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Abstract

Using ownership and control data for 890 firm-yedings paper examines the concentration
of capital and voting rights in British companiesthe second half of the nineteenth century.
We find that both capital and voting rights weréfusie by modern-day standards. This
implies that ownership was separated from contrahe UK much earlier than previously

thought, and given that it occurred in an era witbak shareholder protection law, it

undermines the influential law and finance hypothedVe also find that diffuse ownership is

correlated with large boards, a London head offios-linear voting rights, and shares traded
on multiple markets.
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1. Introduction
In the Victorian era, the public company in the O&me of age following the liberalisation
of incorporation law, which culminated in the Comjgs Act of 1862. We know that this
coming of age was accompanied by an expansion eofetjuity market and an increased
democratisation of share ownershiflo date, however, the structure of corporate ostip
and the degree to which ownership was separated damtrol in Victorian public companies
has largely been a statistical dark hole. Usinigitkel corporate ownership records which
were collected annually by the Registrar of Comgsurfrom 1856, this paper is the first to
provide quantitative and systematic evidence on dinecture of corporate ownership of
publicly-traded companies in Victorian Britain. Theain findings, based on our sample of
890 firm years, are that ownership, both in terfsapital and voting rights, was diffuse and
that there was a divorce of ownership from conindVictorian Britain. Our analysis of the
potential determinants of ownership structure sagdgieat diffuse ownership is correlated
with large boards, having a London head officetri@gns on the voting rights of large
shareholders, and shares being traded on muleglemal stock markets.

A study of ownership structure in Victorian Britagiimportant because there is some
debate as to when dispersed ownership emergeé tdKh Berle and Means in their seminal
study established that a separation of ownershdpcantrol had occurred in large American

corporations before the 1929s.Until recently, the majority of the extant littuee has

! Grossman, ‘New indices’; Rutterford et al., ‘Whanaprised the nation’.

2 Berle and Meandylodern Corporation Although there have been recent challengesisovibw, the Berle
and Means characterisation of corporate ownershijné US remains the orthodox view amongst ecortsmis
and historians. See Cheffins and Bank, ‘Myth’; Halm, ‘Divorce of ownership’; Holderness, ‘Myth affdse

ownership’; Lipartito and Morii, ‘Rethinking the jgaration’.



suggested that dispersed ownership appeared iniBrituch later than this. However,
Hannah has argued that diffuse ownership was comlac® by 1900, and Foreman-Peck
and Hannah show that ownership was divorced frontrebfor the largest British companies
in 1911% Our study complements and augments Foreman-Petckannah in several ways.
First, whereas Foreman-Peck and Hannah's analgsibased solely on director share
ownership, our study is based on comprehensive hipedata for each company, which
enables us to develop Herfindahl measures of owiencentration as well as identify
large owners who may not necessarily have beemebdard of directors. Second, we find
that dispersed ownership is commonplace at ledfsalw@ntury earlier than 1911. Third, we
find that ownership is dispersed in medium-sized amall companies, and not just in the
largest. Fourth, by analysing ownership structwer half a century, we are able to pick up
trends. For example, we find that companies astaad in the 1890s had more concentrated
ownership than companies established in earlieiogr This finding is consistent with
Cheffins et al. and Franks et al. who find that pames established around 1900 tended to
have concentrated ownersRip.

This study is significant for at least a furtheotveasons. First, several business and
economic historians have suggested that Britamintieth-century economic decline and

managerial failure has some of its roots in theceotrated structure of corporate ownership

% Florence,Ownership Nyman and Silberston, ‘Ownership’; Scott, ‘Coraier control’; Leech and Leahy,
‘Ownership structure’; Cheffins, ‘Does law matte€orporate Ownership Coffee, ‘Rise’; Roe, ‘Political
preconditions’; Franks et al., ‘Ownership’.

* Hannah, ‘Divorce of ownership’; Foreman-Peck anankhh, ‘Extreme divorce’. Braggion and Moore,
‘Dividend policies’ also find that ownership waspaeated from control for a small sample of compsuaiethe
turn of the twentieth century.

® Cheffins et al., ‘Ownership dispersion’; Frankskt ‘Ownership’.



which emerged out of the nineteenth cenfurySecond, if corporate ownership is path
dependant, as some scholars believe, it is imptottian we know the structure of ownership
in the UK at the origin of the modern public compdn

Our paper contributes to the debate regarding teeopditions for the emergence of
the diffusely-owned corporation. The influentialMd and finance school argue that strong
legal protection of minority shareholders is a pradition of dispersed ownersHip.As
Britain had a laissez-faire corporate law regimenfrthe perspective of most minority
shareholders in non-statutory companies in thete@m¢h century, our finding that corporate
ownership is dispersed is evidence against thealaavfinance hypothesis.Coffee, on the
other hand, argues that dispersed ownership amskecause of specific legal rulpsr se
but because of the emergence of a decentralizedphmdlistic political regime, which
resulted in a private sector relatively free froovgrnment interference and which permitted
entrepreneurs to use private contracts to makahteedommitments to small shareholders.
As Britain had a pluralistic political regime byetlsecond half of the nineteenth century,
having abandoned patronage-based politics andrafied all property owners in the first
half of the century, our discovery of many companigth dispersed ownership is consistent
with Coffee’s hypothesis.

Our findings on the preconditions for diffuse owstep concur with recent studies on
corporate ownership in other economies. For examgllt finds that ownership was

separated from control in early nineteenth-centur$. corporations despite corporate law

® ChandlerScale and Scop&lbaum and Lazonick, ‘Decline’.

" Bebchuk and Roe, ‘Theory of path dependence’.

8 La Porta et al. ‘Law and finance’, ‘Corporate ovsiep’. See Musacchio, ‘Law and finandet an historical
counterexample to the law and finance hypothesis.

° See Campbell and Turner, ‘Substitutes’.



offering little in the way of shareholder protecttd Musacchio finds that ownership
concentration in pre-1910 Brazil was relatively Jowut became more concentrated in the
twentieth century contemporaneously with an impnoeet in shareholder protectidh.
Similarly, Franks et al. find that corporate owrgpsin Japan in the first half of the twentieth
century was relatively dispersed and that the aszein the concentration of ownership
coincided with a significant enhancement of shaldgrgrotection law?

The next section of this paper examines the puitons for the rise of diffuse
ownership and the separation of ownership fromrobntSection three describes the gradual
liberalisation of incorporation law in the UK andagnines the ownership structure of several
pre-1855 companies for which ownership data exi§&sction four describes our ownership
and control data sources. Section five presentsnoain findings on the structure of

ownership in Victorian Britain. Section six anadgshe determinants of ownership structure.

2. The preconditions for diffuse ownership

Prior to the liberalisation of incorporation law the nineteenth century, most businesses
constituted as common-law partnerships. Such eestips have basic economic problems
which can hinder the growth of the business. Onéh® key problems is that ownership is
not separated from control, meaning that any owaer independent of other owners, enter
binding contracts and, in the process, hold-upwoeass® Since the separation of ownership
and control is part of the very essence of the @atmon, we should not be surprised to find

ownership being separated from control in the esa gfter incorporation law is liberalised.

10 Hilt, “‘When did ownership separate from control'.
" MusacchioExperimentsp. 126; Musacchio, ‘Laws versus contracts’.
2 Franks et al., ‘Equity markets’.

13 Lamoreaux, ‘Partnerships’.



However, as is well known, diffuse ownership anel sleparation of ownership from control
give rise to agency problems and unless these eaanteliorated, ownership will not be
diffuse! This raises the following question: what areheconditions for the rise of diffuse
ownership and the separation of ownership fromrotiht

According to the influential law and finance schosetrong legal protection for
minority shareholders enables ownership to sepdrate control'® The basic argument is
that with strong investor protection laws, largargmolders have less fear of expropriation if
they ever lose control, and are therefore moreingilto sell some of their control rights to
raise funds or diversify their wealth, with the uksthat corporate ownership becomes
diffuse® In their cross-country study, La Porta et al. fthdt public companies in countries
with weak shareholder protection laws typically @@encentrated ownersHip.

Coffee, Cheffins, and Franks et al. point out thest separation of ownership from
control in the UK, which they reckon occurred amsostage between the 1930s and 1970s,
happened before shareholder protection law wasagttrened® The law and finance school
has responded to this by arguing that shareholders well protected in Britain for at least

two reasons before the dispersion of ownership roedd® First, the UK’s commercial

14 Jensen and Meckling, ‘Theory of the firm’; Shleifend Vishny, ‘A survey’; La Porta et al., ‘Corptea
ownership’.

! La Porta et al., ‘Law and finance’, ‘Corporate @ship’

1% La Porta et al., ‘Corporate ownership’, p. 473.

7 Even though their results no longer hold whenebeir measure of shareholder protection is canefull
recoded and even though others question the emlplirésis of their work, the thesis of La Portaletegarding
shareholder protection law as a precondition foifude ownership is still dominant. See Spamann,
‘Antidirector rights index’ and Holderness, ‘Mytli diffuse ownership'.

18 Cheffins, ‘History’, ‘Does law matter?Corporate OwnershipCoffee, ‘Rise of dispersed ownership’; Franks
et al., ‘Ownership’.

¥ La Porta et al., “Economic consequences,” p.319.



courts had a long history of precedents dealingh vithudulent behaviour and had a
professional and trustworthy judiciary. Secona, Birectors Liability Act of 1890 and the
Companies Act of 1900 required significant disclesin prospectuses and held directors
liable for inaccuracies.

Although UK commercial courts may have had a lomgony of professional and
incorrupt judges setting precedents, common-lavggsdn Victorian Britain were reluctant
to interfere in what were perceived to be the maegaffairs of companies in order to protect
the interests of shareholdéfsindeed, judges were ideologically opposed to togon of
protecting shareholders because laissez-faire yhaad the practice of partnerships taught
that capitalists could look after themsel¥&sSuch attitudes were clearly demonstrated in the
precedent set in the famous caseFoks vs. Harbottlewhereby minority shareholders
brought a case against their company’s directaraffeged wrongdoing and misapplication
of company resourcé$. The judge in this case ruled that when a compangilegedly
wronged by its directors, only the company andthetshareholders have a right to sue. In
addition, the judge ruled that when a wrong cowdrditified by a majority of shareholders,
the court would not interfere, implying that indivial shareholders could not proceed with an
action against the company. This important precesiieengthened the rights of directors and
company insiders at the expense of minority shddens.

As our sample companies were registered under862 Companies Act and as the
vast majority of our observations are from befdne tbove-mentioned strengthening of
shareholder protection legislation at the turnh& twentieth century, we are able to look at

the dispersion of ownership in an environment wighy weak (by modern-day standards)

2 See Emderhareholders’ Legal Guigep.77-80.
2 JefferysBusiness Organisatiomp.394.

2 Foss vs Harbottl¢1843) 2 Hare 461 (Chancery Division) Wigram V-C.



shareholder protection. It is a well-establishadt fthat shareholder protection under the
1862 Act was minimal® Until 1900, the anti-director rights index, whicheasures the
extent to which company law protects minority shatders, for companies registered under
the 1862 Companies Act, was one out of a maximusbddf In addition, theex postcontrol

of self-dealing index, which measures the strengthregulation relating to company
transactions which involve a director or other desj was very low by modern-day
standard$® Furthermore, insider trading was legal and thé218ct did not impose a
compulsory audit upon companies.

In summary, Victorian Britain is an ideal laboratao test the law and finance
hypothesis regarding corporate ownership, sinceetivas very little shareholder protection
enshrined in legislation or offered by the commarcourts. Given this legal environment,
we should not expect to find dispersed ownershipaflaw and finance hypothesis holds.

According to Coffee, an important precondition fdiffuse ownership is the
emergence of a decentralized and pluralistic palitiregime. Such a regime enables

entrepreneurs to use private contracts to make ibbeedcommitments to minority

23 Campbell and Turner, ‘Substitutes’.

24 Cheffins, Corporate Ownershipp. 36. See La Porta et al. ‘Law and finance’,1p@6-8 for further
information on the anti-director rights index. Th&62 Companies Act provided a list of default psmns for
company constitutions in Table A of the Act, whictrrespond to three of the rights in the antidoecights
index (Companies Act 1862, Table A, s. 27, 32, 4Blowever, companies had complete discretion when i
came to including or excluding these provisiongrfrtheir constitution, with the majority choosingigmore
some or all (Campbell and Turner, ‘Substitutesp4).

% Cheffins, Corporate Ownershipp. 38; See Djankov et al., ‘Law and economics'tise construction of the

self-dealing index.



shareholders, free from government interferéfia&ell-functioning courts can simply ensure
that companies do not deviate from their contraatis shareholders.

By the Victorian era, Britain had a decentralized pluralistic political regime. The
constitutional changes ushered in by the GlorioegdRition meant that political power was
decentralised, and the Great Reform Act of 1832amchised nearly all male property
owners, thus signalling the beginning of the endtfe aristocracy and patronage-based
politics. This new regime, infused by Benthamdeals, increasingly liberalised the law of
business organisation, making it easier for buspesple to form companies, but it left
shareholder protection to private contracting betwparties. If Coffee’s thesis is correct, we

should expect to see diffuse ownership in VictoBaiain.

3. The rise of the public company in the nineteentbentury

Although the corporate form existed in Britain prio the nineteenth century, the right to
incorporate was controlled by Parliament and thew®@r with the common-law courts
largely hostile to attempts by entrepreneurs tanfasnincorporated companiés.The
liberalisation of British incorporation law commecin the mid-1820s, with the repeal of
the Bubble Act and the passage of the Banking Copartnershipwitth enabled banks to
incorporate freely as joint-stock companies witlimited shareholder liabilitg® Parliament
also dispensed corporate charters more liberatiyn fthe mid-1820s onwards in order to
assist the growth of capital-intensive transparstatiand infrastructure projects which

provided some sort of public good. Parliament a&isded the monopoly in marine insurance

% Coffee, ‘Rise of dispersed ownership’.
" Freeman et alShareholder DemocracigBiarris, Industrializing
%6 Geo. IV, c.91.

27 Geo. IV, c.46.



in 1824, permitting other companies to incorporatés a result of this liberalisation, banks,
insurance companies, and railways dominated theldworequity market in 1850, accounting
for 65.1 per cent of all issues and 80.1 per cémarket capitalisatior:

Railways typically had diffuse ownership duehsit large capital requirements.In
addition, many banks and insurance companies Haaseliownership as there were self-
imposed restrictions, usually set at low levels, the proportion of shares which one
individual could owr?®> The diffuseness of share ownership in banks ailvays is
illustrated by the number of shareholders they hdde median number of shareholders
amongst British joint-stock banks in 1855 was 40i@h seven banks having more than 1,000
shareholderd! Similarly, railway companies quoted in tBeurse of the Exchange 1855
had a median of 1,364 shareholders, with eightrfialsietween 3,000 and 10,000, and three
having in excess of 10,000 ownérs.

Although there are few surviving ownership recoofldanks, insurance companies,
and railways from before 1855, the records whichehsurvived suggest that ownership was
diffuse. For example, the capital owned by thgdat shareholder and top five shareholders
for companies for which we were able to locate awii¢ records is as follows: 1.5 and 7.3

per cent for the Bradford Banking Company in 1827.6 and 5.8 per cent for the Great

%9 Harris, Industrializing p.211.

31 Acheson et al., ‘Rule Britannia’, p.1118.

32 Cheffins,Corporate Ownershippp. 157-9.

3 See Acheson et al., ‘Does limited liability ma®eiCampbell and Turner, ‘Substitutes’, p.576.

3 Based on data froanking Almanac and Yearbo@k855).

% Returns of the Number of Proprietors in Each Rajiw@ompany in the United Kingdof®. P. 1856,
CCXXXVIIN.

% HSBC Archives, Deed of Copartnership of BradfoahBng Company.
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Western Railway in 1843 4.4 and 18.9 per cent for the Hampshire Bankioggany in
1835%; 0.3 and 1.3 for the Guardian Insurance Compartyoih 1821 and 184%;2.3 and
9.7 per cent for the Royal Exchange Assurance 88482.0 and 9.8 per cent for the
Sheffield and Hallamshire Bank in 18364.4 and 14.0 per cent for the Union Bank of
Scotland in 184%; 1.0 and 5.2 per cent for the Ulster Banking Conyda 1836
Incorporation law was liberalised further with thassage of the Companies Act of
1844* This legislation granted firms the freedom to ipmrate as unlimited liability
companies. Subsequently, the 1855 and 1856 Linilitedility Acts were passed which
enabled companies, apart from banks and insuramog@anies, to incorporate with limited
liability.** Limited liability was eventually extended to bamdiin 1858° and insurance

companies received this privilege due to theirunin in the 1862 Companies Aétwhich

3" National Archives, RAIL 251/28, 38 and 50, Greaestérn Railway holders of £100, £50 and £20 shares
1843.

3 Lloyds-TSB Archives, 1085, Hampshire Banking Comp8hareholders’ Register.

39 London Metropolitan Archive, CLC/B/107/ms18093.03-Guardian Shareholder Register 1821, 1845.

%0 London Metropolitan Archive, CLC/B/107/MS16233/0002, Royal Exchange Assurance Shareholder
Register 1838.

*L HSBC Archives, 598/1-2, Share Registers of Sheffiad Hallamshire Bank, volumes 1 and 2.

“2HBOS Archive, NRA 1110/1/24/14, Union Banking Caang, List of Shareholders, 1841.

3 Public Record Office of Northern Ireland, D/3498JC, Ulster Banking Company Register of Sharehalder
47 & 8 Vict., ¢.110. This Act liberalized incormiion law by permitting firms to incorporate withaexplicit
State permission. See TayloGreating Companiespp.135-175 for a comprehensive account of the
liberalisation of incorporation law between 18441 41862.

5 The 1855 Act (18 & 19 Vict., c.113) was repealedt, re-enacted in 1856 (19 & 20 Vict., c.47).

%21 & 22 Vict. ¢.91.

4725 & 26 Vict. ¢.89.
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was effectively a consolidation of existing piecédegislation. The companies incorporated

under this legislation are the focus of this paper.

4. Ownership and control data

Our main sources of ownership data are locatethenGompanies Registration Office files
held at the National Archives at Kew (BT31 seriasyl the National Archives of Scotland
(BT2 series). Companies registered under the 28861862 Companies Acts were required
annually to return a list of their shareholdershite Registrar of Companies. Up until 1970,
whenever a company was dissolved either becawssiteconstructed, merged or liquidated,
its ownership records were placed within the ComgmRRegistration Office files. As the
vast majority of nineteenth-century companies tegesl under the 1856 and 1862
Companies Acts were subsequently dissolved, thvmeoship records, if they survived, are
contained within these two BT series. Notablypasership data was not collected by the
Registrar of Companies on statutory companies peprior to 1862 (e.g., railways) and
banks and insurance companies (unless they regfisterder the 1862 Companies Act), our
dataset does not contain the largest publicly-ttamenpanies in the Victorian era.

Our search of the catalogues of the two BT senegtiblic companies which issued
common stock quoted either in tB@urse of the Exchandeetween 1825 and 1870 or in the
Investor’'s Monthly Manuah 1870, 1885, and 1899, returned records forctipanies. On
inspection of these records, 101 contained no osierreturns. Unfortunately, the

ownership returns of English companies were extehsweeded by archivists in the past in

12



order to reduce the bulk of the files, with theuteshat only some annual returns have been
preserved?

We collected ownership returns for 1865, 1870, 18&90, and 1900 or one year
either side of these sample years if the returstea!® If they were available, 1880 or 1881
were collected in those cases where a companytagturns for 1882-1884. In addition, we
collected all returns from the 18585.If a company had ownership returns which fellsae
the selected sample years, we collected a returedoh decade between 1860 and 1900,
where available.

The ownership returns were usually completed bydham Form E, a standardised
return form, which gave a summary of capital andret i.e., names and holdings of
shareholders for both ordinary and preference shav¢e photographed 999 returns of Form
E, which were then inputted manually and verifigd data-entry services. In total, after
removing firm-years which have missing and uniigdle data, we have ownership returns
for 890 firm-years, representing 488 unique firms.

As we are interested in control as well as casi-fights, we collected data on each
company’s voting scales for each year for whiclytaee in our sample from their articles of

associationBurdett’s Official Intelligence(BOI) and Stock Exchange Official Intelligence

“8 In principle, every first, last and intermediatéhf annual ownership register has been preservetjn a
significant minority of cases, we found this nob®the case. The Scottish records have not beeded to the
same extent.

91883 was chosen as this was the year when thedextition of Burdett's Official Intelligence, whicwas

the first stock exchange yearbook in the UK wittameomprehensive director, company data, and market
information.

0 Two shareholder returns for 1853 are includedtin sample as these had been preserved in the aschiv
These were companies formed under the 1844 Conmgpéaiewhich subsequently registered under the 1862

Companies Act.
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(SEO). These were then used to calculate each shaefwlvoting rights. In total, we
found the voting structures of 729 of the 890 fiygars of ownership returns.

As the ownership returns do not report the memlgermshthe board of directors, we
obtained the names of directors for the relevaats/&om articles of associatioBQI, SEO|
and Stock Exchange Year-bo{BEY. In total, we located director names for 575 aiuthe
890 firm-years in our sample. Each set of own@rseturns was then manually scrutinized
to ascertain the share ownership of each director.

We also collected data on firm age, total paid-ajpital, location of head office, share
gualifications for directors, and nominal and palues of shares from articles of association,
BOI, andSEOI The stock markets where shares were traded ol@eened fromBOI and
SEOIfor 1883 onwards, with thvestor's Monthly ManuaflMM) being used for the 1864-
82 period®*

As the source of our ownership data is the filesahpanies which were dissolved
before the 1970s, we may be introducing a bias ouo sample in that the ownership
structure of such companies may be different framganies which were not dissolved
before the 1970s, particularly if dissolution ocedr for performance reasons. Admittedly,
very few companies established in the nineteentitucg were still operating as independent
entities by the 1970s. Nevertheless, we checkkdual sample companies against the

Register of Defunct Companjewhich lists any company which delisted from thieck

L |f data on certain variables that were unlikelycttange over time (i.e., establishment date, hédficep
number of markets where shares were traded, aedtdir qualifications) were missing for a particutame
period, but were available for that company forthaotime, we assumed the value remained the Safaean
robustness checks without this assumption, whidbhaed the number of observations, but our regressisults

remained the same.
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exchange from 1875 onwards as well as the reasoddiisting®® The vast majority of
sample companies were not dissolved for explictfgomance reasons — 55.5 per cent
reconstructed their capital or merged with anofirer. Only 27.7 per cent of our sample
companies delisted for explicit performance reasensthey were wound-up voluntarily or
by court order. Furthermore, for the sake of rohess, we partition our sample by the
various reasons for firm dissolution to ensure that results are not being driven by a
performance bias.
<INSERT TABLE 1 HERE>

From Table 1 we observe the following about our @am First, there is a good
spread of companies across time, with slightly mavservations in the 1880s and 1890s,
which is unsurprising given the expansion of theclstmarket in these decad&s.Second,
average company size changes little over the sapgled, albeit that it is slightly lower in
the 1860s and slightly higher in the 1900s. Thihe, average number of shareholders rises
steadily over the sample period, which, taken wh#hfact that the average par value of firms
changes little, suggests that ownership may hacgerbe more diffused over time. Fourth,
the relative size of the companies in our samplapaoed to all non-railway companies
traded on the stock market indicates that verydempanies in our sample are in the top two
deciles of companies by par value in any particyéar>* As only a third of companies are

in the top 50 per cent of the size distribution; sample is mainly comprised of medium-

2 The Register of Defunct Companjgsublished in 1979, contains notices of companésoved from the
Stock Exchange Yearbobktween 1875 and 1979. As a small number of cormpamere not covered by the
Register of Defunct Companjege used the London and Edinburgh Gazettes feethempanies.

*3 Grossman, ‘New indices’.

** As the many railways traded 8nitish stock markets were large, their inclusiarTiable 1 would mean that
there would be fewer of our sample companies intapetwo deciles or the top half of the size dimition of

public companies.
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sized and small public companies, which immediataBses our sample against finding
diffuse ownership since such companies would beceep to have more concentrated
ownership than the large firms examined by ForePack and Hannah.
<INSERT TABLE 2 HERE>
From Table 2, we see that there is a good spreadowipanies from different
industries. The commercial and industrial sectorthe largest in the sample, which is

unsurprising as this was a growth sector in thekstoarket between 1860 and 1980.

5. Ownership structure in Victorian Britain

The first thing worthy of note in Table 3, whichntains statistics on the concentration of
capital (cash-flow rights) and voting (control rg) is that ownership of Victorian
companies was not concentrated either in termsapital or voting. Insiders, defined as
directors and owners of more than 10 per cent pitalaon average owned 18.5 per cent of
capital and controlled 16.1 per cent of votesThese results are being dominated by several
highly concentrated companies since the mediaroth bases is substantially lower, being
12.2 and 9.0 per cent respectively. The mean (agdian) percentage of capital and voting
rights owned by the largest five investors is 2@8.5) and 22.2 (17.3) per cent, which is a
further indication that ownership in Victorian Bxih was relatively diffuse. The Herfindahl

Index of ownership and voting, which measures hospeatsed ownership is across all

5 Acheson et al., ‘Rule Britannia’, p.1118-9; GrossmNew indices’, p.130.
5 10 per cent is chosen to define large shareholfitéimving the usual convention in the extant ktere
(Cheffins et al., ‘Ownership dispersion’; Facciaddrang, ‘The ultimate ownership’; La Porta et &prporate

ownership’).
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shareholders, is low compared to similar measweshe twentieth centuryf. This further
illustrates the diffuseness of ownership amongstdrian public companies.
<INSERT TABLE 3 HERE>

A further thing worthy of note in Table 3 is thaete is little difference between the
concentration of capital and voting. If anythingyting is slightly less concentrated than
capital. This finding is explained by the factttinaany companies had voting regimes with
caps which limited the total votes of each investowhich skewed the voting scale in favour
of small investors and discriminated against |asiggreholders.

In terms of decomposing the concentration of eh@hd voting rights for insiders,
Table 3 reveals that, on average, company dire¢toctuding directors who were large
shareholders) owned 13.7 per cent of capital and@ p2r cent of voting rights. In other
words, there was a substantial separation of owngerfsom control in Victorian Britain.
Even when we consider the subset of companies wiadha large shareholder, we see that
the average capital and voting concentration atlers was only 37.2 per cent and 39.7 per
cent respectively.

Table 4 gives a modern perspective to the condemtraf ownership in Victorian
Britain by comparing it to the capital concentratiof constituents of leading stock-market
indices in 2013. As can be seen from Table 4, oyn raeasure of capital concentration,
ownership in Victorian Britain was as diffuse aattin modern large US corporations which
are in the Dow Jones or S&P 500 indices. Notablynership in Victorian Britain was
slightly more diffuse than amongst FTSE 100 coustits in 2013. Given that the companies
in our ownership sample were nearly all outside ldrgest 100 companies in Victorian

Britain, a more meaningful comparison would be witlose indices for the US and UK

" According to Franks et al., ‘Ownership’, pp.4025i6e mean of the Herfindahl index for their sampfié&JK

firms in 1920, 1950, and 1990 was 10.6, 6.3, aBp6r cent respectively.
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which contain medium-sized companies i.e., S&P MID, S&P 600 SMALL, and FTSE
250. Compared to companies in these indices, coiepan Victorian Britain were much
less likely to have a single owner holding morentli® per cent of shares. The average
proportion of capital held by the largest investmd largest five investors in Victorian
Britain is smaller than in modern-day medium-siz¢8l firms and is substantially smaller
than in modern-day UK firms.

<INSERT TABLE 4 HERE>

The evidence in Table 4 reaffirms the well-estdidds view that ownership is diffuse
in the Anglo-Saxon world, but not elsewhéfe However, it also contradicts the view that
ownership diffusion in the UK is a twentieth-cetphenomenon.

Table 5 compares ownership concentration in thefdikthe Victorian era with that
for later periods. Comparability across variousewhip studies is not straightforward as
some report cash flow rights but not voting rightsd vice versa. More fundamentally,
however, studies which look at the twentieth cgnfacus on the largest companies. To the
extent that comparisons can be made, we see that oapital held by the largest investor
was slightly higher in the twentieth century, whioldicates that corporate ownership became
a bit more concentrated during the twentieth centlin terms of capital, directors in the first
half of the twentieth century tended to own a serghroportion of a company’s capital than
they did in the nineteenth century. However, thttel companies were larger and their
voting was more concentrated than their capitaiotably, the figures for director ownership

for 1990 and 1995, which contain industrial companf various sizes, are comparable to

8 La Porta et al. ‘Law and finance’, ‘Corporate ovsfep’; Faccio and Lang, ‘The ultimate ownership’.
%9 For example, Hannah and Foreman-Peck, ‘Extremerck¥ find that for the largest 337 British compasnin
1911, the mean percentage of voting rights comtdoby directors was 10.1, which is just slightlyobe the

mean for our sample.
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the Victorian era. Although ownership in our saen more diffuse than the top 350
companies in 2013 in terms of the capital held Hy largest and twenty largest investors,
directors owned greater amounts of capital in tietdvian era than they did in 2013.
<INSERT TABLE 5 HERE>

As can be clearly seen from Table 6, the low cotraéon of ownership and voting in
Victorian Britain is not being driven by one or twalustries. All industries in Table 6 can
be described more or less as having diffuse owiershhe most diffuse sector in terms of
capital concentration is banking and in terms aingp concentration, banking is joined by
insurance and finance companies as the least cvatazh

<INSERT TABLE 6 HERE>

Banking, finance, and insurance companies typicatlyictured their articles of
association to ensure that they had diffuse owngtshrestricting the amount of shares any
one investor could own and / or by skewing theitingo scales in favour of small investors.
One reason for doing so was that such companiealyswad uncalled capital or extended
liability, and depositors and policy-holders witiese companies may have preferred to see
the company’s shares dispersed amongst many oweegise there was less risk of many
owners becoming bankrupt as compared to a few @ffherAnother possible reason is that
the existence of a blockholder might discouragestifrom investing as such an owner could
use their dominance to expropriate minority shaledrs in a sector which is characterised
by high levels of information asymmetry. For exdmsuch an owner could make loans or
policies on preferential terms to themselves, famémbers, or other associates.

As can be seen from Table 6, breweries are at ther e&nd of the ownership
concentration spectrum. From 1870 onwards, bresedonverted to public limited

companies due to increased capital needs arisomg technological changes which increased

€0 Acheson et al., ‘Does limited liability matterp', 259.
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the optimal size of breweries and the need for brms to secure public houses following
regulatory changes in the licensing of public hsuséich pushed up their cd$t. Unlike
many other sectors in Table 6, the breweries wesk-agtablished businesses before they
came to market and their original owners had arédégimaintain as much control as possible
once their firms went publi®.

Table 7 enables us to see whether capital andg/gtincentration change over time
and as companies mature. The first thing to naiemfTable 7 is that capital and voting
concentration decline over time. This suggests ¢hpital and voting rights become more
diffuse as companies mature, indicating that tleersgary trading of shares may have led to
reduced ownership concentratin.As the finding of a decline in concentration abile
driven by a cohort effect, Table 8 examines thengka in concentration of capital and voting
for the 54 companies for which we have ownershipsae records before 1880 as well as
after 1890. Every measure of concentration in @ @bsuggests that concentration of voting
and capital rights fell slightly over time.

<INSERT TABLES 7 & 8 HERE>

The second point of note from Table 7 is that asiineteenth century progresses, the
initial concentration of ownership and voting righhcreases so that by the 1890s, the five
largest investors on average have 43.8 per cecamfal and 42.9 per cent of voting rights,
whereas in the 1860s the equivalent figures wer@ 83d 22.8 respectively. The third thing
to note is that voting rights are slightly less cemtrated than capital over most of the sample
period. However, companies established in the 484fpear to have more concentrated

voting rights than capital by the 1900s.

®1 Cottrell, Industrial Finance p. 168.
62 JefferysBusiness Organisatiomp. 268.

%3 See Helwege et al., ‘Why do firms’ on this.
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The question arises as to why ownership is muchensoncentrated for companies
establishing in the final decade of our sampleqaeriOne possibility is that the companies
establishing in the 1890s are smaller. However aiposite is the case. Another possibility
is that the cohort is dominated by one industryo dve industry dominates, but even if we
remove the industry with the highest concentraftmeweries), ownership is still much more
concentrated for companies establishing in the 48%9 theSEOlandBOlI, the companies in
our sample incorporated in the 1890s were mainsgideed as being “registered” whereas in
previous decades in our sample, the vast majoritycampanies are described as
“established”. In other words, what is differerdoat the companies going public in the
1890s is that they are conversions to public comsaatus of established firms which were
previously constituted as partnerships. Given tinend in the 1890s, it is perhaps
unsurprising that Chandler viewed many British istti@al companies at the turn of the
twentieth century as being family-controlled entigs which were “personally managéd”.

Table 9 partitions our sample by the final statfishe company to see whether our
findings are being driven by a performance biastally, there are no substantial differences
in capital and voting concentration across theoteireasons as to why companies became
defunct, which suggests that our results are noglgriven by a performance bias.

<INSERT TABLE 9 HERE>

We established above that for most of our sampleoge capital was more
concentrated than voting. As can be seen fromeTabl which shows how voting rights
evolved over time, early in the sample period moanpanies had voting scales which
penalised large investors, with the result thaingptights were more dispersed than capital.
In other words, many companies had voting scaleghwplaced a cap on the maximum

number of votes which any one investor could hawe /aor had a graduated voting scale

% ChandlerScale and Scope@. 240.
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skewed against large owners (e.g., 5-10 sharewetet 10-25 = 2 votes; 25-50 shares = 3
votes; 50-100 shares = 4 votes; 100-200 sharesates; and one vote for every additional
200 hundred shares). As can be seen from Tablid€kg types of scale became less common
amongst companies established in the 1870s ands,1880 by the 1890s only 19.1 per cent
of companies in our sample operated such votinggscaln other words, the majority of
companies established in the second half of oupkaperiod operated linear voting schemes
i.e., one-share-one-vote schemes or x-shares-deesgbemes.

<INSERT TABLE 10 HERE>

The existence of non-voting preference shares cdrates voting rights to ordinary
shareholders, making voting rights relatively mooacentrated than capital. As can be seen
from Table 10, preference shares were not used fmyclompanies established in the 1850s,
1860s, or 1870s, but they were increasingly popataongst companies established in the
1880s, and were particularly popular with companessablished in the 1890s. The
popularity of preference shares amongst these coegpaxplains why voting rights were
more concentrated than capital for companies askaal in the latter part of our sample
period.

Table 11, which partitions our sample by votingisture, shows that the presence of
voting scales skewed against large owners meanvoiiag was much less concentrated than
capital in those companies. For example, insidesuch companies had, on average, 17.3
per cent of capital, but only 10.2 per cent of got€he presence of preference shares and
regular voting scales meant that voting rights weteh more concentrated than capital. For
example, insiders in firms with linear voting scalend preference shares had, on average,
20.3 per cent of capital, but controlled 28.8 pantof votes.

<INSERT TABLE 11 HERE>
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In the Victorian era, it was extremely commomn éompanies to have substantial
directorial share ownership requirements includedhieir articles of associatién. From
Table 12, we see that average directorial quatiboa were very low relative to the overall
capital of the company, which suggests that thely ribt affect ownership concentration.
Indeed, the average director in companies witheshaalifications owned a slightly higher
proportion of shares than required. Finally, frohrable 12 we see that directorial
requirements were set low enough that, on ave@2®8,per cent of shareholders had enough
shares to become directors, which suggests thattdiral qualifications were not a means
for large shareholders to secure control withoetlirgg votes.

<INSERT TABLE 12 HERE>

6. Determinants of ownership structure

In general, ownership structure was diffuse in dien Britain, but there was a wide
variation in ownership structure across sample djrmvhich raises the question as to the
potential determinants of ownership structifrén this section, we explore econometrically
the potential determinants of ownership structareur sample. In particular, we examine
the relationship between concentration of capitadl aoting and firm-specific factors,
industry, geography, voting structures, the siz# ianentives of boards of directors, and the
stock markets where shares were traded. Evenhthe@adghave more than one observation for
some companies, causal inference is hampered biathéhat most variables of interest do

not change, giving us no variation which could beleited to overcome partially the

65 Campbell and Turner, ‘Substitutes’, p. 582; Chackvlealey, Treatise p.134; EmdenShareholders’ legal
guide p.8.
% For the extant literature on this question, seleifth and Vishny, ‘Large shareholders’; Demsetd &ehn,

‘Structure of corporate ownership’; Richter and ¥é¢eiDeterminants’.
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exogeneity issue. For example, firms typically didt change over time their voting

structures, the number of markets where their shasre traded, director incentives, and the
location of their head office. Consequently, i analysis we can only show correlations
between variables. If anything, our evidence iastsient with the idea that ownership
structure and many of these variables were codetednwhen the company was initially

established.

The dependent variables in our multivariggressions are the logs of the percentage of
capital and voting rights held by insiders, thecpatage of capital and voting rights held by
largest five shareholders, and the Herfindahl indegapital and voting rights. As well as
the various independent variables mentioned abeeealso control for the ultimate fate of
the company to ensure that the results are noglrinen by a performance bias. Variables
descriptions and data sources are reported in Afppdrable 1. The results from Ordinary
Least Squares regressions are reported in Tabéd3hese results are robust to the use of
panel specifications with random effects.

<INSERT TABLE 13>

The statistically significant positive coefficisnbn theEstablishmentDateariable in
Table 13 confirms our earlier findings that oldems have lower capital and voting
concentration. The statistically significant negatcoefficients on theOwnershipDate
variable indicate that ownership becomes less cdrated as the nineteenth century
progresses.

Size is usually regarded as an important determiofiownership structur®. Large
firms have a need for larger capital resources)yimg that the value of a given fraction of
ownership will be higher, reducing capital concatitm. This effect on ownership will be

accentuated if investors are risk averse as thiéywant to diversify their wealth. As can be

®” Demsetz and Lehn, ‘Structure of corporate ownetshi
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seen from Table 13, there is little statisticalemonomic relationship between ownership
structure and firm size. One explanation for fmding is that as one of the main benefits of
incorporating is that ownership can be separateoh fcontrol, one should not expect firm
size to be an important determinant of ownershipctiire. Another explanation is that the
amount of capital or votes controlled by insidemswalmost immaterial from the point of
view of actual control of the company.

The presence of uncalled capital, whereby investoesliable for the debts of the
company up to some fixed sum, could potentiallyuitegn more diffuse ownership as
investors are reluctant to take large stakes becafuthe liability which is attached to share
ownership or it could result in concentrated owhgrss it lowers the costs of monitoring
co-owners to ensure that they have adequate weafihy potential call®® As can be seen
from Table 13, the presence of uncalled capitahorrelated with ownership structure.

Some companies in Victorian Britain had their sharaded on more than one stock
market, with listings in one or more of the manywncial stock exchanges and London
commonplace right from the firm’s establishments ¢an be seen from the negative and
statistically significant coefficient on thldumMarketsvariable, the greater the number of
markets a company’s shares were traded on, thedesentrated was its capital and voting.

Hannah claims that the two-thirds listing rule thie London Stock Exchange,
whereby companies wanting to have a prestigiougi@lffListing had to place at least two-
thirds of their shares in the hands of the pulbhi@yed an important role in separating
ownership from contrdl? However, the regression results in Table 13 sstgat there is

no correlation between being on the Official Listdaownership concentration, which

% Acheson et al. ‘The character and denomination’.
% See Hannah, ‘Divorce of ownership’, p. 414. See €heffins et al., ‘Ownership dispersion’ forempirical

test which rejects Hannah's hypothesis.
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guestions the role played by official listing resuments in separating ownership from
control°

The results in Table 13 reveal that companies wikiead office in London tended to
have less capital and voting concentrated in tmelfi@f insiders. One possible explanation
for this finding is that companies located in Londwad greater access to capital and were
more attractive to investors with the result tHagré was less capital concentrated in the
hands of insiders.

Three of the six coefficients on thecalMilesvariable, which measures the distance
between a company’s head office and the main sgckange where its shares were traded,
are statistically significant, and each of theseffoments is positive but very small in an
economic sense. This finding suggests that theimitx of investors to a company is
uncorrelated with ownership structure. This isomsistent with the view that diffuse
ownership is more likely whenever shareholdersezsily monitor a company’s directors. It
is also inconsistent with the notion that trust nimey higher amongst investors living in
proximity to companies and their directdts.

Unsurprisingly, specifications 1 and 4 in Tabler&8eal that the greater the number
of directors, the more concentrated is percentdg@pital and votes controlled by insiders
(i.e., directors and large shareholders). Howether, results in the other four specifications
of Table 13 reveal that the greater the number @drd members, the lower is the

concentration of capital and voting as measuredhbypercentage held by the largest five

“When a random effects specification is used, thefficients on this variable in the three regressiahere
voting rights is the dependent variable are stedily significant and positive, which implies thah official
listing is correlated with more concentrated owhgrs

"> Notably, Franks et al., ‘Ownership’ suggest thast and the proximity of investors to company lpemters
explains why control blocks unwound in the twellitieentury in the absence of investor protection l&vee

Cheffins,Corporate Ownershippp.41-43 for a critique of this view.

26



investors and the Herfindahl index. One possiljg@amation for this finding is that larger
boards may alleviate the agency problems that sseceéated with diffuse ownership as the
greater the number of directors, the greater tls¢ @bcollusion with executive directors and
the greater the degree of mutual monitoring coretlidiy directoré? In addition, the
existence of directorial share qualifications insthecompanies meant that the greater the
number of directors, the greater the incentivedigfctors to monitor company executivés.

One would expect that the presence of directonalership requirements would be
positively correlated with ownership concentratasndirectors have to own a certain amount
of shares before they can qualify as directors.c#&sbe seen from Table 13, the positive and
statistically significant coefficient oRirQualScalesuggestshis is indeed the case.

The two variables which attempt to capture the ngptstructures of companies
(NonVotePreferenceand VotingNonLineay reveal that neither has an effect on capital
concentration (specifications 1 to 3), but that fhwesence of voting schemes which
discriminate against large investors results is @ncentrated voting rights (specifications 4
to 6), which is consistent with the findings reakin the previous section.

According to Demsetz and Lehn, companies locateshimdustry where it is difficult
to assess and monitor managerial performance stiawe more concentrated ownersfip.
Given the asymmetric information problems endemidinancial institutions, one might
expect more concentrated ownership in this industryn addition, the information
asymmetries between managers and shareholders b®lddge in the mining industry given
that many mines were located overseas or far avesmy §tock markets. On the other hand,

utilities, which were usually local monopolies cheterised by stable prices, technology and

"2 Hermalin and Weisbach, ‘Boards of directors’, , Campbell and Turner, ‘Substitutes’, p.583
3 Campbell and Turner, ‘Substitutes’, p.583.

" Demsetz and Lehn, ‘Structure of corporate ownetshi
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market share, should have more diffuse ownershige industry binary variables in Table 13
reveal that none of these relationships hold irtofian Britain. Indeed, financial institutions
have much more diffuse ownership than other sectmwssibly arising from the fact that
some banks and insurance companies limited the mnafushares that any one individual
could own.

In summary, our regression results suggest tha wiiss an important determinant of
ownership structure, with concentration eroding hwmit each cohort, but companies
established later in the century began their catedives with higher levels of concentration.
The diffusion of ownership was aided by not onlyihg a head office in London, but also by
the listing of shares on numerous regional stoadtharges. Boards of directors also seem to
have played a role in facilitating the diffusion oWnership, possibly by taking on the
monitoring functions of large shareholders, as evagd by the negative relationship between
board size and concentration. Non-linear votigts, which penalised large investors, were

also associated with lower levels of voting concagian.

7. Conclusion

The main findings of this paper are fivefold. Eirglative to modern-day standards for large
publicly-traded companies, never mind medium-sied small companies, Victorian Britain
had highly dispersed ownership, with ownership peseparated from control. If one
believes that separating ownership from controbme of the definitive features of the
corporation, this finding is, in one sense, nott tharprising. Second, given the limited
shareholder protection afforded by the 1862 CongsarAct, the dispersed nature of
ownership in this period is evidence against thve damd finance hypothesis, which argues
that strong shareholder law is a prerequisite fgpatsed ownership. Third, our findings of

dispersed ownership in Victorian Britain are cotesis with Coffee’s thesis that having a
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pluralistic and decentralised political regime isajor precondition for dispersed ownership.
Fourth, we find that the variations in ownershipusture were correlated with several other
factors. A diffuse ownership structure was morelitkio be found in companies which had
larger boards and a head office in London, and welsbsares were traded on a number of
stock markets. Fifth, although concentration of evghip tended to erode within each cohort
over time, companies formed in the 1890s had greatgtal and voting concentration than
those formed in earlier decades, and, unlike comepdormed in earlier decades, the insiders
in these companies were able to maintain theingatights. Future research should focus on
companies established from the 1890s onwards teratathd why this change occurred and

the long-run effect of it on the UK’s corporate romy.
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Table 1. Sample Summary Statistics

Relative size of companies compared to
all non-railway companies imvestor's Monthly Manual

Total Average Average
vear Top Top Top Bottom gompanies company number of
10% 20% 50% 50% in sample size shareholders
£(000)s
1853-1868 144 154.1 3124
1869-1879 7 16 52 79 131 211.0 3335
1880-1889 12 25 104 159 263 210.4 3734
1890-1899 1 14 77 139 216 220.3 464.7
1900-1902 2 9 34 84 118 244.3 594.9
Total 1869-1902 22 64 267 461 728 218.9 429.2
Total 1853-1902 872 208.2 409.9
Missing Par 18 458.0
Whole sample 890 410.9

Source Investor's Monthly Manual 1868-1902, which was available from Internatio@#nter for Finance at Yale
University. See text for sources of shareholdenivers.

Notes The relative size of companies compared to ndwag companies is the average of the yearly figur€ompany
size is measured in terms of the par value ofgtstg. There are 18 of the 890 firm years for whige do not have accurate
data on their par value.
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Table 2: Industry Breakdown of Sample

1850s 1860s 1870s 1880s 1890s 1900s Total
Banks 1 30 25 46 26 14 142
Breweries 0 3 4 7 15 8 37
Commercial and Industrial 4 54 32 62 64 33 249
Docks 0 0 0 2 0 1 3
Finance 2 11 7 6 3 1 30
Gas and Light 4 9 4 9 9 6 41
Insurance 1 8 10 14 12 5 50
Iron, Coal and Steel 0 5 9 25 18 10 67
Mines 2 11 5 11 11 8 48
Mortgage and Finance 0 3 3 34 23 15 78
Spinning and Weaving 0 3 1 17 12 2 35
Steamships 0 8 4 12 5 8 37
Tea and Coffee 0 8 3 2 3 0 16
Telegraph 1 1 5 7 3 2 19
Tramways 0 0 2 9 9 4 24
Wagon 0 2 1 4 5 2 14
Total 15 156 115 267 218 119 890

Source See text.

Notes The industry classification used above is thadusy contemporary stock exchange manuals sudieas t

Stock Exchange Official Intelligence

35



Table 3: Summary Statistics of Capital and Voting ©ncentration (%)

Average
Companies no.per Mean St.dev. Min. Median Max.
company
Panel A: Capital Concentration
Herfindahl 846 3.9 6.3 0.1 1.8 83.7
% held by largest
Investor 846 10.5 10.7 0.4 6.8 91.3
5 investors 846 26.6 17.0 1.9 21.5 98.7
10 investors 846 36.8 19.4 3.9 324 100.0
20 investors 846 49.1 21.2 7.8 46.0 100.0
% held by insiders (all companies for which direcnd capital data available)
just directors (a) 575 5.8 8.8 6.2 0.0 7.3 447
just large shareholder (b) 575 0.3 4.8 11.9 0.0 0.0 86.5
both director and large sh (c) 575 0.3 4.9 12.8 0.0 0.0 91.3
insider (a+b+c) 575 6.4 18.5 17.9 0.8 12.2 98.0
% held by insiders (for those companies which realarge shareholder)
just director (a) 196 4.8 8.9 6.6 0.0 7.2 447
just large shareholder (b) 196 0.8 14.1 16.9 0.0 .610 86.5
both director and large sh (c) 196 0.8 14.2 186 0 0. 10.8 91.3
insider (a+b+c) 196 6.3 37.2 18.3 11.4 33.8 98.0
Panel B: Voting Concentration
Herfindahl 729 35 8.1 0.0 14 100.0
% held by largest
Investor 729 8.6 11.6 0.0 4.9 100.0
5 investors 729 22.2 18.2 0.2 17.3 100.0
10 investors 729 311 20.7 0.5 26.7 100.0
20 investors 729 42.6 22.6 1.0 40.5 100.0
% held by insiders (all companies for which dire@nd voting data available)
just director (a) 559 5.9 8.0 6.3 0.0 6.2 34.4
just large shareholder (b) 559 0.2 3.7 11.7 0.0 0.0 100.0
both director and large sh (c) 559 0.2 4.3 13.3 0.0 0.0 91.3
insider (a+b+c) 559 6.3 16.1 18.4 0.5 9.0 100.0
% held by insiders (for those companies which realarge shareholder)
just director (a) 142 4.5 8.1 6.0 0.0 6.7 26.8
just large shareholder (b) 142 0.7 14.7 19.6 0.0 .510 100.0
both director and large sh (c) 142 0.9 16.9 221 0 0. 11.6 91.3
insider (a+b+c) 142 6.2 39.7 21.6 11.4 33.7 100.0

Source see text.

Notes 44 of our firm-years have multiple classes ofrebdi.e., ordinary and preference shares) whévasitproved impossible
to match up shareholder names of different classesder to work out capital concentration for 840 firm-years. However,

we can calculate the concentration of voting rigfs such firms, provided we have the company’singtscale. The

Herfindahl Index is the sum of the squared proparbtf capital owned by each investor in a compé&ayge shareholders are
defined as those who own more than 10 per cenaital in a firm for capital data or 10 per centvotes for voting data.

Insiders are defined as directors plus owners mithe than 10 per cent of capital.
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Table 4: Capital Concentration of Companies in Marlet Indices in 2013

% of % held by largest % held by 5 largest

companies investor investors

with a single

shareholder . .

X Median Mean Median Mean
owning more
than 10%

Dow Jones 20.0 7.1 9.6 24.6 27.4
S&P 500 37.3 8.6 10.3 30.9 325
FTSE 100 50.5 10.0 16.0 28.9 355
DAX 30 51.7 10.9 16.2 30.8 32.0
S&P MidCap 400 51.8 10.2 11.3 34.1 35.7
CAC 40 57.9 11.7 18.7 31.0 33.7
S&P SmallCap 600 60.3 10.8 12.5 37.8 39.1
FTSE 250 75.1 14.1 18.1 40.3 43.8
S&P Asia 77.6 18.0 25.2 38.1 42.1
MDAX 79.2 25.8 32.9 45.4 49.3
Ibovespa 81.0 22.3 25.6 50.4 49.7
CAC Mid 60 88.3 29.8 33.6 54.1 50.5
Victorian Britain 35.6 6.8 10.5 21.5 26.6

Source Bloomberg and authors’ calculations.
Notes The Dow Jones consists of 30 large US corporatiofhe S&P 500 is an index of 500 large US corpama, the S&P

MidCap 400 is an index of 400 midcap US corporaticarsd the S&P SmallCap 600 is an index of 600 s@alldS
corporations. The FTSE 100 is an index of the tH@est companies traded on the London Stock Exgghamhereas the
FTSE 250 consists of companies ranked 101 to 3%rims on size on the London market. The DAX 3@stsis of 30 major
German companies trading on the Frankfurt StockhBrge and the MDAX consists of 50 German compafeesluding
technology companies) just outside the top 30 Gerommpanies. The CAC 40 consists of the 40 mostif&ignt companies
traded on the Paris Bourse and the CAC Mid 60 is dcap index for the Paris Bourse, which consistshef @0 largest
companies outside of the top 60 companies. The Séi& consists of 50 large companies drawn fromdHikang, Singapore,
South Korea, and Taiwan. The IBovespa consistiseofop 50 companies traded on the Sdo Paulo &xakange.
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Table 5: Capital and Voting Concentration in Britain, 1855-2013

% held by largest investor % held by 20 largegéstors % held by directors

Years N Mean Median Mean Median Mean Median
1853-1880 95 12.17(c) 8.37(c) 56.20(c) 57.60(c) 228) 12.67(c)
1881-1902 480 10.14(c) 6.35(c) 45.51(c) 43.04(c) .78@) 9.05(c)
1853-1902 575 10.48(c) 6.63(c) 47.27(c) 44.30(c) .68Q) 9.45(c)

1911 337 - - - - 6.61(c) 2.45(c)
1936 92 16.27(v) 9.80(v) 40.47(v) 34.20(v) 9.83(c) 2.85(c)
1951 98  13.02(v) 5.50(v) 30.67(v) 21.00(v) 6.53(c) 1.15(c)
1983 470 15.86(c) - 60.47(c) - - -
1990 225 - - - - 12.91(c) 6.27(c)
1995 802 18.82(c) - - - 13.02 (c) -
2013 350 17.49(c) 13.26(c) 72.54(c) 73.36(c) 3B5(c 0.41(c)

Sources For the 1853-1902 data see text. The 1911 daiaist of the largest 337 companies from that year
and is from the online web appendix to Foreman-Rewk Hannah, ‘Extreme divorce’. The 1936 and 1951
figures are based on data from the statistical rgigan Florence Ownership pp. 196-217. Florence’s 1936
and 1951 samples contain all non-financial and emmglomerate companies with an issued share capital
excess of £3m in 1951. The 1983 data are fromiLeacd Leahy, ‘Ownership structure’, 1428. Theimpke
consists of 470 UK-listed companies from a rangadéistries, with 325 coming froifhe Timesl000 largest
industrial companies. The 1990 data are from Shiodt Keasey, ‘Managerial ownership’, p. 91. Thaimple
consists of 225 industrial companies on the Lon8itmtk Exchange official list. The 1995 data aoerfrDavies

et al., ‘Ownership structure’, p. 651. Their saepbnsists of 802 non-financial companies. The32fHta are
from authors’ calculations based on data from Blberg for the largest 350 companies traded on thelao
Stock Exchange.

Notes Capital (c) and voting (v) concentration. Thengte size for the 1853-1902 data is limited to thos
companies where we have information on directorerginip data.

38



Table 6: Average Capital and Voting Concentration ly Industry

Capital Concentration Voting Concentration
% held by % held by Herfindahl % held by % held by Herfindahl
Insiders  Largest 5 Investors Index (%) Insiders Largest 5 Investors  Index (%)
N
Banks 140 11.7 16.1 1.3 9.3 11.6 11
Breweries 35 26.1 40.7 7.6 33.7 39.7 9.3
Commercial and Industrial 231 23.1 32.0 4.8 20.1 26.9 4.7
Docks 2 34.7 37.9 3.9 29.3 35.3 3.6
Finance 29 16.3 23.3 2.6 12.0 14.9 15
Gas and Light 36 154 22.9 3.0 14.3 19.0 3.2
Insurance 50 17.1 22.3 3.7 10.9 11.9 11
Iron, Coal and Steel 65 20.9 33.8 5.7 19.0 30.2 4.5
Mines 47 17.6 27.3 3.7 12.2 21.2 29
Mortgage and Finance 73 14.2 22.8 3.2 11.9 18.5 25
Spinning and Weaving 35 23.5 22.1 2.4 21.4 24.8 3.0
Steamships 37 19.1 26.5 4.7 20.5 26.0 5.3
Tea and Coffee 15 12.9 32.7 4.0 6.8 21.7 2.2
Telegraph 18 22.3 31.5 7.1 13.8 22.4 5.1
Tramways 19 14.8 234 4.9 11.6 20.3 3.9
Wagon 14 20.5 25.4 2.8 17.6 22.7 25
Total 846 18.5 26.6 3.9 16.1 22.2 3.5

Source see text.
Notes Number of observations varies per measure depgradi data availability.
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Table 7: Capital and Voting Concentration by Estabishment Date and Ownership Census Date
Panel A: Capital Concentration
% of Capital Owned by 5 Largest Investors Number of Observations

Decade in which ownership census taken Deadbich ownership census taken
1850s 1860s 1870s 1880s 1890s 1900s Total 1850s 1860s 1870s 1880s 1890s 1900s Total

<=1850s  20.1 204 202 178 105 121  16.2 <=1850s 8 15 13 38 21 20 115
Decadein  1860s . 330 301 262 248 239 291 1860s 0O 105 66 64 47 16 298
C(‘;"r*r‘]':;‘ny 1870s . . 335 269 250 199 259 1870s 0 0 16 72 47 24 159
established  1880s . . . 313 269 197  27.0 1880s 0 0 0 52 52 30 134

1890s . . . . 438 327 385 1890s 0 0 0 0 23 21 44

Overall 201 314 293 262 261 214 266 Overall 8 120 95 226 190 111 750

Panel B: Voting Concentration

Number of Observations
Deadbich ownership census taken
1850s 1860s 1870s 1880s 1890s 1900s Total

% of Voting Rights Controlled by 5 Largest Investors
Decade in which ownership census taken
1850s 1860s 1870s 1880s 1890s 1900s Total

<=1850s 122 106 68 101 88 7.4 9.2 <=1850s 5 12 10 35 21 19 102
Decadein  1860s . 228 235 210 193 214 219 1860s 0 98 61 68 46 15 288
C(‘;"r:‘]g‘ny 1870s . . 265 237 224 175 228 1870s 0 0 16 68 43 18 145
established  1880s . : . 204 247 208 255 1880s 0 0 0 50 50 32 132

1890s . . . . 429 414 423 1890s 0 0 0 0 26 21 47

Overall 122 215 222 220 236 220 223 Overall 5 110 87 221 186 105 714

Source see text.
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Table 8: Analysis of Change in Capital and Voting @ncentration for those
Companies with Ownership Data both before 1880 andfter 1890

Number of Mean Mean

Companies Pre-1880 Post-1890 Difference
Capital Concentration
% held by Insiders 12 22.9 15.6 -7.2
% held by Largest 5 Investors 54 27.0 22.0 -5.0
Herfindahl Index (%) 54 3.2 2.5 -0.7
Voting Concentration
% held by Insiders 12 19.8 10.2 -9.6
% held by Largest 5 Investors 50 20.1 17.3 -2.8
Herfindahl Index (%) 50 2.4 1.7 -0.7

Source see text.
Notes Insiders are defined as directors plus ownerk mibre than 10 per cent of capital. The Herfindatiex
is the sum of the squared proportion of capital @dvhy each investor in a company.
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Table 9: Capital and Voting Concentration by FinalStatus of the Company

Average 0 . % held by Herfindahl Index

Year in % held by Insiders Largest 5 Investors (%)

which

became

e £ Defunct . : :

Company’s final status N Capital Votes Capital \fote Capital Votes
Merged 353 1913 17.9 17.2 24.7 21.5 3.8 4.0
Reconstructed 140 1903 15.7 13.9 25.6 215 3.6 9 2
Removed from SEY 150 1911 20.1 16.7 29.2 25.6 4 4, 3.8
Court Winding Up 47 1902 22.2 14.2 28.1 22.2 3.7 25
Voluntary Winding Up 199 1906 19.5 15.2 28.4 21.4 3.9 3.1
Total 889 1909 18.5 16.1 26.6 22.2 3.9 3.5

Source see text.

Notes Number of observations varies per measure depgrati data availability. Insiders are defined msatiors or owners with more than 10 per cent of
capital. The Herfindahl Index is the sum of thepmrtion of capital owned by each investor in a pany. Removed from SEY are those firms which have

been removed from thetock Exchange Yearbofd some reason other than those listed aboves ridst likely explanation for their disappeararséhat
these companies went private.
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Table 10: Percentage of Companies with Particular wting Structures by
Decade in which Company was Established

Existence of

Decade in which Non-Linear Voting Rights Non-voting
firm established N (%) Preference Shares (%)
<=1850s 102 68.6 6.9
1860s 288 58.7 5.9
1870s 145 31.0 15.2
1880s 132 29.5 22.7
1890s 47 19.1 42.6
Total 714 46.5 13.4

Source see text.
Notes Non-Linear Voting Rights penalise large investans anake voting rights relatively more disperse than

capital. The way in which this could be achieveauld be to have a graduated voting scale or a cafh®
maximum number of votes in the hands of any indigldshareholder.
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Table 11: Average Capital and Voting Concentration$y Voting Structures

Voting Structures

Existence of

Voting Rights Non-voting

Non-Linear b eference Shares
No No
Yes No
No Yes
Yes Yes

Overall

% held by

Largest 5 Investors

% held by
Insiders
N Capital Votes
236 19.0 194
223 17.3 10.2
50 20.3 28.8
11 13.2 14.0
520 18.3 16.3

N Capital Votes
307 27.6 27.8
313 25.5 14.4
52 28.6 37.0
13 19.4 17.0
685 26.5 22.2

Herfindahl Index (%)

N Capital Votes
307 4.3 4.4
313 3.6 1.9
52 4.3 9.9
13 2.2 2.9
685 4.0 3.6

Source see text.

Notes The first row is usually a basic one-vote-perrshar x-votes-per-share arrangement with no pretereshares. The small difference between capitlvating
concentration is that for some companies it mayehzeen one vote for five shares, so anyone holdimgshares did not get a vote, those holding shees only got one

vote etc.. Insiders are defined as directors, areye/with more than 10 per cent of capital. ThefiR@ahl Index is the sum of the squared proportibicapital owned by
each investor in a company. The sample in thie tatrestricted to companies where both capitdlating data available.
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Table 12: Directors’ Qualifications and Holdings

Average director qualifications and
holdings for companies with

No. companies with: qualifications:
No Quialifications Qual. Holdings % of shareholders eligible
qualifications (% of firm) (% of firm) to become directors
1850s 0 2 0.4 1.2 16.3
1860s 1 58 0.8 3.5 39.3
1870s 0 17 0.9 2.8 334
1880s 72 159 0.5 2.7 27.4
1890s 35 151 0.4 2.7 27.9
1900s 24 89 0.3 1.7 27.9
Total 132 476 0.5 2.6 29.3

Source see text.
Notes The sample in this table is restricted to thammmanies where directorial ownership and qualificet are known.
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Table 13: Regression Results

Capital Concentration Voting Concentration
) &) 3) 4 ®) (6)
% held by % held by Herfindahl % held by % held by Herfindahl
Insiders 5 largest investors  Index Insiders 5 largest investors  Index
OwnershipDate -0.019*** -0.014%** -0.023*** -0.016*** -0.015%** -0.019***
(0.005) (0.003) (0.005) (0.005) (0.004) (0.005)
EstablishmentDate 0.016*** 0.014*** 0.020*** 0.019*** 0.019*** 0.022***
(0.003) (0.002) (0.003) (0.003) (0.002) (0.003)
Size 0.057 0.039 0.042 0.060 0.003 0.019
(0.053) (0.032) (0.057) (0.055) (0.038) (0.058)
Uncalled -0.000 -0.003 -0.002 0.001 -0.003 0.001
(0.002) (0.002) (0.003) (0.002) (0.002) (0.003)
OfficialListing 0.137 0.019 0.163 0.099 0.118 0.208
(0.174) (0.094) (0.160) (0.145) (0.099) (0.144)
NumMarkets -0.318*** -0.108*** -0.218*** -0.267** -0.135*** -0.242%**
(0.056) (0.032) (0.057) (0.052) (0.040) (0.057)
HeadlLondon -0.483*** -0.146* -0.172 -0.447%* -0.235** -0.180
(0.156) (0.085) (0.145) (0.134) (0.097) (0.130)
Scottish -0.150 -0.163** -0.147 -0.104 -0.208** -0.051
(0.119) (0.077) (0.137) (0.131) (0.102) (0.137)
LocalMiles 0.002* 0.001 0.001 0.002** -0.000 0.002*
(0.001) (0.000) (0.001) (0.001) (0.001) (0.001)
NumbDirectors 0.024* -0.052*+* -0.068*** 0.033** -0.054*** -0.067***
(0.014) (0.010) (0.017) (0.015) (0.012) (0.017)
DirectorQualScale 0.374*** 0.229*** 0.348*** 0.436*** 0.256*** 0.377***
(0.079) (0.053) (0.079) (0.084) (0.065) (0.086)
NonVotePreference -0.015 -0.125 -0.212 0.062 0.040 0.105
(0.167) (0.091) (0.168) (0.145) (0.083) (0.139)
VotingNonLinear -0.034 -0.022 -0.015 -0.556*** -0.719%*** -0.718%***
(0.092) (0.054) (0.093) (0.091) (0.070) (0.095)
IndustryMines 0.113 0.042 -0.112 0.164 0.024 -0.088
(0.248) (0.129) (0.214) (0.234) (0.145) (0.213)
IndustryUtility -0.111 -0.063 -0.145 0.215 0.103 0.041
(0.196) (0.122) (0.224) (0.167) (0.114) (0.197)
IndustryFinancial -0.401*** -0.249%** -0.469*** -0.342%** -0.269*** -0.435%***
(0.100) (0.066) (0.117) (0.106) (0.078) (0.110)
IndustryBreweries -0.341 0.088 0.070 0.157 0.118 0.170
(0.319) (0.132) (0.258) (0.294) (0.128) (0.272)
Merged 0.248** 0.117* 0.209* 0.299*** 0.137** 0.244**
(0.102) (0.060) (0.109) (0.102) (0.067) (0.106)
CourtWoundup 0.368* 0.209* 0.377* 0.448** 0.295* 0.368*
(0.209) (0.118) (0.200) (0.221) (0.166) (0.220)
DefunctYear 0.004* 0.002 0.005* 0.002 0.002 0.003
(0.002) (0.001) (0.002) (0.002) (0.002) (0.002)
Constant -3.806 -4.999 -6.173 -13.408 -11.721 -15.360
(11.192) (6.853) (11.446) (11.189) (8.329) (11.412)
Observations 422 437 437 457 473 473
R-squared 0.277 0.434 0.377 0.337 0.565 0.463

Notes The dependent variables are in log form so amdke them closer to being normally distributed. btstandard
errors are in parentheses, and *** p<0.01, ** p&).0p<0.1. Firm-years where there were directaaliigcations but where
less than 80% of directors held shares have beeoved from columns (1) and (4).
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Appendix Table 1: Variable Definitions

Variable Description Data sources
CourtWoundup A binary variable which equals 1 & fmal status of RDC, L&EG
company was that it was wound up by a court, Oratise
DefunctYear The year the company eventually becdefienct RDC, L&EG

DirectorQualScale Shareholding requirement foraoes scaled by total paidAoA, SEOI, BOI

up capital
EstablishmentDate Year in which company was established AoA, SEOI| BO
HeadlLondon A binary variable which equals 1 if camp has a head  AoA, SEOI, BOI

office in London, O otherwise
IndustryBreweries A binary variable which equai$ dompany is a brewery, AoA, SEOI, BOI

0 otherwise

IndustryFinancial A binary variable which equalg @ompany is in financial AoA, SEOI, BOI
sector, 0 otherwise

IndustryMines A binary variable which equals 1adhgpany is in mining AoA, SEOI, BOI
industry, 0 otherwise

IndustryUtility A binary variable which equals 1dbmpany is a utility, 0 AoA, SEOI, BOI
otherwise

LocalMiles The distance (in miles) between a compfmhead office  AoA, IMM, SEOI, BOI,
and the main market where its shares are traded Google maps

Merged A binary variable which equals 1 if the fistatus of RDC

company was that it merged, O otherwise
NonVotePreference A binary variable which equaifscbmpany has non- AoA, SEOI, BOI
voting preference shares, 0 otherwise

NumDirectors The number of directors on the board AOA, SEOI, BERY
NumMarkets The number of stock markets where a emryip shares arelMM, SEOI, BOI
traded
OfficialListing A binary variable which equals 1ébmpany is listed on  SEOI, BOI
the Official List, O otherwise
OwnershipDate Year in which ownership census was taken Form Eeoship returns
Scottish A binary variable which equals 1 if comp@&nScottish, 0 Form E ownership returns
otherwise
Size Natural log of company par (paid-up) value rnfF& ownership
returns, SEOI, BOI
Uncalled Difference between nominal capital andlpg capital i.e., IMM, SEOI, BOI

the amount of capital that a shareholder is lifne
VotingNonLinear A binary variable which equals Tdmpany has non-lineaAoA, SEOI, BOI
voting scheme, 0 otherwise

Notes AoA = Articles of Association; BOI = Burdett's @dial Intelligence; IMM = Investor's Monthly
Manual; L&EG = London and Edinburgh Gazettes; RD@Reyister of Defunct Companies; SEOI = Stock
Exchange Official Intelligence; SEY = Stock Exchandearbook.
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