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a b s t r a c t

La Porta et al.’s [La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny, R. (1998). Law and finance. Journal
of Political Economy, 106(6), 1113–1155] theory of law and finance predicts that minority controlled own-
ership structures, i.e. those that allow voting rights to exceed cash-flow rights, are more numerous in legal
contexts that do not adequately protect investors against expropriation attempts by dominant sharehold-
ers. The purpose of our study is to test this prediction in a unique environment, that of the province of
Quebec. Quebec owes its distinct status to the fact that it is the only jurisdiction among the 10 provinces
of Canada to operate under civil law, while the other nine provinces operate under common law. We show
that, in comparison to those in the rest of Canada, dominant shareholders in Quebec corporations hold a
higher percentage of voting rights, with a wider gap between their voting rights and cash-flow rights.

© 2008 Elsevier Inc. All rights reserved.

1. Introduction

Several studies suggest that Berle and Means’ (1932) model of
the widely held firm does not seem to reflect reality, except perhaps
in countries like the United States and the United Kingdom. Even
the world’s largest listed companies generally have a concentrated
ownership structure (Claessens, Djankov, & Lang, 2000; Faccio &
Lang, 2002; La Porta, Lopez-de-Silanes, & Shleifer, 1999; Lins, 2003).
However, these studies have highlighted serious differences among
countries, including differences in ownership concentration and
in the presence of mechanisms that grant dominant shareholders
power over voting rights that proportionally exceed their cash-flow
rights.

According to La Porta et al. (1999), minority controlled owner-
ship structures, i.e. the structures that allow voting rights to exceed
cash-flow rights, exist in greater numbers when the legal context
does not offer investors strong protection against expropriation by
dominant shareholders. La Porta et al.’s law and finance theory of
corporate governance contends that countries with a common law
tradition protect investors better than do countries with a Civil Law
tradition.

In this regard, the objective of our study is to see how the law and
finance theory applies to a unique context, the Canadian province
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of Quebec. Quebec owes its distinct status to the fact that first, it
is the only civil law jurisdiction in Canada. Since the other nine
provinces have a common law tradition, Quebec is an interesting
laboratory for carrying out comparative studies. Second, two corpo-
rate statutes co-exist in Quebec, the Companies Act, adopted by the
Quebec legislator, and the Canada Business Corporations Act (CBCA),
decreed by the federal legislator. Although both statutes can be used
to incorporate any type of business, including public companies,
they offer minority shareholders different levels of protection. In
this regard, the Companies Act is not nearly as generous as is the
Canada Business Corporations Act.

The juridical frameworks of Quebec and Canada are thus a
unique environment for testing the law and finance theory because
a number of interfering variables can be eliminated. Unlike the
multi-country context generally used in previous studies, the Cana-
dian context makes it possible to study the relationship between
ownership structures and two different legal frameworks within a
single country. Because the firms included in our sample are located
in Canada, other influential factors such as quality of accounting
standards for the preparation, auditing, and presentation of finan-
cial information, competition on the product markets, and pressure
from public opinion or level of national wealth (Dyck & Zingales,
2004; La Porta, Lopez-de-Silanes, Shleifer, & Vishny, 1998), are
inherently controlled for.

Our analyses are based on a sample of 487 of the largest Cana-
dian corporations listed in 1999. We show that, in comparison with
those in the rest of Canada, dominant shareholders in Quebec cor-
porations hold a higher percentage of voting rights, with a wider
gap between their voting rights and cash-flow rights. We also find
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that cases in which voting rights exceed cash-flow rights are of
even greater scope for Quebec companies incorporated under the
Quebec Companies Act. These results stand up to the addition of
control variables such as family ownership, the firm’s size, lever-
age, financial performance, liquid assets, capital expenditures, as
well as firm age and industry. These results support the hypothe-
sis that the legal protections afforded to minority shareholders do
influence the ownership structure of listed companies.

The study is organized as follows. The next section describes the
fundamentals of the law and finance theory. Section 3 describes the
legal environment in Canada and Quebec, as well as the ownership
structure of corporations listed on the stock market. The research
hypotheses and methodology are presented in Section 4. Lastly, the
study’s analysis of results and the conclusion follow in Sections 5
and 6, respectively.

2. The law and finance theory

The literature provides undeniable evidence that the ownership
structures of business corporations are specific to their countries
of origin. Faccio and Lang (2002) note that nearly 37% of European
corporations have widely dispersed share capital, but that the per-
centage of widely held firms approaches 62% in Ireland, whereas
it stands at only 10% in Germany. A similar pattern exists for
mechanisms used to separate voting rights from cash-flow rights.
According to Faccio and Lang (2002), more than 66% of Swedish cor-
porations have multiple vote shares, vs. 3% of publicly listed French
companies. Thus, in order to control 20% of the voting rights in a
Swedish corporation, a shareholder needs, on average, only 10% of
its cash-flow rights. In France, by contrast, the requirement for con-
trolling 20% of a corporation’s voting rights is, on average, 19.9% of
its cash-flow rights.

How can this disparity in ownership structures observed among
countries’ business corporations be explained? The groundbreak-
ing research by La Porta, Lopez-de-Silanes, Shleifer, and Vishny
(2000) shows that studying the legal environment in which firms
operate can not only provide answers to this question, but also
enrich financial theory. Their law and finance theory has lead to
the analysis of the impact of regulations on investor protection,
corporate ownership structures, and the development of finan-
cial markets. The authors point out that the quality of the legal
and regulatory frameworks (laws and their enforcement) aimed at
protecting investors (shareholders and creditors) is a key factor in
determining the level of ownership concentration.

La Porta et al. hold that, when their rights are adequately
protected by the legal regime, investors are more inclined to par-
ticipate in public markets, thus encouraging the development of
financial markets and broadening ownership dispersion. If laws
are adequate, even the smallest investor feels protected against
the risks of being expropriated by directors or dominant share-
holders. If protected from expropriation, investors would agree to
pay more for shares, in turn prompting dominant shareholders to
reduce their share of ownership, all the more so because fewer
private benefits will be derived from control. On the other hand,
when investors are inadequately protected, dominant shareholders
derive greater private benefits and are less likely to dilute their con-
trol, either by issuing new capital or selling a portion of their blocks
of shares. However, when protection is weak, ownership concen-
tration among small investors may be another way to compensate
for flaws in the legal regime and to keep better watch over directors
and dominant shareholders (Shleifer & Vishny, 1997).

So far, the empirical evidence supports the predictions made by
proponents of the law and finance theory. For example, the study
by La Porta et al. (1998) shows that compared with countries under
civil law, countries whose legal system is rooted in Anglo-Saxon

tradition (common law) usually offer investors better protection.
Based on a sample of the ten largest corporations in 49 countries,
they conclude that ownership concentration is inversely related
to the quality of the protections extended to investors. Countries
of the common law tradition are thus characterized by lower lev-
els of ownership concentration. On the other hand, La Porta et al.
(1998) observe that the level of ownership concentration is posi-
tively related to membership in the block of countries whose legal
system is rooted in the French civil law tradition.

Similarly, La Porta et al. (1999) note that multiple voting shares
and pyramidal ownership structures (mechanisms that increase
the risk of expropriation for minority shareholders, Bebchuk,
Kraakman, & Triantis, 2000) are much more prevalent in coun-
tries that offer investors the weakest protections. Dyck and Zingales
(2004) show that the private benefits available to dominant share-
holders are clearly greater in countries where investors are not well
protected. Their results also show a positive relationship between
the scope of private benefits and the amount of ownership concen-
trated in the hands of the firm’s three largest shareholders.

In sum, the empirical evidence highlights the relevance of
investor rights as a determinant of the ownership structure of
public corporations. The studies indicate that there is a greater
number of concentrated ownership structures that allow voting
rights to exceed cash-flow rights in legal regimes that provide
less protection to investors against expropriation by dominant
shareholders. On the other hand, when the legal regime is more
effective in protecting minority shareholders, the private benefits
of control are more limited, and the number of concentrated
ownership structures is lower.

3. The Canadian context

3.1. Overview of shareholder protection rules under corporate
statutes

Unlike the other Canadian provinces, Quebec is a mixed jurisdic-
tion in which the civil law and the common law systems co-exist.
Following the Constitution, public law, such as administrative law
and criminal law, is governed by common law (Hogg, 1997). For pri-
vate law, such as the law of contracts and company law, it is civil law
that establishes the jus commune. Thus, in Quebec, the backdrop of
company law is civil law (Crête & Rousseau, 2002).

In Quebec, two corporate statutes, one federal and one provin-
cial, co-exist: the federal Parliament has enacted the Canada
Business Corporations Act (CBCA), and the National Assembly of
Québec, the Québec Companies Act (QCA). Although they share simi-
larities, these statutes diverge in one important area that pertains to
shareholder protection. The CBCA offers shareholders more effec-
tive protection than the QCA does. Quebec differs in this respect
from the other provinces, where the provincial statutes mimic the
CBCA (Daniels, 1991). Accordingly, Québec can draw on two dif-
ferent statutes offering different levels of shareholder protection
within the civil law system.

3.1.1. Shareholder protection under the Canada Business
Corporations Act

The CBCA is the product of the reform undertaken in the 1970s
in the wake of the recommendations of the Dickerson Report
(Dickerson et al., 1971). The act is characterized by three funda-
mental approaches. The first is pragmatic and leads to more flexible
rules with respect to the creation and governance of corporations.
The second is contractual and grants members of corporations rel-
ative freedom to shape the organization’s internal structure. The
third is protective and creates specific mechanisms to safeguard
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