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Research Summary: Control-magnifying (pyramidal)
business groups—multiple tiers of partially-owned listed
affiliates and fully-owned private affiliates, a dominant
organizational form around the world—are virtually
absent in America today. Using newly-assembled historical data, we show that such groups were ubiquitous in the
U.S. economy in the 1930s. They came under attack
because of their economic and political sway: Some New
Deal reforms—proscriptions against public utilities pyramids, intercorporate dividend taxes, and rules governing
investment companies—were explicitly aimed at deterring
existing groups and preventing new ones from forming.
Others, for example, estate taxes and securities law
reforms, may have also worked against them. No single
reform triggered the immediate dissolution of groups; they
broke up under an ongoing anti-big business sentiment.
These events offer lessons for policymakers today.
Managerial Summary: Most listed U.S. firms are “standalone”—they do not control, and are not controlled by,
other listed firms. Control-magnifying (pyramidal) business groups—multiple tiers of partially-owned listed affiliates and fully-owned private affiliates (e.g., Samsung or
Tata)—are ubiquitous around the world but virtually
absent in United States. In such groups, the combination
of multiple tiers and partial ownership enables control
over vast corporate empires. Using newly-assembled historical data, we show that the U.S. corporate ownership as
we know it today is a recent phenomenon: pyramidal
groups were common in United States of the 1930s. President Roosevelt, who regarded their economic and political
power as excessive, initiated a sequence of reforms which
appears to have worn these groups down and probably
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also kept new ones from forming. JEL CLASSIFICATION: G3, G34, G38, N22.
KEYWORDS
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1 | I N T R O D U C T I ON
Business groups—clusters of fully-owned (private) and partially-owned (listed) firms under common
control—are important in many contexts and have intrigued scholars for many years (Berle & Means,
1932; Leff, 1976). Control-magnifying, or pyramidal, business groups—tiered structures where an
apex firm controls multiple tiers of private and public (listed) subsidiaries—are a predominant organizational form in much of the world. Such groups let a small number of powerful individuals or business families (e.g., the Lee, Tata, Wallenberg, and Slim families) dominate many Asian, Continental
European, and Latin American economies (e.g., Claessens, Djankov, & Lang, 2000; Colpan,
Hikino, & Lincoln, 2010; Faccio & Lang, 2002). These individuals or families need only have a large
enough equity stake to control the apex firm; the vertical control structure of the group magnifies this
into control over large corporate empires.
This magnification of control makes groups with partially-owned affiliates fundamentally different from other organizational structures of firms with fully-owned subsidiaries, such as conglomerates or multinationals (with multiple internal divisions or fully-owned, separately-incorporated
affiliates). Although conglomerates of various types do exist in the United States, groups with multiple tiers of partially-owned listed affiliates are conspicuously absent. This paper shows that this was
not always the case: such groups were commonplace in the United States in the 1930s, but were
largely gone by 1950.
Research in different fields has highlighted different aspects of business groups. Many of the largest groups in developing economies are also extensively diversified; strategy scholars have explained
this as a response to institutional voids—underdeveloped financial, labor or intermediate goods markets, inefficient or corrupt judicial systems, or missing innovation-supporting mechanisms that firms
in business groups can bypass (e.g., Khanna & Yafeh, 2005; Khanna & Yafeh, 2007; Mahmood,
Chang, & Chung, 2006; Belenzon & Berkovitz, 2010).1 Legal and finance researchers have emphasized the resource misallocation problems associated with the separation of ownership and control in
group affiliates where the controlling shareholder often has decision power far exceeding her equity
stake, or cash flow rights (e.g., Bae, Kang, & Kim, 2002; Bertrand, Mehta, & Mullainathan, 2002).
Sociologists study social and network effects associated with business groups (e.g., Granovetter,
2005) and, across academic disciplines, economics, finance, history, and political science scholars
describe self-interested elites controlling large groups who block reforms that would improve the
institutional gaps that advantage the groups. This view stresses the political influence that accompanies the groups' economic power and their advantages in political rent-seeking (Schneider, 2010).
1
Markets are never perfectly efficient and business groups may sometimes serve such roles even in developed economies (Colpan &
Hikino, 2010).
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Whereas business groups with listed affiliates around the world have been extensively studied,
virtually nothing is known about the history of such corporate structures in the United States. Indeed,
corporate America today is typically portrayed as consisting of “free-standing” (listed) firms, which
neither control nor are controlled by other listed firms (La Porta, Lopez-De-Silanes, & Shleifer,
1999; Villalonga & Amit, 2009). Why are there virtually no business groups in the United States
today? Was this the case even when U.S. markets and institutions were less developed? Are there
specific regulatory measures which have prevented the group organizational form from taking root in
America? Did specific economic and political forces or historical events shape the organization of
U.S. corporations in an unusual way? And finally, what does the absence of control-magnifying
groups imply for corporate United States, where other diversified entities, with fully-owned divisions
or subsidiaries, do exist?
The fact that the answers to these fundamental, factual, questions are unknown is partially driven
by the absence of systematic data on the evolution of corporate ownership in the United States, in
particular between the Great Depression and the 1950. As a result, we know surprisingly little about
the emergence of the present-day control structures and organizational features of large
U.S. corporations. The present study aims to fill this gap by making a twofold contribution: First, we
provide new evidence on the existence of control-magnifying groups in the United States in the
1930s. Second, we describe the forces that led to their disappearance.
In the first part of the paper, we establish, using unique hand-collected data, that U.S. groups were
large in the 1930s, when over 50 of them controlled many public (listed) and private industrial, transportation, and public utilities (PU) firms, including some of the largest corporations. As fractions of
GDP, the revenues of the largest U.S. groups of the 1930s easily eclipse those of its leading corporations today and are comparable to those of large groups in present-day emerging markets.
We show that, as in emerging markets today, many U.S. groups were controlled by families
(e.g., the Du Pont, Mellon, or Rockefeller families). However, about half were capped by widely-held
apex firms. Family-controlled groups tended to be diversified across industries, whereas widely-held
groups were much more focused with all, or most, of their member firms in a single industry, notably
PU or railroads (RR). They were, however, geographically diversified across U.S. regions and states.
These patterns are consistent with the ultimate owners of family-controlled groups, making up for
under-developed financial markets and limited diversification opportunities by controlling affiliates
in numerous industries. They are also consistent with all groups, both family-controlled and widelyheld, sharing expertise and technology across affiliates, in line with the missing institutions view of
business groups. We also observe that, in contrast with business groups in emerging markets today
which are often vertically integrated (Khanna & Yafeh, 2007), most historical U.S. groups were not,
suggesting that their main objective was not to reduce transactions costs in intermediate goods
markets.
Although business groups may contribute to economic growth by making up for missing institutions in early stages of development, they tend to become socially undesirable in later stages because
of monopoly power and political influence (Khanna & Yafeh, 2007; Morck, Wolfenzon, & Yeung,
2005). Accordingly, concerns regarding the excessive power wielded by large groups (reflected in
the classical writings of Berle & Means, 1932, hence B&M1, and Bonbright & Means, 1932, hence
B&M2), became widespread in the 1930s. President Roosevelt, starting in one of his 1932 elections
campaign speeches and throughout the decade2 worried that pyramidal groups menaced consumers,
public shareholders and American values and initiated a series of reforms that eventually led to the
2

See http://www.presidency.ucsb.edu/ws/?pid=88390what and Roosevelt (1942), speaking in 1938.
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demise of control-magnifying groups and to the creation of the modern U.S. corporate structure of
free-standing firms.
In the second part of the paper, we highlight the importance of three New Deal measures explicitly designed to break up pyramidal groups which, together with other reforms, transformed corporate
ownership in America. We conclude that the absence of pyramids today is neither historically deep
nor accidental, but the result of deliberate policy choices throughout the 1930s and 1940s, sustained
by the extraordinary depths of the Great Depression.
The Public Utilities Holding Company Act (PUHCA) of 1935, whose enforcement began in earnest in 1940, forbade PU pyramids of more than two tiers. It also forced PU groups to divest firms
operating outside one industry (e.g., electricity or gas) or in non-adjacent states. Using the SEC's list
of firms sanctioned under this act, we show that, thereafter, PU groups nearly disappeared and the
two groups surviving to in 1950 were reduced to two tiers. However, we also show that most
U.S. groups were not in PU and therefore not affected by the PUHCA.
The intercorporate dividend tax was also aimed at pyramidal groups. Introduced in 1935 and
hiked substantially by the early 1940s, the tax applied each time dividends passed from subsidiary to
parent, leaving pyramids with more tiers more severely taxed. Affiliates controlled with blocks
exceeding 85% were exempt from the tax. Accordingly, as the tax rate rose, we observe a decline in
intercorporate dividends and in the mean number of pyramidal tiers and an increase in control blocks.
A third reform, the Investment Company Act of 1940, now regarded as governing mutual funds,
stipulated that a firm whose assets are predominantly shares in other firms (an investment company)
could not interfere in the management of the firms whose shares it owned and would be subject to
additional regulatory and reporting requirements. An exception was made for firms in which the
investment company's stake exceeded 50%; compliance with this Act may help explain the high intercorporate equity blocks in the few groups that remain after the 1940.
We cannot attribute the demise of groups to any specific reform. Rather, groups, having peaked
in the early-1930s, declined slowly through the late 1930s and more precipitously in the 1940s.
Family-controlled groups, affected by multiple regulatory measures, were nearly extinct by 1950. A
few widely-held groups survived, but were reduced in size and had fewer pyramidal tiers than in earlier years. We posit that all three reforms, augmented by other New Deal measures including, among
others, increased estate taxes and enhanced shareholder rights, sustained by a political environment
hostile to big business, ultimately wore down U.S. groups. The Great Depression appears to have
been important in locking the reforms in place, forcing management to respond by choosing between
downsizing, dismantling groups altogether (e.g., by divesting partially-owned affiliates), increasing
their ownership stakes (to avoid the dividend tax, creating wholly-owned groups), or a combination
of all of the above. The result was the demise of large, control-magnifying pyramidal groups and the
rise of focused free-standing firms with limited family control. In parallel to the disappearance of virtually all control-magnifying groups, a few were transformed into much smaller multi-unit entities
with wholly-owned affiliates, none of which subsequently developed into a large corporate empire.

2 | C O RP O R A T E OW NE RS H I P A N D C O N T R O L I N T H E U N I T E D S T A T E S ,
18 8 8 – 2 0 1 8
In 1888, when existing mechanisms for inter-firm coordination (e.g., trusts) came under attack, New
Jersey legalized holding companies, corporations whose assets include shares in other corporations
(Grandy, 1989; Nelson, 1959). Soon permitted by Delaware and other states, holding companies
offered possible reprieve from nascent anti-trust laws by allowing control over multiple companies
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through pyramids (Keller, 1979). Groups developed as holding companies came to own shares in
multiple companies which, in turn, controlled additional tiers of subsidiaries3: Intercorporate dividends, exempted from corporate income tax starting in 1918, supported the formation of groups with
multiple tiers, as did the perception that anti-trust enforcement was inapplicable to holding companies
and their subsidiaries.4 Soon, holding companies with many affiliates towered over the RR, PU, and
industrials sectors (B&M2) becoming especially dominant in PU (Energy Information Administration, 1993; Pinchot, 1928).5
Contemporary views of groups were initially favorable, presaging the modern academic literature
on business groups: Groups were perceived as efficiently allocating capital, cutting distribution costs,
introducing professional management, coordinating expenditures, and reducing member firms' costs
of capital through geographical diversification and mutual coinsurance (e.g., Buchanan, 1936;
Ruggles, 1929; Waltersdorf, 1926). In line with the view in the modern literature according to which,
as a country develops the economic value of business groups tends to diminish, starting in the late
1920s views of U.S. groups gave way to skepticism: B&M1 were concerned by the use of intra-group
transactions to divert funds away from minority shareholders (“tunneling” in modern parlance).
Others feared that groups were prone to monopolistic pricing (Anderson, 1947) and political corruption (Buchanan, 1937; Waltersdorf, 1926). In addition, some groups seemed perilously overleveraged
(Graham & Dodd, 1934) and PU companies, all local monopolies, could largely escape state regulation by becoming subsidiaries of out-of-state holding companies.6 A series of government reports
reinforced skepticism towards groups7 and the 1931 collapse of the overleveraged Insull Group, the
third largest utility pyramid (Banks & Cheffins, 2010; Mahoney, 2012), followed by the demise of
other utilities holding companies and affiliates over the next 6 years (Melnyk & Lamb, 2006) associated utilities pyramids with reckless over-expansion (Buchanan, 1936; Buchanan, 1937; Dewing,
1941; SEC, 1944 Annual report). In view of these developments, President Roosevelt, elected at the
Great Depression's nadir, promised a “New Deal” that included reforms to break up pyramidal
groups.
Today, family-controlled business groups with partially-owned (listed) affiliates are virtually nonexistent in the United States (La Porta et al., 1999; Masulis, Pham, & Zein, 2011; Villalonga & Amit,
2009). Other multi-unit organizational forms do exist in the form of conglomerates—multidivisional
firms with multiple internal divisions (Chandler, 1977; Williamson, 1975), or in the form of a single
parent company with fully-owned but separately-incorporated subsidiaries (e.g., GE, Alphabet). The
crucial distinction between business groups and all these other forms of multi-unit businesses is the
control magnification effect that can arise from partial ownership. This effect is especially pronounced in multi-tiered pyramidal groups, which can wield enormous economic and political power.
Groups with fully-owned affiliates (often found in developed economies) can sometimes operate
3
Standard Oil reorganized into a holding company structure in 1899. Consolidated Tobacco, Eastman Kodak, and US Steel followed in
1901 as did DuPont in 1903 and General Motors in 1908 (B&M2; Nelson, 1959). From 1895 to 1904, 167 holding companies and their
1800 affiliates came to control over 40% of the manufacturing sector's capital (Keller, 1979). As discussed below, a group is defined in
this study as having at least three listed affiliates; not all holding companies with multiple affiliates in this period satisfied this criterion.
4
According to B&M2, Section 7 of the Clayton Act did not apply to holding companies.
5
In parallel to the expansion of pyramiding in the early 20th century, ownership grew dispersed in many freestanding firms (Becht and
DeLong 2005).
6
PU operating companies were regulated by states and federally. Holding companies in PU were unregulated federally, except by the
Federal Power Act of 1920, and states lacked jurisdiction over out-of-state holding companies. This worried contemporary observers
(Buchanan, 1937). See also Energy Information Administration (1993) and Roosevelt's, 1935 address (http://www.presidency.ucsb.
edu/ws/index.php?pid=15019).
7
A 1927 FTC report criticized General Electric for monopolistic pricing. A 1928 report condemned monopoly power in the electricity
and gas industries. Also in 1928, the National Association of Railroad and Utility Commissioners argued that State Commissioners be
given explicit powers to regulate interstate holding companies (Greenlaw, 1930; Morehouse, 1929).
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internal capital, labor or intermediate goods markets, erect limited liability firewalls, apply innovations across multiple operations, and share other features associated with the business group organizational form.8 However, only pyramidal groups with partially-owned affiliates can achieve substantial
magnification of economic and political power, the main concern of the 1930s. Much of the literature
implicitly presumes that the United States has always been as it is now, attributing its dearth of pyramidal groups to historically remote factors such as legal origins (La Porta et al., 1999); we find
groups dominating the United States prior to 1950 and conclude that their absence today is of more
recent provenance, a direct result of the New Deal policies of the 1930s and 1940s.

3 | D AT A C ON S T R UC T I O N
In their seminal work, B&M1 rank the 200 largest U.S. non-financial corporations by assets around
1930 and identify their controlling shareholders. According to them, these “B&M firms” comprise a
substantial portion of the economy, some 60% of non-bank corporate assets in 1930. For each B&M
firm, we map, using Moody's Railroad Manual, Moody's Public Utilities Manual, and Moody's
Industrials Manual (“Moody's manuals”), a control tree containing its subsidiaries, subsidiaries' subsidiaries, and so on; its controlling shareholders, controlling shareholders' controlling shareholders
and so on. Firms are classified by sector into RR (railways, subways, trams, etc.), PU (gas, power,
water, etc.) or industrials (including certain service sectors). Moody's manuals use private information, rather than a voting power threshold, to ascertain control, and provide the name and voting
power of each firm's immediate corporate controlling shareholder (if one exists) and list its subsidiaries.9 Even though control is not inferred on the basis of equity stakes only, data on control block
size are provided by Moody's for about 60% of the listed affiliates.
We stop upon encountering an ultimate controlling shareholder: a widely-held entity, or an individual or family. Ultimate control, unreported in Moody's manuals, is from newspaper archive
searches, primarily of the Wall Street Journal, augmented by web-based corporate histories and other
secondary sources listed in Supporting Information Appendix S1. Whenever firms share the same
ultimate controlling shareholder, their control trees are combined.
We follow these sets of firms backward and forward through time, repeating this process to
demarcate control trees in 1926, 1929, 1932, 1937, 1940, and 1950.10 Any listed firm directly or indirectly controlling or controlled by a B&M firm any time from 1926 to 1950 is in our sample, an
unbalanced panel of 15,270 firm-years spanning 2743 firms. Financial firms, though excluded from
the B&M list, enter the sample if they appear in a control chain. The fates of exiting firms are identified using the Directory of Obsolete Securities.
We define a business group as a control tree containing three or more listed firms. We focus on
entities with listed, partially-owned, affiliates primarily because of the control-magnifying effects associated with this organizational form, which were a major concern in 1930s America. An additional reason for requiring a group to have listed, partially-owned affiliates is that this definition enables us to
refer to conflicts between controlling and minority shareholders, which have attracted considerable
8
Belenzon, Berkovitz, and Rios (2013) and Larrain, Sertsios, and Urzúa (2018) describe small European business groups with fullyowned subsidiaries making use of an internal capital market.
9
In most cases, control chains include firms belonging to the same industrial category; occasionally, there are multiple control chains in
different sectors with the same ultimate owner which we combine into one control chain. To evaluate the extent of missing firms in the
control chains we construct, we inspect the consolidated annual reports of nine firms, three in each sector, revealing 291 subsidiaries.
Of these, 144 are unreported in Moody's manuals, but almost all are very small and are unlisted.
10
The SEC's annual Survey of American Listed Corporations also lists voting control blocks from 1935 on. Spot checking verifies that
Moody's manuals report identical voting power figures.
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attention in the law and finance literature. Finally, the definition we use renders our estimates on the
prevalence of historical U.S. business groups comparable to those in the literature on business groups
in other countries, especially in present-day emerging markets. As with any arbitrary quantitative
threshold, the requirement to have three listed affiliates to constitute a group generates some anomalies
in the data around the threshold (e.g., when an entity consisting of, say, two listed affiliates and 10 private ones, acquires another listed affiliate and “suddenly” becomes a group). Despite several cases of
this nature, the general trends we observe in the data are not driven by the specific definition we use.
We classify business groups as widely held (where the apex company is widely held) or family
controlled (where the ultimate controlling shareholder is an individual or a family). Following
Mahoney (2012), we call a subsidiary fully owned if its controlling shareholder's voting power is
95% or more. We crosscheck Moody's manuals' classifications of other subsidiaries as listed or private in CRSP (available after 1925 for NYSE and AMEX firms). Control trees containing only fullyowned or private subsidiaries (conglomerates or multidivisional firms in modern parlance) are not
considered business groups. Appendix S1 describes the data construction process and the data
sources in much more detail. Appendix S2 demonstrates our control trees to be consistent with examples mapped out in B&M1 and B&M2 and with alternative definitions of business groups.
Moody's manuals provide also varying and limited financial and other information about many
firms. We record total assets, gross revenues and state of incorporation, as available, converting
accounting figures to 2005 dollars.11 Using the description of each firm's operations in the Moody's
manuals, we assign each firm one of 85 3-digit industry codes.

4 | C O NTR O L-MAGN IF YING BU SINES S GR OUPS W ERE PRE VA LE NT I N
M A N Y S E C T O R S IN 1 9 3 0s A M E R I C A
Our first major finding is that business groups were important in the United States in the 1930s. The
data reveal 25 to 29 business groups (Figure 1, Panel A) collectively controlling over 1500 member
firms in the early 1930s, down to about 1000 towards the decade's end (Figure 1, Panel B). These
groups accounted for about one third of all corporate assets and about one half of all non-financial
assets (Figure 1 Panels C and D).12 The general patterns we observe on the prevalence of business
groups in the United States in the 1930s and their subsequent decline are not driven by the specific definition we use: the same patterns are observed if the original group definition (three or more listed affiliates under common control) is modified to include only larger groups with at least four listed affiliates,
which are more likely to wield economic and political power. Our results continue to hold when we
use, instead of our original definition, pyramids as defined in La Porta et al. (1999), where at least one
listed group company controls another listed one.13 The rise and fall of control-magnifying groups in
United States are, however, robust to these definitional changes (see Appendix S2 for details).
11
Financial statement consolidation was optional. Consolidation is usual, but not universal, if control is strong (e.g., 95% or more voting power). We separate whanever possible consolidated and non-consolidated reports.
12
These figures are rough and biased up because assets include shares in other firms in both the numerator and (to a lesser extent)
denominator. Unfortunately, the quality of the era's accounting data precludes correcting for this. Interestingly, the rise in the share of
assets held by groups in the early 1930s is not driven by a decline in the denominator—total corporate assets—due to the Depression.
In fact, both the numerator and the denominator increase between 1929 and 1932, with group assets increasing at a far higher rate.
13
This definition is similar to ours in requiring a group to have listed affiliates (at least two in this case) and, in addition, emphasizes
the vertical (pyramidal) control structure in them. Some of the groups in our data do not satisfy this definition because they consist of
an unlisted holding company directly owning control blocks in multiple listed firms, none of which control other listed firms. Some
pyramids satisfying the La Porta et al. (1999) definition include only two listed firms and therefore do not meet our criterion for a business group.
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FIGURE 1 Business groups and group affiliates, 1926–1950. Panel A. Number of controlled and widely-held groups by year.
Panel B. Number of group affiliates, total and listed, by year. Panel C. Fraction of total corporate assets held by controlled and
widely-held groups, by year. Panel D. Fraction of non-financial corporate assets held by controlled and widely-held groups,
by year

The rise and fall patterns of U.S. business groups are less pronounced if we use a very broad definition that also includes instances of two listed companies under common control without requiring a
pyramidal control structure (Appendix S2).14 Such entities—two listed companies under common
ownership—can never become a vast corporate empire; indeed, of the entities with two-listedaffiliates remaining in 1950, only four are pyramids, with one listed firm controlling another. None
14
According to this definition, there is a total of 32 groups with at least two listed affiliates in 1926; 48 in 1929, a peak of 49 in 1932
followed by 48, 46, and 40 two-listed-affiliates groups remaining in 1937, 1940, and 1950, respectively.
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FIGURE 2

of these small entities emerged as large pyramidal group in subsequent years. Thus, the fact that some
entities with two listed affiliates under common, non-pyramidal control, continued to exist in the
United States beyond 1950 is consistent with the special focus of U.S. regulators on the elimination
of large and pyramidal groups and with these groups withering away.
It is, perhaps, most natural to compare the size of U.S. groups in the 1930s with that of
their peers in Asia, primarily in prewar Japan and present-day Korea. Miyajima and Kawamoto
(2010, Table 4.2) assign roughly half of the 1942 corporate assets of Japan's top 100 firms to
its zaibatsu groups. Masulis et al. (2011) report South Korea's chaebol groups accounting for
56.64 of its stock market capitalization in 2002. Prewar-Japan and present-day South Korea both
epitomize business group-dominated economies, yet the United States in the 1930s looks
similar.
The largest U.S. groups of the 1930s were immense. In 1932, the Morgan group, the largest in
our data, had revenues of $46 billion (in 2005 dollars, excluding revenues of its financial institutions).15 In monetary terms, this is about one tenth of Walmart's 2016 revenues, one fifth of the revenues of Apple or ExxonMobil and one half of the revenues of Alphabet or Microsoft. However, real
US GDP in 2016 was about 20 times larger than in 1932. Relative to the size of the U.S. economy,
the Morgan group, its 1932 revenues equaling about 6% of GDP, was about five times larger than
Apple and comparable to South Korea's Hyundai, LG or SK chaebols, each at 6 to 7% of 2007 GDP.
15
Ideally, value added would have been a better measure of group size than revenues (so as to avoid double counting). This measure,
however, is not readily available historically or for modern data. The size of the Morgan group presented here is based on Moody's definition of control which is likely to include influence exerted by Morgan through mechanisms other than equity ownership.
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However, the Morgan group in 1932 was only half as important as South Korea's Samsung chaebol,
whose revenues equal about 14% of GDP (Colpan et al., 2010, Table 2.3). Figure 2 illustrates these
size comparisons.16
The U.S. business groups were important in all the three broad sectors we study: PU, RR, and
manufacturing (industrials). Table 1 shows 10 of the 26 business groups present in 1932 having PU
affiliates, 16 controlling RR affiliates, and eight with manufacturing affiliates. Many also had affiliates in service industries (included among industrials by Moody's).17
In addition to describing the importance of various industries to U.S. groups (in Table 1), it is of
interest to describe the extent to which groups dominated particular sectors. In 1932, about 80% of
the firms in transportation (especially RR) and PU were group members, which were also present in
other capital-intensive sectors: 51% of chemicals firms and 37% of metals firms were group members.
Much like US groups, groups predominated in capital-hungry sectors in pre-war Japan (Yafeh, 1995)
and in South Korea of the 1970s and 1980s (Ferris, Kim, & Kitsabunnarat, 2003), in line with the
view that they have an advantage in raising and allocating capital.
Of the 26 US groups present in 1932, half were individual or family controlled and half widely
held (Table 1 and Figure 1(a)). Some 40% of group firms (43% of listed group member firms) were
in widely-held groups in 1932. In contrast, most prewar Japanese zaibatsu, the present-day Korean
chaebol and groups elsewhere today are family controlled (La Porta et al., 1999; Colpan et al.,
2010).18 Averaging across years, family-controlled groups were larger, with mean assets of $60 billion (2005 dollars) versus only $28 billion for widely-held groups, though the difference is statistically insignificant.19
The largest 1932 U.S. group, the controlled Morgan group, had member firms in multiple sectors
and industries. The second largest group, the widely-held Pennsylvania Railroad, focused on railways. To gauge group diversification more systematically, we calculate group-level sales-based
Herfindahl–Hirschman indexes (HHI) over 3-digit industries. The mean HHI, equal-weighted across
U.S. groups and time periods, about 0.8, indicates a narrow focus. Indeed, many groups have an HHI
of one: all affiliates in one industry. Family-controlled groups were consistently more diversified than
widely-held groups, with HHIs of around 0.7 versus 0.9, respectively, until 1950, when the few
remaining family-controlled groups were highly focused.20 These patterns are consistent with ultimate controlling families diversifying to reduce their risk exposure. Widely-held, groups, while more
industrially focused, tended to diversify geographically with affiliates, typically in transportation and
PU, primarily in the East Coast, Texas, and California.21
Business groups may overcome high transactions cost through vertical integration. We measure
vertical integration using input–output tables, as in Fan and Lang (2000). On average, only 1.3% of
16
The total revenues of the ten largest groups in 1932 amounted to about 23% of GDP, more than twice the corresponding figure for
the 10 largest U.S. corporations today (9%). It is also interesting to compare (using the 1969 editions of the Fortune Directory and Fortune 500) the revenues of the largest historical U.S. business groups, as of 1932, and those of the largest conglomerates, as of 1968.
The 1932 groups are much larger.
17
Notably, 55% of the 1506 group affiliates in the sample (60% of the 268 listed affiliates) are not in PU. This is inconsistent with Bank
and Cheffins' (2010) assertion that US groups in the 1930s were only in PU.
18
Exceptions include the BCE and Canadian Pacific groups in mid-twentieth century Canada (Morck, Stangeland, & Yeung, 2000), the
Handelsbanken group in Sweden (Hogfeld, 2005), the Nissan zaibatsu in prewar Japan (Morck & Nakamura, 2005) and the POSCO
chaebol.
19
Without the very large Morgan group, the mean size of controlled groups is $47 billion. Their mean size relative to widely-held
groups in Figure 1c is also affected by the Morgan group downsizing after 1932 (see Table 2).
20
We do not distinguish here between related and unrelated diversification, although Table 1 indicates that some family-controlled
groups (e.g., Mellon or Morgan) were diversified across very different industries.
21
PU holding companies were primarily concentrated in the North East and California. Operating affiliates were spread across many
states including, in addition to the East Coast and California, Pennsylvania, Ohio, Illinois, and Texas, among others.

groups

Controlled

groups

Widely-held

TABLE 1

4 (17)

0 (7)

16 (61)

Mellon

0 (6)

Kuhn-Loeb

5 (25)

Hopson

6 (50)

Hill

0 (1)

4 (26)

1 (1)

Harriman

Du Pont

Doherty

Inc.

5 (48)

0 (3)

Stone & Webster,

5 (31)

3 (4)

0 (2)

4 (4)

7 (13)

1 (2)

1 (1)

6 (38)

Southern Ry. Co

7 (35)

0 (2)

44 (239)

Pennsylvania Rd. Co.

Corp.

4 (8)

1 (1)

Paramount Publix

Pacific Lighting Corp

3 (5)

3 (6)

0 (12)

Middle West

Utilities Co.

4 (6)

4 (6)

5 (12)

7 (12)

8 (48)

Industrials

Loew's Inc.

Kennecott Copper Corp.

Tel. Corp.

International Tel. &

0 (1)

4 (20)

Del. Lackawanna &

W. Rd. Co.

5 (36)

& warehouses

transportation

Railroads,

Atlantic Coast Line Co.

Mining Co.

8 (113)

0 (1)

At&T

Anaconda Copper

utilities

Public

Business group

Industry

0 (1)

1 (1)

Retail trade

Wholesale &

4 (8)

3 (8)

Amusements

0 (1)

construction

Repair/

2 (2)

3 (4)

0 (1)

1 (1)

1 (1)

1 (1)

3 (4)

5 (12)

8 (48)

Communications

U.S. business groups: Control types and distribution across industries, 1932

1 (9)

0 (2)

mining

Coal

0 (1)

0 (1)

0 (2)

0 (1)

0 (2)

Other

1 (1)

4 (6)

6 (9)

steel manuf..

Primary iron &

1 (2)

0 (1)

1 (1)

equipment

Electric

0 (2)

0 (1)

Construction

0 (1)

Textile

0 (3)

1 (1)

Chemicals

4 (5)

plastics

Rubber &

0 (1)

2 (3)

vehicles

Motor

4 (4)

Tobacco

0 (2)

refining

Petroleum

2 (5)

products

Other metal

0 (2)

machinery

Metalworking
Food
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2 (5)

13 (72)

Vanderbilt

2 (29)

0 (2)

11 (100)

Van Sweringen

Williams

7 (11)

15 (33)

15 (41)

1 (49)

Industrials

Sinclair

24 (254)

Morgan

& warehouses

transportation

Railroads,

Rockefeller

utilities

Public

Business group

Industry

(Continued)

1 (1)

Retail trade

Wholesale &
Amusements

0 (2)

construction

Repair/

2 (2)

8 (8)

Communications

0 (1)

1 (1)

1 (4)

mining

Coal

1 (4)

Other
2 (2)

steel manuf..

Primary iron &

1 (4)

equipment

Electric

0 (1)

Construction

Textile
0 (1)

Chemicals

plastics

Rubber &

1 (3)

vehicles

Motor
Tobacco

7 (11)

14 (40)

0 (1)

refining

Petroleum

0 (2)

products

Other metal

0 (3)

machinery

Metalworking

0 (1)

Food

Note. The number of listed (bold) and total (parenthesis) firms each business group has in each sector—public utilities, railroads and industrials, the last then broken down by industry—is presented for
widely-held (widely-held apex firm) and family-controlled (ultimate controlling shareholder is a family or individual) business groups. A business group is three or more public firms with the same ultimate owner. Industries match the 1947 BEA 2-digit SIC codes (Appendix S1).
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WIDELY HELD GROUPS

FAMILY GROUPS

Pyramidal structure of business groups, 1932. The figure presents the pyramidal structure of U.S. business groups
in 1932. Arrows represent control relations between companies. Listed companies are represented by bold nodes. A business
group is defined as having three or more listed companies controlled by the same ultimate owner

FIGURE 3

the typical group member firm's output could be used by other member firms of the same group
(slightly more towards the end of the sample).22 This figure is lower than the 1.8% figure Fan and
Lang report for U.S. conglomerates in 1979–1982. Their low degree of vertical integration suggests
US business groups were not designed to internalize intermediate goods markets, a major motive for
the growth strategies of some Korean chaebol, for example (Khanna & Yafeh, 2007).
Figure 3 shows that, in 1932, all but one of the widely-held groups (AT&T), and all but two of
the family-controlled groups (Harriman, Williams) satisfied the La Porta et al. (1999) definition of a
pyramid and had at least one listed firm controlling another listed firm. In general, many groups had
multi-tiered pyramidal structures (e.g., Middle West Utilities, Van Sweringen), the Delaware L & W
Railroad being a notable exception with only one tier.23
The average size of voting control blocks in listed group firms for the entire sample period is
66%, a high figure in comparison to listed firms in Japan's top four zaibatsu in 1945, where the
comparable figure was 40% (Morck & Nakamura, 2005, Table 16). Voting blocks in listed
family-controlled U.S. groups are larger, by a statistically significant six percentage points, than in
widely-held groups (69 vs. 63%). These figures also exceed recent figures for groups in Asia
(20−30%, Claessens et al., 2000, Table 4) and in Western Europe (35% according to Faccio & Lang,
2002, Table 9).24 The relatively large control blocks suggest that conflicts between controlling and
minority shareholders would have been less acute in U.S. groups than in present-day emerging markets, although even modest wedges can create substantial magnification of control.

22

Inputs and outputs are at the 3-digit level and exclude trade between firms within the same industry.
Family-controlled groups had more tiers, on average, than widely-held groups.
24
The historical U.S. figures may understate the true figures because we cannot adjust for dual class shares, which might let a small
number of shares provide dominant voting power.
23
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5 | HOW U.S. GROUPS DISAPPEARED
Our first major finding, that business groups with listed affiliates, often pyramidal in structure, were
commonplace across multiple sectors of the U.S. economy in the 1930s but are now vanishingly rare,
motivates our second research question: what happened to discourage groups relative to free-standing
firms and other associations of separately incorporated firms, such as conglomerates? This
section shows that a series of U.S. New Deal reforms took deliberate aim at the groups and that other
reforms likely assisted. While no single reform alone sufficed, we argue that the constellation of
reforms, sustained by an anti-big business political environment, combined to all but eradicate pyramidal groups and to prevent new ones from forming.
Figure 1, Panel A, shows the importance of U.S. groups peaking in 1932, diminishing gradually
in the 1930s, and declining rapidly in the 1940s. Figure 1, Panel B, shows the number of group firms
declining from about 1000 in 1940 to only 320 in 1950; and Figure 1, Panel C, shows their share of
non-financial corporate assets collapsing from 45% in 1940 to only 9% in 1950. The decline is evident for all affiliates, listed and private, in all sectors, but is most complete for PU (see below).25
Table 2 describes this evolution. Fifty-four groups (rows in Table 2) exist at some point in 1926
through 1950.26 The Morgan, Pennsylvania Railroad, and Vanderbilt groups were already large in
1926. Smaller groups enter as they come to control a third listed firm. Although we have no systematic evidence of this, group entries in the late 1920s and early 1930s coincide with a large merger and
acquisition wave during that time period, which included partial acquisitions of listed firms (B&M1;
Nelson, 1959).27 Although some groups exit early in the sample (e.g., the bankrupt Insull group),
more exit in the 1940s, as the number of their listed affiliates drop below three. We find no indication
in our available sources of any entirely new group forming in the 1940s.
Of the 54 groups existing in any year between 1926 and 1950, only 17 survive to 1950. These
are grown smaller, with fewer firms than in earlier years (Table 2) and fewer pyramidal levels (tiers),
the mean falling from 2.9 in 1940 to 2.2 in 1950, a statistically significant drop. Groups surviving to
1950 also have larger intercorporate control blocks both relative to earlier years (69% in 1950
vs. 63% in 1940, a statistically significant difference) and relative to disappearing groups (69%
vs. 66%). Family-controlled, diversified, and small groups are more apt than widely-held, focused
and large ones to be among the 37 groups that exit by 1950: whereas roughly half of all groups are
family controlled before 1940, only one in four is in 1950. Widely-held groups also grow smaller,
their numbers in 1950 comparable to that of 1930.28
The total number of group affiliates, peaking in the early 1930s, begins to fall in the late 1930s
with the decline accelerating in the 1940s (Figure 1, Panel B): 76.5% of the listed firms disappearing
from the sample do so after 1940. Thus, the stock market crash, financial crisis, and economic
25
These patterns are very clear also in Appendix S2: large business groups (of four or more listed affiliates) and pyramids (according to
the La Porta et al., 1999, definition) are much less common in 1950 than around 1930. A few multi-unit clusters of firms continued to
exist in the United States. These included, if at all, no more than two listed firms and fewer than two pyramidal tiers (otherwise, they
would have satisfied either our or La Porta et al.'s definitions of a pyramidal group).
26
Cells are empty until the first time a group is formed (that is, when at least three listed companies come under common control), and
then cells contain the number of affiliates (listed and total).
27
B&M1 refer to the existence of partial acquisitions as part of this merger wave in their Appendix D. Pan American Petroleum and
Transport Co., for example, a listed company, was partially acquired by Standard Oil, one of the groups in our sample, in 1925. Some
newly-appearing groups in Table 2 were formed as a result of older groups splitting: The widely-held group Electric Bonds and Share
(EBS), for example, previously part of the Morgan group, enters in 1937 and its spin-off, the widely-held American Gas and Electric
group, enter in 1950.
28
See Appendix S3, Table C1, which excludes two spinoff-groups that appear only in 1950. Probit regressions estimating the likelihood
of group survival to 1950 (not tabulated), confirm these findings.
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RR
RR
PU
IN
RR
IN
IN
IN

DL&W Rd. Co.

Delaware & Hudson Co. (DH)

DH & Union Pacific Rd. Co.

Electric Bond & Share Co. (EBS)

General Theatre Equipment

Great Northern Ry. Co

It&T

Kennecott Copper Corp.

Loew's Inc.

IN
RR
RR
PU
IN

Southern Pacific Co.

Southern Ry. Co

Stone & Webster, Inc.

Tide Water Associated Oil Co.

Pennsylvania Rd. Co. (Penn)

Radio Corp. of America

IN
RR

Paramount Publix Corp.

PU

PU

Commonwealth Edison Co.

Pacific Lighting Corp

RR

IN

RR

Baltimore & Ohio R.R. Co. (BO)

BO & New York Central

National Dairy Products Corp.

RR

Atlantic Coast Line Co.

PU

IN

Anaconda Copper Mining Co.

RR

IN

American Tobacco Co.

NY, New Haven & Hartford RR. Co

IN

At&T

Middle West Utilities Co.

IN

American Radiator & St. San. Corp.

Principal field
PU

American Gas & Electric co.

Business group

Evolution of family-controlled and widely-held business groups, 1926–1950

Widely-held groups

TABLE 2

1926

1929

5 (36)

4 (5)

8 (48)

3 (13)

Vanderbilt

4 (7)

6 (14)

5 (11)

SW

5 (40)

32(170)

8 (40)

Milbank

51 (208)

3 (7)

3 (7)

3 (11)

<<< Penn. >>>

<<< Insull >>>

4 (5)

<<< hill >>>

4 (13)

<<< Morgan >>>

3 (14)

3 (21)

<<< Insull >>>

<<< Penn >>>

<<< Penn. >>>

4 (35)

6 (45)

4 (6)

<<< Morgan >>>

8 (39)

6 (38)

44 (241)

4 (8)

4 (6)

11 (131)

4 (9)

4 (7)

5 (12)

HKL

4 (20)

5 (36)

7 (12)

Hill

8 (49)

1932

8 (38)

5 (40)

3 (59)

18 (185)

3 (5)

5 (10)

4 (11)

3 (20)

13 (77)

3 (14)

4 (20)

4 (34)

4 (35)

BG

Rockefeller

7 (39)

1937

1940

7 (36)

5 (39)

3 (37)

4 (10)

13 (122)

3 (8)

3 (9)

4 (12)

11 (62)

12 (61)

3 (14)

3 (37)

6 (42)

4 (38)

6 (11)

3 (4)

7 (35)

EBS

6 (31)

9 (34)

3 (4)

3 (13)

3 (6)

3 (8)

9 (21)

3 (24)

5 (10)

4 (4)

8 (28)

7 (8)

1950
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(Continued)

RR, IN
RR
PU
PU
IN
RR,PU,IN
RR
RR, PU, IN
IN
IN
IN
PU
RR
RR

Kuhn-Loeb (KL)

Hill

Hopson

Insull

Mather

Mellon

Milbank

Morgan

Prince

Rockefeller

Sinclair

Stone & Webster Families (SW)

Van Sweringen

Vanderbilt

RR

RR

Harriman

Young and Kirby

IN

Du Pont

IN

PU

Doherty

PU

IN

Cyrus S. Eaton

Williams

PU

Warner

IN

IN

Western Union Tel. Co.

Crawford

PU

United Gas Improvement Co.

Broes and Gosman (BG)

Principal field

Business group

15 (51)

3 (6)

20 (91)

13 (111)

27 (46)

3 (5)

45 (264)

5 (37)

10 (85)

28 (116)

6 (67)

4 (26)

4 (30)

6 (11)

4 (47)

10 (33)

Morgan

1929

<<< Van Sweringen >>>

5 (28)

12 (68)

7 (35)

19 (30)

9 (30)

6 (68)

3 (27)

4 (29)

3 (8)

3 (41)

6 (20)

3 (16)

4 (50)

1926

4 (34)

13 (72)

11 (102)

7 (11)

15 (41)

40 (338)

23 (99)

6 (58)

9 (29)

7 (21)

4 (26)

8 (15)

6 (50)

HKL

1932

12 (103)

7 (58)

12 (66)

3 (12)

14 (74)

17 (199)

14 (35)

4 (26)

5 (13)

4 (43)

11 (18)

1937

11 (71)

8 (22)

3 (9)

11 (37)

13 (172)

10 (26)

3 (4)

4 (28)

4 (16)

3 (48)

3 (4)

1940

6 (51)

7 (16)

11 (50)

4 (9)

3 (4)

1950

Note. The table presents the number of group-affiliated firms by year and group from 1926 to 1950 (listed affiliates appear in bold and the total number of affiliates is in parentheses). A business group
is defined as having three or more listed companies controlled by the same ultimate owner; it is therefore possible that a firm or a holding company exist before or after their appearance in the table without controlling three listed affiliates. The principal fields of group activity (from Moody's Manuals) are as follows: PU: public utilities; RR: railroads; IN: industrials.
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collapse of the early 1930s cannot directly account for the demise of groups. Instead, we posit that
the Great Depression made politically feasible a series of sustained reforms that, together, largely
eradicated U.S. groups.
5.1 | The public utilities holding companies act of 1935
President Roosevelt (1935) defines the purpose of the Public Utilities Holding Company Act
(PUHCA) as “the restoration of sound conditions in the public utilities field through abolition of the
evil features of holding corporations.”29 The PUHCA limited intra-group loans, dividends, and other
transactions and group-level lobbying. Its most contentious section, the “Death Sentence Clause,”
forbade PU groups unless they operated in a single industry (electricity, gas, etc.) and contained only
two pyramidal tiers. The PUHCA, enforced vigorously by the SEC, was challenged in court until
1940, when a reconstituted Supreme Court not only upheld its key provisions, but imposed a harsher
interpretation on lower courts. Litigation over the PUHCA continued until 1946, when the Supreme
Court reaffirmed its “Death Sentence Clause.”
The Seventeenth Annual Report of the SEC (1951) lists firms and groups needing restructuring in
1937 through 1950 to comply with the PUHCA. In total, 840 firms that were group affiliates in our
1937 data were liquidated, acquired, or divested and thus either became defunct or free-standing by
1950. The SEC's PUHCA list includes 111 firms (13%) of these.30 Of the 840 firms, 72 are listed,
and 25 of these (35%) are on the SEC's PUHCA list. Appendix S3, Table C2, presents data for the
19 groups that exit between 1937 and 1950, seven of which are focused on PU.31 Fifty-seven listed
firms in these groups are liquidated, acquired, or divested, and 33 of these are on the SEC's list. Only
two PU groups remain in 1950: American Gas & Electric Co. and Electric Bond & Share Co. The
number of firms in PU groups dropped sharply after 1940, from 305 to 332 and the number of pyramid levels in surviving PU groups declined from four in 1940 to two in 1950, as per the PUHCA,
though groups in other sectors also ended up with an average of just over two pyramid levels in
1950. Appendix S3 Figure C1, using SEC annual reports, illustrates the demise of PU groups through
many post-1940 divestments.
These findings support prior work (Morck, 2005, p. 152; Mahoney, 2012; Perez-Gonzales, 2015)
linking the demise of PU to the PUHCA.32 However, 12 of the 19 groups exiting between 1937 and
29
Roosevelt's discussion is at www.presidency.ucsb.edu/ws/index.php?pid=14890#ixzz1cwHQ1pUl. The PUHCA responded to three
1934 studies (Mahoney, 2012): A National Power Policy Committee report to the President, a Federal Power Commission report to
Congress, and a Federal Trade Commission (FTC) report to Congress. The last, after nearly 7 years investigating holding and operating
PU companies, concluded: “the detriment of utility holding corporations to the public has exceeded, thus far, their value to the public”
and recommended Federal control over utility holding companies through taxation or direct prohibitive legislation (pp. 20, 26–27). See
also Energy Information Administration (1993).
30
Restructurings include “voluntary” proposals submitted by groups and approved by the SEC and “forced” restructuring under SEC
directives issued under the PUHCA (SEC Annual Report, 1944, p. 65).
31
Six of the 25 groups present in 1937 disappear by 1940, two being subject to PUHCA actions. Five spinoff groups and four new
groups bring the 1940 total to 28. Between 1940 and 1950, 13 groups disappear and two new spinoff-groups are created bringing the
1950 total to 17.
32
Mahoney (2012) finds negative abnormal returns in utilities shares in response to news favorable to the PUHCA being enacted.
Perez-Gonzales (2015) finds that the PUHCA improved the performance of divested ex-pyramidal group member firms. Historical
evaluations of the PUHCA are mixed. Anderson (1947) thought that the PUHCA did not imply the elimination of holding companies,
but rather that their outlook was “quite positive.” He counted 345 holding company divestitures by June 1945 (p. 251), noting that
many others had submitted reorganization plans for SEC approval. In contrast, according to SEC Chair Harry McDonald's (1951)
count, there were 759 PUHCA-related divestitures with gross assets summing to over $10 billion by the end of 1950. In addition, the
PUHCA reduced PU groups' geographic spread, counting 10 SEC-registered PU groups operating in 10 or more states and 14 operating
in five or more states in December 1938, but none operating in 10 or more states and only eight operating in five or more states
in 1950.
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1950 were in sectors unaffected by the PUHCA which is therefore an incomplete explanation of the
demise of U.S. groups.
5.2 | The taxation of intercorporate dividends (1935) and related tax measures
In June 1935, overcoming aggressive lobbying by major industries such as oil and major companies
in the chemicals industry such as Du Pont (Harland, 2000, pp. 76–78), President Roosevelt sent a
special message to Congress calling for the taxation of intercorporate dividends explicitly to break up
pyramidal groups (Blakey & Blakey, 1935).33 The tax, 2% in 1935, rising to about 14% by the early
1940s, applies each time a dividend passes from subsidiary to parent. Related tax reforms encouraged
the liquidation or absorption of partially-owned subsidiaries and ended consolidated group-level tax
returns.34
The tax could be avoided entirely by breaking the group up into free-standing firms or merging
the group firms into a single corporation. The tax could also be mitigated by cutting affiliates' dividends (reinvesting earnings to generate capital gains), by tunneling income upwards through the pyramid, or by reducing the number of pyramidal levels and thus the number of times the intercorporate
dividend tax bites. After 1942, dividends from subsidiaries owned with a stake over 85% were
exempted, so the tax could also be avoided by increasing direct control stakes to exceed this
threshold.
In line with these conjectures, intercorporate dividends peaked in 1935 (at close to 60% of all dividends), when the tax was introduced, and then declined dramatically and monotonically through the
1940s, returning to their levels of the 1920s (less than 30% of all dividends). As a fraction of corporate profits, intercorporate dividends receded into relative insignificance. In groups surviving from
1940 to 1950, the number of tiers fell and the fraction of intercorporate control blocks exceeding the
85% exemption threshold increased from 27 to 35%.35 We conclude that the intercorporate dividend
tax probably contributed to the demise of U.S. pyramidal groups, but is also an incomplete
explanation.
5.3 | The investment company act of 1940
This Act imposed sweeping new regulations on investment companies, defined as companies whose
assets are primarily other firms' shares. Roosevelt's (1942, p. 126) justification for this move echoes
his general attacks on pyramids: “The investment trust, like a holding company, puts huge aggregations of the capital of the public at the direction of a few managers. Unless properly regulated, it has
potentialities second only to the holding company as a device for further centralization of control
over American industry and American finance.” Investment companies were subject to enhanced disclosure standards, strict limitations on leverage, restrictions on interference in the management of
portfolio firms and prohibitions against related-party transactions with them. Apex and intermediate
33
In general, Roosevelt's anti-big business corporate tax policies were subject to considerable controversy and lobbying efforts (see
Bank, 2013, who focuses primarily on corporate income taxes).
34
RR groups were exempted from the intercorporate dividend tax and allowed to file consolidated group-level tax returns until 1942.
35
This increase, however, is evident also in RR groups which were exempted from intercorporate dividend taxes until 1942, suggesting
that other reasons may have been at play. The increase in the proportion of firms with control blocks exceeding the 85% threshold is
not driven by an absolute increase in the number of listed companies with large control blocks but by the decline in the denominator,
the number of listed group affiliates, which shrinks by 1950. In addition to the evidence provided in this section, Twentieth Century
Fund (1937) lists 30 companies whose holding company structures changed by 1937 to reduce the burden of the intercorporate dividend tax. This list includes only two firms in our sample (one in the Du Pont group, which survives to 1950, and another in the Mellon
group, which exits between 1940 and 1950), as explicitly citing the tax as motivating their restructurings. The other 28 companies on
the list were part of entities not controlling three listed firms and therefore not satisfying our definition of a business group.
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tier firms in pyramidal groups could be deemed investment companies unless they held majority
equity stakes in all their subsidiaries. RR groups were exempted from this Act because of intense lobbying via the ICC; PU groups were also exempted because they were already subject to the PUHCA.
The SEC's 1949 Annual Report lists a handful of firms (none in our sample) subject to action
under the Investment Company Act between 1944 and 1949, but explains (p. 157) that “…there has
been little need to resort to the courts for enforcement of the provisions of the act.” Unlike the
PUHCA, the Investment Company Act was carefully drafted and thus not vulnerable to litigation, so
affected groups may have simply capitulated by raising their intercorporate control blocks above
50%. Consistent with this conjecture, the fraction of industrials affiliates, the sector affected by the
Act, held with equity blocks below 50% fell from 19% (seven of 37) in 1940 to 10% (three of 29) in
1950. In contrast, the fraction of PU affiliates controlled with less than 50% actually rose from 21%
(four of 19) to 33% (two of six). Still, other forces must also have been at work, for the fraction RR
affiliates, also exempt from the Investment Company Act controlled with stakes under 50% fell from
38% (nine of 24) to 22% (four of 18). We conclude that this Act, which cannot, by itself, explain the
demise of US groups, probably contributed to an environment unamicable to control-magnifying
groups.

5.4 | The fate of group affiliates and its determinants—A summary
The PUHCA, intercorporate dividend tax and Investment Company Act, presented group controllers
with a choice which affiliates to divest (to reduce the number of pyramidal levels, for example) and
which affiliates to keep within the group. For affiliates retained in the group, controllers had to decide
whether to take them private or leave them as public corporations, and for affiliates left as public corporations, whether or not increase the controlling blocks to avoid dividend taxation or investment
company-specific restrictions.
In line with the discussion above, Columns 1 and 2 of Table 3 estimate the probability of survival
to 1950 as a group affiliate for the full sample of group firms in existence in 1940 and for the subsample of listed 1940 affiliates only (whose fate determines the survival of the group, according to
our definition).36 Columns 3 and 4 distinguish, using ordered probit regressions for the same samples, between three possible 1950 outcomes: survival as a group affiliate; continued existence under
different ownership or after merger with another group firm; and liquidation. In all specifications,
firms in family-controlled groups and PU firms were less likely to survive as group affiliates; in some
but not all specifications, there is also indication that larger, more profitable group affiliates as well
as affiliates closer to the apex of their pyramids were more likely to survive as group affiliates.37

36

The number of observations in Table 3 is smaller than in Figure 1 because some of the variables are not available for all firms.
The results continue to hold when using multinomial logit regressions distinguishing between the same three possible outcomes as in
the ordered probit regressions. Affiliates of family-controlled groups, especially if they are small, in lower tiers of the group pyramid,
not very profitable and/or in PU, are less likely to survive as group affiliates to 1950 and more likely to be divested or merged (the
intermediate outcome category), or liquidated all together. This is true for the full sample and for the subsample of listed 1940 affiliates.
Almeida, Park, Subrahmanyam, and Wolfenzon (2011) suggest that more profitable group affiliates tend to be positioned close to the
apex of Korean pyramids. Because of data constraints, our analysis should not be viewed as a test of their theory. The finding that profitable affiliates are less likely to be divested is, however, consistent with this logic. The finding that, controlling for profitability and
size, location lower in the group pyramid is significantly correlated with the likelihood of divestment among listed firms is also consistent with the logic of Almeida et al. (2011).
37
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TABLE 3

Factors affecting the fate of group-affiliates in 1950
(1)

(2)

(3)

(4)

Family-controlled group

−0.38**
(0.12)

−0.63**
(0.29)

−0.22**
(0.12)

−0.72**
(0.30)

Log 1940 total assets

0.06**
(0.02)

0.05
(0.07)

0.04
(0.025)

0.014*
(0.008)

Pyramidal level (1 being the top of the pyramid)

−0.01
(0.05)

−0.42**
(0.018)

0.02
(0.04)

−0.24
(0.016)

Revenues/assets

1.55***
(0.43)

−0.54
(0.85)

1.89***
(0.50)

0.41
(1.04)

Public utility

−0.65***
(0.19)

−0.85**
(0.34)

−0.34*
(0.20)

−0.81**
(0.35)

Railroad

0.12
(0.20)

−0.10
(0.34)

0.10
(0.21)

0.07
(0.37)

Constant

Yes

Yes

Yes

Yes

Observations

704

148

511

114

Note. The sample consists of 1940 group-affiliates with financial data whose fate in 1950 is known. Columns 1 and 2 present probit
regressions where the dependent variable equals one for group affiliates which survive to 1950 within their groups, and zero otherwise
(for firms liquidated, divested, etc.). The sample in Column 1 includes all firms and in Column 2 only affiliates which are listed in
1940. Columns 3 and 4 present ordered probit regressions for the same two samples, respectively. The dependent variable takes the
value two for firms which survive as group affiliates; one for firms which were divested, merged, taken private etc., and zero for liquidated firms (the number of observations is smaller than in Columns 1 and 2 because of missing detailed data on the fate of some firms).
Standard errors are in parentheses and ***, **, and * denote statistical significance at the 1, 5, and 10% levels, respectively.

5.5 | Tentative evidence on reforms not explicitly targeting groups
5.5.1 | Estate taxes and other taxes

Taxes on inherited income rose through the 1930s reaching unprecedentedly high levels in the early
1940s, with top rates approaching 80% (Gale & Slemrod, 2001). Successive reforms plugged
loopholes, making their avoidance increasingly difficult (Brownlee, Rakowski, Fisher, Gelfand, &
Grossman, 2002, p. 786). These developments suggest that deaths of ultimate controllers in familycontrolled groups might have forced their heirs to sell off firms to pay inheritance taxes. Estate taxes
should not have had such an effect on widely-held groups. Table 4, Panel A, tests this hypothesis
directly by comparing controlling shareholders' deaths to the breakup of their business groups. No
general pattern is evident.38
One explanation for this non-result is that tax avoidance mechanisms, listed in Panel B of
Table 4, may have remained effective. Another is that rising estate taxes encouraged charitable giving
(Clotfelter, 2016). If ultimate controlling shareholders downsized their business groups prior to their
deaths to fund their philanthropic activities and keep the money away from the government, group
downsizing would not coincide with their deaths. We conclude that high estate taxes probably did
not directly trigger the dismantling of groups, but might still have contributed to their demise. The
faster demise of family-controlled groups in comparison with widely-held ones is consistent with this
conjecture.39

38
In many cases, groups disappear long before the death of their founder or controlling shareholder (e.g., Hopson, Insull, Vanderbilt);
in other cases, groups outlive the death of their controlling shareholder (e.g., Du Pont, Rockefeller). Only the Van Sweringen group disappears (and is taken over by Young and Kirby) upon the death of its founders, the Van Sweringen brothers, in 1936.
39
In addition to estate taxes, top marginal rates on ordinary income topped 80% in the early 1940s. Individual dividend income was
taxed at the same high rates as ordinary income from 1936 through 1939. During these years, capital gains, taxed at top rates of 39% in
1936 and 1937 and 15% in 1938 and 1939, made stock sales a hugely tax-favored form of income for high wealth individuals, possibly
encouraging controlling shareholders to sell their shares.
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Succession years and the survival of family-controlled groups

Panel A. This panel lists exiting family-controlled groups, the year each exits from the sample, year of its ultimate controlling
shareholder's death, and the difference between the two years. Negative differences indicate exits preceding ultimate
controlling shareholder death; positive differences indicate deaths preceding exits.
Group

Year of exit

Ultimate controlling shareholder death

Discrepancy
−6

a

Crawford

1929

1935

Doherty

1940

1939a

1

Du Pont

1960s

1948

12

Eaton

1929

1979a

−50

Harriman

1960s

1986

−26

Hill

1932

1916a

16

Hopson

1932

1949a

−17

Insull

1929

1938a

−9

a

29

Kuhn-Loeb

1932

1903

Mather

1940

1931a

9

Mellon

1940

1937a

3

Morgan

1940

1943

−3
a

Rockefeller

1960s

1937

Sinclair

1940

1956a

−16

Stone and Webster

1940

1950a

−10

Vanderbilt

1937

1944

−7

23

a

Van Sweringen

1936

1936

Warner

1929

1967a

−38

Williams

1940

1953a

−13

Young

1950s

1958a

−8

0

Panel B. This panel lists legal mechanisms for avoiding estate taxes and their year of their use by family-controlled groups.
Sources: Lundberg (1937), TNEC (1940), www.fundinguniverse.com (see Appendix S1).
Group name

Trusts, foundations, partnerships, trustees, estates

Year established

Crawford

Union Trust Co. of Pittsburg and Annie Laurie Crawford

1910

Doherty

Henry L. Doherty & Grace Doherty Foundation

1905

Du Pont

Empire trust

1904

Wilmington trust

1903

Delaware trust

1919

Mather

Samuel Mather estate Inc.

1930

Mellon

Union Trust Co. of Pittsburgh

1889

The A.W Mellon educational and charitable trust

1930

Rockefeller Foundation

1913

General educational board

1902

Rockefeller

Young
a

Rockefeller institute for medical research

1901

Equitable trust

1903

Carnegie corporation

1913

Laure Spelman Rockefeller memorial foundation

1918

Summer Moore Kirby Trust

1931

Decedent is the group's founder.
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5.5.2 | Investor protection

The Securities Act of 1933 and the Securities and Exchange Act of 1934, designed to prevent frauds
and stock market manipulations prevalent in the 1920s, regulated securities issuances and established
shareholder rights against corporate insiders (Avedian, Cronqvist, & Weidenmier, 2015; Douglas &
Bates, 1933; Simon, 1989). The SEC's mandate included also the supervision of corporate disclosure.
This might have made the extraction of rents from minority shareholders, or tunneling, more difficult,
contributing to the demise of family-controlled groups and possibly to the increase in control blocks.
However, there is no direct evidence that shareholder empowerment contributed to the demise of
U.S. groups, a decade or so after the two securities acts. This could be because of the incomplete
nature of initial investor protection measures in the United States; accounting standards, for example,
developed much later, when groups had already been long gone. Alternatively, the absence of a direct
link between investor protection measures and U.S. corporate ownership is consistent with Franks,
Mayer, and Rossi (2009) and Franks, Mayer, & Miyajima, 2014 who find no historical links between
investor protection and the evolution of corporate ownership in the United Kingdom and Japan.40
Indirectly, however, restricting the abuse of minority investors by corporate insiders and controlling
shareholders could have reduced the cost of external equity capital, rendering business groups' internal capital allocation less advantageous.
5.5.3 | Anti-trust enforcement

The United States implemented laws to prevent monopolistic pricing in 1890, long before any other
country did so. Becht and DeLong (2005) describe U.S. anti-trust law as fragmenting U.S. business
early in the 20th century. However, anti-trust enforcement was defunded in the 1920s and lax during
the Great Depression and the War years. Except for a brief interlude, roughly from 1937 to 1942, and
again after 1945, anti-trust enforcement was thus largely on hold during our sample period (Fligstein,
1990, Table 5.1).
To see if anti-trust enforcement after 1937 might have contributed to the demise of groups
exercising monopoly power, we use sources in Posner (1970, footnotes 2 and 13) and search for
firms which cease to be part of a group between 1937 and 1950 and also appear as defendants in
anti-trust cases filed by either the Antitrust Division of the Department of Justice or the FTC in these
years. In line with Fligstein's (1990) data, anti-trust enforcement was rare in the 1930s, with only
66 documented enforcement cases. By contrast, we find 640 cases of alleged anti-competitive behavior reported during the 1940s. However, of these, only 15 involved group-affiliates, of which only
four were listed, of which two were dismissed. We conclude that anti-trust enforcement was not a
major force in bringing about the demise of business groups, although the resumption of anti-trust
prosecutions in the 1940s may have helped sustain anti-big business sentiment.41
5.6 | The great depression and the historical legacy of the 1930s and 1940s
Although a few groups in our data set collapsed during the early 1930s, most survived the nadir of
the Great Depression, perhaps because of their ability to withstand adverse economic shocks (see
Khanna & Yafeh, 2005, for related findings). Collins and Preston (1961) provide evidence on the relatively few changes in the ranking of large US corporations in the Depression era (and subsequent
decades) relative to the unstable earlier decades of the 20th century, suggesting that the Depression
40
By contrast, Cuomo, Zattoni, and Valentini (2012) provide evidence from Italy according to which changes in investor protection do
affect corporate ownership.
41
See Appendix S3 for a discussion of additional New Deal reforms. See also Table C3 for a concise summary of all reforms and their
hypothesized effects.
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was not a period in which large group affiliates, to the extent that they were industry leaders, were
replaced by other firms (see also Edwards, 1975).
Nonetheless, the Depression probably played a central role in the disappearance of U.S. groups
by sustaining a profoundly anti-big business political climate that transformed America's political discourse. Indeed, the fact that groups tended to disappear in the 1940s, a decade or so after the Depression, suggests that the dire economic conditions of the 1930s were not the main cause for their
demise or transformation. The lasting shift in the public discourse generated by the Depression may
explain why Roosevelt's attack on big business was perceived as irreversible, leaving controlling
shareholders and top managers with no choice but to dismantle of their groups.
We observe no new groups with listed affiliates replacing the ones which disappeared by 1950;
furthermore, defunct groups were not replaced by diversified conglomerates in the 1960s.42 We
therefore posit that the 1930s reforms, most of which are still in place, and the political shift associated with the Depression not only caused the dismantling of control-magnifying groups, but also prevented the rise of new ones of any significance. The U.S. corporate ownership as we know it today is
thus an institutional legacy of the New Deal reforms.
In contrast with the Great Depression whose effects appear to have been primarily delayed and
indirect, World War II seems to have actually benefited large corporations regardless of their control
structures through government “cost plus” procurement contracts and increased concentration
(Harland, 2000, Chapter 4). These war-time measures were temporary, however, whereas the New
Deal reforms remained in place and their enforcement continued during and after the War.43
5.7 | Implications for public policy, corporate governance, and corporate strategy
Until the middle of the 20th century, business groups, often pyramidal in structure, were as important
in the United States as they are in present-day emerging markets. Their decline began in the second
half of the 1930s and gathered force in the 1940s following a sequence of reforms, some of which
explicitly targeting the groups, perceived as wielding excessive economic and political influence. We
posit that an array of reforms, not a single silver bullet, combined with a long-term shift in
U.S. politics, ultimately brought about the demise of U.S. business groups. In this sense, the history
of business groups in America illustrates the importance of the interface between politics and economic organization (Schneider, 2010).
As the advantage of hierarchical resource allocation by business groups ebb with institutional and
economic development, the downsides of the concentrated economic power they bestow loom larger.
Historical lessons from the U.S. reforms of the 1930s and 1940s, especially with respect to the use of
multiple policy tools consistently over a long time period, seem ever more relevant. The
U.S. experience may be useful in its emphasis on regulatory forces introduced specifically to curb the
influence of groups rather than using traditional investor protection or anti-trust tools. The successful
U.S. experience in dismantling business groups (and the ability of the U.S. occupation forces to bring
about the dissolution of the zaibatsu groups in Japan after World War II) also attest to the importance
of political support for such ambitious reform moves, which can be more easily obtained in periods
of extreme duress, such as the Great Depression or the U.S. occupation of Japan. Finally, the time lag
between the enactment of the reforms and the demise of U.S. groups is consistent with evidence from
42
The largest conglomerates of the 1960s (Dirlam, 1970) included only one of our sample groups in existence in 1950, International
Telephone and Telegraph.
43
The PUHCA was in force until the early 1990s, intercorporate dividend taxes remain in place and the Investment Company Act is
also still valid. Over successive decades, the SEC has grown stronger and US disclosure rules, shareholder rights, and rules against
tunneling are among the most rigorous in the world (La Porta et al., 1999).

24

KANDEL ET AL.

other historical contexts of economic changes substantially lagging legal and regulatory reforms. If
such lags are common to many reforms, the expectation of immediate results both by academics
looking for “natural experiments” and by policymakers may prove frustrating.
Our findings are also relevant to the corporate governance literature. The importance of business
groups in the interwar US economy, as in other common law jurisdictions (Canada, Hong Kong,
India, Israel, Malaysia and Singapore) affirms their compatibility with a common law legal origin.
Furthermore, our findings raise new questions about the history of corporate governance in America
and elsewhere: the dissolution of US business groups, described here, and of Japanese business
groups after World War II, are the sole historical examples of successful business group dissolution.
Both episodes were directed by US New Deal economists and both occurred under extreme political
and economic circumstances. Yet the two countries ended up with different ownership structures.
Whereas in the United States, the corporate landscape was effectively transformed into that of mostly
standalone and widely-held firms, Japanese business groups re-emerged in subsequent years, with
their independently-listed affiliates majority owned by other group firms via a web of small intercorporate crossholdings, rather than via holding companies (Franks, Mayer, & Miyajima, 2014; Morck &
Nakamura, 2005; Yafeh, 1995). One possible explanation for this divergence may be that, in Japan,
unlike in the United States, political pressure against big business was not sustained.
The U.S. historical experience is of relevance to the formulation of public policy in present-day
economies in which business groups are no longer needed to make up for institutional voids, but their
economic and political power is a concern (e.g., Almeida & Wolfenzon, 2006; Morck et al., 2005).
In Israel, recent reforms reminiscent of the PUHCA have limited pyramids in all sectors to two tiers.
As in the United States, this regulation was accompanied by several additional measures to limit the
groups' financial clout and monopoly power. The overall impact of the Israeli reforms is still hard to
evaluate (as groups had several years to complete their restructuring), but their economic and political
power seems to have declined. South Korea levies an intercorporate dividend tax, together with various corporate governance requirements introduced after the Asian crisis (Haggard, Lim, & Kim,
2003). These measures appear to have had little impact on Korean business groups, whose affiliates
pay extremely low dividends. Italy briefly enacted such a tax, but it was soon repealed (Aganin &
Volpin, 2005). British firms have had dispersed ownership throughout the 20th century and such
business groups as existed in Asian colonies (and traded in London) were broken up after the 1968
Takeover Rule, which required 100% bids by any acquirer seeking 20% or more (Jones, 2000).
Of special interest are the possible effects of the New Deal reforms on corporate decision-making
and strategy. The disappearance of control-magnifying business groups with partially-owned affiliates has made the formation of very large corporate empires costly to establish in the United States in
comparison with other countries. The absence of such empires in post-1950 America may have constrained corporate political rent seeking to a smaller scale than in countries dominated by vast pyramidal business groups (e.g., Brazil, Italy, South Korea, Sweden, or Turkey). Barring large controlmagnifying groups may have also limited the political and economic costs of entrenched elites with
inherited wealth (Fogel, 2006), although lobbying and entrenched business interests do, of course,
exist in the United States.
The disappearance of large groups has probably made extreme forms of diversifications less prevalent in the United States than in other countries: when affiliates are fully owned, diversification strategies become costly to pursue. Although conglomerates appeared in the United States in 1960s, they
were much smaller than the business groups of the 1930s and subsequently deemed inefficient and
forced to refocus through capital market pressures and hostile takeovers (e.g., Berger & Ofek, 1996).
Perhaps the fact that no family or tycoon could afford to own a significant block of shares in an entity
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with multiple fully-owned affiliates adversely affected the corporate governance in these conglomerates and limited the efficiency of their internal capital markets. It is also possible that the need to fully
own all units has limited the extent of efficient diversification opportunities these conglomerates
could pursue. To the extent that this is the case, the historical evidence presented in this paper suggests that the prevalence of focused strategies in corporate America is not only due to efficiency considerations, pressure by financial markets and so on (e.g., Palepu, 1985) but also due to the legal and
regulatory legacy of the Neal Deal.
Barring pyramidal business groups from forming may also allay shareholders' fears about tunneling
or other conflicts of interest between controlling and minority shareholders, letting growing U.S. firms
raise public equity on better terms than elsewhere (La Porta, Lopez-De-Silanes, & Shleifer, 1997). This
induces firms in the United States to become widely held as they age and grow; large mature
U.S. companies are typically left without significant equity block holdings by business families or other
insiders, rendering them vulnerable to agency problems associated with dispersed ownership whose
remedies, such as takeovers and pressure from institutional investors, have attendant costs.
The policy-induced absence of control-magnifying groups is also likely to have had an effect on
corporate investment in physical assets, as well as in R&D. For example, business groups may
impede innovations by member firms that disrupt the business of other group members
(e.g., Morck & Yeung, 2003); it is possible that their absence may, under some circumstances, be
beneficial in that respect. In addition, the nature of corporate research and development is likely to be
radically different in a diversified business groups with multiple affiliates in different sectors, in comparison with a focused standalone firm.
Finally, the present study raises many fundamental questions on the nature of competition in
U.S. markets and the possible effects of New Deal policies on it. How was competition affected
by the demise of business groups? How did former group affiliates change their strategies vis-àvis their rivals? And how did non-group firms react? Did the elimination of business groups affect
competition in certain industries more than in others? How did the performance of group affiliates, standalone firms and affiliates of other entities change? We leave these fascinating questions
to future research.
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