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1. - The Topic

In the last 10-15 years new theoretical and empirical analyses
have been developed comparing the characteristics of different go-
vernance systems. Most researchers and international institutions
agree that corporate governance is an institution that’s central to
wealth creation and growth and that its failures may significantly
damage opportunities for development: the OECD has updated and
enlarged its Principles of Corporate Governance to account for the
differences across various systems; the World Bank report on Buil-
ding Institutions for Markets devotes a chapter on corporate go-
vernance1. Moreover, the recent crises of large companies have shown
the negative effects of a poor governance.

Substantial advances have been obtained on the empirical side
due to the larger availability of datasets, even if they still refer only
to listed companies. The comparisons now give us richer pictures
of the different systems and a more textured classification with re-
spect to the traditional “market based vs bank based”2 or “outsider
vs insider”3 juxtapositions. Rather, the comparisons are now perfor-
med on the basis of characteristics of the governance structures, su-
ch as the concentration of ownership, the identity of the owners, the
degree of separation between ownership and control, the instruments
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used to obtain this separation, and the mechanisms adopted to re-
duce the agency problems4.

More recently a literature is developing on what «determines»
these differences and on their effects on performance. Roe’s book is
mainly concerned with the first question, but, indirectly, it might
have something to say also on the second.

2. - The Corporate Governance Problem

A good corporate governance system should satisfy two condi-
tions. The first is to “efficiently allocate control”, which implies that
control of a company should be attributed to the most efficient agent
and re-allocated whenever s/he is not longer adequate. The second
is a “financing condition”, and it implies that entrepreneurs’ ideas
and ability should be matched with the resources provided by inve-
stors, allowing the expansion of the firm beyond the funds availa-
ble to the controlling agent: under this respect efficient mechanisms
of governance should allow some separation between ownership (the
funds) and control (the entrepreneurial activity), ensuring firms’
growth. They do so by reducing the agency problems that separation
typically generates, which basically amount to the possibility that
users of capital “steal” the funds, invest them in bad projects, or
consume perquisites5. This is obtained by providing sufficient gua-
rantees to investors without limiting excessively the entrepreneurial
freedom of the controlling agent. 

The first condition (efficient allocation of control) is essential-
ly a dynamic condition and it is extremely difficult to evaluate
whether and how it is satisfied. Most of the literature deals with
how the second condition is satisfied, i.e. with “how” separation is
obtained. 

Separation may be achieved through various instruments. One
possibility is that of family relations among controlling agents and
financiers: this allows the firms to obtain funds beyond those of the
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entrepreneur, but has obvious limits and allows little separation. An
extension to this is to obtain funds from a coalition of individuals.
A different class of instruments that allow a higher degree of sepa-
ration is represented by groups (mainly pyramidal), and contractual
and statutory instruments (dual class shares, voting caps...). A py-
ramidal group allows an entrepreneur to control a vast amount of
resources with a limited availability of funds through a chain of
companies. Dual class shares allow to separate voting rights from
cash flow rights, ensuring that the entrepreneur maintain the con-
trolling power with a limited amount of resources. This group of in-
struments is more common in European continental (and develo-
ping countries). A second type of instrument to achieve separation
is represented by a dispersed ownership. In a public company, con-
trol is exercised by an agent who typically owns a very limited sha-
re (possibly equal to zero) of a company. It is more common in An-
glo-Saxon countries.

They pose agency costs of a different nature and degree. For
example, in pyramidal groups and with contractual instruments, the
main sources of agency problems are typically the private benefits
of control enjoyed by controlling agents (e.g., the possibility to tran-
sfer resources at prices different from those prevailing on the
market). In dispersed ownership structures the problems might be
both private benefits and managerial agency costs (e.g., consump-
tion of perquisites, excessive expansion of companies, entrenchment
in the job).

The remedies to these problems are typically represented by a
combination of various instruments and differ according to the sour-
ce of separation. An effective instrument to reduce all kinds of agency
problems would be the discipline imposed by the product market:
the more competitive is the product market, the fewer are the rents
that can be obtained by the controlling agent and hence that can be
diverted. However it is difficult that this condition is perfectly veri-
fied in actual markets. A second important mechanism is an effi-
cient market for corporate control; this should ensure that both the
conditions described above are verified: i.e., that control is re-allo-
cated when it is necessary and that this threat reduces the agency
costs of separation; however a market for corporate control exists
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only when ownership is not excessively concentrated, i.e. when con-
trol can be transferred against the will of the incumbent. A third
mechanism to reduce agency costs is represented by the supervision
by some “relevant” agents: these may be independent board mem-
bers and/or large investors, e.g., banks or institutional investors. A
further instrument is represented by rules regarding the fiduciary du-
ties of managers and board members towards shareholders.

For these instruments to be effective, the correct incentives mu-
st be at work and possibly sanctions for deviations from the correct
behaviour must be imposed. In particular, for the market for cor-
porate control to work, sufficient and reliable information must be
available for the market to react adequately; excessive defences for
the controlling agents must not be available; the concentration of
voting rights must not be too high. For agents such as independent
directors or large investors to perform their expected role, they have
to have the correct incentives: for example, it is not obvious whether
independent directors have incentives — other than reputational —
to exercise an intense monitoring. Some other agents (e.g., banks)
may be subject to conflicts of interest. Fiduciary duties (whose
strength varies in different countries) need to be efficiently enforced.
For these reasons there is no clear ranking of corporate governance
systems and this is possibly one of the reasons why we do not ob-
serve yet a clear convergence of models.

Hence we have systems with extremely concentrated ownership
(continental countries) and systems where ownership is dispersed
(Anglo-Saxon countries); countries where financial companies are
among the main shareholders (e.g., Germany, with banks or the UK,
with institutional investors) and others where non financial com-
panies are (e.g., Italy, Spain, Belgium, France); countries where a
market for corporate control exist (e.g., UK and US) and others whe-
re it doesn’t and other instruments prevail.

3. - What Determines Different Governance Structures?

But even if there is no clear superiority of one model, what has
produced these differences? Recently a relatively vast literature has
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developed on the determinants of corporate governance structures.
The different theses can be summarised in the following way.

(i) A number of studies (mainly empirical) by La Porta et Al.6

(as is common now, we will cite them as LLSV) aimed at showing
that the “quality” of corporate law affects corporate governance. Mo-
re precisely, both the characteristics of the various “relevant” provi-
sions in the law (i.e., relating to investor protection in corporate law
and creditor powers in bankruptcy procedures) and the degree of
enforcement of these laws influence the concentration of ownership
(and hence the separation between ownership and control) and the
amount of external finance (equity and debt) that firms can raise.
The authors deduce from their international comparisons and em-
pirical analyses that some countries have «better» corporate laws
that others: these are the common law countries (in particular US
and UK), which perform much better (in terms of separation and
access to finance) than European continental ones, in particular the
Napoleonic civil law countries, such as Italy and France.

Specifically, they take into account (as indicators of a “good” law):
the possibility for shareholders to initiate derivative suits against
CEO/board members, the possibility to use proxy votes, the absence
of an obligation to deposit shares before shareholders’ meetings, a low
percentage of share capital needed to call a shareholder meeting. All
these instruments should facilitate minority shareholders in “voicing”
their dissatisfaction with the management of the company, thus re-
ducing the risk of expropriation. They also include the impossibility
of deviating from the “one share-one vote” rule, a rule that ensures
that the market for corporate control is more efficient. As an index of
an efficient enforcement of these laws, they use the evaluation of in-
ternational rating agencies on the different systems.

One main criticism to their approach is that they take into ac-
count only some corporate law provisions, focusing on those that
might reduce agency costs due to private benefits of control (i.e., ex-
propriation of minority shareholders) and not on features that mi-
ght minimise managerial agency costs. We’ll come back to these cri-
ticisms later.
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An extension of this approach is the one relating to the impor-
tance of “norms” rather than just the written law7 in explaining the
differences in private benefits of control across countries and hence
— indirectly — in corporate governance structures: in some coun-
tries (e.g., the Scandinavian ones) the adequacy of social norms mi-
ght make legal rules and their enforcement less relevant. 

(ii) A second kind of explanation is due to M. Roe himself. Roe
(1994) explains part of the difference, especially between the US and
some European continental countries (such as Germany) as a po-
pulist political response of the US government to the concentration
of power in the hands of investment banks that led to the separa-
tion between commercial and investment banks and hence to an
even more limited role of the latter in the ownership structure of
firms in the US. Other American financial institutions were simi-
larly limited in their corporate governance roles. These limits, in
turn, given the large need of finance of US growing firms, genera-
ted the large public companies with extremely dispersed sharehol-
ders, whereas in Germany banks remained one of the important sha-
reholders of companies.

(iii) Both these theses do not explain why — if the regulation
is inefficient — it has not been changed or repealed. Bebchuk and
Roe (1999) argue that inefficient regulation can persist as a result
of «path dependance»: initial ownership structures may give some
parties incentives and powers to impede changes in them and de-
termine which rules will be chosen afterwards. 

(iv) Easterbrook and Fishel (1991) and Easterbrook (1997) ar-
gue instead that all the corporate structures we observe have an eco-
nomic purpose. The widely held corporation and the closely held cor-
poration are both efficient, but in different contexts. If they were not,
they would not have grown and survived. Easterbrook (1997) ar-
gues that the structure and needs of the financial system and the
forces of the market create the necessary regulation, not the other
way round. On this line of reasoning Mayer (2000) and Carlin and
Mayer (1999) suggest that a concentrated ownership might be bet-
ter for long term investments, which require a long time to produ-
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ce returns, whereas a dispersed ownership is more efficient for shor-
ter term projects and highly innovative ones. Hence the governance
structures that we observe might be the response to industrial and
financial structures of the different systems.

4. - Mark Roe’s Political Determinants of Corporate Governance

Mark Roe’s book is extremely rich. In dealing with the question
“what determine corporate governance”, first of all it criticises the
“law matters” thesis of LLSV as being perhaps relevant but not cen-
tral as the recent academic literature has made it to be. Secondly,
he proposes a further explanation of the differences in corporate go-
vernance structures, based on the political conditions of a country.
Thirdly, it introduces other institutional characteristics that affect
corporate governance, such as the competitive conditions on the
product markets (which can be in turn affected by the political con-
ditions).

4.1 Corporate Law’s Limits 

The first critique of Mark Roe to the LLSV thesis is that im-
plicitly the authors assume that private benefits are the only possi-
ble source of agency costs in corporate governance and that they can
be corrected by legal instruments (i.e., the ones they include in their
empirical analysis). However (as Roe argues in section VI of the
book, which develops his previous article “Corporate law’s limits”)
there are other agency costs of corporate governance — arising in
particular when ownership is dispersed — i.e., “bad decision
making”, due to managerial mistakes, shirking, or desire for empi-
re building. And these are harder to correct by the law: in particu-
lar company law is not well equipped to reduce them because of the
business judgement rule that shield directors and managers from le-
gal action (except if they have conflicts of interests or have acted
fraudulently).
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Moreover, Roe argues, if a good corporate law is one that con-
strains private benefits then it is as likely in theory to favour
blockholdings as to decrease them, since in these cases also mino-
rity investors in concentrated ownership structures would be more
willing to invest, because the insiders are more constrained from
“stealing” from the investors. Hence the observation of a concen-
trated ownership is not necessarily a signal of “bad law”.

Finally, Roe criticises the measures used by the authors: first
because it is extremely difficult to judge what is a “good” corporate
law and what is a “bad” law, i.e., the choice of the relevant provi-
sions is always somehow arbitrary. Secondly, because different ru-
les in different countries or institutional contexts might perform the
same function, one should consider the different functions rather
than very specific rules. The LLSV choice of the indices is made on
the basis of what is included in US corporate law and this might
somehow bias the results8. A better way to evaluate how good the
law is, would be to measure the level of private benefits of control
(based on the difference between voting and non voting shares or
on the premiums paid on control blocks trades) since they should
correlate with laws that constrains them. The data actually show
that some of the countries with concentrated ownership (Sweden,
Germany) have fairly low private benefits, which should be an in-
dicator that they have a good corporate law. This tends to invali-
date the empirical analyses of LLSV.

As a whole Roe’s critiques are largely convincing. Some minor
observations could however be made. Concerning the first point
(private benefits vs managerial agency costs), one could actually
argue that also some company law provisions may be useful in
constraining managerial agency costs as well; LLSV consider
mainly judicial instruments that reduce private benefits, but some
of the ones they include might indirectly work to reduce manage-
rial agency costs and hence allow separation. This is the case for
the rules that ensure one share-one vote, which typically favour an
efficient market for corporate control. Hence in some respect the
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law might be effective at reducing also some agency costs of se-
paration.

Concerning the second point (a good corporate law favours both
dispersed and concentrated ownership), one might notice that
blockholdings have costs for the owners (liquidity and diversifica-
tion costs; moreover they impose financial constraints to growth):
in order for controlling shareholders to be willing to keep them, so-
me forms of private benefits (possibly not damaging minority inve-
stors) must be present.

Finally, with reference to the private benefits measures, it has
to be noticed that it is extremely difficult to obtain them. First they
might include some “non pecuniary” or “non dissipative” ones, i.e.
related to some social or psychological value associated to being in
control, which is even harder to measure. Secondly, the data on whi-
ch the measures are based are very scarce (i.e., usually very few ob-
servations are available for each country9). Hence the argument ba-
sed on these measures is not completely conclusive.

4.2 The Political Determinants

Having “rejected” the corporate law as the main explanation of
ownership concentration (at least in its “LLSV version”), Roe pro-
poses a further possible determinant of corporate governance, a po-
litical one. The argument is basically the following. 

In order to have corporations that can produce and sell pro-
ducts a country must guarantee sufficient social peace inside the
corporation. In the US, social conflicts have been relatively low, pos-
sibly due to the high (geographic and economic) mobility and to the
limited government involvement10. In some countries social peace
was achieved by becoming social democracies, where the state often
sided with employees. In these countries the diffusely-owned public
firm did not fit well. For disperse ownership to prevail, managers
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must be somewhat tied to shareholders, but in social democracies
this was not possible: social democracies press managers to stabili-
se employment, to forego some profit-maximising but risky oppor-
tunities for the firm and to use up capital in place rather than to
downsize when markets are no longer aligned with the firm’s pro-
duction capabilities.

This claim is supported first of all by the observation that the
current means that align managers’ objectives with diffuse sha-
reholders’ ones in the US — incentive compensation, hostile takeo-
vers, strong shareholders-wealth maximisation norms — have been
weaker in continental democracies.

Secondly the claim is tested through some correlations (in part
III of the book), showing that if nations are arrayed on a left-to ri-
ght political scale and then on a concentration to diffuse ownership
scale, the two scales correlate. However, the political indices refer
mainly to 1980-1991 whereas corporate governance structures seem
to be affected by longer term factors. For example, Germany and Ja-
pan are ranked among the most right wing nations, in some but
not all of the political measures Roe uses, yet they still have a rather
concentrated ownership.

The correlation between politics and ownership separation is
even higher if one considers the employment protection legislation
index, which might actually be a better proxy for the aims of the
author11. This evidence is interesting, but in order to be fully con-
vincing we would like to see some regressions, controlling at least
for the usual variables, such as per capita GDP.

Finally — and in principle more powerfully and convincingly
— Roe tests his theory by analysing some (relevant) historical ca-
ses: France, Germany, Italy, Japan, Sweden, UK, and the US. The-
se cases are particularly interesting because some of them might
actually be considered outliers in the “law matters” thesis. Ger-
many and Sweden have corporate laws which are not as good as
US and UK, but not as bad in protecting minority stockholders as
France or Italy, and also have measures of private benefits which
are not too distant from the Anglo-Saxon ones. Still they show a
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highly concentrated ownership. Roe’s political theory might be very
helpful here.

In part IV of the book, Roe offers his interpretation of the hi-
storical evolution of these countries. In France (which has a very
high concentration of ownership and a “bad” law) at the beginning
of the 20th century the government was conservative and “anti-la-
bor”. This allowed a strong initial development of securities’ markets.
By mid-century, and particularly after WWII, a left wing government
imposed the stabilisation of employment inside the firms as an objec-
tive: no downsizing was easily accepted, corporate law provided that
«firms should be run in the social interest», incentive compensation
mechanisms were initially rare (stock options were attributed to em-
ployees only to fight takeovers). In Germany, co-determination in
large companies12 (a corporate expression of social democracies) ma-
de the boards weak, in terms of excessive size, limited number of
meetings, making it difficult to sell the shares of the companies, be-
cause distant shareholders couldn’t rely on strong boards. In Italy a
strong role of the communist party and a Christian democratic party
supporting small firms and basically against the most radical ver-
sion of capitalism impeded the development of dispersed sharehol-
dings. In Japan, after the war, social peace was ensured through li-
fe-time jobs: this required an accommodating governance, which im-
plied having stakeholders such as the main banks, that did not di-
srupt the system. In Sweden, a reasonably good corporate law, or
norms that supported high trust, kept insider expropriation low: this
made it possible to maintain a system where controlling agents
would pursue objectives more in line with a social democracy than
pure managers would do. Finally, the UK at the beginning of the
century had good laws and conservative governments, which allowed
the development of securities markets. But then family control per-
sisted in many firms until the 1970s. Only with a conservative go-
vernment the final step to a full separation was made.

As a whole, the historical account of the political theory seems
to offer useful insights, especially at the comparative level. However
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in some cases the interpretation of the evolution is not fully con-
vincing. For example, in the case of Japan, the concentration of ow-
nership13 is associated with the widespread phenomenon of keiret-
su, which emerged after the US occupation “imposed” a dispersed
ownership. Keiretsu (which are horizontal and vertical groups, with
main banks and networks of shareholdings) are a means to ensure
control and avoid the discipline of the market for corporate control.
It seems therefore that they are an instrument to ensure managers
(of both industrial companies and banks) a lifetime job (certainly
with political support): hence lifetime employment for workers ap-
pears more a consequence of the stability of ownership assets.

In the English case, some recent analyses14 show that at the be-
ginning of the century investor protection was limited, but dilution
of inside ownership was already substantial, basically thanks to
informal relations of trust between directors and (dispersed) sha-
reholders; that in the second half of the century trust was “substi-
tuted” by formal regulation which allowed a higher level of shares’
trading and the emergence of a market for corporate control that fa-
cilitated the rise of institutional shareholdings. Actually, at the end
of the century there is some evidence of an increase in ownership
concentration (due to the growing role of institutional investors). If
this analysis is correct15, in a sense it supports an extended legal
theory, i.e., one could say that good rules (or their substitutes, su-
ch as trust) are necessary for the diffusion of ownership. The “exit”
of families from the companies in the second half of the century
(but ownership was already rather dispersed, with the families’ re-
presentatives maintaining the role of directors or president) might
further be explained by the increase of the top rate of inheritance
duties in 1949.

Also in the Italian case, which seems to fit well in Roe’s thesis,
the history is somehow more complex. The phenomenon of owner-
ship concentration (often ensured through pyramidal groups) dates
back to the early 20th century and survives through the fascist pe-
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riod. In Italy (a limited degree of) separation has been achieved th-
rough instruments, such as pyramidal groups, which are not “market
friendly”, but are allowed by a not too strict regulation. The con-
centration of ownership and the use of pyramids has increased un-
til the 1980s and has decreased only after the privatization program
(which was actually more actively pursued by left-wing govern-
ments) and the introduction of more stringent legislation16.

Hence, the nation by nation description supports the thesis of
the author up to a point, or at least with some outliers. As a who-
le, the author’s thesis complements (but this is what he actually
claims) other theories rather than substitute the other explanations.
He claims that politics can’t be left out of the picture, and often,
but not always, it’s the most important explanation for ownership
separation or its absence. 

4.3 The Other Institutional Determinants

Finally, Roe considers other possible sources of differences, and
in particular the degree of competitiveness of product markets of the
different countries17. When product markets are not competitive18,
rents are higher and the potential agency costs for shareholders in-
crease. Managers and directors have more slack, hence even the di-
scipline of capital markets is not binding: those who manage the
company are not constrained to pay the lowest possible cost of ca-
pital (they can use up the rents from the product market and still
have profits for owners), therefore they do not have to offer inve-
stors the best “corporate governance system”, i.e., a system that of-
fers them sufficiently guarantees for their investment19. The result is
that the only way for owners to control adequately for these agency
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costs is concentrated ownership. Hence less competitive systems are
characterised by more concentrated structures. Actually the author
finds a positive correlation between a measure of the intensity of
competition20 and ownership dispersion. Again, the intuition is ap-
pealing and extremely relevant for its policy implications. Given its
importance, it would deserve further empirical evaluation: the sim-
ple correlation is in fact driven mainly by the juxtaposition between
Anglo-Saxon countries (UK and US), where mark-ups are very low,
and basically all the other countries (with the exception of Canada)
where markets are much less competitive. However there are various
outliers to be explained; one would also like to see a regression analy-
sis (i.e., including other controlling variables). It would be intere-
sting to extend the analysis to other sectors, mainly those which are
not open to the international competition. 

5. - Conclusion 

As we have seen, this book is extremely rich and stimulating.
Maybe the most important contribution it makes is to underline that
multiple factors have to be considered when trying to explain diffe-
rent governance structures and that among them complementarities
exist: legal rules are important but maybe themselves expression of
political objectives; other institutions are necessary to complement
company law (or in some cases can substitute them, such as tru-
st); the degree of product market competitiveness is an essential com-
ponent and determinant of corporate governance and ownership. 

What are the policy implications of this analysis? The main one
seems to be that simply working on reforming some legal provisions
might not be sufficient to achieve a different governance structure.
Complementary changes might be necessary or, better, the whole in-
stitutional setting should be made consistent with the objectives (for
example the labor law or bankruptcy procedures should be coherent
with company law). In the Italian case this might help to explain
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why the “improvements” in the legal setting for listed firms due to
the introduction of the Testo unico della finanza in 1998 did not
(yet) induce major changes in the ownership structure of Italian li-
sted firms.

Finally, it is interesting to notice how, even if the author is ex-
plicitly not offering an “evaluation” of the different models, as is the
case instead in the “law matters” literature, it is somehow implicit
in the analysis that systems that do not favour a high degree of se-
paration (i.e., where ownership is too concentrated) pose a sub-
stantial obstacle to some firms’ growth. This somehow corresponds
to the view that has become common in the second half of the 1990s,
that Anglos-Saxon systems are better equipped to support firms’
growth, especially in periods when radical changes are necessary21.
This can be contrasted with the view of the same author in his 1994
book, that the US regulation in the 1930s posed an obstacle to the
involvement of financial institutions in corporate governance, limi-
ting the possibilities for its evolution. Actually, in the early 1990s
the German/Japanese governance systems were perceived as superior
because they enabled a long run management of the companies.

Maybe we could more humbly derive a — more neutral — te-
stable implication of these analyses, i.e., and that corporate gover-
nance structure is one the factors explaining the differences in ave-
rage size (and growth) of firms. If this proved correct, we would ha-
ve identified one of the reasons for the very small size of Italian
firms.
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