 1987). If these evo lu tionary  p ressures are eco n o m ica lly  sign ifican t, 

value m ax im iza tio n  m ay be a ju s tif ia b le  ap p rox im ation  in m acro eco n o m ics, desp ite  the 

b road  co rp o ra te  finance ev id en ce  that m anagers pursue o ther ob jectives.

H ow ever, the public  ch o ice  literature p resen ts ev idence that ineffic ien t firm s can 

be p ro tec ted  by governm ents. T he finance lite ra tu re  also p resen ts  am ple  ev id en ce  o f  

a ttem pts by m anagem en t to und erm in e  the m arket fo r co rpo rate  con tro l. If non -value  

m ax im iz in g  firm s surv ive as w ell as, o r  b e tte r than , value m axim izers, a lternative  m odels 

o f  firm  b eh av io r m ay  assum e m acro -econom ic  im portance.

T he issue goes b ey o n d  w hether value-m ax im ization  is a useful w ork ing  

assum ption  for finance theory . I f  m arket d isc ip lin a ry  forces fail to  cull non -va lue 

m ax im iza tio n  adequately , in effic ien cy  ensues. T he survival o f  non-value  m axim iz ing  

firm s m eans assets m ay not be a lloca ted  to th e ir m ost productive uses, and that the path 

o f  econom ic grow th  m ay be subop tim al. If  such  "artful death  dodg ing" by  firm s is 

possib le , eco n o m ic  in stitu tions that perm it it w arran t study.

T he purpose o f  th is p ap er is to present system atic  ev idence on the ex ten t to  w hich  

non-value  m ax im iz ing  firm s are cu lled . In a perfec tly  com petitive  econom y, prox ies for 

non-va lue  m ax im iz in g  b eh av io r shou ld  be co rre la ted  w ith  firm  death . In a w orld  w here 

m arket d isc ip lin e  is lax, such  p rox ies should  be insign ifican t o r co rre la ted  w ith  su rv ival. 

T hus, o u r ob jec tiv e  is to  undertake a forensic study  o f  US corporations.

U sing  financial d ata  from  the late 1970s and late 1980s for tw o large cross 

sec tions o f  U .S. firm s, w e estim ate  various firm  charac teristics  that m igh t be subject to
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ev o lu tio n ary  p ressure . W e then use these estim ates to pred ic t co rp o ra te  su rv ival o v er the 

subsequen t years. B y look ing  at tw o  periods, w e can both ascerta in  the stab ility  o f 

ev o lu tio n ary  p ressu res and  exam ine  how  chang ing  c ircu m stan ces and in stitu tio n s  m ight 

change those pressures.

In co n d u c tin g  o u r analyses, w e con tro l for th ree industry  stress m easures: foreign  

im port penetra tion , the em erg en ce  ra te o f  new  firm s in the industry , and the em erg en ce  

rate o f  new  sub-in d u stry  c lassifica tions (four-d ig it SIC  codes) in the firm 's th ree d igit 

industry  c lassification . T hese  variab les m easure factors that m igh t increase  the odds o f  

firm  death  regard less o f  m anagem ents ' behavior.

A fte r con tro llin g  fo r industry  stress, we find value m ax im iza tion  as m easu red  by 

q  ra tios re la tive to industry  benchm ark  qs to s trong ly  p red ic t su rv ival. H ow ever, 

con tro lling  fo r in d u stry  stress and re la tive  q ra tios w e find that low  deb t and ex ten siv e  

d iversifica tion  sig n ifican tly  p red ic t surv ival. Such corporate  po lic ies are b elieved  to  be 

associa ted  w ith  agency  p rob lem s and value destruc tion .

W e b reak  co rpo rate  passings into fou r ca tegories: liqu ida tions, unsuccessfu l 

reo rgan iza tions, hostile  takeovers and  leveraged  buy-ou ts (L B O s), and  friend ly  m ergers 

and m anagem en t buy-ou ts  (M B O s). T he determ in an ts  o f  co rp o ra te  d ea th  are b road ly  

sim ila r across d iffe ren t form s o f  d em ise  w ith  a stark  excep tion . D eath  by  hostile  

takeovers and L B O s is m ore likely  am ong firm s w ith  low  deb t and ex tensive  

d iversifica tion . D esp ite  this, the net odds o f  death  are reduced  for firm s that pursue these 

po licies to the po in t w here they  becom e value reducing.

T his leads us to  co n sid er recent changes in the US eco n o m y  that d ec rease  the 

likelihood  o f  hostile  takeovers. W e attem pt to  estim ate "survival costs" , the lost value
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due to m ore pervasive  n o n -v a lu e -m ax im iz in g  co rpo rate  b eh av io r in the absence o f  hostile  

takeovers. W e co n c lu d e  that eco n o m ic  in stitu tio n s can cru c ia lly  affect the p rocess o f  

econom ic selection .

T h e  nex t sec tion  d iscu sses o u r d a ta  and  m ethodo logy . S ection  three ex p la in s  our 

resu lts, and sec tion  fo u r p rov ides an eco n o m ic  in terp re ta tion . T h e  read er can go  d irec tly  

to  section four. S ection  five concludes.

2. Data and Methodology

O u r basic m eth o d o lo g y  is to  run log istic  reg ressions w ith  a b in ary  dum m y, cod ing  the 

firm 's fate , as the d ep en d en t variab le  and  various firm  ch arac te ris tic s  as the independen t 

variab les o f  in terest. A vec to r o f  m easu res o f  industry  stress, Z , q ra tios re la tive to 

industry  ben ch m ark s, and  industry  b en ch m ark  q  ra tios are all included  as con tro l 

variab les. O u r goal is to  see w hich  e lem en ts  o f  a vector, P, o f  firm  ch a rac te ris tic s  that 

re flect po ssib ly  n o n -v a lu e -m ax im iz in g  m an ag em en t strateg ies en h an ce  o r decrease  firm s' 

likelihood  o f  surv ival. In o th er w ords, w e w ant to  see how  w ell ev o lu tio n ary  p ressures 

cull non-va lue m ax im iz in g  firm s. W e estim ate  these da ta  at the b eg inn ing  o f  each  o f  tw o 

d ecade-long  periods, and  then look  at su rv ival o v er each su b seq u en t decade. W e 

com pare  m eans and  m ed ians o f  the e lem en ts  o f  Z , q, and P  across firm s that su rv ived  

w ith  firm s that d isap p eared , and th en  w ith  firm s that d isappeared  in various w ays. 

P resum ably , q  is a function  o f  P  and  Z . W e are in terested  in m arg inal d irec t effec ts  on 

surv ival o f  P , not in d irec t effec ts  o f  P  on  q(P ,Z)  and thence on su rv ival. T herefo re , we 

first run O L S reg ressio n s o f  the form :
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P  =  a0 + a{Z + b2q + e ( 1)

and  save the resid u a ls  from  the above reg ression  as E. W e then  run b inom ial logistic 

reg ressions o f  the form :

log fo d d s o f  dea th ) = bo +  b[Z  +  b2q  +  b2E  + e (2)

cod ing  su rv ival as 0  and d iffe ren t types o f  firm  dem ise as 1, to  see if  e lem en ts o f  the 

vec to r E  are s ta tis tica lly  sign ifican t. W e report reg ressions co n ta in in g  on ly  one variab le  

from  E  at a tim e, and then  run reg ressio n s w ith  m any  variab les as robustness checks. T he 

one at a  tim e approach  lets each  v ariab le  d isp lay  its m axim al in fluence. T he m ultivaria te  

app roach  co n tro ls  for in te rac tion , bu t m igh t sub ject to m u ltico llinearity  p roblem . W e run 

such  reg ressio n s using  raw  data, and  then  using  ran k  transfo rm ations o f  the independen t 

variab les to  test robustness and  to  gauge eco n o m ic  sign ificance. W e repeat regression  (2) 

w ith  p rob it o r  m u ltinom ia l log istic  reg ressions, and  w e find b ro ad ly  consisten t resu lts.

O u r app ro ach  has the ad v an tag e  o f  sim plic ity , yet it y ields resu lts qua lita tiv e ly  

sim ilar to  those o f  m ore com p lex  m ethodo log ies. F o r exam ple , hazard  function  ana lyses 

use in fo rm ation  abou t how  m an y  years firm s su rv ive , and so m igh t increase the statistica l 

s ign ificance o f  o u r resu lts. W e repeated  o u r ana lysis  using an "accelera ted  failure tim e 

m odel" and  o b ta in ed  v irtua lly  iden tica l patterns o f  signs and sign ificance. 

U nfo rtunate ly , the tim ing  o f  firm  dea th  is no t precise. For exam ple , a firm  m ight be 

p rac tica lly  d ead  in 1984, bu t be  d e lis ted  in 1985 o r even  1986. N ot know ing  how  to treat 

the noise, w e p re fe r the logits.
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A n o th er varian t o f  the hazard  function  m odel involves using  independen t variab les 

in tim e t to  p red ic t the surv ival o f  a firm  in tim e t+n. T h is can be done e ith er on a sim ple 

cross-section  o r on a panel. U n fo rtu n ate ly , e ith e r techn ique requ ires that n be p re ­

specified . S ince d iffe ren t m odes o f  d ea th  m ay  o ccu r w ith  d iffe ren t lags, this approach  

seem s inappropria te . If n is too  sm all, w e m ay cap tu re  atypical b eh av io r o f  firm s on 

death  row . I f  n is large, the m odel becom es sim ila r to a logit.

In sum m ary , w e choose o u r log istic  regression  approach  because  it is s im p le  and 

does not im pose artific ia l constra in ts.

Defining Corporate Survival

In b io logy , ev o lu tio n  is D arw in ian  natu ral selection : G iraffes do  not g row  longer necks 

from  stre tch ing  to  reach  tasty  leaves, as D arw in ’s in tellectual rival Jean  B ap tiste  P ierre 

A nto ine L am arck  hypo th esized . R ather, g iraffes have long necks because  sho rt-necked  

giraffes se lec tiv e ly  d ied  out. In D arw in ian  evo lu tion , selective death  d rives change . In 

econom ics, D arw in ian  and L am arck ian  evo lu tion  both  m ake in tu itive  sense . A 

corpo ration  that rad ically  redesigns itse lf  m ay be so d ifferen t that its fo rm er se lf is 

essen tia lly  dead . S uch  “near dea th  ex p e rien ces” m ay stretch  sh o rt-n eck ed  firm s’ necks 

w ithou t k illing  them . W hen  d istressed  firm s re a llocate  substan tial con tro l righ ts, change 

th e ir basic o rg an iza tio n  structures, o r  shed large fractions o f  th e ir asse ts, they  are 

arguab ly  underg o in g  L am arck ian  evo lu tio n . W e believe the defin ition  o f  n on -su rv iva l in 

econom ics m ust be b ro ad e r than in b io lo g y  to accom m odate  bo th  the D arw in ian  and  the 

L am arck ian  natu re  o f  econom ic evo lu tion .

2 S ee  L a w le s s  ( 19 8 2 )  fo r  d e ta i ls  o f  th is  m e th o d o lo g y .
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T his m eans eco n o m ic  su rv ival is less easily  defined  than  b io lo g ica l su rv iv a l. Y et, 

w e need a “b righ t lin e” defin ition  to  m ake our stu d y  rep roducib le . W e define  firm  

surv ival as u n in terru p ted  ex istence as a pub lic ly  traded  co rpo ra tion . T h is m ay  m iss som e 

“near death  experiences,"  like rad ical co rpo ra te  re -eng ineering . T h is is unav o id ab le , as 

d istingu ish ing  genu ine  co rpo rate  reb irth  from  w indow  d ressing  in a clearly  o b jec tiv e  w ay  

is v irtually  im possib le . In con trast, an even t that resu lts in the firm  d isap p ea rin g  from  the 

stock  ex changes is p robab ly  ju s tif ia b ly  c lassified  as "non-surv ival."

T he defin itio n  leads to  fo u r m odes o f  co rpo ra te  death , o r -  to  use  a term  from  

forensic  m edicine, sequela.

O nly tw o  seq u e lae  are really  u n am biguously  co rpo ra te  death . Chapter 7 

liquidations and hostile takeovers are c lea rly  co rpo ra te  dea ths in the D arw in ian  sense. 

T hese form s o f  non-surv iva l invo lve radical reassignm en t o f  asse t co n tro l and  the 

cessation  o f  co rp o ra te  rou tines, w h ich  N elson  and W in ter (1982) argue are the critica l 

e lem en ts that m ake a firm  m ore than  a m ere co llec tio n  o f  asse ts. W e define  a hostile  

takeover as a tak eo v er w here the board  re jects the in itia l bid, even  if  the firm  is u ltim ate ly  

so ld  to  a w hite  k n igh t o r u n dergoes a defensive  M B O . W e include h ig h ly  levered  

takeovers by  ou tsiders, leveraged  b uyou ts (L B O s), as one type o f  hostile  takeovers. 

T hese are a rguab ly  transactions in a m arket fo r co rpo ra te  co n tro l, a im ed  at rad ica lly  

chan g in g  co rpo ra te  governance (Jensen  and R uback , 1983). W hite  kn igh ts and  defensive  

buyou ts are bo th  ex trem e m easures that also  resu lt in the firm ’s dem ise  and in rad ically

W e  o u g h t  to a v o id  c o n fu s in g  i n n o c u o u s  bu t  n o n -w o rk in g  c o rp o ra te  s t ra teg y  f rom  n o n -v a lu e  m a x im iz in g  
beh av io r .  A  v a lu e - m a x im iz in g  c o m p a n y  m a y  h a v e  im p le m e n te d  an  unfi t  c o r p o ra t e  s t ra te g y  w h ic h  lea d s  to 
p o o r  m ark e t  re su l ts ;  the f irm  b as ica l ly  e x p e r i e n c e d  b ad  luck. O f te n ,  a  well  m a n a g e d  f i rm  c a n  re -b o u n d  
f ro m  su c h  an e x p e r ie n c e  a n d  b e c o m e  p ro f i tab le  aga in .  S u c h  a f irm m a y  e n g a g e  in re -e n g in ee r in g .  
S o m e t im e s  the  b ad  e x p e r i e n c e  c an  lead  to n o n -su rv iv a l .  O u r  c la s s i f ica t io n  a c c e p t s  the  la t te r  as a  n o n ­
su rv iv o r  b u t  a v o id s  a c c e p t in g  the  fo rm e r  as a  n o n -su rv iv o r .
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new  m anagem en t strateg ies, though target m anagers are often  trea ted  m ore g en e ro u sly  

than  in hostile  takeovers.

W e co n sid er Chapter 11 bankruptcies a "near dea th  experience ,"  and so c lassify  

them  as a sequela . C h ap ter 11 b ankrup tc ies that la ter turn  in to  C h ap te r 7 liq u id a tio n  are 

classified  as C h ap ter 7 deaths. Just as hostile  takeovers that trig g er takeovers by  w hite  

kn ights and defensive  leveraged  buyouts are c lassified  as the m ore ex trem e form  o f  

death , hostile  takeovers, we c lass ify  reo rgan iza tions that m o ip h  in to  liqu ida tions as the 

la tter m ore ex trem e sequela. Som e critics o f  cu rren t U .S . b ankrup tcy  p rocedures, such  as 

B rad ley  and R osenzw eig  (1992), po int out that C h ap te r 11 m ay  be abused  by m anagers 

and  ju d g es  to  keep  com atose  firm s alive; it p ro tec ts m anagers bu t not investo rs. O u r 

“even tua l d e lis tin g ” requ irem en t hopefu lly  e lim ina tes som e m isc lass ifica tio n  here, but 

m ay not rem ove all dub ious C hap ter 11 cases. It m ay  also  risk  losing  som e co rp o ra tio n s 

that had genu ine "near death  experiences", but that avo ided  form al b an k ru p tcy  filings.

W e also  co n sid er friend ly  m ergers and m anagem en t buyou ts (M B O s) as "near 

death  ex p e rien ces .” T hey  qualify  as non-surv iva l s ince the new  o rg an iza tio n  is usually  

qu ite  d iffe ren t from  the old. H ow ever, friend ly  m ergers o ften  leave the targe t m anagers 

in positions o f  au thority  in the co m b in ed  firm , p resum ab ly  p reserv in g  m any  o f  the 

rou tines that charac te rized  the target and thus rendering  the ta rg e t’s dea th  “ in co m p le te” . 

O th er friend ly  m ergers reflect founders o f  targe t firm s re tiring  and selling  con tro l o f  their 

firm s. Such friendly  m ergers are arg u ab ly  ind icative  o f  success, not fa ilure . F ina lly , 

esp ec ia lly  in the 1990s, m any friend ly  m ergers are hostile  takeovers fo rced  to  assu m e a 

friend ly  gu ise by an ti-tak eo v er defenses. In m any  such  m ergers, the targe t m anagers 

co llec t side paym ents for d isarm ing  the ta rg e t’s defen ses and then  d ep art from  the scene.
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A lso, som e M B O s invo lve w ealth y  ind iv iduals  tak ing  th e ir pub lic  firm s p rivate . In seven 

firm s o f  the 1980s sam ple and  tw en ty -n ine o f  the 1990s sam ple, the ind iv idual b eh ind  the 

M B O  already  had a con tro lling  in terest in the pub lic  firm , so the ob serv a tio n  is d ropped . 

E conom ic theory  im plies that p riva te ly  ow ned  firm s shou ld  m ax im ize  their o w n e rs ’ 

u tility , w hich  is not necessarily  the value  o f  the firm .

S ince it is not c lea r w e are alw ays dea ling  w ith true dea ths o f  co rp o ra tio n s , w e 

define a firm  that is perm anen tly  d e lis ted  and that experiences one o f  these fou r seq u e lae  

as departed. W e then use the m odel described  by  equ a tio n  (2) to  ex p la in  overall 

co rpo rate  departu res and d epartu res v ia each  o f  the four sequelae.

T he con trast am ong these re la tionsh ips casts light on the d iffe ren t ev o lu tio n ary  

ro les o f  the various sequelae, and  w h eth er they  are substitu tes o r co m p lem en ts . T hus, the 

contrast m ay  reveal that a type o f  non-va lue  m ax im iz ing  b eh av io r reduces the odds o f  

one m eans o f  death  but increases the odds o f  ano th er so that overall the b eh av io r canno t 

increase the net odds o f  survival.

The Sample

W e repeat o u r analysis tw ice. W e first use a cross section  o f  firm  ch a rac te ris tic s  fo r 1978 

to  pred ic t surv ival th rough 1992, and then use 1989 firm  ch a rac te ris tic s  to  p red ic t 

survival th rough  2003, so that the tw o  periods are o f  equal length . F o r b rev ity  o f  

exposition , w e call the fo rm er ou r 1980s analysis  and  the latter o u r 1990s analysis , 

though the endpo in ts  o f  the p red ic tion  periods do  not co rrespond  p recise ly  to  the decades.

W e use 1978 as a s tarting  point fo r th ree reasons. F irst, m ajo r changes in 

d isc losu re  ru les took  effec t that year. E arlie r data  are m uch sparser, and so are m uch  less
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com parab le  to  d a ta  in 1989. S econd , the coverage o f  C om pusta t is qu ite  lim ited  until the 

late 1970s. T h ird , this date allow s a b usiness cycle  trough  at the b eg in n in g  o f  our 

p red ic tion  period . T h e  N ational B ureau  o f  E conom ic R esearch  lists b usiness cycle  

troughs in 1980 and 1982. W e end  the p red ic tion  period  in 1992 because  the N ational 

B ureau o f  E conom ic R esearch  lists 1991 as a business cycle trough. T hus, the pred ic tion  

period  for the first ana lysis includes slow  grow th  periods on e ith er end  sandw ich ing  a 

boom , m erg er w ave, and  m arket crash . T he 1989 starting  poin t is chosen  to  allow  a 

sim ilar pattern  in the second  p red ic tion  period  -  slow  grow th periods in the early  1990s 

and at the turn  o f  the cen tu ry  (the N ational B ureau  o f  E conom ic R esearch  lists  b usiness 

cycle  troughs in 1991 and 2001) sandw ich ing  the boom , m erg er w ave, and do t.com  

bubble co llap se  o f  the late 1990s.

T hus, bo th  p red ic tion  periods include both  boom  and bust years, and bo th  have 

periods o f  a lleged  investo r irra tiona lity . H ow ever, the tw o  periods d iffe r in that 

governance co n sid era tio n s  are though t to d rive m uch o f  the M & A  in the 1980s, w hile 

techno logy  econom ies o f  scale ap p ear m ore im portan t in 1990s deals. A lso , state an ti­

takeover law s are u b iqu itous by the 1990s, m aking  hostile  takeovers m uch  m ore d ifficu lt 

than in the 1980s. T hus, one key  cause  o f  co rpo ra te  death , the hostile  tak eo v er, is largely  

erad icated  by  the second  analysis.

W e construc t the 1980s ana lysis  sam ple beg inn ing  w ith  the firm s listed  in the 

N ational B ureau  o f  E conom ic R esearch  F inancia l M aster file (H all, 1988) as in business 

in 1978, w h ich  co rresp o n d s to  the full c ross-section  o f  C om pusta t co v e rag e  that year, and 

com pare  them  w ith  C o m p u sta t’s listings for 1994.4 All m issing  firm s' de le tio n  dates and

4 T h e  N B E R  M a n u f a c tu r in g  S e c to r  m a s te r  File  c o n ta in s  e s t im a te s  o f  the  m ark e t  v a lu e s  o f  Firms’ d eb ts ,  
asse ts ,  in v en to r ie s ,  e tc .  T h e s e  a re  p r o d u c e d  f rom  C O M P U S T A T  da ta .  T o  be in c lu d e d  in o u r  s a m p le ,  a
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dele tion  codes on C o m p u sta t’s R esearch  file are noted. D eletion  codes list the reason  the 

com pany  w as d ro p p ed  from  C om pusta t as a liqu ida tion , bankrup tcy , m erger, leveraged  

buy-ou t, g o in g -p riv a te  transaction  (m anagem en t buy-out), nam e change, etc. T h is 

in fo rm ation  is c ro ssch eck ed  w ith  the D irectory o f  Obsolete Securities  and the Wall Street 

Journal Index  and , w here  necessary , co rrec ted . O u r final 1980s sam ple con ta ins 1,276 

firm s: 702 that su rv iv ed  until 1992 and 574 that did not. O f  the latter, 38 firm s w ere 

liqu ida ted , 23 w ent ban k ru p t u n d er ch ap te r 11 and  w ere perm an en tly  delis ted , 119 w ere 

taken  o v er in h o stile  ra id s, 29 underw en t L .B .O .s, 330 underw en t friend ly  m ergers, and 

35 underw en t M .B .O .s.

W e co n stru c t the 1990s sam ple by repeating  th is p rocedure  using  1989, ra ther 

than  1978, as the s ta rting  po in t and m easuring  surv ival until 2003, ra th e r than 1992. T he 

resu lt is a final d a tase t con ta in ing  4 ,272  firm s. S ince C o m p u sta t’s coverage o f  sm all 

firm s is m uch  m ore co m p le te  in the la tter period , this sam ple m ay not be fu lly  

com parab le  w ith  that o f  the 1980s analysis. W e therefo re  sort the 1989 firm s by nu m b er 

o f  em ployees and  dele te  the low er tail o f  th is d istribu tion  so  as to ren d er the average 

nu m b er o f  em p lo y ees  in the 1978 and 1989 sam ples identical. T his leaves us w ith  2,205 

firm s: 1,156 that su rv iv ed  until 2003 and 1,049 that did not. O f  the latter, 27 firm s w ere 

liqu ida ted , 93 w en t ban k ru p t u n d er C h ap te r 11 and w ere perm anen tly  delisted , 90  w ere 

taken  o v er in hostile  ra ids, 6 'u n d e rw en t L .B .O .s, 814 underw ent friend ly  m ergers, and 19 

underw en t M .B .O .s. W e partition  the sam ple to  perfo rm  d iffe ren t s tatistica l tests. W hen 

w e exam ine  the im portance o f  each  m ode o f  dem ise separately , w e use pair-w ise

f i rm 's  ne t  w o r th  in the  N B E R  M a n u f a c tu r in g  S e c to r  M a s t e r  m u s t  a lso  be  p o s i t iv e  in 1976, 1977 a n d  1978, 
an d  bas ic  a c c o u n t in g  d a ta  m u s t  a lso  be  a v a i lab le  in all  th ree  years .

64

Reproduced  with permission of the copyright owner. Further reproduction prohibited without permission.



co m binations o f  the subsam ple  o f  firm s that surv ived  w ith  each subsam ple  o f  exan im ate  

firm s. W hen  w e look  at overall death  rates, w e use the full sam ple.

Industry Stress Measures

Industries  u n d er p ressu re , all else  equa l, m ay  have differen t su rv ival rates from  placid  

industries. F irm s in in d u stries  sub jected  to m ore intense in terna tional com petitive  

p ressu re  are less likely  to  su rv ive  if  p roduct m arket d iscip line is effec tive . T he sam e 

app lies to  firm s in industries  sub ject to  stro n g er dom estic  co m p etitio n , and firm s in 

industries undergo ing  rap id  change. W e therefo re  consider th ree  industry  structural 

change m easures as con tro l variab les in o u r log istic  regressions.

T he first is the net export strength of the industry. W e use this variab le  as a 

m easure o f  in terna tional com p etitiv e  p ressu re  on an industry. It is defined  as industry  

exports  m inus im ports, and  is ca lcu la ted  at the 4 -d ig it SIC code level. F or ou r 1980s 

analysis, w e define  a firm ’s industry  as its p rim ary  SIC  code in S tandard  and P o o r’s 

Industrial M anual fo r 1978. F or o u r 1990s analysis, w e define a firm ’s industry  as its 

p rim ary  industry  in the sam e source fo r 1989. Industry  exports and im ports  are from  the 

U.S. Bureau o f  Census - U.S. Exports and Im ports  d a ta  for fou r-d ig it SIC  codes. F o r our 

1980s analysis, w e ca lcu la te  average ex p o rts  less im ports for 1977 th ro u g h  1981, the set 

o f  ava ilab le  da ta  in the year-ran g e  c lo sest to  ideal for th is study. F o r o u r 1990s analysis, 

w e use d ata  for 1987 th rough  1989. Industries  w here trade da ta  are absen t are assigned  a 

ze ro  trade balance on the assum ption  that they  involve the p roduction  o f  non-lraded  

goods.
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O u r second  and th ird  co m p etitiv e  p ressu re  variab les are m o tiva ted  by  Jo vanov ic  

and  M acD onald  (1 9 9 4 ).5 V ariab le  num ber tw o  is the growth in the number of firms in 

an industry, again  at the 4  d ig it SIC  code level. W e in terp re t this variab le  as m easuring  

increases in d om estic  com petition , although  w e fully  understand  that th is is not the en tire  

p icture . F or o u r 1980s ana lysis, w e coun t the num b er o f  firm s listed  as in each industry  

in the Standard  and  P o o r ’s Register o f  Corporations, D irectors and Executive, V ol. 3 in 

1976 and again  in 1979, and  then ca lcu la te  the fractional ch an g e .6 F or o u r 1990s 

analysis, w e use the analogous da ta  for 1987 to  1989.

O ur th ird  s tructu ra l change v ariab le  is the change in the number of four digit 

industries in a three-digit industry. T h is  m easure d istingu ishes rap id ly  chan g in g  

secto rs from  staid  sectors. T h is variab le  uses 1976 and 1979 data  from  Standard and  

P o o r’s Register o f  Corporations, D irector and  Executives  fo r our 1980s analysis, and 

1987 and 1989 d a ta  fo r o u r 1990s analysis.

W e ex p ect industry  net export streng th  to  have a positive effec t on firm  surv ival, 

and  the o th er tw o  variab les to  have negative im pacts  on survival odds.

Value Maximization Measures

W e use tw o  value m ax im iza tio n  m easures, the firm 's relative q  ratio, its q m inus the 

m ean q  ra tio  fo r its th ree -d ig it industry , and the industry mean q  ratio. P ositive  

(negative) d ev ia tion  from  in d u stry  average is taken  to  indicate that a firm  is a be tte r 

(w orse) value m ax im izer than  its peers. T h is  m ay reflec t be tte r m anagem en t, though

5 Jo v a n o v ic  a n d  M a c D o n a ld  (1 9 9 4 )  p re se n t  th eo re t ica l  re su l ts  a n d  em p ir ica l  e v id e n c e  from  the  U .S .  tire 
in d u s t ry  tha t  an  in c re a s e d  n u m b e r  o f  f i rm s  h e ra ld s  a  s h a k e -o u t .  S ee  p p .3 3 0  a n d  3 3 1.

6 D a ta  fo r  1976 a re  f ro m  the  S ta n d a r d  an d  P o o r ’s R e g is te r  o f  C o rp o ra t io n s ,  D ire c to rs  a n d  E x e c u t iv e s  for 
1977,  d a ta  fo r  1979 are  in the  1980  v o lu m e .
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b e tte r luck  is a lso  a possib ility . In o u r 1980s analysis, ou r q ra tio s are average q's fo r 

1976 th rough  1978, taken from  the  N ational B ureau  o f  E conom ic R esearch  C orpora te  

S ec to r M aster F ile . In o u r 1990s analysis, o u r q ra tios are co n stru c ted  from  C o m p u sta t 

da ta  for 1987 to  1989 using  the sam e p rocedure  that generates the N ational B ureau  o f  

E conom ic R esearch  C orpora te  S ec to r M aste r File. T he qs are ad justed  to  reflect m arket 

values o f  deb t, in flation  and d ep rec ia tion  o f  p roperty , p lan t and equ ipm en t, d iffe ren ces  in 

inven to ry  valuation , and o ther accoun ting  p rob lem s that affect s im p le  m arket to book 

ra tios (H all, 1988). W e recogn ize  tha t q ra tios, no  m atte r how  craftily  ad ju sted , are 

im perfect m easu res o f  value. W e d iscuss how  rem ain ing  sh o rtco m in g s in o u r q  ra tios 

m ight in fluence o u r resu lts below .

Corporate Strategy Measures

W e use the fo llow ing  variab les as p rox ies fo r various co rpo ra te  s tra teg ies that m ay  be 

non-va lue-m ax im iz ing . W e ex p la in  possib le  in terp re tations for each  as we p resen t o u r 

find ings. S ince som e industries m ay  have d iffe ren t norm al levels o f  these variab les than 

o thers, w e use bo th  relative to industry norm and industry norm versions o f  each  

variable. W e are in terested  in m an ag em en t’s d iscre tio n a ry  p o lic ies  that ra ise  incom e, so 

the fo rm er is the focus o f  o u r investigation .

Short-Term Performance Measure

T o  m easure sh o rt-te rm  pro fitab ility , w e use operating cash flows over net book equity. 

O perating  cash  flow s is taken  befo re  dep recia tion , bu t afte r in terest co sts  and taxes. 

O perating  cash  flow s o v er book  eq u ity  is a th ree-year average from  1976 to  1978 fo r o u r

67

Reproduced  with permission of the copyright owner. Further reproduction prohibited without permission.



1980s analysis, and from  1987 to 1989 fo r o u r 1990s analysis. F o r ro b u stn ess  checks, we 

use  o perating  cash  flow s o v er assets, av erag in g  o v er the sam e years, and also  are from  

C O M P U S T A T .

Financial Policy Measures

W e exam ine  tw o  leverage m easures: total debt divided by net capital stock7, and long­

term debt divided by the same number. T o  m easu re  d iv id en d  p ay o u t w e use dividend

yield (d iv id en d s per share o v er year en d  share p rice) and a payout ratio (to tal d iv idend  

paym en ts o v er net cash  flow s). F o r ou r 1980s analysis, these variab les are all th ree -y ea r 

averages o v er 1976, 1977 and 1978. F o r the 1990s analysis, averages o v e r 1987, 1988, 

and  1989 are used . D ata are from  S tandard  and P oor's  C O M P U S T A T . D ebt num bers are 

ad justed  fo r in terest ra te changes to app rox im ate  m arket values, and  are from  the 

N ational B ureau  o f  E conom ic R esearch  F inancia l M aste r File for the 1980s analysis, and 

are co n stru c ted  from  C om pusta t u sing  the sam e techn iques for the 1990s analysis.

Size and Growth Measures

T o  m easu re  firm  size for o u r 1980s analysis, w e use total number of employees 

averaged  from  1976 to  1978. W e also  ca lcu la te  growth rates in number of employees 

o v er th ree years from  fiscal year 1975 to  fiscal y ea r 1978. D ata are from  C O M P U S T A T . 

F or o u r 1990s analysis, w e use  com parab le  d a ta  fo r 1987 to  1989.

Investment Strategy Measures

7 N e t  cap i ta l  s to c k  is the  s u m  o f  the  net v a lu e  o f  p lan t ,  in v en to r ie s ,  a n d  in v e s tm e n ts  in u n c o n s o l id a te d  
su b s id ia r ie s  and  in ta n g ib le s  p lu s  o th e r  in v es tm e n ts .  A ll  n u m b e r s  a re  a d ju s te d  fo r  in f la t io n .  S ee  Hall  (1 9 8 8 ) .
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W e m easure th ree k inds o f  investm en t, capital expenditures, research and 

development spending and patents granted. T h e first tw o are no rm alized  by d iv id ing  

by  net capital stock. T h ree -y ea r averages are u sed  -  again  from  1976 to  1978 fo r the 

1980s analysis , and from  1987 to  1989 fo r the 1990s analysis. D ata are from  

C O M P U S T A T . W here  R & D  is not repo rted , bu t all o ther financia l da ta  are availab le , 

R & D  expend itu re  is assum ed  to  be neg lig ib le . P aten t da ta  are av a ilab le  for all ou r firm s 

from  the N ational B ureau  o f  E conom ic R esearch  F inancial M aste r F ile  for ou r 1980s 

analysis. Paten t data  fo r the 1990s analysis are fro m  H all et al. (2001).

Diversification

T o  m easure how  d iv ers ified  a firm  is w e use  the total number of 3 digit industries in 

w hich  the firm  operates, and the number of foreign subsidiaries it operates. W e also  

obtain  the total number of 4 digit industries in w hich  it o perates fo r robustness checks. 

F o r ou r 1980s analysis , the fo rm er tw o  are ca lcu la ted  using  Standard and  Poor's

Q

Industrial M anual fo r 1979. T he la tte r tw o  are from  the D irectory o f  International 

A ffiliates  fo r 1979. F o r o u r 1990s analysis, these variab les are co n stru c ted  from  

C o m pusta t Industry  S eg m en t da ta  fo r 1989.

W e also  use the standard deviation of the firm's stock return, ca lcu la ted  as 

above w ith  data  from  1976 through  1978 and  fo r 1987 through  1990 as a risk  tak ing  

m easure.

8 W e  use  1979 d a ta  b e c a u se  the  v o lu m e  c o n ta in in g  1978  d a ta  a re  u n a v a i lab le  in o u r  l ib rary .  S ee  G rif f in  
a n d  Karo ly i  (1 9 9 8 )  on  the  in d e p e n d e n c e  o f  c o u n t r y  r isk  f ro m  in d u s t ry  risk.
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3. Findings

T ab le  1 p resen ts  un ivaria te  s ta tis tics  and sam ple  sizes. By co n stru c tio n  o f  the second  

sam ple, the tw o  sam ples have the sam e m ean num ber o f em p lo y ees p e r firm . T he 

average net-ex p o rt s treng th  o f  US industries is low er in the second, w hile  no  c lea r pattern  

is ev iden t in the num ber o f  firm s p e r industry  o r the num ber o f  su b -in d u stries  per 

industry . Industry  average q  ra tios are h ig h er in the  second  period, and average op era tin g  

incom e is low er. D ebt ra tios are h ig h er in the la tter period, as are firm  g ro w th  ra tes, but 

d iv idends are low er. C apital expen d itu re  is unchanged, bu t bo th  research  and 

deve lopm en t spend ing  and  paten t app lica tions are low er in the la tter c ross-sec tion . 

F inally , firm s are m uch less d iv ers ified  in 1989 than in 1978 -  bo th  in d u stria lly  and 

geograph ically ; how ev er o u r d iversification  da ta  for the tw o periods are from  d ifferen t 

sources and m ay  not be com p arab le , so this m ust be in terpreted  w ith  cau tion .

[T able 1 about here]

T h e  left h a lf o f  the A panels o f  each subsequen t table d isp lays u n iv aria te  sta tis tics  

for 1980s analysis variab les for firm s that su rv ived , for all dep arted  firm s, and for firm s 

that departed  via each  sequela . T h e  num bers in parentheses in the A panels  are 

p robab ility  levels for re jecting  the null hypo theses o f  equal m eans for dep arted  firm s and 

firm s that su rv ived . T he left m ost pairs o f  tests con trast all dep arted  firm s w ith  all 

su rv iv ing  firm s, the o th er pairs o f  /7-levels are p robability  levels fo r re jec tin g  the null 

hypo theses o f  equal m eans for firm s departing  via a given seq u e la  and firm s that 

surv ived . T h e  left h a lf  o f  B panels con ta ins sim ilar inform ation  for the 1990s analysis.
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T he righ t h a lf  o f  P anels A  and  B co n ta in s  co e ffic ien ts  on the sam e variab les fo r ou r 

1980s and 1990s analyses, resp ec tiv e ly  from  logit reg ressions o f  the fo rm  o f  equation  (2). 

In considering  the valuation  and  co rp o ra te  s tra teg y  variab les, it is im p o rtan t to  d istingu ish  

circum stances beyond  m an ag e rs’ con tro l from  situa tions created  b y  m an ag e rs ’ decisions. 

T o  do  th is approx im ate ly , w e deco m p o se  these variab les in to  tw o  parts: - the variable 

m inus an industry  benchm ark , and  the in d u stry  b en ch m ark  itself.

W e in terpret the d ivergence  o f  a  variab le  from  the b en ch m ark  as ind icative o f  

firm -specific  m anagem en t strateg ies. T h e  b en ch m ark  p lausib ly  rep resen ts  a m ix o f  

industry -w ide com m on  stra teg ies and industry  effec ts  beyond  the co n tro l o f  m anagem ent.

Industry Stress and Survival

T able  2 investigates the effec ts  o f  three types o f  industry  stress on  firm  surv ival.

[T able 2 abou t here]

T rade p ressu re  reflects ev o lu tio n ary  p ressu re  associa ted  w ith  A m eric a ’s sh ifting  

com parative  advan tage. O verall, there is no d ecrease  in dep arted  firm s asso c ia ted  w ith  

export streng th , su ggesting  that trade advan tages ex ert little  ev o lu tio n ary  p ressure on the 

average large US firm . H ow ever, w hen w e look  at spec ific  seque lae , the situation  is 

m ore nuanced. In the 1980s, in term itten t ev idence  po in ts to trade p ressu re  cu lling  firm s 

via C hap ter 7 liqu ida tions and hostile  takeovers. T hese  resu lts are co n sis ten t w ith  o ther 

ev idence, such as M orck  et al. (1989), that hostile  takeovers w ere focused  on 

uncom petitive  industries in the 1980s. In the 1990s, C h ap ter 11 bankrup tc ies are m ore
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co m m o n  w here trade p ressu re  is s tronger, and  th is effec t is s ta rker in the logits. H igher 

trade  pressure is assoc ia ted  w ith  m ore dea th s via friend ly  m ergers. H ow ever, th is effec t is 

absent in the logits.

R ecall that the sam ple  o f  firm s used  in the 1990s analysis con ta ins only  larger 

firm s, so  as to  be co m p arab le  to  the 1980s analysis  sam ple. W hen w e repeat the 1990s 

analysis  using all firm s in C o m p u sta t for w h ich  data  are ava ilab le , w e find trade pressure 

linked to  sign ifican tly  h igher in c id en ces o f  C h ap te r 11. H ow ever, this e ffec t is not large 

enough  to  ren d er trade p ressu re  a s ig n ifican t d e te rm in an t o f  overall co rpo ra te  death.

G row th  in the n u m b er o f  firm s in the  industry  m easures the ex ten t o f  dom estic  

com petitive  pressure. T he log its show  that such  co m p etitiv e  p ressu re  leads to  C h ap ter 11 

bankrup tc ies in the 1980s, and  to  friend ly  m ergers in both  the 1980s and 1990s. T he 

h ig h er m ortality  due to b an k ru p tc ies  and frien d ly  m ergers causes an overall h igher 

incidence o f  departed  firm s in industries  w here the g row th  o f  new  firm s is large. U sing 

the larger sam ple o f  1990s firm s sp ann ing  all o f  C o m p u sta t generates very  sim ilar results.

G row th  in the nu m b er o f  fou r d ig it in d u stries  in a firm 's th ree d ig it industry  is taken 

as m easuring  p ressu re  d u e  to  s tructu ra l ch an g e  in  each  industry. S tructural ch an g e  is 

associa ted  w ith  a g rea ter incidence o f  C h ap te r 11 reo rgan iza tion  in the 1980s, but w ith  a 

low er incidence o f  the sam e seq u e la  in the 1990s. S tructu re  change is also  associa ted  

w ith  an increased  incidence o f  frien d ly  m ergers and  m anagem en t buy-ou ts in the 1990s. 

W hen w e look at overall su rv ival rates, w e see h ig h er death  rates assoc ia ted  w ith  h igher 

s tructural change p ressure o n ly  in the 1990s. U sing  the larger sam ple o f  1990s firm s 

spanning  all o f  C o m p u sta t genera tes v irtually  identical results.
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In o u r su b seq u en t tab les, a ll logit reg ressions include these industry  charac teris tics  

as con tro l variab les. T h is  is b ecau se  w e are prim arily  in terested  in how  effec tive  the 

econom y is at cu lling  firm s w h o se  stra teg ies dev ia te  from  value m ax im ization . T hese  

variab les m easu re  e ffec ts  that, to  a  large ex ten t at least, are ou tside  the con tro l o f  

m anagers. W e there fo re  w ish  to  ex c lu d e  effects asso c ia ted  w ith them .

Value Maximization and Survival

T ab le  3 show s that low er q ra tio s in the 1980s analysis , both  abso lu te  and re la tive to 

industry  m eans, are h igh ly  s ta tis tica lly  sig n ifican tly  re la ted  to h ig h er p robab ilities  o f  firm  

dem ise o v er all and  in all fo rm s, save that the m ean q o f  m erged firm s is not statis tica lly  

d ifferen t than that o f  su rv iv in g  firm s. W hen  q ra tios are included, along  w ith  the industry  

com petitive  p ressu re  variab les from  T ab le  2, logit reg ressions show  that low  q  ra tios 

continue to  p red ic t all fo rm s o f  firm  dem ise  ex cep t C h ap ter 11 bankrup tcy  and takeovers. 

T he results for the 1990s analysis  are m arked ly  d ifferen t. T he level o f  the q  ratio  is 

statis tica lly  in sign ifican t th ro u g h o u t, but a low  q  ra tio  re la tive to industry  average q  ra tios 

predicts death , bo th  overa ll and  in all w ays save friend ly  m ergers.

[T able 3 abou t here]

If w e use the full sam ple  o f  1990s analysis firm s, w hich includes sm all firm s o f  the 

sort not fo llow ed by  C o m p u sta t in the 1980s, the results are b road ly  sim ilar. H ow ever, 

both  q and q  re la tive to  in dustry  b eco m e in sign ifican t p red ic tors o f  C h ap te r 7 and C hap ter
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11 ban k ru p tc ies  and  low  q  re la tive  to a firm ’s industry  now  p red ic ts dem ise  by friend ly  

m erg er as w ell as the o th er sequelae.

W e repeat the above analysis u sing  the rank transfo rm ation  o f  the variab les to 

o b ta in  robustness checks (resu lts  not show n) and to  gauge eco n o m ic  sign ificance. T h e  

effec t o f  q  is eco n o m ically  sign ifican t. In the rank logit regressions p red ic ting  the overall 

o d d s o f  firm  dea th , falling from  the seven ty -fifth  to the tw enty-fifth  percen tile  in the 

d istrib u tio n  o f  q ra tios re la tive to industry  averages raises the p ro b ab ility  o f  co rp o ra te  

d ea th  from  29%  to 38%  in the 1980s sam ple and from  53%  to 59%  in the 1990s sam ple .9 

M ost o f  the ac tion  in the 1980s is from  increased  probabilities o f  takeovers, an 6%  rise, 

and  m ergers, a 11% rise. In the 1990s, go ing  from  seventy-fifth  to  tw en ty -fifth  percen tile  

is associa ted  w ith  an 18% increase in the p robab ility  o f  liqu ida tions, a 15% increase in 

that o f  hostile  takeovers, and a 15% rise in that o f  bankruptcies. A lthough the effec ts  on 

o th e r form s o f  dea th  are s ta tis tica lly  sign ifican t, this change in q  resu lts in neg lig ib le  

p ro b ab ility  changes. O ur resu lts are consisten t w ith m icro-econom ists ' in tu ition  that value 

m ax im ization  strong ly  p rom otes su rv ival, and w ith corporate  finance in tu ition  that the 

m arket for co rpo ra te  con tro l is an  im portan t cu lling  m echanism  o f  n o n -v a lu e-m ax im iz in g  

firm s.

T hus, h igher q  ra tios are assoc ia ted  w ith  low er overall odds o f  death  and low er 

odds o f  dea th  by C h ap te r 7 and friendly  m ergers in the 1980s. In the 1990s, the effec t o f  

h igher q ra tios on  overall death  rates is on ly  in term itten tly  sign ifican t and  involves low er 

o dds o f  all form s o f  dea th  save friend ly  m ergers, w hich are the m ost im portan t seq u e la  in

T o  c a lc u la te  th is  n u m b e r ,  w e  so lv e  fo r  the p ro b a b i l i ty  o f  d ea th  w ith  all  va r ia b le s  at th e i r  m e d ia n s  sav e  
the va r iab le  in q u e s t io n .  It is first  a s s u m e d  to be  at its lo w es t  q uar t i le  a n d  th en  at its h ighes t .  The 
d i f f e re n c e  b e tw e e n  the  tw o  p ro b a b i l i t ie s  is 10%. S u b s e q u e n t  p ro b a b i l i ty  c h a n g e s  a re  e s t im a te d  s im ila r ly .
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th is period. T hus, value m axim ization  w as c learly  a survival trait in the 1980s, bu t the 

ev idence  that th is rem ains so in the 1990s is on ly  in term itten t.

Current Cash Flow Strategy and Survival

P opular business w riters perferv id ly  allege that shareho lders are m yopic, and that 

m anagers "pander" to  shareholders fixation  on short-term  share p rice m ax im ization  at the 

expense  o f  a firm 's long-term  g o o d .10 T he resu lts from  T able 3, d iscu ssed  above , ap p ear 

inconsisten t w ith  this. T he allegation  suggests firm s w ith  re la tive ly  h igh  curren t s tock  

values shou ld  tend  not to survive, w hich is no t observed.

M ore soph istica ted  versions o f  the m yopia story  posit m anagers ra ther than 

shareho lders as m yopic and focused on cu rren t earn ings at the expense  o f  the firm ’s lo n g ­

term  good. F o r ex am p le , m anagers’ co m pensa tion  m ay be tied  to accoun ting  ea rn ings. 

T hus, non-va lue m axim izing  behav io r by m anagers causes high cu rren t earn ings. It is 

a lso  possib le that high curren t earn ings m ight cause non-va lu e-m ax im iz in g  behavior. 

Jensen  (1986) suggests that firm s w ith cash  flow  in excess o f th e ir in v estm en t needs often  

sq u an d e r m oney  on  unprofitab le  pro jects. R egard less o f  the d irec tion  o f  causality , the 

im plication  is a  negative correlation  betw een  long-term  survival and accoun ting  earn ings. 

In con trast, S tein  (1988) argues that m anagers use high earn ings as an  effic ien t signal to 

investors, and that high curren t earn ings m ight thus be related  to firm  health .

[T able 4 abou t here]

R e se a rc h e rs  h a v e  c o n s t ru c te d  p laus ib le  th eo r ie s  tha t  w o u ld  ex p la in  su c h  b e h a v io u r ,  see  e .g . S te in  
(1 9 8 8 ) ,  bu t  e m p ir ica l  e v id e n c e  o f  sh a re h o ld e r  m y o p ia  is scan t .
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T he sim ple  m eans o f  o perating  cash  flow s in T able 4 show  su rv ivors w ith  cash 

flow s not statis tica lly  sig n ifican tly  d iffe ren t to those o f  all types o f  ex an im a te  firm s in the 

1980s analyses. T he only  excep tions are that firm s culled by hostile takeovers. In the 

1990s, firm s that underw ent C h ap ter 11 bankrup tc ies, C hapter 7 liqu ida tions, and hostile 

takeovers all have ea rn in g s w ell below  industry  benchm arks, w hich  w e in terpret as 

reflecting  m an ag e rs’ firm -specific  strategies.

T he logits show  h ig h er industry  average cash  Hows low ering  the to tal odds o f 

survival in the 1980s analysis once industry  com petitive  pressure and value m axim ization  

variables are included  as con tro ls. T his is m ain ly  because such high cash  flow s attract 

friendly  m ergers. In con trast, in the 1990s analysis, high cash flow s re la tive to industry  

benchm arks s ign ifican tly  low er the overall odds o f  death  and the odds o f  bankrup tc ies 

and  liquidations.

T he effects o f  cash  flow s on survival are econom ically  sign ifican t. In the rank 

logit regressions p red ic ting  the overall odds o f  firm  death , going from  the 25 th to the 75 th 

percentile  in the d istribu tion  o f  cash  flow s relative to industry  averages ra ises the 

probability  o f  co rpo ra te  dea th  by  2%  in the 1980s, and this com es from  a 5%  increase  in 

the p robability  o f  friendly  m ergers and a 4%  dec line  in hostile takeovers. T h e  p robab ility  

o f  the overall departu re  rate dec lines by 6%  go ing  from  the low est quartiie  to the h ighest 

in the 1990s, m ostly  com ing  from  a 16% decline in the p robab ility  o f  C h ap te r 7 

liqu idations and a 9%  dec line  in the p robab ility  o f  hostile  takeovers.

T hus, high cash  flow s unre la ted  to value m axim ization  raised the odds o f  dea th  in 

the 1980s, but low ered them  in the 1990s. T h o se  m echanism s that w orked  aga inst the
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surv ival o f  high cash  flow  firm s in the 1980s sw itched  to  cu lling  low  cash  flow  firm s in 

the 1990s.

Capital Structure Strategy and Survival

A  series o f  papers in co rpo ra te  finance, beginning  w ith Jensen  (1986), finds a positive 

co rre la tio n  betw een debt and firm  value. T hus, firm s that under-lever ought to be 

system atica lly  culled . Y et, low  leverage avo ids bankrup tcy  and p lausib ly  increases a 

firm 's odds o f  survival.

T h e  sim ple  m eans and  m edians in T ab le 5 show  high deb t loads ra ising  the odds 

o f  death  overall in both  the  1980s and 1990s. H igh deb t relative to industry  benchm arks, 

w hich w e a ttribu te  to firm -specific  m anagerial strategies, con tribu tes to dea th  by 

attracting  m erger offers and C h ap te r 11 in both  sam ples. In the 1990s, h igh  debt relative 

to  industry  benchm arks is a lso  lead ing  to  C hap ter 7 liquidations, ac tua lly  assoc ia ted  w ith 

low er odds o f  C hap ter 11.

[Table 5 abou t here]

L ogits show  that h igh  levels o f  deb t unre la ted  to value m axim ization  and industry  

p rob lem s are a surv ival d isad v an tag e . T his re la tionsh ip  is m ore ev iden t in the 1990s, 

w ith  low  deb t co rresp o n d in g  to low odds o f  bankruptc ies, liqu idations and friendly  

m ergers. Low  deb t appears to  be re la ted  to  h igher o dds o f  hostile takeovers in the 1990s, 

bu t the re la tionsh ip  is not s ta tis tica lly  sign ifican t at conven tional levels.
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T h ese  re la tionsh ips are eco n o m ically  sign ifican t. G oing from  the low est to  the 

h ighest q u artile  o f  total deb t o v er asse ts, re lative to industry  benchm arks, increases the 

overall p robab ility  o f  dea th  by  4%  in the 1980s analysis. T his is m ain ly  due to  a 6%  rise 

in the p robab ility  o f  a friend ly  m erger and a 4%  d rop  in the p ro b ab ility  o f  a hostile 

takeover. T h e  effec ts o f  deb t on  overall survival are s im ilar in the 1990s: go ing  from  the 

h ighest to  the low est quartile  o f  firm -specific  deb t o v er asset decreases the overall odds 

o f  death  by  5% . S pecifically , a 26%  d ecrease  in the p robab ility  o f  bankrup tcy , an 18% 

decrease in the p robab ility  o f  liqu ida tion  are observed  go ing  from  the h ighest to  low est 

quartile . H ow ever, low er deb t does not pro tect firm s from  hostile  takeovers: the 

p robab ilities  o f  hostile takeovers increase 8% . T he pattern  is s im ila r w hen long-term  

deb t is used , but the p robab ility  ch an g es are sm aller.

T hus, abnorm ally  low  deb t is a survival trait desp ite  the lite ra tu re  arg u in g  that US 

firm s are o ften  underleveraged  due  to  agency  p rob lem s. H ostile takeovers ap p ear to  be 

the on ly  cu llin g  m echanism  that m ight select aga inst firm s w ith abnorm ally  low  debt.

Payout Strategy and Survival

D ividends, accord ing  to finance theory , should  equal a firm 's free cash  flow  afte r it has 

funded all availab le  value increasing  investm ent pro jects. T ax  eco n o m ists  have long 

argued  that firm s ought no t to  pay  d iv idends, as d iv id en d s are a tax d isad v an tag ed  w ay o f 

re tu rn ing  m oney to investors. H ow ever, o thers argue that transparen t and steady  

d iv idend  payou ts are necessary  to  check  agency  p rob lem s. Jensen  (1986) and o thers find 

that m any firm s retain free cash  flow , even  if  this destroys value. F am a and French 

(2001) repo rt that U.S. firm s grew  stead ily  less inclined  to pay out d iv id en d s o v e r the
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la tter decades o f  the tw en tie th  cen tu ry , p erhaps ind icating  that tax econom ists  are m ore 

influential than  agency  theorists, o r  a t least that their m essage is m ore palatab le  to 

co rpo rate  m anagers. T hus, w hether e ffic ien t cu lling  should  se lec t fo r or against firm s 

paying  large d iv idends is unclear. C erta in ly , all e lse  equal, keep ing  d iv idends low creates 

cash  and asse t cush ions, and p lausib ly  red u ces the odds o f  bankrup tcy .

T ab le  6 reveals a robust re la tio n sh ip  betw een  h igher d iv id en d s, both industry  

average and re la tive , and  low er overall odds o f  death . H igher d iv id en d s low er the odds 

o f  both  C h ap ter 7 and C hap ter 11 ban k ru p tcy , and  also  those o f  friendly  m ergers. O nly  

hostile takeovers select aga inst h igh  d iv id en d  payers.

[T ab le 6 abou t here]

T h e  re la tionsh ip  betw een  p ay o u t p o lic ies  and  surv ival ra te is econom ically  

sign ifican t. G oing from  the 25lh to  the 7 5 th percen tile  o f  d iv idend  rate relative to industry  

benchm ark  decreases the overall p ro b ab ility  o f  firm  dem ise by 5%  in the 1980s and by 

10% in the 1990s. T h is  m ain ly  co m es from  a  d ecrease  in the p robab ility  o f  a friendly  

m erger, 8%  in the 1980s and 9%  in the 1990s. T h e  p robab ility  o f  a hostile takeover 

increases w ith  h igher d iv idends, at a p ro b ab ility  o f  10% in the 1980s and 6%  in the 

1990s.

T hus, high d iv idends are a su rv iva l trait overall. W hile high d iv idends increase 

the odds o f  becom ing a hostile target, the reduction  in the odds o f  o ther form s o f  death  

m ore than com pensates.

79

Reproduced  with permission of the copyright owner. Further reproduction prohibited without permission.



Size and Growth Strategies and Survival

B aum ol (1959), D onaldson  (1990), Jen sen  (1986), and m any o thers argue that corporate  

m anagers m ax im ize g row th  ra ther than  sh areh o ld er value. O ne ju stifica tio n  for this, 

p ropounded  by  Jen sen  (1986) is that large firm s are better p la tfo rm s for the careers o f  

h ighfly ing  ex ecu tiv es. Jensen  and M urphy  (1990) and  o thers show  that larger firm s pay 

better, and la rger firm s arguab ly  also  p rov ide  m ore secure tenure to  professional 

m anagers. O verall, w e m ight therefore  ex p ec t a  cu lling  o f  firm s that grow  too rap id ly , o r 

that have do n e  so  (and  hence are too  large). B ut the opposite  m ight also  be true for at 

least tw o  reasons. F irst, as Jo vanov ic  (1982) po in ts out, larger firm s are often  o lder, and 

have thus passed  m any  m arket tests. S econd , larger firm s w ield  g reater political 

influence and m ay be able to  adapt th e ir in stitu tional env ironm en ts to  suit them selves, 

m uch as hum ans adapt th e ir env iro n m en t to  p rom ote  their ow n surv ival.

T ab le  7 show s that larger firm s, bo th  by industry  average size and size re la tive to 

industry  average , experience  few er firm  dea ths -  both overall and via each sequela . 

S ince the logit co n tro ls  fail to change these resu lts m uch, they are p lausib ly  unrela ted  to 

value m axim ization .

[T ab le  7 abou t here]

T ab le  7 show s little  ev idence  o f  se lec tive  pressure aga inst firm s that m axim ize 

grow th ra ther than value. C u lling  o n ly  occu rs in friendly  m ergers in the 1980s and in 

C hap ter 7 in the 1990s, though  these  e ffec ts  are too sm all to m atte r in the overall death  

rates.
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It is a lso  eco n o m ica lly  sign ifican t. In the ran k  logits, a rise from  the low est to  the 

h ighest q u artile  in size re la tive to industry  benchm ark  decreases the p ro b ab ility  o f  dea th  

by 6%  in the 1980s and  14% in the 1990s. T h is is m ainly due to an  8%  d rop  in the 

p robab ility  o f  a m erger in the 1980s and  a 15% drop  in the sam e seq u e la  in the 1990s. 

T hat o f  a hostile  tak eo v er increases by  7%  in the 1980s and decreases by  4%  in the 

1990s. T hat o f  a liqu ida tion  falls by  17% in the 1990s.

T hus, sh ee r size  seem s a surv ival advantage, both  per se  and a fte r co n tro llin g  for 

value m ax im ization  and  industry  stress. A bnorm ally  rapid grow th seem s to attract little 

selective p ressure  overall, and is associa ted  w ith  increased incidences o f  certa in  form s o f  

death.

Investment Strategies and Survival

T he co rpo ra te  finance literature con ta ins papers arguing for both  o v e rin v estm en t and 

underinvestm en t re la tive to  value m axim iz ing  levels. O verinvestm ent theories are akin to 

those positing  g ro w th  m ax im ization  and ex cess earn ing  re tention, w h ich  w e d iscussed  

above. U n derinvestm en t theories stress the h igh  cost o f  ex ternal cap ita l due to 

in fo rm ation  gaps and essen tia lly  argue that firm s are liquidity  constra ined . B oth  m ay be 

true, and the em pirica l debate  as to  w hich  is m ost im portan t under w ha t c ircu m stan ces  is 

at p resen t un reso lved . Here, how ever, we are in terested  only  in e ffec ts  o f  over- or 

un derinvestm en t on  su rv ival odds.

T he m eans in T ab le  8 link death  to  h igher levels o f  capital ex p en d itu re , bu t this is 

m ain ly  an industry  e ffec t in the 1990s. C hap ter 11 and friendly  m ergers are the m ain 

causes o f  d ea th  w hen firm s pursue faster cap ita l accum ulation  than th e ir industry  peers.
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T h e  logits show  that excessive  investm ent a fte r con tro llin g  for value m ax im iza tio n  (and 

industry  stress) reduces surv ival ra tes in the 1990s. M uch  o f  the cu llin g  aga in  appears in 

C h ap te r 11 and friendly  m ergers. O n the o th er hand, low er than  average  cap ita l 

ex p en d itu res  leads to  hostile  takeovers in the 1990s.

[Table 8 abou t here]

T he m eans in T ab le  8 show  high industry  R & D  co n tribu ting  to  su rv iva l in the 

1980s - by  de terring  both  form s o f  bankrup tcy  and hostile  takeovers. In co n tra st, hav ing  

few er paten ts than  o ther firm s in the sam e industry  is a dec ided  d isad v an tag e , 

co n trib u tin g  to all form s o f  death . O ne in terp re tation  o f  this is that the linkage betw een  

research  inputs (R & D  spend ing ) and  research  ou tpu ts (paten ts) w as u n c lea r in the 1980s, 

and  that ach ievem en t m atters m ore than effort. In the 1990s, paten ts  below  industry  

norm s co n trib u tes  to  dea th  by  both  form s o f  b an k ru p tcy  and  m ergers, w hile  paten ts above 

industry  benchm arks attracts hostile  takeovers.

G oing  from  the low est to  the h ighest percen tile  in  the num b er o f  paten ts  g ran ted  

ra ises the overall su rv ival odds by 6%  in the 1980s and 9%  in the 1990s. T h e  effec t 

m ain ly  com es from  a 6%  reduction  in the p robab ility  o f  friendly  m ergers in the 1980s 

and  an 11% reduction  in the sam e sequela in the 1990s.

Diversification, Risk and Survival

L ang  and S tu lz  (1994) and  a large related  lite ra tu re  relates d iv ers ifica tio n  to d ep ressed  

firm  value, and ev en t stud ies such as M orck et al. (1990) and D aley  et al. (1997) con firm
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that d iversification  cau ses at least part o f  th is depression . It fo llow s that value  

m axim iz ing  firm s sh o u ld  focus o n  th e ir co re  b u sin esses ."  Yet d iv ers ified  firm s o u g h t to 

be m ore stab le  since fluctua tions in their d iv isions ' ea rn in g s due to  industry  shocks o u g h t 

to cancel out to som e ex ten t. T h is  in terd iv isional co -in su rance shou ld  insu late  d iv ers ified  

firm s from  b ankrup tcy  to  som e ex ten t.

T he m eans in T ab le  9 show  that increased  cross industry  d iv ers ifica tio n  is on ly  

w eak ly  linked to  h ig h er su rv ival odds in the 1980s, bu t is co n sisten tly  sig n ifican tly  

p red ic tive  o f  su rv ival in the 1990s. T he odds o f  both  form s o f  b ankrup tcy  and o f  a 

friend ly  m erger are e leva ted  fo r firm s that are  m ore in d u stria lly  d iversified . H ow ever, 

industrial d iversification  raises the odds o f  a  hostile  tak eo v er in the 1980s and  has m ixed  

effec ts  on those odds in the 1990s. D iversifica tion  is perhaps m ore c lea rly  assoc ia ted  

w ith  survival in the 1990s because hostile  takeovers and L B O s are m uch less likely  

overall in the latter decade.

[T able 9 abou t here]

T he logits ind icate  an  overa ll su rv ival advan tage to  being in an industry  w here m ost 

firm s are well d iv ers ified  in the 1990s on ly , and  an overall su rv ival edge to being  m ore 

d iversified  than industry  peers in bo th  decades. A gain , d iv ers ifica tio n  p ro tects ag a in st all 

fo rm s o f  death  save hostile  takeovers and L B O s in bo th  d ecades, a lthough  in the 1990s it 

is m ain ly  an industry  effec t.

"  S e e  L an g  a n d  S tu lz  (1 9 9 4 ) .
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In ternational geog rap h ica l d iv ers ifica tio n  has b ro ad ly  s im ila r e ffec ts . G eo g rap h ic  

d iversifica tion  p ro tec ts aga inst C h ap te r 11 b ankrup tcy  and  m ergers in bo th  decades. In 

the  1990s, it p ro tects aga inst all save hostile  takeovers, w hich  seem  inv ited  by  abnorm al 

geograph ic d iversifica tion , esp ec ia lly  in the  logits.

S ince bo th  industrial and  g eo g rap h ic  d iversifica tions are, in part, risk  reduction  

strateg ies, it is o f  in terest to  m easu re  m an ag ers’ risk  to lerance d irec tly  by  estim atin g  the 

vo latility  o f  each  firm ’s s tock  re tu rns. S in ce  m any  o f  the risks affec ting  co m p an ies, such  

as dem and  and techno logy  shocks, are  b eyond  m an ag e rs’ con tro l, it m akes sense to  focus 

here on firm -specific  risk , w hich  is m ore likely  to re flec t m an ag e rs’ dec isions. D eparted  

firm s have h igher levels o f  firm -sp ec ific  risk  in the 1980s, but lo w er levels o f  risks in the 

1990s. In the logits, low er firm -sp ecific  risk  is s ign ifican tly  associa ted  w ith  hostile  

takeovers in the 1980s. In co n trast, h igh  industry  risk  in the 1990s increases the overa ll 

odds o f  hostile  tak eo v ers , but h igh  firm -specific  risks reduce the odds o f  b an k ru p tcy  o r 

attracting  a m erg er o r M B O .

T hese effec ts  are eco n o m ica lly  s ign ifican t. G o in g  from  the low est to the h ighest 

quartile  o f  th ree-d ig it industry  co d es re la tive to  m ain  industry  ben ch m ark s decreases the 

overall p robab ility  o f  d ea th  by  4 %  (8%  for the  1990s). T h is  is m ain ly  due to a 7%  d rop  

in the p robab ility  o f  being  abso rbed  in a friend ly  m erg er (9%  for the 1990s). T he 

p robab ilities o f  b ankrup tcy  and  liq u id a tio n  all fall by  less than 0 .1%  in the 1980s, and fall 

by  2%  and 3% , respectively , fo r the  1990s. T h ese  dec lines are o ffse t by  a 13% rise in the 

p robab ility  o f  a hostile  tak eo v er in the 1980s. If  four-d ig it codes are used instead, the 

pattern  is v irtually  identical. T he eco n o m ic  sign ificance o f  in terna tional d iv ers ifica tio n  is 

s im ilar to that o f  in ter in d u stry  d iv ers ifica tio n . G oing  from  the low est to the h ighest
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quartile  in num b er o f  foreign su b sid ia ries  re la tive  to  industry  n o rm s low ers the overall 

p robab ility  o f  d ea th  by 5%  in the 1980s and  4%  in the 1990s. A gain , th is is m ain ly  due to 

a 6%  dec line  in the p ro b ab ility  o f  b e in g  abso rbed  in a friendly  m erg e r in the 1980s and  a 

6 % decline  in the p ro b ab ility  o f  liqu ida tion  in the 1990s. T he p ro b ab ility  changes in the 

logits u sing  nu m b er o f  coun tries in w h ich  the firm  is ac tive are s im ila r in m agnitude.

W hen  the standard  dev ia tio n  o f  a firm ’s s tock  return re la tive to  industry  norm s 

falls from  the h ighest quartile  to  the low est, the p ro b ab ility  o f  a hostile  tak eo v er rises by 

3%  in the 1980s and falls by  10% in the 1990s. T h e  effect on ban k ru p tcy , although 

sta tis tica lly  sign ifican t, is eco n o m ica lly  sm all: a d ro p  in p robab ility  o f  less than 0 .1%  in 

the 1980s. In the 1990s, h igher s tan d ard  dev ia tio n  increases all form s o f  co rpo ra te  death , 

and the e ffec t is eco n o m ica lly  sign ifican t: go ing  from  the low est quartile  to the h ighest 

the p robab ilities  o f  liqu idation , h o stile  takeovers, and  m ergers increase  by 7% , 10%, and 

7% , respectively .

Survival Costs

O u r find ings ra ise  the question  w h e th e r m arket d isc ip lin e  in the US eco n o m y  is rigorous 

enough. O u r resu lts po int to hostile  takeovers as a un ique in stitu tion  for d isc ip lin ing  n on­

value m ax im iz in g  su rv ivors. A n titak eo v er leg isla tio n  and m anagem en t en trenchm ent 

dev ices, by  em ascu la tin g  the takeover, m ay facilita te  "artful dea th  dodg ing" strateg ies, 

and lead to substan tia l “surv ival co s ts” .

W hat loss in cap ita l value w ould  o ccu r if  takeovers had been  banned  in our 

sam ple period , so that "artfu l dea th  dodg ing" w ere m ore w idespread . In th is section, we 

co n sid er w ays o f  estim ating  th is figure.
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O ne w ay is to co m p are  the average T o b in ’s q o f  0 .79 for o u r tak eo v e r targets, with 

0.91 for su rv ivors. If takeovers w ere e lim in a ted , our surv iv ing  firm s could  have 

d iversified  m ore, and  th is  w ould have been reflected  in low er qs. If o u r 702 su rv iv o rs’ qs 

d ropped  to  0 .79  from  0 .9 1 , a Aq o f  -0 .12, given that the average rep lacem en t costs o f  

th e ir asse ts  is 901 m illion , the "survival costs"  in flic ted  on the econom y am ount to $108 

billion  in 1979 do llars. (In 1996 do llars, this is abou t $234 billion.) T h is  is a conservative 

estim ate , since in the absence o f  takeovers and L B O s, firm s m ight w ell d iversify  until 

th e ir ^ s  w ere su b stan tia lly  less than 0 .79 . A lso, if they  could have d iversified  m ore, som e 

firm s that d ied  by o th er m eans m ight have surv ived .

In the 1990s sam ple , the average q o f  the 1156 survivors is 1.57, and the average 

q o f  the ones tak en -o v er is 1.45. A 0 .12  drop  in q should  hostile tak eo v er be elim inated  

w ould  resu lt in a value loss o f  about $329  b illion  in 1989 dollars ($461 billion  in 2000 

dollars, an am ount ju s t o v er the total social secu rity  paym ent o f  $444 b illio n 12), given the 

average rep lacem en t co sts  o f  $2738 m illion  for the survivors.

4. Caveats and Robustness Checks

S om e q u alifica tio n s o f  o u r resu lts are in order. F irst, we use a lim ited  set o f  industry 

stress co n tro ls . S econd , o u r q ra tios are ce rta in ly  an im perfect m easure o f  value creation. 

T hird , o u r stra tegy  variab les are ce rta in ly  m easured  w ith error.

A s robustness checks, w e d ropped  firm s that d isappeared  du ring  the initial five 

years o f  each  o f the tw o  subperiods. T h is  is to rem ove firm s that are already  in the 

th row s o f death  w hen w e estim ate  o u r cross sectional firm  charac teristics . R egressions

u  D a ta  a re  f ro m  US C e n s u s  B ureau .
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o v e r these sam ples y ield  qualita tively  sim ilar resu lts to  those show n. T o  avo id  the 

obverse  p rob lem  that non-va lue  m axim iz ing  firm s m ight d isappear qu ick ly , rendering  the 

first five years im portan t econom ically , we show  resu lts for the larger sam ples in the 

tables.

T he next set o f  robustness checks involves runn ing  the logits using the full sam ple 

o f  the 1990s, instead o f  the truncated  sam ple to m atch the m ean num ber o f  em p lo y ees o f  

the 1980s. T h is  set o f  log its y ields qualita tively  sim ilar results.

A th ird  robustness check  is done by truncating  the full sam ple o f  the 1990s to 

m atch the m edian em p lo y ee  num ber o f  the 1980s, instead o f  m atching  the m ean. 

R egression  coeffic ien ts o f  the logits are sim ilar in signs and patterns to the ones show n  in 

the tables.

A no ther a lte rna tive  to the logits presen ted  in the tables above, each o f  w hich 

con tains the industry  stress m easure, industry  average and firm -specific q ratios, and an 

industry  average value and firm  specific  value for a single strategy  variable, is to run a 

log istic regressions co n ta in in g  m any stra tegy  variab les each. T his is p rob lem atic , for 

logistic regressions are esp ec ia lly  vu lnerable to m ultico llinearity  problem s. 

C onsequen tly , we regard  the spec ifica tions in the tables as m ore useful. N onethe less, 

w hen we include represen ta tive  variab les from  each o f  the individual tables in the sam e 

logit, w e find b roadly  s im ila r resu lts to those show n, though significance levels are often  

attenuated.
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5. Conclusions

E co n o m ists  co m m o n ly  h y po thesize  that firm s fo llow ing econom ically  ineffic ien t 

stra teg ies, n o tab ly  value m axim ization , should  be selec ted  against, m aking  econom ic 

e ffic ien cy  a useful ap p ro x im atio n  to the real w orld, even though som e firm s clearly  

dev ia te  from  it. W e find that high average q ra tios are strongly  p red ic tive  o f  firm  

surv ival, co n sis ten t w ith  this p rem ise. S ince h igher average q ra tios are, by  co n stru c tio n , 

a general m easure o f  m an ag ers’ success at increasing  firm  value, these resu lts are 

co n sis ten t w ith  this prem ise.

H ow ever, this prem ise fu rther im plies that s trategy  m easures unrela ted  to value 

m ax im iza tio n  ought to be selec ted  neither for nor against. For exam ple , cu rren t cash  

flow s ough t to have little im pact on survival once value m axim ization  is con tro lled  for, as 

in the log its. Yet h igher than industry  norm al cash flow s are a surv ival tra it in the 1980s 

and low er than industry  norm  cash  flow s are a survival trait in the 1990s.

Indeed , s tra teg ies associa ted  w ith  depressed  firm  values ough t to be se lec ted  

against. T he m ost su rp rising  th ing about o u r findings is the lack o f  co rresp o n d en ce  

betw een  su rv ival and corporate  s trateg ies that are w idely  thought to  dev ia te  from  value 

m ax im ization . Jensen  (1986) and  o thers argue that m any US firm s are u nder-levered  

because m anagers d islike  the uncerta in ty  that accom panies high levels o f  debt. Yet low  

deb t, no t high deb t, is c learly  a survival trait. Lang and S tulz (1994) and  M orck  et al. 

(1990) argue that d iversifica tion  destroys value. Yet w e find that d iversifica tion  is a 

su rv ival trait. D onaldson  (1990), B aum ol (1959), and Jensen  (1986) argue that grow th  

m ax im ization  o ften  appeals to m anagers m ore than value m axim ization , but w e find no
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ev idence  that excessive  grow th  is system atically  selected  against, and  large size -  the 

resu lt o f  g row th  -  is c learly  a surv ival trait.

E ith er w idely  accep ted  view s about these strateg ies are m isconce ived , o r 

ev o lu tio n ary  pressures in the co rpo ra te  w orld do not select against dev ia tio n s from  value 

m ax im ization , in con trad ic tion  to the assertion  by F riedm an (1953) in the in troducto ry  

quote.

T h e  theoretical and em pirica l re la tionsh ips betw een value m ax im iza tion  and  som e 

o th er co rp o ra te  strateg ies are less clear-cut. In these cases, o u r resu lts can  p rov ide 

an o th er app roach  to th ink ing  abou t these strategies. For exam ple , w e find that h igher 

d iv idend  paym en ts are assoc ia ted  w ith  low er odds o f  co rporate  death . T hus, ev o lu tio n ary  

selec tion  seem s aligned  w ith  theories that link h igher d iv idends to  b etter governance , 

such  as s ignaling  m odels and free cash  flow  considerations. T ax  theories that argue fo r 

low er d iv id en d s as be tte r governance seem  m isaligned w ith se lec tion , though  takeovers 

spec ifica lly  seem  to select against firm s w ith high d iv idends.

W hen we consider d iffe ren t culling  m echanism s, we find that the m arket for 

co rpo ra te  con tro l, and the hostile  takeover especially , exerts se lec tive  p ressures d iffe ren t 

from  those exerted  by  o ther cu lling  m echanism s. W hile  o th er m odes o f  dea th  are 

assoc ia ted  w ith  high debt, low  d iv idends, sm all size, and a lack o f  d iv ersifica tio n , hostile  

takeovers are  associa ted  w ith low  debt, high div idends, large size, and  a high d eg ree  o f  

d iversifica tion . T he m arket for co rpo ra te  contro l thus seem s m ore able to cu ll firm s 

pursu ing  w hat are w idely  regarded  as non-value m axim izing , and  seem s c lo ser to the sort 

o f  ev o lu tio n ary  selec tion  F riedm an (1953) envisions. T his is consisten t w ith  the view  

espoused  by M anne (1965) and o thers that m ergers, esp ecia lly  hostile  takeovers, are
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particu larly  usefu l at rem oving  m anagem en t w hose strateg ies d ev ia te  from  value 

m axim ization .

S ince m any states adop ted  an ti-tak eo v er leg islation  by the 1990s, and m any firm s 

estab lished  an ti-takeover defenses, such  as staggered  boards, po ison  p ills , and the like, 

hostile  takeovers are substan tia lly  less com m on in the 1990s ana lysis  than in the 1980s. 

T able 1 show s that 148 firm s, o r about tw elve percen t o f  the sam ple , w ere taken o v er in 

the 1980s analysis. In con trast, on ly  96 firm s, o r four percent o f  the m uch larger sam ple 

are taken o v er in the 1990s analysis. H artzell (2004) argues th a t b id d ers  in the 1990s 

adap ted  to  these defenses by nego tia ting  side-deals, o r  golden parachu tes, w ith target 

m anagers. T h is  m eans that m any o f  the transactions that appear to  be friend ly  m ergers in 

the 1990s w ould  have been hostile  in the 1980s. It seem s not im plausib le  that the 

cu rta iling  o f  hostile  takeovers in the 1990s substan tia lly  reduced se lec tio n  aga inst no n ­

value m ax im iz ing  firm s.
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Table 1 Summary Statistics

Panel A. Survival Category Variables

1980s Sample 1990s Sample

Sequelae_______ Details______  1979 to 1992_________ 1990 to 2003
Chapter 7 Bankrupt and liquidated 38 3% 27 1%

Chapter 11 Bankrupt and reorganized 23 2% 93 4%

Taken Over Board recommended against tendering or 
highly levered takeover by outsiders 148 12% 96 4%

Merger Board recommended tender or highly 
levered takeover by management 365 29% 833 38%

Departed Total of all the above 574 45% 1049 48%

Survived Firms that underwent none of the above 702 55% 1156 52%

Total Firms listed at the beginning of the interval 1276 2205
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Panel B. C ross Section Variables
Standard

Mean Median Deviation Minimum Maximum
Cross Section Variables____________________ 1978 1989 1978 1989 1978 1989 1978 1989 1978 1989
Firm average no. of employees 3-0 10.72 10.72 2.735 2.486 23.52 26.03 0.012 0.500 207.7 223.8
Number of 3-digit industriesa 3.829 1.740 3.000 1.000 2.591 1.157 1.000 1.000 12.00 10.00
Number of 4-digit industriesa 4.705 1.783 4.000 1.000 3.369 1.205 1.000 1.000 12.00 10.00
net export strength of US 4 digit industry3 0.011 -0.025 0.000 0.000 0.086 0.121 -0.410 -1.038 0.350 0.234
growth in no. of firms in 4 digit industryc 0.273 0.235 0.004 0.011 1.307 0.436 -0.948 -1.000 9.125 2.000
growth in no. of 4 digit industries in 3 digit ind.c 0.008 0.236 0.000 0.000 0.152 0.501 -0.333 -0.667 2.500 2.000
Industry average Tobin's q ratioa 0.827 1.565 0.805 1.463 0.267 0.487 0.369 0.714 1.575 4.364
Tobin's q ratio, relative to industry averages3 0.013 0.001 -0.065 -0.119 0.516 0.878 -1.503 -4.309 2.940 7.793
industry av. cash flow/assets net of d eb t3 0.296 0.197 0.287 0.187 0.082 0.074 0.129 -0.279 0.573 0.709
cash flow/assets net of debt, rel. to ind .3 0.020 0.000 -0.007 -0.012 0.207 0.172 -0.582 -1.410 2.796 1.034
industry av. total debt over net PP&E 3 0.252 0.346 0.248 0.322 0.063 0.141 0.069 0.002 0.514 1.205
total debt over net PP&E, rel. to ind 3 -0.004 0.000 -0.016 -0.033 0.159 0.259 -0.408 -1.008 0.713 1.383
industry av. long-term debt over net PP&E 3 0.190 0.284 0.184 0.254 0.047 0.125 0.011 0.000 0.339 1.084
long-term debt over net PP&E, rel. to ind .3 0.000 0.000 -0.008 -0.032 0.131 0.230 -0.329 -0.952 0.745 1.236
industry av. dividend rate on common stock 3 0.022 0.018 0.021 0.013 0.011 0.015 0.000 0.000 0.061 0.074
dividend rate on common stock, rel. to ind.3 0.001 0.000 -0.002 -0.003 0.024 0.018 -0.068 -0.078 0.080 0.120
industry average payout ratio3 0.658 0.095 0.683 0.070 0.179 0.070 0.072 0.000 1.000 0.595
payout ratio, rel. to ind .3 0.027 0.000 0.134 -0.024 0.380 0.137 -0.994 -0.841 0.982 0.999

Average no. of employees for firms in the sam e 
primary industry3 b

11.32 10.79 6.869 6.886 10.78 11.53 0.867 0.876 50.94 110.1

Average no. of employees rel. to firms in the 
sam e primary industry3 b

0.554 -0.077 -2.795 -3.270 38.09 25.42 -65.53 -157.5 809.9 221.5

industry average growth in employees c 0.157 0.251 0.142 0.174 0.119 0.336 -0.200 -0.469 0.683 3.585
growth in employees, rel. to ind.3 0.019 0.002 -0.008 -0.076 0.295 1.112 -1.324 -4.490 2.146 12.11
industry av. capital expenditure over assets 3 0.084 0.082 0.080 0.074 0.025 0.038 0.031 0.010 0.184 0.340
capital expenditure over assets, rel. to ind .3 0.002 0.000 -0.005 -0.009 0.047 0.058 -0.114 -0.273 0.301 0.511
industry average R&D over assets 3 0.024 0.019 0.016 0.003 0.024 0.028 0.000 0.000 0.096 0.094
R&D over assets, rel. to ind .3 0.000 0.000 -0.002 0.000 0.034 0.026 -0.112 -0.130 0.311 0.335
industry average patents granted 3 14.23 5.638 6.222 1.100 18.38 9.792 0.000 0.000 142.5 105.9
patents granted, rel. to ind .3 0.683 -0.017 -2.778 -0.296 52.86 25.51 -247.7 -127.1 818.0 276.6

Average no. of 3-digit ind. codes for firms in the 
sam e primary industry3

3.774 1.754 3.630 1.655 1.044 0.571 1.455 1.000 7.750 4.167

No. of 3-digit industry codes rel. to firms in the 
sam e primary industry3

0.063 -0.005 -0.556 -0.158 2.683 1.104 -8.000 -6.333 9.467 6.974

Average no. of 4-digit ind. codes for firms in the 
sam e primary industry3

4.619 1.799 4.553 1.736 1.309 0.590 1.500 1.000 9.250 4.667

No. of 4-digit industry codes rel. to firms in the 
sam e primary industry3

0.097 -0.005 -0.800 -0.200 3.501 1.155 -9.000 -6.333 9.500 7.115

industry average no. of foreign subsidiaries 3 4.305 0.652 2.909 0.500 4.102 0.578 0.000 0.000 39.50 2.667
foreign subsidiaries, rel. to primary ind. av .3 0.138 -0.001 -1.571 -0.091 12.57 0.887 -79.00 -3.000 152.6 3.692
Ind. av. standard deviation of stock return c 0.398 0.122 0.388 0.123 0.091 0.025 0.120 0.050 0.764 0.218
standard dev. of stock return, rel. to ind .c -0.010 0.000 -0.025 -0.007 0.156 0.045 -0.456 -0.147 0.719 0.265
Samples are 1,276 firms for 1978 and 2,205 for 1989 for all variables except standard deviation of stock return, where the 
samples are 1,258 and 2,160.
a Three year averages, 1976 to 1978 for 1978 cross section or 1987 to 1989 for 1989 cross section.
b. In thousands.
c. From 1976 to 1978 for 1978 cross section or from 1987 to 1989 for 1989 cross section.
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Table 2. Survival of Public Companies: Industry Stress Variables

Panel A: Sequela 1979-1992 Survivor Departed Chapter 11 Chapter 7 Taken Over Merged Departed Chapter 11 Chapter 7 Taken Over Merged
net export strength of US 4 0.013 0.007 -0.006 -0.025 -0.003 0.016 -0.794 -0.306 -4.892 -2.975 0.370

digit industry, 76-78 (-23) (.50) (.00) (.01) (.62) (.24) (.90) (.01) (.01) (.63)
growth in no. of firms in 4 digit 0.286 0.258 0.888 0.295 0.204 0.236 -0.025 0.169 -0.038 -0.084 -0.027

industry, 76-78 (.70) (.28) (■97) (.44) (.52) (.57) (•07) (.75) (.29) (.61)
growth in no, of 4 digit 0.006 0.012 0.112 0,032 -0.005 0.011 0.198 1.609 0.257 -1.487 0.228

industries in 3 digit ind., 76-78 (.46) (.09) (.28) (.12) (■63) (.60) (.02) (:7?) (.18) . . . .  (,.57).....

Panel B: Sequela 1990-2003
net export strength of US 4 -0.027 -0.022 -0.055 -0.016 -0.024 -0.019 0.226 -0.975 0.763 0.072 0.491

digit industry, 87-89 (.36) (.13) (.18) (.82) (.11) (.53) (.10) (.71) (.93) (.23)
growth in no. of firms in 4 digit 0.2 0.273 0.295 0.307 0.27 0.27 0.320 0.661 0.491 0.286 0.289

industry, 87-89 (.00) (.13) (.34) (.10) (.00) (.00) (.00) (.27) (.27) (.01)
growth in no. of 4 digit 0.204 0.271 0.133 0.284 0.288 0.284 0.155 •0.595 0.125 0.221 0.207

industries in 3 digit ind., 87-89 (-00) (.09) (.39) (.16) (.00) (.10) (.04) (.75) (.30) (.03)

Numbers in parentheses below means in the left half of Panels A and B are probability levels for t-tests rejecting the null hypothesis that the mean in question is equal to the 
mean for survivors. T-tests assuming unequal variances are used where an F test rejects the hypothesis of equal variances. Logit regressions in the right panels are of the 

vo form: logfodds of death) = b0 + b,Z  + e. Only Coefficient estimates on Z  are shown in the table. Numbers in parentheses in the right panels are probability levels for chi-
Ln square tests rejecting the null hypothesis that the logistic coefficient in question is zero.
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Table 3. Survival of Public Companies: Corporate Strategies Regarding Value Maximization, Controlling for Industry Stress Variables

Panel A: Sequela 1979-1992 Survivor Departed Chapter 11 Chapter 7 Taken Over Merged Departed Chapter 11 Chapter 7 Taken Over Merged
Industry average Tobin's q 0.842 0.809 0.768 0.738 0,800 0.823 -0.492 -0.974 -1.575 -0.41 -0.46

ratio, 76-78 (.03) (.20) (•02) (.09) (.27) (.03) (.31) (.05) (.27) (.09)
Tobin's q ratio, relative to 0.071 -0.059 -0.005 -0.088 -0.011 -0.079 -0.544 -0.382 -0.868 -0,294 -0.643
industry averages, 76-78 (.00) (.53) (.01) (.06) (.00) .... m . (.44) (.07) (.12) (.00)

Panel B: Sequela 1990-2003
Industry average Tobin's q 1.536 1.596 1.567 1.583 1.575 1.602 0,173 0.003 -0.38 0.03 0.182

ratio, 87-89 (.00) (■55) (.69) (.44) (.00) (.06) (.99) (.43) (.90) (.06)
Tobin's q ratio, relative to 0.032 -0.032 -0.231 -0.351 -0.122 0.01 -0.082 -0.504 -0.772 -0.225 -0.025
industry averages, 87-89 (.09) (.00) (.02) (.09) (.60) (.10) (.01) (.02) (.12) ....i:64).....

Numbers in parentheses below means in the left Panels are probability levels for t-tests rejecting the null hypothesis of a mean equal to that for survivors. T-tests 
assuming unequal variances are used where an F test rejects the hypothesis of equal variance in means tests. Logistic regressions in the right panels are of the form: 
logfodds of death) = bO + b1 Z + b2 q + e. Industry stress variables Z  are described In Table 2. Only coefficient estimates on q is shown. Numbers in parentheses in 
the right panels are probability levels for chi-square tests rejecting the null hypothesis that the logistic coefficient in question is zero.
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Table 4. Survival of Public Companies: Corporate Strategies Regarding Short-term Profits Maximization, Controlling for Industry 
Stress and Value Maximization.

Panel A: Sequela 1979-1992 Survivor Departed Chapter 11 Chapter 7 Taken Over Merged Departed Chapter 11 Chapter 7 Taken Over Merged
Industry average cash flow 0.295 0.296 0.287 0.281 0.287 0.302 1.871 1.9 1.942 0.048 2.638

over assets, 76-78 (.94) (.65) (.31) (.24) (.25) (.05) (.61) (.49) (.98) (.02)
firm cash flow over assets, 0.026 0.011 0.028 -0.01 -0.002 0.018 0.141 0.418 -0.363 -0.596 0.311

rel. to ind. avg., 76-78 (.19) (.97) (.15) (.08) (.52) (.63) (.62) (.74) (.34) (.34)

Panel B: Sequela 1990-2003
Industry average cash flow 0.196 0.197 0.184 0.186 0.203 0.199 0.209 -2.416 -2.676 1.47 0.453

over assets, 87-89 (.65) (.29) (.45) (.37) (.42) (.73) (.12) (.38) (.34) (■49)
firm cash flow over assets, 0.011 -0.012 -0.102 -0,13 -0.019 0.003 -0.751 -3.423 -3.308 -0.875 ■0.316

rel. to ind. avg,, 87-89 (.00) (.00) (.01) (.08) (.24) (.00) (.00) (.00) (.18) (.27)

Numbers in parentheses below means in the left panels are probability levels for t-tests rejecting the null hypothesis of a mean equal to that for survivors. T-tests assuming 
unequal variances are used where an F test rejects the hypothesis of equal variance in means tests. Logit regressions in the right panels are of the form: logjodds of death) 
= bO + b1 Z  + b2 q + b3 E + e. E is the residual of OLS regressions of the form: P=a0+a 1Z+a2q+e. Industry stress variables Z  are described in Table 2. Value maximization 
variables qs are described in Table 3. P is a se t of two corporate policy variables -  one an industry average and the other the deviation from that average. Numbers in 
parentheses are probability levels for /  tests rejecting the null hypothesis that the logit coefficient in question is zero.
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Table 5. Survival of Public Companies: Strategies Regarding Capital Structure, Controlling for Industry Stress and Value Maximization.

Panel A: Sequela 1979-1992 Survivor Departed Chapter 11 Chapter 7 Taken Over Merged Departed Chapter 11 Chapter 7 Taken Over Merged
industry avg. total debt over 0.247 0,257 0.284 0.275 0.256 0.254 2.758 8.764 6.345 2.394 2.078

assets, 76-78 (.00) (.01) (.01) (.11) (.06) (.00) (.00) (.01) (.10) (.05)
total debt to assets, rel. to -0.011 0.004 0.108 -0.029 -0.023 0.012 0.476 3.951 -0.903 -0.667 0.736

ind., 76-78 (.08) (.00) (.51) (.44) (.02) (.19) (.00) (.43) (.28) (.08)
industry avg. long-term debt 0.187 0.193 0.199 0.198 0.194 0.192 2.802 7.29 4.038 2.938 2.276

over assets, 76-78 (.02) (.24) (.19) (.10) (.08) (.02) (.11) (.25) (.13) (.10)
long-term debt to assets, rel. -0,006 0.006 0.038 -0.043 -0.005 0.013 0.547 2.32 -2.796 -0.12 0.908

to ind., 76-78 (.11) (■12) (.09) (.94) (.02) (.21) (.11) (.06) (.87) (.07)

Panel B: Sequela 1990-2003
industry avg, total debt over 0.339 0.354 0.361 0.344 0.356 0.353 0.777 1.255 0.693 0.794 0.731

assets, 87-89 (.01) (.22) (.79) (.31) (.02) (.02) (.12) (.65) (-30) (.03)
total debt to assets, rel. to -0.012 0.013 0.116 0.098 -0.051 0.007 0.41 1.966 1.731 -0.553 0.3

ind., 87-89 (.02) (.00) (.10) (.15) (.11) (.01) (.00) (.01) (.22) (.09)
industry avg. long-term debt 0.278 0.292 0.287 0.277 0.29 0.293 0.942 0.883 0.251 0.725 0.998

over assets, 87-89 (.01) (.53) (.99) (.40) (■01) (.01) (.33) (.88) (.40) (.01)
long-term debt to assets, rel. -0.011 0.011 0.059 0.046 -0.043 0.011 0.442 1.431 1,298 -0.616 0.436

to ind., 87-89 (•03) (.02) (.19) (.17) (.04)
.......m ......

(.00) (.12) (.23) (.03)

Numbers in parentheses below means in the left panels are probability levels for t-tests rejecting mean equal to that for survivors, T-tests assume unequal variances where 
an F test rejects equal variances at 5% or less. Logit regressions in the right panels are of the form: log2(odds of death) = b0+ bi Z + b2 q + b3 E + e where Z Is a vector of the 
industry stress variables in Table 2, q contains the two q ratio variables in Table 3, and E is the residua! of OLS regressions of the form: P=aO+a lZ+a2q+e, P is a se t of two 
corporate policy variables -  one an industry average and the other the deviation from that average. Each pair of coefficients reflects a single logit regression. Only the pairs 
of coefficients of E are shown in each panel that represents different logistic regressions. Numbers in parentheses are probability levels tor % tests rejecting the null 
hypothesis that the logit coefficient in question is zero.
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Table 6. Survival of Public Companies: Strategies Regarding Dividend Payout, Controlling for Industry Stress and Value Maximization.

Panel A: Sequela 1979-1992 Survivor Departed Chapter 11 Chapter 7 Taken Over Merged Departed Chapter 11 Chapter 7 Taken Over Merged
industry avg. dividend rate on 0.022 0.021 0.022 0.022 0.023 0.021 -16.824 -35.904 -27.047 -1.253 -20.955

common stock, 76-78 (.07) (.79) (.70) (.52) (.01) (.00) (.13) (.11) (.90) (.00)
dividend rate on common 0.002 -0.001 -0.011 -0.006 0.009 -0.003 -6.056 -34.685 •17.447 9.728 -10.964

stock, rel. to ind., 76-78 (.03) (.01) (.04) (.01) (.00) (.01) (.00) (.02) (.01) (.00)
industry avg. payout ratio, 76- 0.664 0.651 0.599 0.638 0.68 0.644 -0.62 -2.411 -1.232 0.375 -0.739

78 (.21) (.09) (.39) (.27) (.09) (.06) (.05) (.20) (.51) (.05)

payout ratio rel, to ind., 76-78 0.024 0.03

A J J )  . . .

-0.231
(.00)

0.04
(.81)

0.131
(.00)

0.004
(.42)

0.097
(.52)

-1.722
(.00)

0,108
(.81)

0.898
(.00)

-0.037
(.83)

Panel B: Sequela 1990-2003
industry avg. dividend rate on 0.019 0.016 0.012 0.012 0.018 0.017 -7.103 -73.972 -69.127 ■1.524 -3.665

common stock, 87-89 (•00) (.00) (.00) (.30) (.01) (.03) (.00) (.02) (.85) (.28)
dividend rate on common 0.002 •0.002 -0.006 -0.006 0.004 -0.002 -10,904 ■39.627 -36.635 6.135 -10.883

stock, rel. to ind., 87-89 (.00) (.00) (.04) (.21) (.00) (.00) (.00) (.02) (26) (.00)
industry avg. payout ratio, 87- 0.1 0.089 0.079 0.08 0.089 0.091 -1.245 -5.885 -5.213 •1,859 -0.846

89 (.00) (.02) (.16) (.06) (.01) (.07) (.01) (.17) (.33) (.25)

payout ratio rel. to ind., 87-89 0.005 -0.005
(•10)

-0.025
(.05)

-0.025
(.28)

0.026
(.16)

-0.005
(.09)

-0.546
(.09)

-2.382
(.03)

-2.348
(.22)

0.987
(.16)

-0.592
(.08)

Numbers in parentheses below means are probability levels tor t-tests rejecting mean equal to that for survivors. T-tests assume unequal variances where an F test rejects 
equal variances at 5% or less. Logit regressions in the lower panels are of the form: logfodds of death) = b0+ b, Z + b2q + E + e where Z is a vector of the industry stress 
variables in Table 2, q contains the two q ratio variables in Table 3, and E is the residual of OLS regressions of the form: P=a0+a 1Z+a2q+e. P is a set of two corporate policy 
variables -  one an industry average and the other the deviation from that average. Each pair of coefficients reflects a single logit regression. Only the pairs of coefficients 
of E are shown in each panel that represents different logistic regressions. Numbers in parentheses are probability levels for /  tests rejecting the null hypothesis that the 
logit coefficient in question is zero
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Table 7. Survival of Public Companies: Strategies Regarding Firm Size and Growth, Controlling for Industry Stress and Value Maximization.

Panel A; Sequela 1979-1992 Survivor Departed Chapter 11 Chapter 7 Taken Over Merged Departed Chapter 11 Chapter 7 Taken Over Merged
industry avg, number of 11,898 10.61 10.354 9.336 11.563 10.372 -0.018 -0.112 -0.087 -0.003 -0.023

employees, 76-78 (■03) (■30) (.16) (.73) (.03) (.00) (.04) (.02) (.74) (.00)
no, of employees rel. to 4,264 -3.982 -8.867 -7.179 -0.144 -4.897 -0.015 -0.099 -0.073 -0.003 -0.019

industry, 76-78 (.00) (.00) (.00) (.06) (.00) (.00) (.02) (.02) (.30) (.00)
industry avg. growth in 0.161 0.152 0.159 0.149 0.142 0.156 0.005 3.095 2.585 -0.841 •0.081

number of employees, 76-78 (.19) (.95) (.56) (.08) (■50) (.99) (.17) (.15) (.40) (.91)
growth In no. of employees 0.021 0.016 0.043 -0.003 -0.008 0.026 0.241 0.215 -0.05 -0.173 0.405

rel. to industry, 76-78 (.76) (.81) (.62) (.28) (.79) (.24) (.76) (.93) (.61) (•09)

Panel B: Sequela 1990-2003
industry avg. number of 11.497 10.02 10.139 13.92 12.534 9.59 -0.015 -0.111 -0.019 0,004 -0.018

employees, 87-89 (.00) (.20) (.34) (■46) (.00) (.00) (.00) (.47) (.65) (.00)
no. of employees rel. to 3.232 -3.723 -8.474 -11.116 -4.015 -2.919 -0.015 -0.101 -0,041 -0.011 -0.013

industry, 87-89 (.00) (.00) (.00) (.00) (•00) (•00) (.00) (.04) (.03) (.00)
industry avg. growth in 0,235 0.267 0.258 0,348 0.286 0.264 0.167 0,227 -0,493 0.246 0.123

number of employees, 87-89 (•02) (.44) (.41) (.15) (.06) (.21) (.48) (.42) (.47) (.39)
growth In no. of employees -0.005 0.009 -0.03 1.376 -0.178 -0.01 0.016 0.037 0.329 -0,208 -0.002

rel. to industry, 87-89 (.78) (.83) (.08) (.00) (.92) ..168).... (.70) (.00) (.27) . (.96)

Numbers in parentheses below means in the left panels are probability levels for t-tests rejecting mean equal to that for survivors. T-tests assume unequal variances where 
an F test rejects equal variances at 5% or less. Logit regressions in the right panels are of the form; logfodds of death) = b0+ b,Z  + b2q + b2E + e where Z is a vector of the 
industry stress variables in Table 2, q contains the two q ratio variables in Table 3, and E is the residual of OLS regressions of the form: P=a0-ta tZ+a2q+e. P is a se t of two 
corporate policy variables -  one an industry average and the other a deviation from that average. Each pair of coefficients reflects a single logit regression. Only the pairs of 
coefficients of E are shown in each panel that represents different logistic regressions. Numbers in parentheses are probability levels for/  tests rejecting the null hypothesis 
that the logit coefficient in question is zero.
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Table 8. Survival of Public Companies: Strategies Regarding Investment, Controlling for Industry Stress and Value Maximization.

Panel A: Sequela 1979-1992 Survivor Departed Chapter 11 Chapter 7 Taken Over Merged Departed Chapter 11 Chapter 7 Taken Over Merged
industry avg. capital exp. over 0.085 0.083 0.088 0.074 0.084 0,084 -0.755 15.303 -15.943 0.9 -1.578

assets, 76-78 (.25) (.69) (.01) (.72) (.42) (.77) (.07) (.08) (.83) (.59)
capital expenditure over 0.003 0.001 0.013 0.001 0.002 -0.001 0.901 5.828 2.105 0.74 0.43

assets, rel. to industry, 76-78 (.33) (.56) (.77) (.81) (.17) (.49) (.17) (.63) (.72) (.78)
industry avg. R&D over 0.025 0.022 0.014 0.012 0.02 0.025 -0.137 -28.046 -29.842 -6.795 4,697

assets, 76-78 (.11) (.04) (.00) (.02) (.73) (■96) (.08) (.03) (.20) (.18)
R&D over assets, rel. to 0 0.001 0.004 -0.002 -0.001 0.002 2.408 5.227 -4.369 -0.695 3.554

industry, 76-78 (.70) (.60) (.54) (■68) (.48) (.17) (.53) (.65) (.83) (.07)
industry avg. no. of patents, 14.892 13.416 14.756 9.919 13.232 13.77 -0,006 -0.097 -0.039 -0,003 -0.007

76-78 (.15) (.97) (•09) (.30) (.37) (.09) (.11) (.12) , (.65) (.12)
no. of patents rel. to industry, 7.031 -7.082 -14.988 -7.91 -3.283 -8.037 -0.009 •0.104 -0.033 -0.005 -0.01

76-78 (.00) (.00) (.00) (.00) (.00) (•00) (.05) (.10) (.08) (.00)

Panel B: Sequela 1990-2003
industry avg. capital exp. over 0.08 0.086 0.089 0.09 0.081 0.086 3.338 6.978 5.331 ■1.464 3.275

assets, 87-89 (.00) (.07) (.27) (.65) (.00) (.00) (.01) (.25) (.64) (.01)
capital expenditure over 0.001 -0.002 0.001 -0.009 -0.018 0 -0.607 1.395 -0.774 -7.4 -0.188

assets, rel. to industry, 87-89 (.27) (1.00) (.48) (.00) (.73) (.43) (.44) (.83) (.00) (.82)
industry avg, R&D over 0.019 0.019 0,018 0.01 0.022 0.019 -2.858 -3.871 -20.952 1.802 -3.028

assets, 87-89 (.80) (.90) (.12) (.21) (.82) (.09) (.42) (.04) (.66) (.09)
R&D over assets, rel. to 0 0 -0.004 -0.001 0.003 0.001 1.563 -8.055 -3,22 4.685 1.805

industry, 87-89 (.61) (.14) (.90) (.35) (.49) (.34) (.11) (.76) (.19) (.31)
industry avg, no. of patents, 6.049 5.186 4.559 2.231 8.189 5.005 -0.011 -0.2 -0.391 0.016 -0.014

87-89 (.04) (•19) (•00) (.06) (.01) (.02) (-00) (.02) (.05) (.01)
no. of patents rel. to industry, 1.58 -1.777 •4.632 -2.328 1.7 -1.842 -0.006 -0.17 -0.287 0 -0.007

87-89 (.00) (.00) (.00) . (.97) (.00) (.00) (.00) (.04) (.90) (.01)

Numbers in parentheses below means in the left panels are probability levels for t-tests rejecting mean equal to that for survivors. T-tests assume unequal variances where 
an F test rejects equal variances at 5% or less. Logit regressions in the right panels are of the form: logfodds of death) = b0+ b, Z  + b2q + b3E + e where Z is a vector of the 
industry stress variables in Table 2, q contains the two q ratio variables in Table 3, and E is the residual of OLS regressions of the form: P=aO+a1Z+a2q+e, P is a set of two 
corporate policy variables -  one an industry average and the other a deviation from that average. Each pair of coefficients reflects a single logit regression. Only the pairs of 
coefficients of E are shown in each panel that represents different logistic regressions. Numbers in parentheses are probability levels for/  tests rejecting the null hypothesis 
that the logit coefficient in question is zero.
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TABLE 9. Survival of Public Companies: Strategies Regarding Diversification, Controlling for Industry Stress and Value Maximization.

Panel A: Sequela 1979-1992 Survivor Departed Chapter 11 Chapter 7 Taken Over Merged Departed Chapter 11 Chapter 7 Taken Over Merged
avg. no, of 3-digit ind, codes for 0.205 -0,11 •1.651 -1.204 0.977 -0.34 •0.081 -0.415 0.137 0,023 -0.166

firms in the same primary ind, 78 (.04) (.00) (.00) (•00) (.00) (.14) (.09) (.38) (.79) (.01)

no. of 3-digit ind. codes rel. to 3.801 3.74 3.59 4.105 3.879 3.656 -0.055 -0.409 -0.22 0.092 -0.093
firms in the same primary ind, 78 (.31) (.34) (.17) (.41) (.03) (.01) (.00) (.00) (.00) (.00)

avg. no. of foreign subsidiaries for 0.667 0.635 0.489 0.385 0,793 0.641 -0.031 -0.238 -0.064 0.025 -0.059
firms in the same primary ind, 78 (.19) (.00) (.00) (.04) (.32) (.05) (.06) (.27) (.25) (.00)

no. of foreign subsidiaries rel, to 0.049 -0.056 -0.216 -0.215 0.021 -0.042 -0.015 -0.151 •0.037 -0.002 -0.024
firms in the same primary ind, 78 (.01) (.00) (.04) (.78) (.02) (.01) (.05) (.20) (.78) ■ (.00)

industry avg. stock return standard 0.12 0.124 0.137 0.135 0.124 0.122 1.019 1.988 1.469 -1.054 1.183
deviation, 76-78 (.00) (.00) (.00) (.17) (.05) (.34) (.64) (.62) (.57) (.32)

stock return standard deviation rel, -0.005 0.005 0.035 0.016 0,004 0.001 0.107 5.442 0.964 -2.483 0.294
to industry, 76-78 (.00) (-00) (.07) (.05) (.00) (.85) (.02) (.51) (.02) (.65)

Panel B: Sequela 1990-2003
avg. no. Of 3-digit ind, codes for 4.559 3.995 3.152 3.395 4.765 3.798 -0.129 -0.774 -1.303 0.336 -0.104

firms in the same primary ind, 89 (.01) (.12) (.10) (.59) (.00) (.09) (.00) (.01) (.06) (.20)

no. of 3-digit ind. codes rel. to 1.041 -0.967 -2.661 -1.625 0.628 -1,439 -0.131 -0.435 -0.541 -0.015 -0.111
firms in the same primary ind, 89 (.00) (.00) (.07) (.75) (.00) (.01) (.01) (.13) (.89) (.03)

avg, no. of foreign subsidiaries for 0.105 -0.127 -0.16 -0.14 0.069 -0.146 -0.175 -1.825 -1.445 0.422 -0.11
firms in the same primary ind, 89 (.00) (.00) (.09) (.77) (.00) (.03) (•00) (.00) (.02) (.21)

no. of foreign subsidiaries rel. to 1.793 1.712 1.43 1.477 1.886 1.731 -0.211 -0.421 -0.383 -0.055 -0.221
firms in the same primary ind, 89 (.00) (.00) (.01) (.14) (.02) (.00) (.01) (.15) (.54) (.00)

industry avg, stock return standard 1.838 1.756 1.448 1.499 1,947 1.776 -0.17 -1.803 -1.451 0.423 -0,105
deviation, 87-89 (.00) (•00) (.00) (.09) (.02) (.03) (.00) (.00) (.02) (•21)

stock return standard deviation rel. 0.109 -0.131 -0.173 -0.164 0.066 -0,147 -0.198 -0.423 -0.399 -0.055 -0.204
to industry, 87-89 (.00) (.00) (.08) (.74) (.00) (.00) (•01) (.13) (.52) (.00)

Numbers in parentheses below means in the left panels are probability levels for t-tests rejecting mean equal to that for survivors. T-tests assum e unequal variances where 
an F test rejects equal variances at 5% or less. Logit regressions in the right panels are of the form: logjodds of death) = b0+ b ,Z  + b2q + b3E + e where Z is a vector of the 
industry stress variables in Table 2, q contains the two q ratio variables in Table 3, and E is the residual of OLS regressions of the form: P=aO+alZ+a2q+e. P is a set of two 
corporate policy variables -  one an industry average and the other a deviation from that average. Each pair of coefficients reflects a single logit regression. Only the pairs of 
coefficients of E are shown in each panel that represents different logistic regressions. Numbers in parentheses are probability levels for /  tests rejecting the null hypothesis 
that the logit coefficient in question is zero.



CHAPTER FOUR

OLIGARCHIC FAMILY CONTROL AND 
THE QUALITY OF GOVERNMENT

1. Introduction

F am ily  contro l o f  the large co rpo ra te  secto rs is ub iqu itous in m any co u n trie s  and 

across all levels o f  eco n o m ic  d ev e lo p m e n t'. T h is  paper p resen ts new  data on the 

ow n ersh ip  structu res o f  the largest ten co rp o ra tio n s o r business g roups in forty-one 

coun tries. I show  that the p ro p o rtio n  o f  this sec to r con tro lled  by w ealthy  fam ilies is 

inverse ly  re la ted  to  su b seq u en t eco n o m ic  g row th . Furtherm ore, variab les m easu ring  the 

quality  o f  governm en t are re la ted  to  the p revalence o f  fam ily  contro l. A handfu l o f  

w ealthy  and estab lish ed  b u sin ess  fam ilies con tro l m ore o f  the largest firm s in coun tries 

w hose governm en ts are m ore bu reau cra tic  and m ore in terven tion ist. T hese co u n tries  also 

lack w ell-d ev elo p ed  eco n o m ic  in stitu tions such as shareho lder rights p ro tec tion  to 

facilita te  ex ternal financing  in bo th  the dom estic  and in ternational m arkets.

B urkart et al. (2002) argue that found ing  fam ilies choose to  p reserve contro l 

w ith in  the fam ily  if  in stitu tio n s are w eak  and the p rivate  benefits  o f  con tro l are high. 

D yck  and Z ingales (2003) find that these p rivate  con tro l benefits  are larger in coun tries 

w here sta tu to ry  p ro tec tion  o f  m in o rity  shareho lders is w eaker. Johnson  et al. (2000) dub 

the se lf-dealing  tran sac tio n s o f  con tro llin g  shareho lders “ tu n n e lin g ” , w hich  includes 

tran sfer p ric ing , ex cessiv e  ex ecu tiv e  com pensa tion , and d ilu tive  share issues. B ebchuk  et 

al. (2000) show  how  co n tro llin g  shareho lders can use pyram ids, cro ss-h o ld in g  and dual 

c lass shares to tran sfer w ealth  from  m inority  shareho lder and ex tract p rivate  con tro l
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benefits  at the expense  o f  o u tsid e  investors. D oidge et al. (2004) show  that firm s c ro ss­

listed  in the U .S . are w orth  sig n ifican tly  m ore because  co n tro llin g  shareh o ld ers  o f  these 

firm s canno t ex tract as m any p riv a te  con tro l benefits  com pared  to those con tro lling  

shareho lders o f  firm s not listed  in the U .S.

P rivate  co n tro l benefits  m ay  also  derive  from  nepo tism  and po litica l connections 

(M orck  et al., 2000, H eilm an et al., 2000 , and  M orck  and Y eung, 2003). F ism an (2001) 

show s that the stock  prices o f  S uh arto -co n n ected  firm s fell sharp ly  at the new s o f  

S u h arto ’s hea lth  p rob lem s. F acc io  et al. (2001) show  that con tro lling  shareho lders  o f  East 

A sian  co rp o ra tio n s ob ta ined  ex ten siv e  access to  “ re la ted  party  loans” , w hich  facilita te  

exp ropria tion  o f  m inority  shareho lders. Johnson  and M itton  (2003) find that M alaysia  

in troduced  cap ita l co n tro ls  to benefit p o litica lly  co n n ected  firm s at the tim e o f  the A sian 

financial crisis. D yck and Z ingales (2004) show  that po o re r tax en fo rcem en t g reatly  

increases the p rivate  benefit o f  contro l.

A gency  costs  re la ted  to p rivate  benefit ex traction  m ight be one im portan t reason 

that stock  m arke ts  generally  d iscoun t fam ily  con tro lled  firm s re la tive  to  their peers run by 

p rofessional m an ag e rs2. P erez-G o n zalez  (2001) finds that h eir-con tro lled  firm s 

u nderperfo rm  pro fessional m anagers in an array  o f  o p era tin g  m easures. F acc io  (2003) 

show  that p o litica lly -co n n ec ted  firm s und erp erfo rm  desp ite  easie r access to  debt 

financing, lo w er taxation , and s tro n g er m arket pow er. M orck  et al. (2000) show  that heir- 

con tro lled  C an ad ian  firm s ex h ib it low  financial perfo rm ance, low  R & D  spend ing , and

1 S e e  L a  P o rta  e t al. (1 9 9 9 a )  fo r tw e n ty -se v e n  h ig h  an d  m id d le - in c o m e  c o u n tr ie s , C la e ss e n s  e t al. (2 0 0 0 ) 
fo r  n in e  E a s t-A s ia n  c o u n tr ie s , K h a n n a  a n d  P a le p u  (1 9 9 7 )  fo r In d ia , W iw a tta n a k a n ta n g  (2 0 0 1 )  fo r T h a ila n d , 
V a la d a re s  a n d  L eal (u n d a te d )  fo r B ra z il, e tc .
2 A n d e rso n  an d  R e ed  (2 0 0 3 )  sh o w  th a t fa m ily  firm s in  th e  S & P  5 0 0  p e rfo rm  b e tte r  th an  o th e r  firm s; 
h o w e v e r  th ey  in c lu d e  n ew  e n tre p re n e u r ia l  f irm s  lik e  D e ll a n d  M ic ro so ft a m o n g  fa m ily  firm s. A m it and
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low  rate o f  paten t fillings. H ow ever, if  ren t-seek ing  by these fam ilies  is su ffic ien tly  

lucrative, they  m igh t be able to  ex trac t ex ten siv e  p rivate  benefits  and  still leave public  

shareho lders a h igh  return . T hus these firm s m ight ac tua lly  p rov ide shareho lders w ith  

h igher re turns in coun tries w ith  w eaker institu tions. C onsisten t w ith  th is, K hanna and 

R ivkin  (1999) show  that g roup  affilia tion  y ields superio r p erfo rm ance in India, Indonesia  

and T aiw an. T h ey  p ropose  that large fam ily -con tro lled  co rpo ra te  g roups add value 

because they  let firm s bypass co rru p t o r o th erw ise  poorly  function ing  m arkets for goods, 

cap ita l, and labor.

T h is m ay w ell be correc t, but an eco n o m ic  dom inance o f  large fam ily -con tro lled  

co rpo ra te  g roups, ev en  co m p o sed  o f  firm s th a t pay shareh o ld ers  a so lid  re turn , m ay 

nonetheless im pede developm en t. If po litica l ren t-seek ing  pays fo r these re tu rns and the 

private benefits  the con tro lling  fam ily  ex trac ts  are large , institu tional d eve lopm en t m ight 

be seriously  re tarded .

M orck  and Y eung (2004) argue that the d o m in an ce  o f  a  few  very  w ealthy  fam ilies 

o v er the large co rpo ra te  sec to r is likely  to  insp ire  a general lack o f  trust in a co u n try ’s 

institu tions. H eilm an  et al. (2000) show  that pervasive  state cap tu re , w here po litic ians 

sell in d iv id u a lized  pro tection  o f  p roperty  rig h ts , causes a m uch  h igher d eg ree  o f  

insecurity  o f  general p roperty  righ ts and w eak er overall firm  perfo rm ance  in m any 

transition  econom ies. T hey  also  show  that, even  though  som e in fluen tia l firm s en jo y  

h igher g row th  ra tes, the overall g row th  ra te  o f  the business sec to r is m uch low er. 

M urphy et al. (1991) argue tha t a high re tu rn  from  ren t-seek ing  d iv erts  resources and 

talen ts aw ay from  real investm ents. M urphy  et al. (1993) argue that lobby ing  and

V illa lo n g a  (2 0 0 4 )  sh o w  th a t th e ir  re su lt o n ly  h o ld s  fo r  su ch  firm s, an d  th a t in h e r ite d  fam ily  firm s 
u n d e rp e rfo rm .
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corrup tion  o bstruc t innovation  and p roduc tiv ity  gains. R ajan and Z in g ales  (2003) argue 

that en trenched  e lites  lobby  fo r a w eakened  financial m arket to starve new  firm s o f  

financing  and to  heigh ten  the en try  barrier.

P rev ious stud ies suggest social, econom ic , and legal fac to rs to exp la in  the 

p revalence o f  fam ily  ow nersh ip , o r concen tra ted  ow nersh ip  in a b ro ad er sense, o f  large  

co rporations. F o r exam ple , La P o rta  et al. (1997a , 1999) attribu te o w n ersh ip  and con tro l 

con cen tra tio n  to  basic  featu res o f  a co u n try ’s legal system , esp ec ia lly  those resu lting  in 

w eak  p ro tec tion  fo r ou tside  in v es to rs’ p ro p erty  rights. R oe (2003) argues that b lock  

ow n ersh ip  ex ists  to  responds to  and co u n terb a lan ces strong lab o r un ions. M orck  and 

Y eung (2004) argue that firm s co n tro lled  by  o ligarch ic  fam ilies are gen era lly  adept ren t- 

seekers w ho  th rive  in socie ties  w ith  low  trust levels and corruption .

T h is p ap er show s that fam ily  con tro l o f  large co rpo rate  sec to rs is in im ica l to  

grow th , and  that governm en ts p lay  an ac tive ro le  in shaping co rp o ra te  o w n ersh ip  

structure . F am ily  contro l is m ore pervasive  in coun tries w ith  m ore ineffic ien t and m ore 

in terven tion ist governm ents. M ultiva ria te  analysis  fu rther suggests that the frequency  o f  

p rice con tro ls, the ex ten t o f  red  tape, and  the lack  o f  shareho lder p ro tec tion  are the 

dom inating  facto rs that link  governm en t q u ality  to corporate  co n tro l structu re . P rice 

con tro ls  ind icate  the ex ten t o f  g o v ern m en t pow er. R ed tape speaks to the e ffic ien cy  in 

bureaucracies. T he lack  o f  sh areh o ld er p ro tec tio n  poin ts to  p o o r in stitu tions that 

adversely  affect financial m arket deve lopm en t (L a Porta et al, 1998).

T hese  find ings are b ro ad ly  co n sis ten t w ith  K rueger (1974), w ho  argues that 

governm en t in terven tion  in eco n o m ic  activ ities  crea tes large po litica l ren ts; N orth  (1981),
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w ho arg u es aga inst gov ern m en t in terven tion ism ; and R auch (1995) and  M au ro  (1995), 

w h o  argue that ineffic ien t b u reau cracy  and co rru p tio n  are bad fo r g row th.

T he next sec tion  d escribes the d ata  and d efin es  fam ily  con tro l and o th e r variab les 

used  in the paper. S ection  3 p resen ts the m ain resu lts  o f  the paper. S ection  4  concludes.

2. Data and Methodology

T h is sec tion  describes the raw  data , the construc tion  o f  the fam ily  contro l 

variab les, and all the o th er variab les used in the paper.

2.1. Raw Data

D un &  B rad stree t Principal International Business 1998/99 is the da ta  source, 

co v e rin g  a w ide range o f  en terp rises includ ing  sta te-ow ned  en te rp rises , p riv a te ly -o w n ed  

firm s, p u b lic ly -traded  firm s, and foreign subsid iaries . I exc lude  co u n trie s  that do  not 

report m ore  than 30 firm s, as w ell as countries w hose tenth largest firm s do not hire m ore 

than  5 00  em ployees. T h is  rem oves very  sm all countries. C o u n tries  that have 

ex p erien ced  p ro longed  w ars are also  exc luded  from  the sam ple.

E x ten siv e  research  is conducted  to  locate  the u ltim ate ow ners o f  each  firm  that 

h ired  m ore than  500  em ployees by  using in fo rm ation  gathered  from  m ultip le  sources 

includ ing  the In ternet (G oogle  searches, on line  d a ta  bases such as H o o v e r’s on line , and 

firm s’ w ebsites), lib rary  resources, databases (W orldscope , S D C , and D un &  B radstreet), 

m ed ia  coverage  such  as F orbes, and academ ic research  papers. M o st A rab ic , A frican , 

and  all E ast E uropean  coun tries are rem oved  from  the sam ple  b ecau se  o w n ersh ip  

in fo rm ation  on their la rg est co rpo rations is unava ilab le . B anks are also  ex c lu d ed  from  the
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sam ple because even w hen p rivate ly  ow ned  they  are u sually  tig h tly  co n tro lled  and 

regu la ted  by  g o vernm en ts .

A varie ty  o f  ow n ersh ip  types are p resen t in the data, sh o w in g  e ith e r d isp ersed  

ow nersh ip , o r show ing  co n tro llin g  shareho lders  as being  w ealthy  fam ilies, governm en ts, 

trust o rgan iza tions, o r banks. A 20%  cu t-o ff  is used  to  assign m ajo rity  o w n ersh ip  and 

con tro l righ ts to  firm s and py ram ids, since a 51%  ow nersh ip  o f  shares is not n ecessary  to 

assign  con tro l righ ts in m ost cases because  a sing le d om inan t sh areh o ld er can  exert 

e ffec tive  con tro l w hen all o th er shareh o ld ers  are sm all. I c lass ify  a firm  as fam ily  

co n tro lled  if  m em bers o f  a sing le  fam ily  co llec tiv e ly  ow n  m ore than  20%  o f  the vo tes and 

con tro l a g rea te r stake than  any  o th er shareho lders, and  m ore than  one  m em b er in the 

fam ily  occupy  top execu tive  positions. T he sam e 20%  ru le  app lies to g overnm en t- 

con tro lled  firm s o r co rpo ra te  g roups4. O rg an iza tio n s are c lassified  as w idely  held  if  no 

ow ner co n tro ls  m ore than  20%  o f  the vo te and sm all d istan t shareho lders e lec t the board  

and appo in t C E O s. D ispersed  o w n ersh ip  structu re  is com m on am ong  large co rp o ra tio n s 

in the U nited  S tates and  the U nited  K ingdom , and am ong  agricu ltu ra l and  retail 

co o p era tiv es  in E urope and  O cean ic  coun tries.

B ased  on the nam es o f  the u ltim ate  o w n ers  o f  each firm , I co n so lid a te  firm s into 

co rp o ra te  groups. T he em p lo y ees o f  su b sid ia ries  are added  to  those o f  the paren ts, and 

the em ployees o f  firm s be lo n g in g  to  the sam e fam ilies and  co n tro l p y ram id s are sum m ed

3 A  c a se  in  p o in t is f ro m  K o re a  as d o c u m e n te d  by  N a m  (2 0 0 4 ) . T h e  K o rean  g o v e rn m e n t still tig h tly  
c o n tro ls  c o m m e rc ia l b a n k s  in w h ic h  th e  g o v e rn m e n t has no  o r  v ery  few  sh a re s . E v e n  th o u g h  th e  c h a e b o ls  
su c h  as S a m su n g  a n d  H y u n d a i a re  th e  la rg e s t sh a re h o ld e rs  o f  th ese  b a n k s , th e  g o v e rn m e n t so m e h o w  
s u c c e ss fu lly  to o k  o v e r  th e  c o n tro l r ig h ts  o f  th e  b a n k s  a n d  left n o  g o v e rn a n c e  p o w e r  to  e v en  the  la rg e s t 
sh a re h o ld e rs .
4 G o v e rn m e n ts  p a r tia lly  p r iv a tiz e d  S O E s in re sp o n se  to  so c ia l, e c o n o m ic a l, o r  p o lit ic a l p re ssu re . F o r  
e x a m p le , th e  A rg e n tin ia n  g o v e rn m e n t re ta in s  2 0 %  o f  th e  e x -s ta te  o il g ian t Y P F  an d  re m a in s  th e  la rg e s t 
s h a re h o ld e r  a f te r  p r iv a tiz a tio n . In th is  c a s e , Y P F  is still c o n s id e re d  s ta te -o w n e d .
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up  for the fam ily  group . T h e  final n u m b ers  fo r the cong lom era tes are doub le-checked  

across m ultip le  sources to  en su re  accu racy  and  avo id  doub le  coun ting .

T he final sam ple  includes 41 co u n trie s  fo r w hich  I am  co n fid en t in the ow n ersh ip  

in fo rm ation  o f  the largest co rp o ra te  groups. T h is  sam ple  includes m ostly  h igh- o r m iddle- 

incom e coun tries w here de ta iled  o w n e rsh ip  in fo rm ation  on firm s, bo th  private  and public, 

is accessib le  to the p u b lic  th ro u g h  the In tern e t and  o th er lib rary  resources. T h e  average 

per cap ita  G D P  in 1996 am ong  the sam p le  coun tries is $ 1 5 ,2 7 0  and the m edian  is 

$16 ,464 .

F o r each  o f  the fo rty -o n e  co u n trie s, the largest ten d o m estica lly  ow ned  n o n ­

gov ern m en t co rpo ra te  g roups are se lec ted  based  on the total n u m b er o f  em ployees o f 

each  con g lo m era te  in 1996. T h ese  largest ten g roups are chosen  because  b usinesses in 

m any  coun tries are co n cen tra ted  in the h ands o f  a few  w ealthy  fam ilies. F o r ex am p le , the 

W allen b erg  fam ily  o f  $ w ed en  co n tro lled  40%  o f  the S tockho lm  S tock  E xchange 's  $265 

b illio n  m arket cap ita liza tio n  in the late 1990s3. It is p roh ib itive ly  expensive  to  include 

m ore than  ten g roups in m any  coun tries, b ecau se  the size and im portance o f  g roups drop 

d ram atica lly  afte r a handfu l o f  very  large g roups. C overage o f  o w n ersh ip  in fo rm ation  on 

these sm all and  less k now n  g roups is scan t and  less reliable.

2.2. Family Control Indices Construction

B ased on the list o f  the largest ten d o m estic  cong lom era tes ranked  by nu m b er o f  

em p lo y ees, an em ployee-w eighted fa m ily  control index  is ca lcu la ted  as:

5 B u s in e ssW e e k  F e b ru a ry  22 , 1999.
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2>.A
D ( 1)

w here L, is the to tal n u m b er o f  em p lo y ees  o f  the itb largest con g lo m era te  in the co u n try  in

1996, and 0, = 1 i f  the co n g lo m era te  is m ajo rity -co n tro lled  by  a w ealthy  fam ily , and 0, = 

0  o therw ise .

A n equally-w eighted fa m ily  control index  is ca lcu la ted  to  side-step  accuracy  

issues su rround ing  the em p lo y ee  co u n ts  and  co n so lid a tio n , and is d e fin ed  as:

T he in terp re ta tion  o f  the fam ily  con tro l ind ices is s tra igh tfo rw ard . T he em ployee- 

w eigh ted  fam ily  o w n e rsh ip  index  is the to tal em ploym en t o f  all fam ily  con tro lled  

cong lom era tes d iv ided  by  the to tal em p lo y m en t o f  the largest ten cong lom era tes in the 

dom estic  p rivate  sec to r o f  each  coun try . T he equ a lly -w eig h ted  fam ily  ow n ersh ip  index is 

sim ply  the to tal num b er o f  co n g lo m era tes  co n tro lled  by  w ealthy  fam ilies  d iv ided  by ten. 

In C hile , G reece , M alaysia , M ex ico , P ak istan , Peru , Philipp ines, T h ailan d , T urkey , and 

V enezuela , all o f  the largest ten co rp o ra te  g roups are fam ily  co n tro lled . O nly  in Japan  

none o f  the largest ten g ro u p s are fam ily  co n tro lled .

S ubsid ia ries o f  large m ultina tional co rp o ra tio n s  (M N C s) p lay  im portan t ro les in 

open  eco n o m ies such as A ustria , C h ile , P eru , and  the Philipp ines. F o r these coun tries, the 

list o f  the largest ten  firm s d iffe rs  d rastica lly  co m p ared  to that o f  the largest dom estic  

firm s. T hus, an o th er set o f  fam ily  co n tro l ind ices, P v  for em p lo y ee -w eig h ted  and P e for 

eq u a lly -w eig h ted , are ca lcu la ted  based  on  the largest ten n o n -g o v ern m en t firm s both  

d o m estica lly  and  foreign  ow ned . T h e  p ro p o rtio n s  o f  largest fam ily  firm s am ong sim ilar-

(2 )

1 1 0
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sized  b usinesses are m uch  sm alle r in coun tries  such as A ustria , B raz il, C hile , N ew  

Z ealand , Peru , P h ilipp ines, T h a ilan d  and V en ezu e la , w hen su b sid ia ries o f  M N C s are 

included  in the largest ten list o f  firm s o r groups.

T he fou r fam ily  con tro l in d ices are, not su rp rising ly , h igh ly  co rre la ted  w ith  each 

other. T he average co rre la tio n  co e ffic ien t is 0 .908  and h igh ly  s ta tis tica lly  sign ifican t.

T ab le  I lists the values o f  the fou r fam ily  con tro l indices.

[T able I abou t here]

2.3. Other Variables

O ther variab les are co llec ted  from  sources includ ing  the W orld  D evelopm en t 

Indicators, the W orld  E conom ic  F orum , F reed o m  H ouse, the F rase r Institu te , the 

H eritage F oundation , B usin ess  E nv iro n m en t R isk  In telligence (B E R I) and p rev ious 

academ ic p ub lica tions such  as B o tero  et al. (2003) and L LSV  (1998). T h ese  variab les 

m easure the levels o f  social and  eco n o m ic  d ev e lo p m en t, the q uality  o f  in stitu tio n s and 

governm en ts, the d eg ree  o f  g o v ern m en t o w n ersh ip  in en terp rises , the d ev e lo p m en t o f  

financial m arkets, and  lab o r righ ts. T h is  sec tion  b rie fly  rev iew s the defin ition , co u n try  

coverage , and  the sou rce  o f  each  variab le . S am ple  varies as co u n try  co v e rag e  o f  each  data  

source varies.

M easures o f  Social and  Econom ic D evelopm ent

Six ind icato rs o f  social and  eco n o m ic  d ev e lo p m en t are used. F irst, “G D P  per 

cap ita” is the lo g arith m  o f  real p e r cap ita  G D P  in 1996 using pu rch asin g  pow er parity

1 1 1
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ad justed  exchange rates. It p ro v id es an overall m easure o f  the level o f  econom ic 

advancem ent in 1996. T h e  data  are from  the Penn W orld  T ab les  6 .1, ava ilab le  at the 

N B E R  data  site. “G D P  g ro w th ” is g row th  in the real G D P  p er cap ita  from  1996 to  2000, 

defined  as the logarithm  o f  2000  real G D P  per cap ita  m inus the logarithm  o f  1996 real 

G D P  p er cap ita . T he nex t tw o  variab les are from  the W orld  D evelopm en t Indicators, 

pub lished  b y  the W o rld  B ank. “H ealth  c a re” is m easured  by the in fan t m o rta lity  rate , the 

nu m b er o f  infant dea th  per 1000 live b irths. “E duca tion” is m easu red  by the adult 

illiteracy  rate , the p ercen tag e  o f  p eop le  15 years o r o lder w ho  can n o t read  and  w rite a 

short, sim ple  sta tem en t abou t th e ir ev e ry d ay  life. T hese  variab les are bo th  fo r 1996.

In add ition , I use G ini co effic ien ts  to  m easure “ incom e in eq u a lity ” am ong  the 

en tire  popu lation . D ata  is co llec ted  from  the W o rld  Incom e Inequality  D atabase  (W IID ), 

deve loped  by the U nited  N ations D ev elo p m en t P rogram m e. T h e  d e ta iled  d escrip tio n  o f 

th is data is availab le  from  D ein inger and  Squire  (1996). G ini co effic ien ts  based  on high- 

quality  incom e o r ex p en d itu re  da ta  fo r all national popu lation  are used in th is paper. T he 

m ost recent data  av a ilab le  for the 41 sam ple  coun tries is 1994. If data  for 1994 is not 

availab le , the m ost recen t d ata  po in t, as far back  as 1989, is used , thus the year o f  the data  

varies from  1989 to  1994. G ini co e ffic ien ts  are ob ta ined  by th is m ethod  fo r 31 coun tries 

in the sam ple. G in i co e ffic ien t d a ta  from  W IID  for 1989 to  1994 is no t ava ilab le  for 

A rgen tina , A ustria, F rance, G erm any , G reece , Ireland , Israel, S ou th  K orea, S w itzerland  

o r T urkey.

L astly , an in frastru c tu re  q u ality  index  from  B E R I is used  to  m easure the adequacy  

o f  physical in frastructu re  in a coun try . T h e  index  is based on a su rvey  o f  a panel o f  

p ro fessionals  w ith  m any  years o f  ex p e rien ce  in that coun try . T he index  value ranges from
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zero  to  ten , w ith  a h ig h er value sign ify ing  m ore adequate physical in frastructu re . T his 

variab le  is ava ilab le  for 39 coun tries in the sam ple, but m issing  for H ong K ong and N ew  

Z ealand .

In add ition , tw o  m easures fo r the success o f  large firm s are used. T he first one, 

“em ployees o f  the largest ten ” , is based  on  the largest ten d o m estica lly -o w n ed  n o n ­

gov ern m en t co n g lo m era tes  in each  co u n try  in 1996, as described  in section  2 .1 , defined  

as the to tal n u m b er em p lo y ed  by the largest ten co ng lom erates d iv ided  by the to tal labor 

force o f  1996. T he second , “sales o f  the largest tw en ty” from  L L S V ( 1997b), is the to tal 

sales o f  the largest tw en ty  p u b lic ly  listed  firm s d iv ided  by the G N P  o f  that co u n try  in 

1994.

M easures o f  Bureaucracy and  Regulatory Burden

F or b u reaucracy , I use th ree variables: “bu reaucratic  d e lay s” , from  B ER I, 

m easures the level o f  red  tape, w ith  h igher values ind icating  less red tape; “b u reaucratic  

q u a lity ” , from  IC R G , assigns h igher scores to  governm ents that m ain tain  “ au to n o m y  

from  po litica l p ressu re” and have “streng th  and expertise  to govern  w ith o u t d rastic  

changes in po licy  o r in te rrup tions in governm en t serv ices” ; and “co m p eten ce  o f  public  

p e rso n n el” , from  the G lobal C o m petitiveness R eport, is a su rvey  on the question  

“ w hether public  sec to r personnel are m ore com peten t than their p rivate  sec to r 

co u n te rp arts” , w ith  answ ers from  1 (s tro n g ly  d isag ree) to  7 (strong ly  agree).

F o u r variab les are used to m easure  regu la to ry  burden: “ fa ir reg u la tio n ” taken from  

L L S V (1998); “en try  reg u la tio n ” from  D jankov et. al (2001) defined  as the log o f  tim e it 

takes to  ob tain  legal s tatus for a new  business; “ the frequency  o f  p rice co n tro l” ranges
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from  zero  to  ten, zero  being  the m ost frequent price contro l; and “ freedom  to co m p e te” 

from  W orld  C o m petitiveness R eport.

M easures o f  Bureaucrats in Business

G o v ern m en t ow nersh ip  in en terp rises is based on a dataset that includes the largest 

ten d o m estica lly -o w n ed  en te rp rises  o r business g roups in each co u n try  in 1996. T his 

datase t d iffe rs  from  the p rev io u s dataset used to calcu late  fam ily  co n tro l in that it 

includes all d o m estica lly  ow ned  firm s, both  p rivate ly  held and gov ern m en t en terp rises. 

T he eq u a lly -w eig h ted  index, S e , is the num ber o f  en terp rises m ajo rity -o w n ed  by  the 

g o v ern m en t d iv id ed  by ten, w hile  the em ployee-w eigh ted  index, Sv, is the to tal num ber 

o f  em ployees h ired  by the governm en t con tro lled  en terp rises d iv ided  by the to tal nu m b er 

o f  em p lo y ees  o f  the largest ten en terp rises or conglom erates.

G o v ern m en t ow nersh ip  in banks is taken from  L L S V (2000) and uses the 

p ercen tage o f  banks and com m ercia l banks ow ned  by the governm ent. S O E  investm en t 

as a percen tag e  o f  the to tal d o m estic  investm ent and SO E  ou tpu t as a p ercen tage o f  the 

G D P  are o b ta in ed  from  the W orld  B ank and are averaged  over 1978 to 1991.

Political Rent-Seeking

T he risk  o f  ex p ro p ria tio n  and repud ia tion  o f  con tracts are taken from  L L SV  (1998), 

w ith  h igher values ind icating  lo w er risks. Indices m easuring  the p ro tec tion  o f  p roperty  

righ ts, the e ffic ien cy  o f  the ju d ic ia ry  system , tax com pliance, b usiness regu la tions, 

bu reaucrac ies and co rrup tion  are co llec ted  from  L L SV ( 1999a) w ith  h igher values 

ind icating  institu tional setup  m ore friendly  to  private  businesses and fa ir com petition .
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T h e co rrup tion  index from  L L SV  (1998) m easures the average level o f  governm ent 

co rrup tion  b etw een  1982 and 1995. T he index  ranges from  zero  to  ten w ith  h igher values 

ind icating  less co rru p tio n  in governm ents.

Financial M arket Institutions and  the A vailability o f  Financing

I re ly  on L L SV  (1998) for indices m easu ring  sh areh o ld ers’ righ ts, c red ito rs ’ rights 

and accoun ting  standards. S h areh o ld e rs’ righ ts range from  zero  to six , and c red ito rs ’ 

righ ts from  zero  to four, w ith  h igher values sign ify ing  m ore righ ts and p ro tec tion  for 

shareho lders and cred ito rs , and stric te r accoun ting  d isclosure rules.

C red it ava ilab le  to  the p rivate  sec to r as a percen tage o f  G D P  in 1996 is used to 

cap tu re  the size  o f  the bank ing  sector. T he to tal value o f  shares traded du ring  the year 

1996 as a percen tage  o f  G D P  is used to  m easure the size o f  the stock  m arkets. T h ese  data 

are taken from  the W orld  D evelopm en t Indicators. T he next three variab les are from  the 

G lobal C o m p etitiv en ess  R eport and cap tu re  the ease  o f  o b ta in ing  financing  for new  

firm s. T he first, “ venture cap ita l” , m easures the ava ilab ility  o f  ven tu re cap ita l to  finance 

new  businesses. It ranges from  one to  seven , w ith  h igher values ind ica ting  m ore read ily  

ava ilab le  ven tu re  cap ita l funds. T he second, “ex istence o f  hostile  tak eo v ers” (th rough  

share p u rchases in the stock  m arket), assum es a h igher value w hen m anagers should  be 

m ore co n cern ed  w ith  the po ssib ility  o f  hostile  takeovers. The th ird  variab le  cap tu res the 

degree  o f  d ifficu lty  to start a new  bank. A h igher value o f  th is variab le  m eans that 

regu la tion  is reasonab le  and  en try  is fairly  easy .

T he nex t five variab les accoun t for the ava ilab ility  o f  in terna tional cap ita l flow s. 

“C ap ita l re s tric tio n ” is the nu m b er o f  types o f  cap ita l restric tions, o u t o f  a m axim um  o f
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12, that a cou n try  had  in 1996. “C ap ital o p en n ess” m easures the d ifficu lty  fo r foreign 

investors to  hold  d om estic  p o rtfo lio s, and ranges betw een  zero  to  one, w ith  one being  that 

it is im possib le  to  hold  a dom estic  portfo lio . T he next th ree variab les are “g ross private 

cap ita l flow s as a p ercen tage o f  G D P ” , “ gross FD I as a percen tage  o f  G D P ” , and  “net 

inw ard F D I as a p ercen tage o f  G D P ” . T h ey  are all from  the W orld  D evelopm ent 

Indicators.

Labor Rights

T he labo r righ ts variab les are taken  from  B otero  et al. (2003). “ U nion d en sity ” is 

the percen tage o f  to tal labo r force affilia ted  w ith  labo r unions. Indices m easuring  social 

security  p ro tec tion , labor p ro tec tion  from  labor and em plo y m en t law s, and u n io n s’ pow er 

in co llec tive  barg a in in g , w o rk e rs ’ p artic ip a tio n  in m anagem en t, and co llec tiv e  d isp u tes 

all assum e h ig h er values fo r b e tte r labo r p ro tec tion  and union pow er.

3. Main Results

T his sec tion  p resen ts the m ain  resu lts o f  the paper. F irst, it considers w here fam ily  

contro l is m ore com m on . N ext, the re la tio n s betw een fam ily  con tro l and various 

m easures o f  g o v ern m en t q uality  and beh av io rs are exam ined . T hese  re la tions are 

quan tified  using  P ea rso n ’s co rre la tion  and  partia l co rre la tion  tests, the la tter con tro lling  

for the varia tion  in a co u n try ’s d ev e lo p m en t stages using the log o f  1996 p er capita  G D P. 

F inally , m u ltivaria te  analysis is used to  d e term in e  w hich  factors are the m ost crucial to 

the re la tionsh ip  b etw een  fam ily  con tro l and governm ents.

T ab le  II p resen ts  the su m m ary  s ta tis tics  o f  the m ain  variab les.
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[Table II about here]

Where is fa m ily  control m ore comm on ?

T he top  panel o f  T ab le  III re la tes the level o f  fam ily  con tro l am ong  n a tio n s’ 

largest co rp o ra te  g roups w ith  ind ica to rs  o f  social and eco n o m ic  deve lopm en t. T he 

co rre la tion  coeffic ien ts  suggest that w hen w ealthy  fam ilies contro l m ore o f  the largest 

firm s, the eco n o m y  tends to  be poorer, g row s slow er, and p rov ides less adequate  public  

health , education , and  in frastructu re . A  h ig h er level o f  fam ily  con tro l is a lso  associa ted  

w ith  h igher G in i co effic ien ts , m ean ing  that incom e is less even ly  d is trib u ted  am ong the 

en tire  population .

[T able III abou t here]

T he im portance o f  large firm s is m easured  by  the total num ber o f  em p lo y ees  h ired  by the 

largest ten g roups as a p ercen tage o f  the lab o r force, o r by the to tal sales o f  the largest 

tw enty  listed  firm s as a  percen tag e  o f  G N P . T he b o ttom  panel show s that the im portance 

o f  large firm s is nega tive ly  and  s ig n ifican tly  co rre la ted  w ith  the ex ten t o f  fam ily  con tro l. 

T he m ore top  firm s co n tro lled  by  w ealthy  fam ilies, the sm aller those firm s are re la tive  to 

the econom y.

K hanna and R ivkin  (1999) p rov ide  ev idence  that affilia tion  w ith  fam ily -con tro lled  

groups in India, Indonesia  and T aiw an  resu lts  in su p erio r co rpo rate  p erfo rm ance. But m y 

resu lts, based  on  a sam ple o f  fo rty -one coun tries, suggest that su p erio r co rpo rate  

perfo rm ance need not transla te  in to  larger eco n o m ies o f  scale. F am ily  con tro l o f  large
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co rporations seem s assoc ia ted  w ith  sm aller scales o f  operation  in those co rporations. 

C han d ler (1994), La P orta  et al. (1997b) and o thers  stress the im portance o f  an ec o n o m y ’s 

ab ility  to support very  large co rp o ra tio n s to  its susta ined  econom ic d eve lopm en t.

Bureaucracies and  Regulatory Burden

E ffective  co m p etitio n  from  young and innovative  firm s requ ires ease  o f  en try  and 

a light regu la to ry  burden . D e So to  (1989) show s that, in m any  d ev e lo p in g  coun tries, 

b u reaucracy  and business regu la tion  are so costly , especia lly  to  new  en tran ts, that m any  

businesses are fo rced  to  operate  underg round . H e argues that regu la to ry  and  bu reaucratic  

costs  affec t large, es tab lish ed  b usiness g roups m uch  less than sm all u pstart com panies. 

T hat is, these costs  serve as a b arrie r to en try , pena liz ing  sm all o r new  firm s and 

p ro tec ting  large o r es tab lish ed  ones. D jankov  et al. (2003) find large d iffe ren ces  in the 

regu la to ry  costs  o f  en try  ac ross coun tries. T hey  show  that the costs  o f  en try , in term s o f 

the num bers o f  days, the nu m b er o f  procedures and  the m oney  requ ired  to  reg iste r a 

business a re  heftie r in co u n tries  w ith  h ig h er co rrup tion , and that the p rim ary  benefic iaries 

o f  en try  regu la tion  are p o litic ian s and  bureaucrats.

T he top  panel o f  T ab le  IV  show s that h ig h er levels o f  fam ily  con tro l are 

assoc ia ted  w ith  in ferio r q ua lity  o f  bu reaucrac ies charac te rized  by h ig h e r levels  o f  red 

tape, less au to n o m y  from  po litica l p ressure, and less com peten t pub lic  personnel. A ll 

th ree m easures are s ta tis tica lly  s ign ifican tly  re la ted  to  fam ily  con tro l o f  the large 

co rpo rate  sector, even  after co n tro llin g  fo r 1996 p e r cap ita  GD P.

[T able IV abou t here]
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T h e nex t panel re la tes fam ily  contro l to m easures o f  business freedom  in a 

co m p etitiv e  m arket p lace . V ariab les used  include the ex ten t o f  regu la tion , the frequency  

o f  price con tro ls , the freedom  to  com pete , and the num ber o f  days requ ired  to  legally  

reg is te r a business. T h e  re la tions betw een  fam ily  con tro l and all fo u r m easu res o f  lack  o f  

m arke tp lace  freedom  are co n sisten tly  sign ifican t, ind icating  a m ore heav ily  regu la ted  

business env iro n m en t and a h igher cost o f  en try  w here fam ily  con tro l is h igher. Partial 

co rre la tio n s  con tro lling  fo r the log o f  G D P  p e r  capita  in 1996 co n v ey  the sam e story .

In sum m ary , m ore fam ily  con tro l o f  a n a tio n ’s largest firm s is associa ted  w ith  

h ig h er o bstac les against young  firm s try ing  to  rise and com pete . T here  are  tw o  possib le  

ex p lan a tio n s . F irst, fam ily  firm s m igh t have a com petitive  advan tage in dea ling  w ith  

large bu reau crac ies  and heavy  regu la tions. S econd , w ealthy  fam ilies m ight use th e ir 

p ow er to  institu te  g o vernm en t po lic ies that b lock  com petition  and  p reserve the status 

quo. T h ese  tw o  ex p lan a tio n s  need  no t be m utua lly  exc lusive  -  bo th  cou ld  be valid 

sim u ltaneously . E conom ic theory  suggests  that bo th  exp lana tions m ay ind icate  sub- 

op tim al ou tcom es, as S ch u m p eter (1912) argues tha t econom ic g ro w th  req u ires co n stan t 

re ju v en atio n  th rough  a con tinual em erg en ce  o f  new  firm s w ith  new  techno log ies. T h is  is 

a lso  co n sis ten t w ith  the v iew  that bu reaucracy  and excessive  regu la tion  o n ly  c rea te  rent- 

seek ing  op p o rtu n ities  th a t m ax im ize the b ribes and p ro fits  for sm all g roups o f  c ron ies, as 

in M urphy  et al. (1991, 1993), B o tero  et al. (2003), and others.

B ureaucrats in Business

T he find ings o r La P orta  et al. (1999) and o thers reflect a g row ing  co n sen su s that 

gov ern m en t opera ted  busin esses  perfo rm  less w ell than the p rivate  sector. N onethe less,
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the W orld  B ank  (1994) reports  that s ta te -o w n ed  en terp rises still accoun t fo r a large share 

o f  investm en ts  and o u tp u ts  in m any coun tries. G overnm en ts seem  inev itab ly  to  b eco m e 

im p o rtan t business partners w ith  p riv a te  firm s, and the degree o f  pub lic  ow n ersh ip  thus 

m ay g rea tly  in fluences how  private  businesses choose to  o rgan ize  them selves. M orck  

and Y eung (2004) p ro p o se  that co n cen tra ted  ow n ersh ip  in the hands o f  a few  very  

w ealth y  fam ilies m ake sense  w here the state is an active b u sin ess  partn er b ecau se  

m em bers o f  a pow erfu l business fam ily  are m ore capab le  o f  d eve lop ing  long-term  

re la tio n sh ip s  w ith  p o litic ian s than m anagers h ired  fo r a few  years by  a g roup  o f  d iffuse  

shareho lders. In fact, F acc io  (2002) show s that m any  o f  a co u n try ’s lead ing  po litic ians 

are m em bers o f  the sam e pow erfu l fam ilies that con tro l their largest firm s. If rent seek ing  

b y  these fam ilies m o tiva tes the scale  and scope o f  d irec t governm en t invo lvem en t in the 

co rp o ra te  sector, w e sh o u ld  ex p ect a positive  re la tionsh ip  b e tw een  the im portance  o f  

S O E s and  the p rev alen ce  o f  fam ily  con tro l am ong the largest bu sin ess  groups.

T ab le  V reports co rre la tio n s b e tw een  fam ily  con tro l and various m easures o f  the 

ex ten t o f  governm en t o w n ersh ip  as w ell as the investm ents and  ou tpu t o f  state  ow ned  

en terp rises. T he first tw o  ind ices in  P anel A  cap tu re  the ex ten t o f  governm en t con tro l 

am ong the largest d o m estica lly  ow ned  businesses, w hereas the nex t th ree ind ices dep ic t 

an  overall p ictu re o f  S O E  ac tiv ities  in the econom y. N ote that the EFW  S O E  index 

assum es a low er value w hen there are m ore SO E  activ ities. M ore  fam ily  con tro l is 

associa ted  w ith  m ore S O E s in all th ree m easures. C on tro lling  fo r 1996 p e r  capita  G D P  

reduces the m agn itude o f  the co rre la tio n  coeffic ien ts, but the sign ificance rem ains in 

m ost cases.
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[Table V about here]

T here  is m u ch  anecdo tal ev idence  that p o litic ian s d irec t loans from  state  banks to  their 

favo rite  firm s. In e ffic ien cy  can ensue w here g o vernm en ts use these  p o w ers to  finance 

p o litica lly  d esirab le , bu t eco n o m ica lly  w astefu l p ro jects. La P orta  et al. (2001) show  that 

g o v ern m en t ow n ersh ip  o f  b anks is assoc ia ted  w ith  slow er su b seq u en t financial 

d ev e lo p m en t and  s lo w er subsequen t g ro w th  in  p roductiv ity . Panel B show s that fam ily  

con tro l o f  large  b u sin ess  g roups and state  ow n ersh ip  o f  banks are p o sitiv e ly  re lated .

In sum m ary , T ab le  V show s a strong  link  b etw een  fam ily  co n tro l and  m easu res  o f  

g o v e rn m en ts’ in v o lv em en t in business activ ities.

Political Rent-Seeking

A p red ato ry  gov ern m en t faces a  co m m itm en t problem : if  it is strong  en o u g h  to 

p ro tect p ro p e rty  righ ts, it is a lso  strong  enough  to  abrogate them  to its ow n benefit. 

In v estm en t does not take p lace  w here p riva te  investo rs lack co n fid en ce  abou t the secu rity  

o f  their p ro p e rty  righ ts. H aber et al. (2002) argue that p redato ry  g o v ern m en ts  tend  to 

reso lve the co m m itm en t p ro b lem  th rough  “ lim ited  co m m itm en ts” , w h ich  p rom ise  respect 

fo r the p ro p e rty  righ ts o f  a reduced  set o f  favored  econom ic actors. T h is  g reatly  increases 

the re tu rn  to  o p p o rtu n is tic  ren t-seek ing  ac tiv ities, w hich  d ivert valuab le  resou rces to 

p ro fitab le  bu t un p ro d u c tiv e  uses. ’’L im ited  co m m itm en ts” also  m ake fam ily  con tro l 

n ecessary  to  p ro tec t the in terests o f  the  firm s. H eilm an , et al. (2000) show  that new  firm s 

in  m any  tran sitio n  coun tries pu rchase  advan tage  from  the state th ro u g h  p rivate  paym en ts 

to  p o litic ian s , and  these firm s in tu rn  receive  ind iv idualized  p ro tec tion  o f  th e ir p roperty
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rights. T h e  first panel o f  T ab le  V I co n firm s that fam ily  contro l is m ore p rev alen t am ong 

large firm s w here  g o v ern m en ts  do not respect p riva te  p roperty  righ ts and  con tracts.

[T ab le  V I abou t here]

P anel B links fam ily  con tro l w ith various variab les m easu rin g  governm en t 

in tegrity  and  effic iency . T he first fou r ind ices m easu re  offic ia l re sp ec t fo r the  ru le  o f  law , 

the absence o f  o ffic ia l co rru p tio n , the e ffic ien cy  o f  ju d ic ia ry  system , and  tax com pliance . 

T hese in d ices range from  one  to ten , w ith  h ig h er values ind icating  less co rru p tio n  and 

g reater resp ect fo r the law  and  tax code. F am ily  co n tro l is n eg a tiv e ly  and s ign ifican tly  

co rre la ted  w ith  all four m easures o f  gov ern m en t in tegrity . A fte r co n tro llin g  fo r p er  capita  

G D P , ju d ic ia l co rrup tion  and tax avo idance rem ain  sign ifican t factors re la tin g  to  fam ily  

control.

T he next tw o variab les m easure con n ectio n s betw een firm s and  g overnm en ts. T he 

first is from  F accio  (2003) and  ind icates the percen tag e  o f  firm s c lo se ly  co n n ec ted  to a 

top  governm en t o ffic ia l, such  as a  m in ister o r  M P. T he second ev a lu a tes  the ex ten t to 

w hich  g o v ern m en ts  gen e ra lly  p ick  w inners in aw ard in g  subsid ies and  g ran ts. A h igher 

score in d ica tes  that gov ern m en t subsid ies are d irec ted  at fu ture w inners. F am ily  con tro l 

seem s m ore d om inan t in coun tries  w here po litica l connections are m ore w idesp read , and 

w here g o v ern m en t subsid ies have a h ig h er ch an ce  o f  landing on  fu tu re  losers. B oth 

pieces o f  ev id en ce  po in t to  a p rev alen ce  o f  po litica l ren t-seek ing  in these  coun tries.

O lson  (1963 , 1982) argue that po litica l ren t-seek ing  re ta rd s  g row th  because 

en trenched  e lites  lobby  to  p reserve  institu tions. It starves real in v estm en ts  o f  cap ita l
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w here rew ards to  ren t-seek ing  ac tiv ities  are h ig h er than  to  en trep ren eu ria l pursu its 

(K rueger, 1974). M o reo v er, the h igh  re tu rns from  b rib in g  and lo b b y in g  po litic ians w ould  

attract a co u n try ’s m ost ta len ted  in d iv id u a ls  to ren t-seek in g  ac tiv ities , ra ther than 

im prov ing  p ro d u c tiv ity  and  ou tpu t (M u rp h y  et al. 1991). T he s trong  link  betw een  fam ily  

contro l and  ren t-seek ing  o p p o rtu n itie s  suggest that estab lished  b u sin ess  fam ilies m ight be 

part o f  the c ircu la r p ro b lem  o f  co rru p tio n  and  low  g ro w th  d escribed  by  M orck  and Y eung 

(2004).

Financial M arkets

The d ev e lo p m en t o f  financial m arke ts  p lays a critica l ro le  in n a tio n s’ eco n o m ic  

g row th  (K ing  and L ev ine , 1993; L ev ine and Z ervos, 1998). H ow ever, R ajan  and Z ingales 

(2003) argue that financia l m arke t d ev e lo p m en t seem s p u rp o se ly  d ep ressed  in m any 

coun tries. O lsen (1963 , 1982) arg u es  that ex ten siv e  po litica l ren t-seek ing  im pedes 

g row th , and R ajan  and Z in g laes (2003) fu rther argue tha t co rp o ra te  e lite s  m ight favor a 

w eakened  financial sy stem  because th is  w ou ld  starve  new  firm s o f  financing , and prevent 

the rise o f  new  co m p etitio n  th a t m igh t lead  to  the dem ise  o f  th e ir incum ben t firm s. 

S im ilarly , M orck  et al. (2000) and Jo h nson  and  M itton  (2003) show  that ineffective 

financial m arkets serve the in terests o f  d o m in an t fam ilies by lim iting  en try  from  upstarts. 

It fo llow s that m ore fam ily  con tro l o f  large  co rp o ra tio n s m ight be  asso c ia ted  w ith  w eaker 

financial m arkets.

T ab le  V II gauges th ree aspects  o f  the ava ilab ility  o f ex ternal financing: the legal 

p ro tec tion  ava ilab le  to  shareh o ld ers  and  cred ito rs , financing  from  d o m estic  sources, and 

financing  from  the in tern a tio n al cap ita l m arkets.
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[Table VII about here]

Panel A re la tes fam ily  con tro l o f  n a tio n s’ largest business g roups to m easures o f  

sh areh o ld er and c red ito r p ro tec tion  and acco u n tin g  d isc lo su re  rules. H igher fam ily  

con tro l is associa ted  w ith  p o o re r sh areh o ld er righ ts  and accoun ting  standards. T he 

re la tionsh ip  is s tro n g er afte r co n tro llin g  fo r co u n try  d iffe rence  in stage o f  d eve lopm en t. 

C red ito r righ ts ap p ear u n im p o rtan t to  fam ily  con tro l.

P anel B re la tes fam ily  co n tro l to  types o f  financ ing  av a ilab le  dom estically : th rough  

bo rrow ing , share issues and  ven tu re  cap ita l financing . S upp lies o f  cap ita l from  d om estic  

sources are less adequate  w here w ealth y  fam ilies  con tro l m ore large firm s. T he 

re la tionsh ip  d isappears once p e r  capita  G D P  is con tro lled  for. T h e  und erd ev elo p m en t o f  

the dom estic  m arket m ight ju s t be a re flec tion  o f  a m arket still in developm ent. T he 

p revalence o f  fam ily  co n tro l is a lso  assoc ia ted  w ith  h igher b arriers  to  en try  aga inst new  

banks. T he last variab le  in th is panel m easu res w h e th e r con tro l o f  co rpo ra te  asse ts can  be 

con tested  through  h o stile  takeovers. T he po ssib ility  o f  hostile  takeovers is sig n ifican tly  

lo w er w here w ealthy  fam ilies con tro l m ore o f  the large co rp o ra te  sector.

Panel C  m easu res cap ita l m arket o p en n ess  and financ ing  from  in terna tional cap ita l 

flow s. G rea te r fam ily  con tro l o f  the large b u sin ess  sec to r is a ssoc ia ted  w ith  less open  

cap ita l m arkets, as m easu red  by the n u m b er o f  types o f  restric tions and by an overall 

index. T he do m in an ce  o f  w ealthy  fam ilies is a lso  re la ted  to sm alle r p rivate  capita l flow s 

and foreign d irec t investm en t, m easu red  in term s o f  gross and net inflow s.

O verall, the resu lts  in T ab le  V II su g g est that ex ternal financing , bo th  d o m estic  and 

in terna tional, is low  in co u n tries  w here  a few  w ealthy  fam ilies con tro l the largest
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b usinesses. O ne po ssib ility  is that w ealthy  fam ilies do  not like co m p etitio n , and  they  

suppress the g row th  o f  sm all firm s by  lobby ing  for a w eak financial m arket and tight 

cap ita l con tro ls.

Labor Rights

R oe (2003) argues that the strength  o f  labo r un ions d e term in es co rpo rate  

o w n ersh ip  structu re  in  W este rn  E urope . O w n ersh ip  concen tra tes to a handfu l o f  large 

shareho lders in o rd e r to  co u n ter-b a lan ce  the p o w er o f  the union. U sing  the d a tase t on the 

regu la tion  o f  labor assem bled  by  B o tero  et al. (2003), I test R o e ’s h y po thesis  w ith  a 

larger sam ple  o f  coun tries.

[T able V III abou t here]

F am ily  con tro l ind ices are n eg a tiv e ly  co rre la ted  w ith  un ion  density , defined  as the 

percen tage o f  the to tal labo r force assoc ia ted  w ith  labor un ions. T h is  re la tionsh ip  

becom es positive  bu t in s ig n ifican t a fte r con tro llin g  fo r per capita  G D P . M ore ex ten siv e  

fam ily  con tro l is a lso  assoc ia ted  w ith  w orse old  age, health  and u n em p lo y m en t benefits. 

A gain , the re la tio n sh ip  d isap p ears  a fte r con tro lling  for p er capita  G D P. C o u n tries  w ith  

m ore ex tensive  fam ily  con tro l do  p rov ide be tte r w orker p ro tec tion  th rough  labor and 

em p lo y m en t law s. C o n tro llin g  fo r per capita  G D P  resu lts in sm alle r co effic ien ts  that are 

still sta tis tica lly  s ig n ifican t at co nven tiona l levels.

3.2. Multiple Regressions
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In the p rev io u s sections, h ig h er fam ily  con tro l is show n to co rre la te  w ith  heav ie r 

bureaucrac ies, m ore  governm en t in terven tion  th rough  regu la tion , h ig h er governm en t 

o w nersh ip  o f  en terp rises , poo rer in v esto r p ro tec tion , and w eaker financial m arkets. In this 

section , s tep w ise  regressions are first used to find the sing le best ex p lan a to ry  variab le  

am ong the variab les that s ign ifican tly  re la te  to fam ily  contro l. N ext, o th e r variab les that 

s trong ly  co rre la te  w ith  fam ily  co n tro l in the p rev ious section  are added , one at a tim e, to 

the reg ression , w ith  fam ily  con tro l as a dependen t variable. T he log o f  p er capita  G D P  

alw ays p resen t as a con tro l variable. T hus, the reg ressions are o f  the form :

fam ily  co n tro l = (3o + Pi * V s +  fT * Vi +  P 3 * log (G D P 9 6 ) + e

w here V s is the variab le  stepw ise  p icks as the best ex p lan a to ry  variab le , and Vi is a 

variable s ig n ifican tly  re la ted  to  fam ily  con tro l in the p rev ious sections. V s and V[ run a 

“ ho rse -race” , the one w ith  stro n g er in fluence to  the dependen t variab le  w inn ing  the race.

[T able IX about here]

[T able X abou t here]

S tepw ise  regressions suggest “ bu reaucratic  d e lay s” w hen the dep en d en t variab le  

is the eq u a lly -w eig h ted  fam ily  con tro l index based  on the dom estic  p rivate  sector, D e , o r 

the v a lu e-w eig h ted  index  based  on the dom estic  private sector, D v, o r the equa lly - 

w e igh ted  index  based  on the p rivate  sec to r includ ing  fo re ig n -co n tro lled  firm s, P e - 

S tepw ise suggests  “ the frequency  o f  price co n tro ls” as the best ex p lan a to ry  variab le  w hen
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the dependen t variab le  is the va lue-w eigh ted  index  based on the p rivate  sector, Pv. T able  

IX  and X show , u nsu rp ris ing ly , that “red  tap e” and “price co n tro ls” rem ain  sign ifican t 

a fte r ano th er v ariab le  is added  to the regression .

T h e  frequency  o f  price con tro ls  m easures how  often  governm en ts fix p rices to 

con tro l econom ic ac tiv ities. P rice con tro ls  generally  require sellers to sell at less-than- 

m arket prices, w hich  cau ses  a shortage, o r  induces buyers to  consum e m ore than they  

no rm ally  w ould . W ith  p rice con tro ls , the governm en t effec tively  takes o v er the resource 

a lloca tion  function  o f  the free m arket, and the m arket is inev itab ly  d isto rted  once 

in form ation  d iscovery  and co m m u n ica tio n  channels  are b locked.

“B ureau cra tic  delays (red  tap e)” and “ the frequency  o f  price co n tro ls” are both 

sign ifican t if  bo th  are put in the sam e regression . T his seem s reasonab le  because these 

tw o  variab les cap tu re  tw o  d istinc t aspects o f  governm ent: the nature o f  its in terven tion  -  

b en ign  o r co rrup t -  and  the ex ten t o f  its pow er. R egressions 9A .2 and 9B .2  suggest that 

b o th  are re la ted  to the ex ten t o f  fam ily  contro l.

T he index  m easu ring  the p ro tec tion  o f  shareho lder righ ts is s ign ifican t in 9A . 1, 

9 A .2  and 9A .3 , a fte r con tro lling  for red  tape and the log o f  1996 per cap ita  G D P. 

S h areh o ld er p ro tec tio n  is an im portan t facto r even afte r bu reaucracy  and the level o f  

eco n o m ic  d ev e lo p m en t are accoun ted  for. T h is result is consisten t w ith  La Porta et al 

(1998), that co n cen tra ted  ow nersh ip  in large public com panies is assoc ia ted  w ith  poor 

p ro tec tion  o f  sm all shareho lders.

O verall, the resu lt suggests that governm ent ineffic iency , in terven tion ism , and 

p o o r p ro tec tion  o f  sh areh o ld er righ ts are the param oun t factors re la ting  to the ex ten t o f  

fam ily  con tro ls.
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4. Conclusions

T h is p ap e r show s tha t coun tries w ith  m ore ex tensive  fam ily  con tro l o v er their 

large co rp o ra te  sec to rs tend  to grow  m ore slow ly  than other coun tries at the sam e initial 

level o f  incom es. T h is su pports  co n ten tio n s advanced  in various form s by  B ebchuk  et al. 

(2000), F acc io  (2003), H ab er (2002), K rueger (1974 , 2002), M orck et al. (2000), M orck  

and  Y eung (2004), O lson  (1963 , 1982), R ajan and Z ingales (2003), and o thers w ho argue 

that h igh ly  co n cen tra ted  eco n o m ic  p o w er is bad for grow th.

I find  th a t fam ily  con tro l is m ore p revalen t in the large co rpo ra te  sec to rs o f  

coun tries  w h o se  b u reau crac ies  are less effic ien t, w hose governm en ts d irect m ore 

econom ic ac tiv ities , w hose po litica l ren t-seek ing  opportun ities are likely  m ore lucra tive , 

and  w hose financia l m arke ts  are less functional. The last appears to en tail w eak  p roperty  

righ ts fo r o u ts id e  shareho lders.

T h ese  find ings support m ore de ta iled  argum ents, along  the lines o f  those 

advanced  by  S h le ife r and  V ishny  (1994), to exp lain  w hy  concen tra ted  eco n o m ic  p ow er 

shou ld  have th is effect. T hey  argue that m any coun tries  operate  som e form  o f  “crony  

cap ita lism ” , in w h ich  those c lose  to po litica l au thorities gain p riv ileged  access to 

governm en t favors. T hese  favors gen era lly  have large econom ic value, such  as 

preferen tia l access to  cred its, p referen tia l trea tm ent in taxes, the g ran ting  o f  im port 

licenses, and  the aw ard ing  o f  governm en t con tracts. M urphy et al. (1991 , 1993) argue 

that such high re tu rns to investing  in politica l connections can starve genu ine investm ents 

o f  cap ita l. M orck  and  Y eung (2004) argue that w ealthy  fam ilies co n tro llin g  g roups o f  

large, e s tab lish ed  co rp o ra tio n s are likely  to  excel at po litical ren t-seeking .
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S h le ifer and V ishny  (1994) and K rueger (2002) argue that cro n y ism  engenders 

several layers o f  cap ita l m isallocation . P o litic ians m isallocate  cap ita l across firm s by 

d irec ting  it tow ards firm s run by  those they  favor. P o litica lly  co n n ected  insiders 

con tro lling  those  com pan ies then m isallocate  cap ita l w ith in  th e ir firm s by investing  it in 

value d estroy ing  pro jects. F ina lly , all o f  this attracts co rrup t po litic ians to  public  serv ice, 

w hich  likely  im pedes e ffic ien t cap ita l a lloca tion  w ith in  the public sec to r itself.

F inally , K hanna and P alepu  (1997), K hanna and R ivkin  (1999), K hanna and  Palepu 

(2000a), K hanna and P alepu  (2000b), K hanna (2000c), and o thers find that large firm s 

b e long ing  to  co rpo rate  g roups con tro lled  by  ex trem ely  w ealthy  fam ilies tend  to 

ou tperfo rm  independen t firm s across a range o f  d ev e lo p in g  coun tries. Ju x tap o sed  against 

the find ings o f  th is paper, this im plies that ex trem ely  w ealthy  firm s con tro l the best 

p erfo rm ing  large firm s in the w orst perfo rm ing  econom ies. T his is co n sis ten t w ith  these 

firm s’ p erfo rm ance  being  su p erio r because o f  lucra tive po litical ren t-seek ing , w hich 

destroys w ealth  for the eco n o m y  as a w hole.
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Table I. Family Control Indices

F a m ily  con tro l  in d ice s  a re  b a se d  on the  la rg e s t  ten c o n g lo m e ra te s  in the  p r iv a te  sec to r ,  and  are  c a lcu la te d  as the  f rac t ion  o f  f i rm s  tha t  a re  m ajo r i ty -  
co n tro l l e d  by  w ea l th y  fam i l ie s  in 1996. D v  and  D e  a re  b a se d  on the  la rg es t  ten  d o m e s t i c a l ly  o w n e d  f i rm s an d  a re  l a b o r - w e ig h te d  and  e q u a l ly  w e ig h te d ,  
re sp ec t iv e ly .  P v  an d  P e  a re  b a se d  on the  la rg es t  ten c o n g lo m e ra te s  i n c lu d in g  fo re ign  subs id ia r ies ,  a n d  a re  lab o r -w e ig h te d  and  eq u a l ly  w e ig h te d ,  
re sp ec t iv e ly .  S a m p le  in c lu d es  41 coun tr ies .

D v De Pv P e D v De Pv P e

A rg e n t in a 0 .8 5 2 0 .7 0 .7 4 9 0 .6 M e x ic o 1.000 1.0 0 .8 8 7 0.9

A u s tra l ia 0.061 0.1 0 .0 0 0 0 .0 N e th e r la n d s 0 .1 9 8 0.3 0 .1 9 8 0.3

A us tr ia 0 .8 3 9 0.8 0 .5 8 8 0.6 N e w  Z e a la n d 0.391 0.5 0.141 0 .2

B e lg iu m 0.8 9 5 0 .9 0 .7 3 8 0.7 N o r w a y 0 .3 3 4 0.5 0 .2 8 6 0.4

B razil 0 .9 1 3 0 .9 0.551 0.5 P a k is tan 1.000 1.0 1.000 1.0

C a n a d a 0 .4 1 5 0 .6 0 .415 0 .6 Pe ru 1.000 1.0 0 .3 2 4 0.5

C h i le 1.000 1.0 0 .5 3 0 0.6 P h i l ip p in e s 1.000 1.0 0.681 0.7

C o lo m b ia 0 .8 5 2 0 .8 0 .7 3 2 0.7 P o r tu g a l 0 .9 6 0 0 .9 0 .8 6 9 0.7

D e n m a rk 0 .0 6 3 0.1 0 .0 6 3 0.1 S in g a p o re 0 .1 5 8 0.3 0 .0 0 0 0 .0

F in lan d 0 .2 5 0 0.3 0 .2 5 0 0.3 S o u th  A f r ic a 0 .5 6 8 0.5 0 .5 5 5 0.5

F ran ce 0 .3 8 2 0 .4 0 .3 8 2 0.4 S o u th  K o re a 0 .6 1 4 0.5 0 .6 1 4 0.5

G e rm a n y 0 .0 6 6 0,1 0 .0 6 6 0.1 Sp a in 0 .4 6 8 0.5 0 .4 1 4 0.4

G reece 1.000 1.0 0 .9 5 9 0.9 S w e d e n 0 .7 3 2 0 .6 0 .7 3 2 0.6

H o n g  K o n g 0 .4 2 7 '  0 .7 0 .3 6 7 0.6 S w i tz e r la n d 0 .1 4 5 0.3 0 .1 4 5 0.3

In d ia 0 .9 6 3 0 .9 0 .9 1 7 0.8 T a iw a n 0 .7 2 8 0.7 0 .6 5 5 0.6

In d o n e s ia 0 .6 9 9 0 .9 0.651 0.8 T h a i la n d 1.000 1.0 0 .7 2 7 0.6

Ire land 0 .2 7 9 0 .2 0 .2 7 9 0.2 T u r k e y 1.000 1.0 1.000 1.0

Israel 0 .7 8 6 0 .7 0 ,7 8 6 0.7 U n i te d  K in g d o m 0 .1 5 9 0.2 0 .1 5 9 0.2

Italy 0.671 0.5 0.671 0.5 U n i te d  S ta te s 0 .1 8 8 0.1 0 .1 8 8 0.1

Jap an 0 .0 0 0 0 .0 0 .0 0 0 0 .0 V e n e z u e la 1.000 1.0 0 .7 0 3 0.7

M a lay s ia 1 .000 1.0 0 .9 4 8 0.9
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Table II. Summary Statistics of the Main Variables

N M e a n Std  D ev Minimum Maximum

Family Control o f  the Private Sector

% of  family control of  the largest ten conglomerates in 
the domestic private sector, employee-weighted Dv 41 0.611 0.351 0 .0 0 0 1.000

% of  family control of the largest ten conglomerates in 
the domestic private sector, equally-weighted d e 41 0 .6 2 2 0 .3 2 7 0 .0 0 0 1.000

% of  family control of the largest ten conglomerates in 
the private sector, employee-weighted Pv 41 0 .5 1 0 0 .3 0 9 0 .0 0 0 1.000

% of family control of the largest ten conglomerates in 
the private sector, equally weighted Pe 41 0 .5 0 7 0 .2 8 0 0 .0 0 0 1.000

State Ownership Indices
State  o w n e r s h ip  in d ex  b a se d  on the la rg es t  ten 
d o m e s t ic a l ly  o w n e d  c o n g lo m e ra t e s  o f  1996, labor-  
w e ig h ted .
S ta te  o w n e r s h ip  index  based  on the l a rg e s t  ten 
d o m e s t ic a l ly  o w n e d  c o n g lo m e ra t e s  o f  1996, 
e q u a l ly -w e ig h te d .

S L

$ E

41

41

0 .3 9 4

0 .3 9 2

0 .2 7 5

0 .2 5 7

0 .0 0 0

0 .0 0 0

0 .8 8 5

0 .9 0 0

Sample Characteristics

1996 real  p e r  cap i ta  G D P  at P P P y 41 15,270 7 ,9 0 0 1,952 2 9 .1 9 4
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Table III. Family Control and Social Economic Development

T h is  tab le  rep o rts  c o r re la t io n  co ef f ic ie n ts  b e tw e e n  fam i ly  c o n tro l  ind ices  a n d  v a r io u s  m e a su re s  o f  soc ia l  e c o n o m i c  d e v e lo p m e n t  and  va r ia b le s  m e a s u r in g  
the su c c e s s  o f  large f i rm s .  N u m b e r s  in p a re n th e s is  a re  p ro b a b i l i ty  leve ls  for the null h y p o th es is  that  the  c o r re la t io n  c o e f f i c ie n ts  are zero.

Fam ily C ontrol In d ices
N

Dv De Pv Pe
P a n e l  A :  S o c ia l  &  E c o n o m ic  D e v e lo p m e n t

Economic Development: log of real per capita GDP of 1996 -0.712 -0.710 -0.627 -0.655 41
at PPP. (.00) (.00) (.00) (.00)

-0.268 -0.319 -0.177 -0.246 41
Economic Growth: real GDP per capita growth. 1996-2000

(.09) (.04) (.27) (.12)

Income Distribution: higher GIN1 coefficient indicates less 0.405 0.404 0.240 0.232 41
equally distributed income. (.01) (.01) (.13) (.13)

Quality of Health: log of average infant mortality rate (70- 0.738 0.726 0.646 0.660 39
95) (.00) (.00) (.00) (.00)

Quality of Infrastructure: higher score indicates roads, air. -0.680 -0.621 -0.601 -0.552 38
ports, telecom, and power better meets business needs. (.00) (.00) (.00) (.00)

Quality of Education: higher score indicates education more -0.419 -0.344 -0.426 -0.375 38
sufficiently meets the needs of a competit ive economy. (.01) (.03) (.01) (.02)

P a n e l  B : S u c c e s s  o f  L a r g e  F ir m s

Employees of the largest ten domestic conglomerates as % of -0.463 -0.402 -0.359 -0.286 40
total labor force, 1996 (.00) (.01) (.02) (.07)

Sales of  the largest twenty publicly listed firms as % to GNP, -0.515 -0.530 -0.449 -0.443 35
1994 (.00) (.00) (.01) (.01)
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Table IV. Family Control and Bureaucracies and Regulatory Burdens

T h e  left p a n e l  rep o rts  c o rre la t io n  c o e f f i c ie n ts  b e tw e e n  fam ily  con tro l  ind ices  and  v a r io u s  m ea su re s  o f  b u r e a u c r a c y ,  b a r r ie rs  to entry ,  a n d  g o v e r n m e n t  
in te rv en t io n  in m ark e ts .  T h e  r igh t  pan e l  re p o r t s  par tia l  co r re la t io n  c o e f f ic ie n ts  c o n tro l l in g  fo r  the log  o f  1996 p e r  c ap i ta  G D P  at PP P .  N u m b e r s  in 
p a ren th es is  a re  p ro b a b i l i ty  leve ls  fo r  the  null h y p o th e s is  that  the  co r re la t io n  c o e f f ic ie n ts  a re  zero.

Sim ple C orrelations
Partial C orrela tion s C on tro llin g  
for log o f  1996 per cap ita  G D P

N

D v De Pv Pe D v De Pv Pe
P a n e l  A :  B u r e a u c r a c y

H ig h e r  sc o re  ind ica tes  lo w e r  leve l  o f -0.780 -0.754 -0.704 -0.703 -0.484 -0.390 -0.428 -0.349 39
red tape, avg. 1972 to 95 (.00) (.00) (.00) (.00) (.00) (.02) (.01) (.03)

H ig h e r  sc o re  in d ica te s  a u to n o m y  f rom -0.746 -0.772 -0.633 -0.686 -0.437 -0.497 -0.298 -0.373 41
polit ica l  p ressu re . (.00) (.00) (.00) (.00) (.00) (.00) (.06) (.02)

Higher score indicates public sector -0.653 -0.563 -0.594 -0.548 -0.454 -0.303 -0.403 -0.325 40
personnel are more competent than their 
private sector counterparts.

(.00) (.00) (.00) (.00) (.00) (.06) (.01) (.04)

P a n e l  B :  R e g u la to r y  B u r d e n s

H ig h e r  sc o re  ind ica tes  b e t te r  a n d  fa ir -0.477 -0.459 -0.440 -0.459 -0.081 -0.05 1 -0.095 -0.103 39
b u s in ess  regu la t ion . (.00) (.00) (.01) (.00) (.63) (.76) (.57) (.54)

F r e q u e n c y  o f  P r ice  con tro l
-0.686
(.00)

-0.606
(.00)

-0.678
(.00)

-0.602
(.00)

-0.460
(.00)

-0.326
(.05)

-0.455
(.00)

-0.308
(.06)

40

F r e e d o m  to c o m p e te  in the pr iva te -0.339 -0.363 -0.299 -0.288 -0.003 -0.057 -0.078 -0.052 33
m arke t .  1995 (.05) (.04) (.09) (.10) (.99) (.76) (.67) (.78)

L o g  o f  the t im e  it tak es  to o b ta in  legal 0.623 0.593 0.581 0.564 0.377 0.326 0.350 0.308 41
sta tus o f  a n e w  business . (.00) (.00) (.00) (.00) (.02) (.04) (.03) (.05)
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Table V. Family Control and Bureaucrats in Business

T h e  left  panel  repo rts  c o r re la t io n  c o e f f ic ie n ts  b e tw e e n  fam ily  contro l  ind ices  an d  v a r io u s  m e a su re s  o f  g o v e r n m e n t  o w n e r s h ip  in e n te rp r ises ,  b an k s ,  the 
re la tive  s ize  o f  S O E s ,  and  the q u a l i ty  o f  g o v e r n m e n ts  w h e n  d ea l in g  with  b u s in e sse s .  T h e  r igh t  panel rep o rts  partial  c o r re la t io n  co ef f ic ie n ts  c o n t ro l l in g  
for the  log o f  1996 p e r  c a p i t a  G D P  at PP P .  N u m b e r s  in p a ren th es is  a re  p ro b a b i l i ty  lev e ls  fo r  the  null h y p o th es is  tha t  the c o r re la t io n  c o eff ic ien ts  a re  zero .

Sim ple C orrelations
P artia l C orrelations C on tro llin g  
for log o f  1996 per cap ita  G D P

N

D v De Pv P e D v De Pv P e

P a n e l  A :  G o v e r n m e n t  O w n e rs h ip  o f  E n te rp r is e s

% of  SOEs in 1996’s largest ten 0.579 0.548 0.562 0.524 0.346 0.295 0.354 0.284 41
conglomerates, employee-weighted (.00) (.00) (.00) (.00) (.03) (.06) (.03) (.08)

% of SOEs in 1996’ s largest ten 0.570 0.542 0.582 0.539 0.356 0.310 0.400 0.326 41
conglomerates, equally-weighted (.00) (.00) (.00) (.00) (.02) (.05) (.01) (.04)

E F W  S O E  in the  e c o n o m y  index
-0.505

(.00)

-0.427

(.01)

-0.576

(.00)

-0.502
(.00)

-0.302

(.07)

-0.187

(.26)

-0.430

(.01)

-0.322
(.05)

40

S O E  in v e s tm e n t /G D P ,  avg. 1978-91
0.441
(.01)

0.453
(.01)

0.496
(.00)

0.513
(.00)

0.120 

(.5 0

0.119 
(.51)

0.257
(.15)

0.242
(.18)

34

S O E  o u tp u t /G D P ,  avg. 78-91
0.356 0.388 0.391 0.442 0,236 0.277 0.294 0.352 28
(.06) (.04) (.04) (.02) (.24) (.16) (.14) (.07)

P a n e l  B : G o v e r n m e n t  O w n e r s h ip  o f  B a n k s

%  of b a n k s  g o v e r n m e n ts  o w n e d
0.566 0.519 0.630 0.596 0.332 0.254 0.461 0.400 39
(.00) (.00) (.00) (.00) (.04) (.12) (.00) (.01)

%  of c o m m e rc i a l  b a n k s  g o v e r n m e n t 0.513 0.469 0.583 0.547 0.297 0.227 0.425 0.366 39
o w n e d (.00) (.00) (.00) (.00) (.07) (.17) (.01) (.02)



R
eproduced 

with 
perm

ission 
of the 

copyright ow
ner. 

Further reproduction 
prohibited 

w
ithout perm

ission.

Table VI. Family Control and Political Rent-Seeking

T h e  left p ane l  rep o rts  c o rre la t io n  c o e f f i c ie n ts  b e tw e e n  fa m i ly  con tro l  ind ices  an d  v a r io u s  m e a su re s  o f  p o l i t ica l  ren t- s eek in g .  T h e  r ig h t  pan e l  rep o rts  
par tia l  co rre la t io n  co ef f ic ie n ts  c o n t ro l l in g  fo r  the log o f  1996 per  cap i ta  G D P  at PPP .  N u m b e r s  in p a re n th e s is  a re  p ro b ab il i ty  leve ls  fo r  the null 
h y p o th e s is  that the  c o rre la t io n  c o e f f i c ie n ts  a re  zero .

Sim ple C orrelations
Partial C orrelations C on trolling  
for log o f 1996 per cap ita  G D P

N

Dv D e Pv P e D v D e Pv P e

P a n e l  A :  D e a lin g  w ith  G o v e r n m e n ts

H ig h e r  sco re  in d ica te s  lo w e r  r isk  o f -0.738 -0.728 -0.616 -0.645 -0.338 -0.318 -0.166 -0.185 40
e x p ro p ria t io n . (.00) (.00) (.00) (.00) (.04) (.06) (.33) (.27)

H ig h e r  sc o re  ind ica tes  lo w e r  r isk  o f -0.725 -0.716 -0.599 -0.630 -0.294 -0.272 -0.126 -0.149 41
re p u d ia t io n  o f  con trac ts . (.00) (.00) (.00) (.00) (.07) (.09) (.44) (.36)

P a n e l  B : C o rr u p tio n  a n d  R e n t - S e e k in g

Higher value indicates more respect for rule -0.664 -0.633 -0.588 -0.601 -0.117 -0.030 -0.101 -0.077 40
of law (.00) (.00) (.00) (.00) (.48) (.86) (.54) (.64)

Higher score indicates less corruption in -0.702 -0.688 -0.607 -0.613 -0.253 -0.216 -0.172 - 0 .1 30 41
governments,  avg. 1982-95. (.00) (.00) (.00) (.00) (.12) (.18) (.29) (.42)

Higher score indicates judiciary systems are -0.661 -0.644 -0.618 -0.598 -0.295 -0.263 -0.301 -0.235 40
more efficient. (.00) (.00) (.00) (.00) (.07) (.11) (.06) (.15)

Higher score indicates low levels of  tax -0.649 -0.577 -0.646 -0.589 -0.368 -0.239 -0.437 -0.329 39
avoidance. (.00) (.00) (.00) (.00) (.02) (.13) (.01) (.04)

% of firms connected to a minister, MP, and 0.215 0.267 0.281 0.298 0.020 0.099 0.148 0.165 38
close relationships. (.20) (.10) (.09) (.07) (.91) (.56) (.38) (.33)

Higher score indicates that government -0.219 -0.162 -0.330 -0.270 -0.068 0.015 -0.239 -0.158 40
subsidies are directed at future winners. (.17) (.32) (.04) (.09) (.68) (.93) (.14) (.34)



Table VIL Family Control and Financial Markets

T h e  le ft p a n e l r e p o r ts  c o r re la tio n  c o e f l ic ie n ts  b e tw e e n  fa m ily  c o n tro l in d ic e s  a n d  v a r io u s  m e a s u re s  o f  in v e s to r s ’ 
p ro te c tio n , th e  a v a ila b i li ty  o f  d o m e s tic  f in a n c ia l a n d  th e  in te rn a t io n a l c a p ita l  f lo w s  T h e  r ig h t p an e l re p o rts  
p a r tia l c o r re la tio n  c o e f f ic ie n ts  c o n tro ll in g  fo r  th e  lo g  o f  19 9 6  p e r  c a p ita  G D P  a t P P P  N u m b e rs  tn  p a re n th e s is  
a re  p ro b a b ili ty  le v e ls  fo r  th e  n u ll h y p o th e s is  th a t th e  c o r re la tio n  c o e fl ic ie n ts  a re  ze ro

S im p le  C orre la tion s
P artia l C orrela tion s C on tro llin g  
fo r  log  o f  1996 p er cap ita  G D P

N

o v O e P y P f D y O f P y P f

P a n el A :  In ves to rs ’ Protection

H ie h e r  va lue  in d ic a te s  m o re ■0.247 0  224 -0.202 0  191 0.389 0  355 -0.289 0.283 40
s h a re h o ld e r  r ig h ts . 1 1 VI (1 6 ) (.21) (2 4 ) (.01) i.031 (.07) (.08)

H ig h e r  v a lu e  in d ic a te s  m o re  r ig h ts  fo r -0.078 0.025 0.030 0.042 4) 141 -0 066 0 0 1  3 0 0 2 8 39
c re d ito r s  at b a n k ru p tc y . ( 6 4 ) (8 8 ) (.86) (.80) (.40) (6 9 ) (-94) (.87)

H ig h e r  v a lu e  in d ic a te s  s tr ic te r -0.580 -0.536 -0.431 -0.424 -0 .360 -0.297 -0 190 0  182 47
a c c o u n tin g  d is c lo s u re  ru le s (.00) (-00) (.01) (-01) (.03) (.08) (.27) (.29)

P a n el 8 :  A va ilab ility  o f  D om estic  F inancin g
C re d it  a v a ila b le  to  p r iv a te  s e c to r .  °lc o f -0.525 -0.472 -0.468 -0.457 0  241 0.152 0  202 0.171 40
G D P . 1996 . (.001 (.00) (.00) (.00) (-15) (.36) (-22) (4 1 )

T o ta l v a lu e  o f  s lo ck  tra d e d  a s  %  o f 0.509 -0.229 -0.222 -0.152 -0 116 0.004 -0 027 0.082 40
G D P , 1996. (.05) (.151 (-17) (-35) (.49) (.98) (.87) (6 3 )

H ig h e r  va lue  in d ic a te s  v e n tu re  c a p ita l -0.511 0.463 -0.428 0.397 -0.204 0  118 0  158 -0087 40
is  m o re  re a d i ly  a v a ila b le . (.001 ( 0 0 ) (-01) (-01) (.22) (4 8 ) (441 (.60)

H ig h e r  va lue  in d ic a te s  e a se  to  s ta r t  a 0 .254 0  246 -0.313 0 258 0.22  2 0 209 ■0.290 0  219 40
new  b an k . ( I I ) ( 13) (0 5 ) ( I I I (.18) ( 2 1 1 (-08) (.19)

H ig h e r  v a lu e  in d ic a te s  h ig h e r -0.582 -0.543 -0.487 -0.475 0.383 0.318 -0.282 0  252 40
p o s s ib il i ty  o f  h o s ti le  ta k e o v e rs (.00) (-00) (-00) (.00) (.02) (.05) (0 9 ) (.13)

P a n el C : In tern a tion a l C a p ita l F low s

N u m b e r  o f  ty p e s  o f  ca p ita l  re s tr ic tio n s 0 .567 0 .510 0.564 0 .510 0 4 2 6 0.020 0.250 0  131 39
o u t o f  12 (.00) (.00) (.00) (0 0 ) (.45) ( 91) ) 13) (.43)

C apital openness <ne.asure (h igher value 0.559 0.536 0.551 0.499 0 191 0 1 53 0.246 0 134 39
indicates m ore res tric tions! (.00) ( 0 0 ) (.00) (-00) ( 2 5 ! (.36) l 1 4 1 (.42)

-0.370 0.345 -0.367 0.381 0 0 6 !  5 (101 1 ! 0 109 0  103 19
(.02) (-031 (.02) (.02) (.70) ( 95) (.52) (.54)

G ross foreign d irect investm ent as Ve o f -0.50.1 -0.408 -0.557 -0.502 -0.236 0 0609 -0.356 ■0.253 37
G D P . 19% (.00) (.011 (.00) (.00) (.17) ) 72) (-03) (-14)

In f lo w  o f  fo re ig n  d ir e c t  in v e s tm e n t as 0.244 0.165 -0.3285 0 .333 -0.109 0.02 375 0  241 0.246 32
%  o f  G D P, avg. 76-96 (.18) ( 3 7 ) (.07) (.06) ( 5 6 ) (9 0 ) (.19) ( 1 8 )
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Table VIII. Family Control and Labor Rights

T h e  l e f t  p a n e l  r e p o r t s  c o r r e l a t i o n  c o e f f i c i e n t s  b e t w e e n  f a m i l y  c o n t r o l  i n d i c e s  a n d  v a r i o u s  m e a s u r e s  o f  l a b o r  r i g h t s .  T h e  r i g h t  p a n e l  r e p o r t s  p a r t i a l  

c o r r e l a t i o n  c o e f f i c i e n t s  c o n t r o l l i n g  f o r  t h e  l o g  o f  1 9 9 6  p e r  c a p i t a  G D P  a t  P P P .  N u m b e r s  i n  p a r e n t h e s i s  a r e  p r o b a b i l i t y  l e v e l s  f o r  t h e  n u l l  h y p o t h e s i s  t h a t  

t h e  c o r r e l a t i o n  c o e f f i c i e n t s  a r e  z e r o .

S im p le  C o r r e la t i o n s
P a r t i a l  C o r r e la t i o n s  C o n t r o l l in g  
f o r  lo g  o f  19 9 6  p e r  c a p i t a  G D P

N

Dv De Pv Pb D v De Pv Pb

Union Density and Labor Rights

% of  total labor force affiliated with labor -0.288 -0.528 -0.200 -0.247 0.139 0.069 0.191 0.146 41
unions. (.07) (.04) (.21) (.12) (.39) (.67) (.24) (.37)

Higher index value indicates better social
-0.408 -0.455 -0.355 -0.377 0.104 0.014 0.126 0.086 41

security protection of old ace, health and
unemployment. (.01) (.00) (.03) (.02) (.52) (.93) (.44) (.60)

Higher index indicates better labor 0.456 0.446 0.378 0.359 0.317 0.301 0.219 0.186 41
protection with labor & employment laws. (.00) (.00) (.01) (.02) (.05) (.06) (.17) (.25)

Higher index value indicates more workers 0.086 0.048 0,046 0.008 0.054 -0.001 0.004 -0.049 41
participation in management. (.59) (.77) (.78) (.96) (.74) (.99) (.98) (.76)

Higher index indicates more collective 0.244 0.158 0.170 0.1 10 0.201 0.077 0.100 0.018 41
bargaining power. (.12) (.32) (.29) (.49) (.21) (.64) (.54) (.91)

Higher index indicates more rights in 0.508 0.287 0.235 0.231 0.075 0.043 0.010 -0.010 41
collective disputes. (.05) (.07) (.14) (.15) (.65) (.79) (.95) (.95)

Higher index indicates more protection in 0.258 0.186 0.179 0.126 0.158 0.053 0.061 -0.016 41
collective bargaining, participation in 
management and collective dispute.

(.10) (.24) (.26) (.43) (,33) (.74) (.71) (.92)
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Table IX. Multiple Regressions with “Red-Tape” as an Independent Variable.

R e g r e s s i o n s  a r e  i n  t h e  f o r m :  f a m i l y  c o n t r o l  =  p 0  +  P i  *  r e d  t a p e  +  p 2 *  v a r i o u s  i n s t i t u t i o n  v a r i a b l e  +  p 2 *  l o g ( G D P % )  +  e .  T h e  d e p e n d e n t  

v a r i a b l e  i n  P a n e l  A  i s  D y , i n  P a n e l  B  i s  , a n d  i n  P a n e l  C  i s  P e  . N u m b e r s  i n  p a r e n t h e s e s  a r e  p r o b a b i l i t y  l e v e l s  f o r  t - t e s t  r e j e c t i n g  t h e  n u l l  

h y p o t h e s i s  o f  z e r o  c o e f f i c i e n t s .

Panel A______________________

Constant 

Red Tape

time to obtain legal status 

frequency o f  price control 

SOE in top 10 domestic firms 

risk of expropriation 

shareholder rights 

possibility o f  hostile takeovers 

labor and employment laws 

log of 1996 per capita GDP

-p'
OJ

F-Statistic 

Adjusted R: 

Sample

9A.1

1.93 (.01) 

-0.14 (.02)

0.06 (.17)

9A.2 

2 . 14 ( . 00 ) 

-0.12 ( .02)

-0.06 (.02)

9A..3 

2.21  ( . 0 0 ) 

-0.14 (.02)

0.22 (.25)

9A.4 

1.75 (.02) 

-0.15 (.01)

9A.5 

2.87 (.00) 

-0.14 (.01)

-0.06 (.04)

-0.09 (.35) -0.06 (.51) -0.1 (.28) 0.05 (.68) -0.14 (.12)

9A.6 

2.69 (.00) 

-0.13 (.02)

-0.06 (.15)

- 0 . 1 2 ( . 2 2 )

20.62 (.00) 

0.608 

39

23.9 (.00) 

0.65 

38

20.12  ( . 00 ) 

0.601 

39

21.42 (.00) 

0.623 

38

21.99 (.00) 

0.63 

38

19.99 (.00) 

0.606 

38

9A.7 

2.29 (.00) 

■0.15 (.02)

0.08 (.43) 

-0.1 1 (.26)

19.49 (.00) 

0.593 

39

54
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[Table IX, continued]

Panel B 9B.1 9B.2 9B.3 9B.4 9B.5 9B.6 9B.7

Constant 2.21 (.00) 2.44 (.00) 2.46 (.00) 2.18 (.00) 3.18 (.00) 2.96 (.00) 2.52 (.00)

Red Tape -0.09 (.08) -0.09 (.07) -0.09 (.10) -0.11 (.03) -0.09 (.07) -0.09 (.09) -0.09 (.1 1)

time to obtain legal status 0.06 (.16)

frequency of price control -0.05 (.05)
SOE in top 10 domestic firms 0.27 (.15)

risk of expropriation -0.07 (.15)

shareholder rights -0.06 (.02)
possibility of hostile takeovers -0.06 (.17)

labor and employment laws 0.13 (.17)

log of 1996 per capita GDP -0.14 (.12) -0.12 (.18) -0.16 (.08) -0.04 (.71) -0.2 (.02) -0.17 (.07) -0.17 (.06)

F-Statistic 19.06 (.00) 20.42 (.00) 19.14 (.00) 18.59 (.00) 21.56 (.00) 18.19 (.00) 18.99 (.00)

Adjusted R2 0.588 0.612 0.589 0.588 0.625 0.582 0.587

Sample 39 38 39 38 38 38 39
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[Table IX, continued]

Panel C 9C.1 9C.2 9C.3 9C.4 9C.5 9C.6 9C.7

Constant 1.78 (.01) 1.88 (.00) 1.88 (.00) 1.88 (.01) 2.42 (.00) 2.01 (.00) 2.01 (.00)

Red Tape -0.08 (.1 1) -0.07 (.13) -0.07 (.18) -0.10 (.05) -0.08 (.09) -0.09 (.09) -0.09 (.09)
time to obtain legal status 0.04 (.34)

frequency of price control -0.04 (.07)
SOE in top 10 domestic firms 0.25 (.14)

risk of expropriation -0.03 (.57)

shareholder rights -0.04 (.10)
possibility of  hostile takeovers -0.03 (.43)

labor and employment laws 0.04 (.66)

log of 1996 per capita GDP -0.1 (.21) -0.08 (.31) -0.12 (.15) -0.07 (.54) -0.14 (.09) -0.1 (.27) -0.12 (. 1 8)

F-Statistic 13.17 (.00) 14.57 (.00) 14.12 (.00) 12.35 (.00) 14.06 (.00) 10.73 (.00) 12.67 (.00)

Adjusted R2 0.49 0.524 0.509 0.479 0.514 0.441 0.479

Sample 39 38 39 38 38 38 39
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Table X. Multiple Regressions with “Price Controls” as an Independent Variable.

R e g r e s s i o n s  a r e  i n  t h e  f o r m :  f a m i l y  c o n t r o l  =  f}0  +  P i  *  p r i c e  c o n t r o l s  +  p 2 *  v a r i o u s  i n s t i t u t i o n  v a r i a b l e  +  p i  *  l o g ( G D P 9 6 )  +  e .  T h e  d e p e n d e n t  

v a r i a b l e  i s  P y .  N u m b e r s  i n  p a r e n t h e s e s  a r e  p r o b a b i l i t y  l e v e l s  f o r  t - t e s t  r e j e c t i n g  t h e  n u l l  h y p o t h e s i s  o f  z e r o  c o e f f i c i e n t s .

10.1 10.2 10.3 10.4 10.5 10.6 10.7

Constant 1.8 (.01) 1.52 (.02) 1.78 (.00) 2.09 (.00) 2.32 (.00) 2.1 (.00) 2,17 (.00)

frequency of price control -0.06 (.01) -0.06 (.02) -0.06 (.01) -0.07 (.00) -0.07 (.01) -0.07 (.01) -0.07 (.00)

time to obtain legal status 0.05 (.24)

Red Tape -0.1 (.05)

SOE in top 10 domestic firms 0.32 (.06)

risk of expropriation -0.02 (.75)

shareholder rights -0.02 (.54)
possibility of hostile takeovers -0.02 (.68)

labor and employment laws 0.03 (.70)

log of 1996 per capita GDP -0.12 (.07) -0.02 (.86) -0.11 (.07) -0.11 (.26) -0.15 (.03) -0.12 (.09) -0.14 (.03)

F-Statistic 14.63 (.00) 15.42 (.00) 16.19 (.00) 13.62 (.00) 13.83 (.00) 11.97 (.00) 13.72 (.00)

Adjusted R2 0.512 0.539 0.539 0.499 0.503 0.464 0.495

Sample 40 38 40 39 39 39 40


