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fraction of the firm’s equity. The typical large corporation has a more

concentrated ownership structure than serves the separation thesis well. - For
U.S. corporations as large as the Fortune-500, the five largest shareholders,
taken as a group, own approximately one-fourth of outstanding equity. For
Japanese and several important European countries, -this fraction is ‘much
larger. The general case, then, is one in which a relatively small number of
shareholders have well fogused interests and non-trivial blocs of votes.
Facing such concentrated share holdings,. professional management cannot be as
unguided by sharehoider interests as the separation- thesis’ supposes, ‘although
therefﬁurely are some cases in which ownership structure has become too
diffuse to serve shareholder interests well. When this is the case, ownership
sgould be restructured.? .

Restructuring takes place in two ways. Corporate takeovers provide a
dramatic mechanism for converting diffuse ownership structures into highly
concentrated ownership structures. Less dramatically but more continuously,
ownership is restructured through the normal igsuing and purchasing of-eﬁﬁity
shares. At any given time the diffuseness with which shares of firms are held

varies across .corporations, but restructuring should adapt ownership

2There are several ways by which professional management can be guided to
serve shareholder interest in the modern corporation -+ concentrated ownership
(achieved through the normal financing of corporations or.through corporate
takeovers), the consequences of the capital market’s measurement of management
performance, legal proceedings, and compensation systems. Unfortunately, time
and space allow me to consider here only concentratéd ownership. This is
unfortunate especially in regard to executive compénsation, for there are new
empirical results to report about this. It is improbable that all these
mechanisms. transform the modern corporation into' a precise’ analog of the firm
pictured in neoclassical. theory,: but they do - raise serious gquestions ‘about the
Berle and Means thesis, . LBl
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maintaining a controlling position in the ownership structure of the

corporation, a cost that would not be bornme as heavily if a portion of the
firm's equity could be raised through the sale of non-voting shares.*
--Public interest arguments can be made to support and oppose reliance on
voting shares to obtain equity capital. Similarly, there undoubtedly exist
arguments pro and con in regard to the various legal hurdles that keep
important conduits of capital from easily accessing the equity markets.
Whatever the truth in this regard, I do not believe that the impact of these
legal hurdles on ownership structure and control is taken into” account
sufficiencly. . Taken by itself, the problem created for control by these

hurdles offers a:.novel basis for opposing the one-share, one-vote standard

‘iand legislation. such as Glass-Stiegal.

A final:-issue.remains. It is more subtle and possibly more important
" than those already considered. 1 refer to the lével and distribution of

wealth in a nation,. and to the impact of these on the control of large
corporations.

Private control relies on the use of private wealth. The level and
distribution of wealth in a nation affects the ease with which controlling
shareholder positions can be established when corporations must be large to
compete effectively. If a society were vastly wealthier than any.that has

yet existed, there would be many individuals who alone could provide the

“The value of the vote will reflect itself in a difference in price
between voting and non-voting shares, and to the extent of this difference the
cost of owning voting shares is increased even if equity is also raised
through sale of nom-voting shares. -Even so, the existence of mnon-voting
shares makes it possible to maintain a concrollxng position more cheaply in
large corporations under normal circumstances.
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U.5. were equally distributed across families, no five families could provide
funds anywhere near the amounts now used by the five 1argestvshgreho}de;s to
maintain a one- fourrh stake in the equity of Fortune-50C type firms. Even if
this- calculstion is repeated for only the top five individual and family
shareholders, thus deleting institutional investors, an egalitarian
.51§t¥£bﬁtion ;E.n;t weélth still makes the wealth that could be aggregated
over five such families fall far short of that which would be needed fof ghem
t; oﬁn the one-tenth of equity in large firms that they presently own. The
resolution of éhe ééparation problem, even in a country as rich as the U.5.,
is enhdnced considerably by tolerating a degree of inequality in the
distribution of wealth.

i Here, then, is a direct connection beluseen the produccxvxtv of

s

enterﬁrise and the level and distribution of wealth. It runs thrcugh tge.
enhancement in productivity that can be achieved in lérge firms w@gQ
professional managements are disciplined efficiently teo serv; owner
interests.

Tﬁe constraint imposed by £he71evel and distribution of wealth can be
modified by innovative institutional arrangements for aggregating the wealth
of the non- wealthy, buc it cannot be eliminated. The ‘role played by
institutlonal investors is subtle enough to warrant examination here.

The very large aggregations of wealth collected from diffuse sources by
institutional investors allows them to own controlling pesitions iq the
equity of even the largest corporations, while still maintaining ég}r}y
Ai;érsifiéd pAttfelios. The potential for exercising control withput bearing
great firm-speclfic risk exists within some types of 1nstituL10nal 1nvestors

These investors are partly inhibited from realizing this potential because of
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Table 1.

Public and private ownership in the national economy
(percentage share at the end of 1888)
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Forms of ownership

Sectors of General Public Private
national (State owned+
sconomy co-operati ves3
Economy, total A 100 B81.9 i8.1
B 100 85.58 34.5
C 100 70.6 28. 4
Industry A 100 93.6 6.4
BE 100 88.3 11.7
- c 100 Q7.9 2.1
Agriculture A 100 29. 4 70.6
‘ B 100 21.1 78. 9
¥ ¢ 100 34.3 65.7
“enstruction A 100 7.2 20.8
B 100 79. 3 20.7
C 100 S0, 2 9.8
Transport A 100 NA ’ MNA
C 100 95. 9 4.1
D 100 aa. 1 0.9
Commer ce A 100 NA NA
B 100 p3.Q 6.1
C 100 g5, 8 5.2
Symbols : A — GMP 19088

B - Average employment in 1988
€ -~ Net value of fixed assets Ccurrent pricesd at the

end of 1088

13












