Business Groups and national institutions: institutional voids revisited

1.  Introduction

Prior research typically rationalizes firm’s governance structure as an outcome from either co-optation of environmental contingencies leading to resource acquisition (e.g. Pfeffer & Salancik, 1978) or due to isomorphic pressures eschewing conformity and resulting legitimacy (DiMaggio & Powell, 1983).  However, these approaches have significant shortcomings.  The first assumes universality in resource acquisition goals while the second assumes a pre-determined universally “ideal” organizational form.  Our approach draws on the very recent literature integrating institutional logics (e.g. Thornton, Ocasio & Lounsbury, 2012) and organizational design in focussing on the firm as a “hybrid” governance structure engaged in selective coupling elements from organizational templates associated with rival logics.

Our central focus is on the organizational structure in dynamically accommodating the often contradictory social goals inherent to opposing logics (Battilana & Dorado, 2010; Pache & Santos, 2013) – where each is fundamentally associated with its own socialized perspectives regarding resource acquisition and allocation.  Further, we integrate recent literature (Greve & Zhang, 2017) regarding the influence of sources of power external to the firm on its internal coalitions amongst directors.  Our consideration of business group constituent firms sheds light onto the impact of considerable social power exerted over group-constituent firms by the networked group precipitated through control rights in excess of cash flow ownership entitlements (Khanna & Yafeh, 2007).  In this way, we explore the hybrid governance “responses” of business group constituent firms to reconciling opposing logics in pluralistic environments.

We focus on the proportion of empowered social elites drawn from indigenous polity recruited to boards of directors in a comprehensive sample of newly 201 listed firms from 21 African countries.  Africa is an ideal laboratory given the considerable variation in national formal institutional quality, predominance of patriarchal and tribal informal institutions and typically demographically narrow polities dominated by elites with hegemonic power derived from their elevated status.  We focus on the relationship between social elites – where we argue these are associated with a predatory political economy (North, 1991) societal level logic reflective of institutionalized society-wide incentive structures, and sub-societal religious and familial logics directly influencing the formation of business groups.  Thus, firms constituent to business groups are subject to powerful influences from political economy logic on one hand and logics endemic to business group, with these being religion and family.  The resulting structure of board of directors can be thought of as a long-term truce or equilibrium between the influence of these two mutually incompatible logics.  We further explore the relationship between social elite board participation and business group constituency through moderation by first formal institutional quality and second a new informal patriarchal index measure capturing the sociological dimensions of patriarchy.

This paper offers several contributions to International Business research.  The first is it sheds important light into the mechanics of the relationship between elites drawn from demographically narrow political economies and the business environment.  Specifically it provides a theoretical rationale for a mutually beneficial association resulting from the long-term stability achieved in the board structure reconciling opposing logics.  Elites from predatory polities have institutionalized preferences regarding appropriation of private benefits from firms, while firms constituent to business groups in particular are incentivized by attaining monopoly rents associated with co-optation of regulatory institutions.  This has important implications for the wider literature since business groups are a predominant source of local partners with whom MNE firms seek to enter joint venture arrangements as part of market entry strategies.  Secondly, it questions the assumptions behind the institutional “voids” arguments rationalizing business group formation (e.g. Khanna & Palepu, 2000; Khanna & Rivkin, 2001), instead proposing a more contextually embedded institutional perspective regarding their formation.
2.  Theoretical background
The institutional logics perspective views society as a multilevel construct where logics exist at a number of distinct levels, with these being macro, societal level, meso, organizational level, or micro, sub-societal level (e.g. Thornton, Ocasio & Lounsbury, 2012).  These centre on individual’s identity and provide socialized “world views” in terms of follower’s interpretation of reality and in their subsequent decision-making and appropriateness of actions (e.g. Thornton et al., 2012).  Importantly they yield socialized definitions of resource acquisition and coordination as well as norms and values embodied in notions of appropriate behaviours embodied within governance templates, which inform strategic orientation and attainment of goals (resources).


Firms are often subject to the influence of a number of rival logics, each of whom has its own internally consistent institutionalized views on the strategic options available to the firm.  This is especially true in emerging economies and in the case of constituents within business groups where tensions arising from contradictory views between opposing logics needs to be accommodated to achieve long term stability in governance structure.  Recent literature has documented this organizational attempt to accommodate such pluralism is fraught with difficulty associated with the conflict between adherents to each logic (e.g. Battilana & Dorado, 2010).  Consensus has focussed on an optimal strategy for organizations embedded in pluralistic institutional environments being that of a hybrid governance structure, where firms selectively couple intact elements prescribed by each respective logic.  Pache & Santos (2013) argue that this circumvents constraints associated with decoupling which assumes insiders have uniform unanimous subscription to one logic only, or compromise that entails risks associated with internalizing tensions from opposing logics leading to potential failure.

Khanna & Palepu (2000) argue business group constituents are “hybrid” governance structures, where traditional firm boundaries are relaxed and there is only partial conformity to Western corporate bureaucratic form (Weber, 1978).  According to this view, constituents both gain from and contribute to the wider group network where this facilitates optimal intermediation and coordination of resources.  Our approach focusses on the additional institutional support for group formation.
Business group formation
Thornton et al (2012) argue societal frameworks are based on a number of distinct institutionalized orders.  However, there are considerable differences between the character of African orders and their Western counterparts with the most significant of these being associated with family and religion.  The former centres on an extended multigenerational form,
 in contrast to the nuclear form prevalent in Western society, and where such extended intra-familial relationships have been attributed in forming the sociological basis for modern Keiretsu in the Japanese context (Bhappu, 2000).  Specifically, dimensions relating to vertical subordination to dominant patriarchal authority and horizontal reciprocity amongst siblings and kin of same generation form the sociological basis for the foundation of business groups.  The latter, namely religion, is typically Islam or traditional African deity
.  While these embody communitarianism, they emphasise the moral legitimacy of family.  Islamic shari’ya also codifies equitable distribution of inheritance rights between siblings in contrast to the primogeniture inheritance, or inheritance by eldest male sibling, embodied in Christianity (Kuran, 2004).  This alongside contract dissolution upon death of a partner is a significant constraint on economic contracting with family involvement in business being a primary means of circumventing these restrictions (Kuran, 2004).  Taken together and religion and familial logics emphasise the intergenerational role of extended families in business.


The mutual interplay between extended familial and religious logics provides the institutional basis for an entire relational contracting system based on socialized definitions of property rights in contrast to their external and impartially defined counterparts in Western frameworks.  This is visible in Islamic shari’ya’s prohibition of interest, speculation, thereby undermining the concept of arbitrage, which is central to Western contracting, and lack of recognition of concepts such as limited liability underscoring the emphasis on mutual assurance and partnerships as dominant organizational template.  African Ubuntu is also centred on extended relational contracting with an organizational template rooted on mutual co-ownership and a communalistic cooperative form.  Again, the vertical subordination to patriarchy and horizontal reciprocity dimensions constitute the basis for extended relational contracting systems such as Wasta
 in Arabian-influenced societies (Berger et al., 2015; Sidani & Thornberry, 2013) and Ubuntu in their traditional African counterparts (West, 2014).  Wasta is also associated with an individual but is far more encompassing than comparable Western notions of “social status” leading to credibility and trust (e.g. Granovetter, 2005).  Instead, an individual’s personal Wasta is cumulative and based on the historical credibility of themselves as well as that of their family and most importantly their overarching clan group.  Business is undertaken through extended, highly socialized interactions, involving benevolence towards members of one’s own tribal, clan and familial network, while adverse selection and moral hazard are mitigated by reputation-based credibility, of both self and most importantly the affiliated clan group.

Taken together, and religious and familial logics form the socio-cultural basis for extended relational contracting.  However, as a central part of this they emphasise the role of business groups as a distinct governance structure, which equates to the Western concept of a hybrid organizational form (Khanna & Palepu, 2000; Khanna & Rivkin, 2001).  In this way, business groups formed on family, state, corporate or groups of individuals coalescing together are the representative organizational governance template associated with indigenous familial and religious logics.  These are fundamentally different from other logics present in indigenous corporate environment.  Consequently, business groups are a unique governance outcome associated with familial and religious logics and in this way, we differentiate them from other organizational forms.

Political economy

Prior literature credits national institutional frameworks in their relative support of external “arm’s length” or third party contracting.  However, they also shape incentive structures throughout their jurisdiction.  Their distinctive character and scope of influence has led to the cross-national comparative perspective (e.g. Jepperson, 2002 and Vasudeva et al., 2015) in arguing the polity constitutes a societal level logic, where this is viewed as a broad overarching national-level belief system.


Our approach views indigenous political economy in being far more complex than blanket descriptions based on civil code versus common law (La Porta et al., 1998, 2000).  The transplantation of formal institutional architecture during the European colonial era across many emerging economies varied significantly in scale and scope.  In many societies, this involved only elements of existing European systems, where these engendered imperial hegemonic control over disenfranchised indigenous populations.  Therefore, nascent national frameworks were inherently incomplete.  Independence then merely resulted in a transition from foreign to local “imperial” control where empowered elites – often selectively drawn from a handful of ethnic groups at the behest of others effectively subverting the transplanted ruling architecture (North, 1994).  This is accentuated across much of Africa and Middle East where indigenous ethnicities within modern nation states are often the remnants of former indigenous nations that were subverted within or dissected by arbitrary national boundaries drawn solely to delimit colonial expansion.  Thus, definitions of ethnic diversity are far more wide reaching than is the case in many Western nations, where this hinders the uniformity and legitimacy of alien transplanted institutions.

Leading from this complexity inherent within nascent national boundaries, further complication arises from the incongruity of alien transplanted formal architecture and that of the indigenous societal matrix.  This arises from the highly context specific co-evolution of formal institutional architecture within a predominantly Western societal context.  Consequently, it is subject to the mutual interdependencies and co-influence of other logics specific to that context – such as those associated with European democratic state, predominantly Christian religion, capitalist market and nuclear family (e.g. Thornton et al., 2012).  Bhappu (2000) argues that Western notions of “individualism” arise from deeper philosophy regarding an historical emphasis on the rights and duties of individuals with respect to patriarchal vassals.  This supports notions of impartiality and the concept of arm’s length or third party contracting.  It is also at odds with institutionalized notions of social obligations to patriarchal authority prevalent in extended multigenerational families ubiquitous within Asian Confucian systems (Bhappu, 2000).  These are very similar to Arabian and African notions of multigenerational family (West, 2014).

An immediate consequence of the transplantation of minimal elements of formal architecture and it’s incongruity with the indigenous societal framework associated with disenfranchised electorates is that the political process underpinning institutional reform and updating is severely curtailed (Cobb, Wry & Zhao, 2016).  In contrast to North (1991)’s argument that empowered elites have minimal incentive to enact reforms, we argue that it is not so much the elites but rather the stymied political process that effectively hinders essential updating and reform.  This would otherwise assimilate alien architecture into the indigenous framework and incorporate it into a national setting.  This is also responsible for what is in effect an institutionalized political economy logic – where this adopts a predatory as opposed to developmental form (North, 1991, 1993).
Hypotheses
We draw on the notion of logics providing an institutionalized world view regarding resource acquisition, coordination and the socially appropriate behaviours and governance templates that can inform strategy and the attainment of goals (Cobb et al., 2016).  Our approach builds on Pache & Santos (2013) in arguing organizations are subject to the influence of several, often contradictory, logics in pluralistic environments.  Organizations in such environments need to adopt a strategy regarding the decision of their governance structure based on the templates available – each with its own inbuilt adherence to a particular overarching logic.  In this way, the governance structure will align to the strategy embodied within the logic regarding resource acquisition.  However, organizations face two related dilemmas: external governance strategy and internal discourse.

Organizations external governance strategy is also closely related to their identity and in particular their ability to self-identify with prevailing logics.  Lok (2010) argues that instead of being passive “consumers” of overarching notions of institutionalized identity, organizations actively undertake identity work.  Pache & Santos (2013) argue that organizations are “hybrid” forms of organization and in being subjected to the influence of multiple logics are better able to accommodate differences between them through a selective coupling strategy.  In this way, organizations structure their governance in being drawn from elements from the templates associated with rival logics.  Importantly, this alleviates much of the detrimental internal conflict in the discourse between advocates of each logic within the organizational structure regarding governance and related strategy and attainment of goals.


We argue that firms constituent to business groups are particularly vulnerable to potential contestation between logics.  Here powerful sub-societal indigenous familial and religious logics that provide the sociological basis for group formation are offset against societal level political economy logics.  In particular, firm’s constituent to business groups have mutual economic assurance from wider group structure (Khanna & Palepu, 2000).  This in itself typically extracts significant economic rents from significant or even monopoly control over industries in indigenous economy.  Group constituent firms are subjected to the familial and religious logics underpinning the very sociological foundation of the group’s structure.  However, empowered social elites maintain hegemonic control over national formal institutional architecture and regulatory institutions.  This is particularly prevalent in narrow polities common to many emerging economies while these are one visible feature of the demographic shape of polity (North, 1991) and the resulting unique political economy logic.  Firm’s constituent to business group therefore need to attain long-term stability between these two conflicting logics: religious and familial on one hand and political economy on other.  A strategy to accommodate this potential conflict is in the strategic recruitment of social elites as nonexecutive members of firm’s board of directors.  In this way, elites participate in the firm and wider business group and are able to appropriate pecuniary and non-pecuniary private benefits from their deep involvement in shaping firm strategic alignment.  This is in turn offset by the firm and business group gaining lobbying power over narrow polities and their hegemonic control over national resources through the pragmatic dispositional legitimacy afforded by having social elites on boards of directors.  Importantly our theoretical argument also extends to when elites themselves are drawn from the same extended family, clan or ethnic lineage group upon whom the business group itself is formed since our model concerns the conflict between opposing logics.
Hypothesis 1: There is a positive association between being a BG-constituent IPO firm and the proportion of the board comprised of social elites, in emerging economies.
Moderation by formal institutions

Formal institutional quality is a suitable moderator for our hypothesized association between business group constituency and proportion of social elites on board of directors since it provides an indicator of the demographic inclusivity of indigenous polity.  High formal institutional quality is reflective of demographically flatter polities that are more inclusive of wider population.  Consequently, the wider population actively participate unimpeded in political process of institutional assimilation, reform and updating implying that there is an equitable distribution of power, wealth and economic opportunities.  In this context, political economy institutions are developmental (North, 1991) and supportive of external, arm’s length contracting with firms able to source resources externally with their property rights protections afforded by strong impartial regulatory architecture.  However, while the political economy societal logic is developmental in character, the deeper familial and religious logics will still be present to provide sociological support for business groups as a distinct organizational form.  There is simply no institutionalized need to recruit elites to board of directors.

As formal institutional quality decreases then the resulting deficiencies reflect a predatory institutional framework (North, 1991) where social elites wield institutionalized hegemonic power over national regulatory architecture.  This predatory character is reflected in accentuated rent extraction by elites and draws on inherent incongruities between transplanted and maintained formal architecture at societal level and informal meso level institutions.  Under these circumstances, there is significant conflict between predatory political economy logic and those familial and religious logics promoting business group formation within society.  Therefore, there is an accentuated need for pragmatic legitimacy to co-opt the contingencies associated with the political economy logic – which motivates recruitment of elites into boards of directors.  As a result, of these theoretical arguments we test the following: 
Hypothesis 2:  Formal institutional quality inversely moderates the positive association between the likelihood of a firm being a constituent of a BG and the proportion of its board comprised of social elites, in emerging economies.
Moderation by informal environment
Following Zhao & Wry (2016) we argue that patriarchy is a societal level logic, where this can be characterized as abroad, national-level belief system (e.g. Jepperson, 2002 and Vasudeva et al., 2015).  Zhao & Wry (2016) integrated this cross-national comparative perspective to studies theorizing societies as being comprised of distinct inter-related subsectors or institutional orders (e.g. Thornton et al., 2012).  This integrated approach exploits the notion of society being a multi-faceted institutionally pluralistic environment where orders are moderated in their intensity by societal level logics.

Drawing from Bhappu (2000)’s elaboration of the relational contracting dimensions of Keiretsu groups being vertical subordination to patriarchal authority and horizontal extended reciprocity we argue that patriarchy is fundamentally associated with underlying indigenous logics.  When patriarchy is low, then there is less emphasis on relational contracting within society.  However, this does not have any impact on the rival political economy societal logic since that is solely associated with which formal institutions were originally transplanted and resulting narrowness of polity.  Therefore, low patriarchy is associated with some recruitment of elites in order to attain pragmatic legitimacy (Suchman, 1995) from regulatory institutions.

Conversely, when patriarchy is high, the logics relating to religion and family are markedly stronger resulting in an accentuated socio-cultural emphasis on relational contracting.  These logics are more powerful than their rival political economy logics implying that group constituent firms have little need to seek legitimacy from recruiting elites.  Resources are obtained through adherence to indigenous logics underpinning relational contracting where this dominates.  It should be noted that this theoretical relationship has no implications for formal institutional quality since even if this was high while patriarchy was equally high then latter would dominate in terms of promoting relational contracting.  Therefore, we test the following:
Hypothesis 3:  Patriarchal institutions inversely moderate the association between the likelihood of a firm being a constituent of a BG and the proportion of its board that is comprised of social elites, in emerging economies.
3.  National institutional environment

Formal institutions

While African countries legal systems can be easily classified as either common law or civil code law, this dichotomous classification is better suited to reflecting the structure of the economic system rather than in making inferences on institutional quality as is undertaken by La Porta, Lopez-de-Silanes, Schliefer, and Vishny (1998, 2000).  This is evident that some common law countries such as Nigeria and Zambia have equally poor institutional quality as civil code law counterparts such as BRVM (Cote d’Ivoire), Mozambique, Egypt and Algeria.  Countries adhering to common law yield greater institutional support for external markets and at least provide a basis for arm’s length contracting, while their civil code law counterparts are rooted on the “Dirigiste” or state-led capitalist model.  Here the state either directly or indirectly exerts control over factor markets.

There is considerable variation within the generic classifications of civil code and common law jurisdictions.  This is exemplified on the one hand by Algeria and three cantonments (provinces) of Sénégal that were administered by colonial authorities as an integral part of metropolitan France while on other hand national frameworks such as that of Egypt were established through Napoleonic conquest but then subject to substantive reform by English common law through incorporation into British empire.  South Africa and, by virtue of colonization, its neighbour Namibia both adhere to Roman-Dutch civil code law – transplanted to Southern Africa prior to the Napoleonic conquest of the Netherlands
.  However, all transplanted European-origin formal institutional frameworks have been subject to varying degrees of assimilation into the indigenous societal matrix – where this has often led to their incorporation within tribal system.  Regulatory “capture” of formal transplanted frameworks by elites drawn from a handful of ethnicities or clans has degraded the impartiality of such institutions and generated disenfranchised populaces within essentially underlying feudal systems.

These issues emphasise the importance in considering institutional quality as opposed to relying on simple distinctions between common law and civil code law jurisdiction in line with La Porta et al (1998, 2000).  Consequently, we draw on the six World Governance Indicators (WGI) developed by Kaufman et al (2009) where these are formed from national survey data in each country with their detailed construction and sources provided in Appendix Table 1.  We rebase each of the six measures on a 0-1 scale and then average the six to provide an aggregate formal institutional quality measure.
Informal institutions

Our new patriarchal metric is comprised of three equally weighted elements.  The first is the corruption perceptions index, which is one of six formal institutional metrics that make up the World Governance indicators developed by Kaufman et al. (2009).  While University of South Florida (2009) details this measure captures the effects of nepotism, we argue that this is representative of the horizontal dimension of extended reciprocity.  The second is one minus religious fractionalization, where Alesina et al (2003) defines fractionalization in terms of religious heterogeneity on a scale of 0-1, and where our simple inverse captures the relative social cohesion provided by common religion across society.  This is also important as religious diversity is a source of potential conflict through incongruous definitions of family and inheritance rights as well as moral and ethical notions of permissible behaviours that form the basis of societal culture, which in turn is the foundation for relational contracting and business group formation.  The third is discriminatory family code, which captures the degree of legally codified patriarchy, and thereby provides a representation of the vertical dimension of deference to patriarchal authority.  A detailed definition of construction and data sources for all three components is provided in Appendix Table 1.  Furthermore, all three are scaled on a 0-1 basis.
Patriarchal Index =
(Corruption Measure)2 



+ (1-Religious Fractionalization)2



+ (Discriminatory family legal code)2




(1)
The construction of the new patriarchal index follows that of the OECD’s (2016) Social Institutions and Gender Index (SIGI), which also uses non-linear components, though in a weighted combination.  The index is scaled on a 0-3 scale where most values lie between 1 and 2, with only a few falling outside of this range.  Following SIGI’s construction, the squaring of each term captures the considerable increases in resulting patriarchy arising from relatively small increases in any one of the three sub-components.  The index’s construction also implies only partial compensation for relative inequalities arising from any one of the three sub-components.  This implies that very high inequality in one dimension can only be partially offset by low inequality in another dimension.
There are few alternative measures of informal institutions in the literature with the exception of the recently developed Tribal index by University of South Florida (2009).  However, this has some shortcomings in its universal application.  In particular, it builds on components capturing ethnic fractionalization and proportions of indigenous population, in proposing a generic measure that is representative of tribal structure of society.  This is a particular problem owing to the underlying implicit assumption of social cohesion within the tribal group(s) – which is questionable in much of Sub Saharan Africa which has the highest ethnic fractionalization worldwide (e.g. Nunn & Wantchekon, 2011) resulting in a lack of trust between groups and within groups.
4.  Methodology
Sample
To study the interplay between formal and informal institutional environments and their influence on the co-optation of indigenous political economy’s social elites by business group constituent firms we focussed on IPOs in African countries.  We chose to study IPO firms since transparency and reporting are optimal at this juncture in a region characterised by generally underdeveloped financial markets and related institutions, such as those prevalent in developing economies.  Consequently, firm’s subsequent compliance with listing standards in practice is questionable given paucity in enforcement as well as weaknesses in institutional environments.
The dataset was constructed in three stages.  First, a list of IPOs between January 2000 and August 2016 was identified on African markets. These include Algeria, Egypt, Morocco, Tunisia, Cape Verde Islands (Bolsa de Valores de Cabo Verde), Cameroon (Bourse de Douala), BRVM (Cote d’Ivoire), Sierra Leone, Malawi, Kenya, Uganda, Rwanda, Tanzania, Seychelles, Zambia, Namibia, Botswana, Mozambique, Mauritius and Ghana.  Our primary source here was the national stock exchanges and their associated websites and these were cross-checked with lists sourced from major brokerage houses to ensure accuracy in the case of Nigeria and Zambia.  This resulted in a preliminary population of 380 stock listings.


At the second stage, to ensure that our population actually covered IPOs and not private placements, the IPO prospectuses were obtained.  IPOs included are offerings that produce a genuine diversification of ownership amongst a base of minority shareholders (as opposed to private placements involving the preferential allocation of stock with institutional or corporate block holders in pre-arranged quantities and prices).  Equally, care was taken to avoid misclassifications with registrations, introductions and seasoned (secondary) offerings as these are often also officially referred to as IPOs.  Furthermore, IPOs are defined as offerings of ordinary shares with single class voting rights, that is, excluding preferred stock, convertibles, unit and investment trusts as well as readmissions, reorganizations and demergers and transfers of shares between main and development boards.  In lieu of these efforts to solely focus on IPOs, our final population was reduced to 276 genuine IPO firms.
In the third stage, we focused on domestic private-sector firms, which led to the exclusion of state privatizations and joint ventures – whose governance structures are very different from conventional firms.  This brought the total of genuine private sector IPOs down to 201.  Finally, we experienced missing values in terms of published age – or year of IPO firm establishment in prospectuses for 8 firms, missing values for number of shares issued to foreign investors for 2 firms and missing executive tenure values for a further 2 firms resulting in a final sample of 189 IPOs.  The 12 missing observations are evenly distributed throughout the sample.

Data on IPOs were collected from the financial market regulator websites for Algeria and Morocco while a combination of Thomson Corporation Perfect Information and Al Zawya databases was used for Egyptian prospectuses.  The Al Zawya database, the national stock exchange and direct contact with individual firms were used to source prospectuses for Tunisia.  Similarly in Sub-Saharan Africa, the prospectuses were from the Ghanaian, Tanzanian, Cape Verdean, and Sierra Leone national stock exchanges and the exchange websites in the case of the Seychelles and Cameroon.  The Thomson Corporation Perfect Information database was used in the first instance to source prospectuses from Nigeria, Malawi and Kenya.  Pangea Stockbrokers (Zambia) as well as individual floated firms provided prospectuses for the Zambian stock market.  Finally, in SSA, the African Financials website (2014) provided information relevant to listing from annual reports.  These sources are listed in Appendix Table 1.
Considerable care was taken in the interpretation of information from IPO listings prospectuses, given the considerable variation in size and quality of these filings across the continent.  Examples range from inaccuracies in values and units of measurement in Egypt (such as units stipulated in prospectuses as billions where additional verification confirmed value denominated in millions) to omissions and inaccuracies in the balance sheets in the prospectuses of many smaller Nigerian firms.  Attempts to verify data from prospectuses with additional sources such as firm websites, annual reports and mandatory filings of annual accounts were made wherever possible.
We employed a variety of additional resources to identify and classify IPO firms in being constituent to business groups.  A non-exhaustive list is outlined in Appendix Table 2.  Such classification does not fall into neat categories defined by different thresholds of cash flow ownership as with the family firm literature – with these issues being outlined in Anderson et al. (2003).  While business groups may fall under the control of a dominant family, this does not preclude overlapping control by a number of families, or groups centred on collections of individuals, corporate interests or the state itself – as in Tunisia.  However, profound importance is attached to group controlling entities exerting control rights in excess of minimal cash flow rights.  This is apparent in soft socialization means of control as well as hard forms of accentuated control through pyramids and extensive cross-shareholding networks.  Further complication arises from business groups often using nominee and offshore accounts and unlisted private companies, subject to lower transparency and reporting requirements, to further obscure lines of control vexed through such hard methods.  These render classification based solely on cash flow ownership in being at best inaccurate and emphasise the necessity in additionally tracing socialization control exerted through shared and overlapping directorships amongst group constituents.  The use of such additional wide-ranging sources is essential given the continent’s minimal adoption of IFRS and opacity in disclosure and reporting standards.

Identification of individual directors as being drawn from a social elite background within indigenous political economy was made from study of the director profiles and biographies section of listing prospectus.  We are able to identify four different categories of social elites: senior military, government, commercial, and academic
.  We adopt a one-dimensional definition of social elite status, based on an individual director’s description in the director profiles part of the IPO listing prospectus.  We also further verify this information from additional sources – as reported in Appendix Table 2.  The adoption of a one-dimensional social elite, i.e. defined as a director drawn from either a military, governmental, commercial or university background but not several of these backgrounds together, is analytically tractable and in line with the director profile descriptions, where a singular definition is routinely applied.  However, we concede that it is quite possible for a director to emanate from a number of categories of elite – such as having a military background and also having served in government and commercial roles.  Our definition is drawn from the reporting prevalent in African IPO prospectuses.  Furthermore, the list of four identifiable elites may not be exhaustive but again is based on those self-categorized and reported formally in the listing prospectuses.

The distribution of the proportion of social elites on boards of directors of IPO firms divided between those of whom who are and are not business group constituents is provided in Table 1.  Several observations are immediately apparent.  The first is that elites are more prevalent on boards in Sub Saharan African firms as compared to their North African counterparts.  The second is that the highest proportions of social elites on boards of directors occur in firms across East and West African sub-regions – where regulatory architecture is typically subject to capture by handfuls of empowered tribal or clan groups with a political process that is typically stymied resulting in narrower polities and more widely disenfranchised populaces.
Insert Table 1
Dependent variables

Our dependent variable is binary, taking the value 1 if the firm is a constituent of a BG and zero otherwise.  This follows Anderson et al. (2003) who used a similar dependent variable to capture family participation in firms.

Explanatory variables

This is the proportion of social elites on the board and corresponds to Hypothesis 1 as well as forming an integral part of Hypotheses 2 and 3.
Moderating variables

We used two institutional metrics to moderate the association between proportions of social elites on boards of directors and likelihood firm is constituent to a business group.  These are the aggregate formal institutional quality index and the new patriarchal index.  These two metrics both correspond to the moderation of our underlying hypothesized associations.  We follow Kim et al. (2004) in moderating with an index.  However, in order to mitigate the potential effects of collinearity, we centred and normalized both indices.
Control variables
Prior literature identifies a number of distinct categories of controls relevant for the identification of business group constituent firms as opposed to their independent counterparts.  The first are three institutional controls, where these are comprised of our two institutional indices used in moderation outlined above, namely formal institutional quality index and the new patriarchal index.  The third is a binary legal origin effect taking value 1 if IPO is undertaken in a civil code law jurisdiction and zero if it falls within a common law setting.

Next, four board controls are introduced.  All are drawn from year preceding IPO.  Board size, through the natural logarithm of total number of executive and nonexecutive directors serving on board at IPO, accounts for the resource provision to firm (Pfeffer & Salancik, 1978) through the extended personal social networks associated with each of the directors – where this is particularly relevant in emerging economies and in business groups and family firms (Khanna & Yafeh, 2007).  The independent nonexecutive ratio provides an indication of the genuine monitoring capacity of nonexecutives as opposed to their being associated with insider groups – which is typical of family and business group constituent firms (Khanna & Rivkin, 2001).  Average executive tenure, following natural logarithmic transformation, provides an indication of entrenchment of executives.  Increased mutual risk assurance amongst group constituent firms has been associated with less likelihood of executive succession which prior literature has linked to a decrease in risk-taking by incumbents.  Board dominant religion is a binary effect taking value 1 if a majority of directors adhere to a particular religion and zero otherwise.  Individual director’s affiliation with a given religion is obtained from detailed descriptive biographies and profiles in listing prospectuses as well as from sources outlined in Appendix Table 1.  This follows the line of work using religion at a country level (see Guiso et al., 2003) as well as at the individual director and CEO level (Hilary & Hui, 2009; Kumar et al., 2011).

Four firm controls are used.  All are drawn from year preceding IPO.  Prior literature has associated natural logarithm of pre-tax revenues (or sales) as a proxy for a firm’s size and complexity of operations (Finkelstein & Boyd, 1998), which is associated with a more complex task environment for directors – both in decision-making and strategy as well as in monitoring (Sanders & Carpenter, 1998).  Accounting return on assets (ROA)
 is a measure of firm performance, in line with Khanna & Palepu (2000).  Firm age, following natural logarithmic transformation, controls for older firms being associated with more complex task environments, as well as “liability of newness” in IPO firms and the considerable information asymmetries generated by a lack of operational and performance history (Arthurs et al., 2008).  Total debt to total assets captures the proportion of debt liability in relation to its asset base, where this is likely to be less favoured in business groups and relational contracting systems emphasising partnership and communitarian risk sharing (Khanna & Rivkin, 2001).

Four ownership controls account for the post-IPO holdings of the executive directors, corporate block entities, family and state.  Greve & Zhang (2017) argue ownership in forming an external source of power in influencing the preferential adoption and influence of certain logics within the firm.

An IPO control is introduced accounting for shares offered to foreign investors to total shares issued and outstanding post-IPO.  This is indicative both of the potential to introduce additional logics into the firm’s organizational structure as well as the degree to which the firm has adopted an organizational structure based on dispersed ownership model, which is central to Western corporate bureaucratic form.

Finally, a macroeconomic control is introduced with this being the natural logarithm of GDP per capita.  This provides an indication both the aggregate wealth in an economy as well as the level of equitable dispersion of wealth and economic opportunities across wider population.
Empirical model
To test our hypotheses we adopted a multilevel hierarchical mixed-effects probit model.  This takes into account the unique structure of our dataset where firm-level data is nested within country-level data.  This corresponds to option 17 in Stata 14.1.  We undertake robustness checks by forming a panel and applying random effects probit and fixed effects logit models, while we study marginal effects through OLS models.  We also additionally estimated all models with pre-IPO holdings for each category of ownership.

We did not include additional country binary fixed effects since their addition would lead to perfect collinearity with legal origin binary dummy, an issue referred to as the dummy variable trap (Wooldridge, 2009)
.  Industry and time (year) fixed effects are applied across all models.  Errors are cluster-robust in terms of countries.  Industry definitions vary by country while compliance to ISIN and SEDOL industry category codification is not universal across the continent reflecting the underdeveloped nature of financial institutions.  Following Khanna & Rivkin (2001) in handling similar issues, we adopted Bloomberg’s basic industry definitions
.
5.  Empirical Results

Bivariate analysis

Table 2 reports the descriptive statistics for the variables used in the analysis, and the matrix of Pearson correlation coefficients.  It shows the average proportion of social elites on boards of directors across our sample is 17.55%, although dispersion is quite broad with a standard deviation of 21.37%.  The average proportion of independent nonexecutives to board size is 21.18%, while almost 57% of IPO firms’ boards of directors had a dominant religious affiliation.  Average executive tenure is similar to firm age in being just over 22 years, while mean board size is just under 9 directors.  The average size of firms is US$ 71,513.52 although this is subject to extremely wide dispersion with a standard deviation of US$ 125,820.30.  Finally, the GDP per capita across sample countries is US$ 7,856.85 which itself is subject to a wide dispersion of US$ 4,785.64.  Generally, correlations between variables are very low with these lacking statistical significance for the most part.  A sole exception is that (0.79) between civil code law binary dummy and patriarchal index (p ≤ 0.01).  Further inspection of the variance inflation factors for all independent variables reveals that all are below 10 and mitigates concerns over multicollinearity.  However, in order to mitigate concerns over our institutional indices being included in models twice during moderation of independent variables we centre and normalize both metrics and separately include formal and informal indices.
Insert Table 2
Multivariate analysis

The results from formal hypothesis testing are provided in Table 3.  In terms of goodness of fit measures and we report the Log Pseudo Likelihood for each model, alongside the associated Akaike and Schwarz Bayesian informational criterion, namely AIC and SBC respectively.  A controls only model is provided in model 1 in order to facilitate comparability.  The evidence from models 2 to 4 reveal statistical support for all our hypotheses.  In particular, there is consistent evidence supporting Hypothesis 1 (p ≤ 0.05) across all three models 2 to 4.  The support for Hypothesis 2 (model 3) is weaker in terms of statistical significance (p ≤ 0.10) although consistent in direction.  Finally, the statistical support for Hypothesis 3 (model 4) is strong (p ≤ 0.01) where this too is consistent in direction.  The moderation by patriarchal index is by far the largest and statistically strongest effect.

The empirical evidence regarding the association between various controls and likelihood an IPO firm is constituent to a business group is consistent across all four models.  This suggests that business groups are more frequently occurring in civil code (as opposed to common) law. jurisdictions, characterized by weak formal institutional quality and by high patriarchy.  Business group constituent firms also tend to have boards of directors affiliated to a dominant religion, while they are larger and more complex in their operations, although accompanied by weaker performance in terms of ROA.  They also tend to be younger in age.  The evidence also suggests there is much less executive and corporate block holder ownership in business group constituents, while the opposite is true in terms of family and state ownership.  This can be understood in terms of the strong institutionalized support for business groups through extended familial and religious logics that are predominantly associated with family and state apparatus subjected to “regulatory capture”.  Executive and corporate block shareholders are less likely to be significantly influenced by these indigenous familial and religious logics.  Business group constituents are associated with far lower proportions of shares marketed to foreign investors in relation to total shares outstanding, where this is strongly indicative of insider inhibition towards facilitating the entry of other potentially opposing logics into the firm’s organizational structure and the potential conflict this would bring with it.  Finally, business groups are associated with lower GDP per capita, which itself is indicative of poorer environments with greater inequality in income and wealth.

The diagnostic statistics associated with all four models reveals that there is only extremely marginal change in either the Log Pseudo Likelihood or closely associated AIC and SBC informational criterion.  However, there is an incremental increase in all three metrics between on the one hand model 1 (controls only) and model 2 (testing hypothesis 1) and the moderation by patriarchy index (model 4).  This provides some support for the strength of association by patriarchy in contrast to formal institutional quality.
Insert Table 3
We obtain similar findings in terms of size and direction of coefficients as well as statistical significance levels from our robustness tests involving substitution of pre-IPO ownership levels, as well as from random effects probit and fixed effects logit models.  Similar support was from marginal effects analysis in panel OLS models
.
As a final exercise, using the model parameters, we input a range of values for the proportion of social elites on board of directors and formal institutional quality to produce a 3-dimensional probability surface with respect to likelihood of IPO firm being constituent to a business group.  This is outlined in Figure 1.  There is a single transition visible in relation to variation of formal institutional quality.  At lower levels of institutional quality (under 0 in normalized quality) higher proportions of social elites on boards of directors is associated with a much greater likelihood of firm being constituent to a business group.  This transitions to higher institutional quality where equally high proportions of social elites on boards are associated with at most one third of the likelihood of the firm being constituent to a business group.
We repeat this exercise with respect to the variation of likelihood of firm being constituent to a business group and varying proportions of social elites on boards of directors – where this is moderated by the new patriarchy index.  This is represented in Figure 2.  Two distinct transitions are visible.  The first occurs at low levels of patriarchy where decreasing proportions of social elites are associated with a substantial decrease in likelihood of firm being constituent to a business group.  The second occurs at correspondingly high levels of patriarchy – where decreasing proportions of social elites are associated with an extremely high likelihood of firm being constituent to a business group.  This is in line with theoretical expectations outlined in hypotheses.
Insert Figures 1 - 2
6.  Discussion and Conclusions
Our results reveal a number of new findings regarding the interaction between emerging economy polities and the business environment alongside a novel institutional logics approach with which to study these.

Our empirical evidence provides a mechanism by which elites in demographically narrow political economies can utilize firms’, and particular those constituent to business groups, in extracting pecuniary and non-pecuniary private benefits.  Our findings support an ambidextrous association between polity elites and firms – where on one hand elites extract private benefits, while firms obtain lobbying power and influence over national regulatory institutions thereby enabling their extraction of monopoly rents.


Theoretically, our empirical evidence supports the application of institutional logics in the study of organizational responses to pluralistic institutional environments, where they must reconcile between multiple logics that are often opposing one another in nature.  In particular, we extend the views of Battilana & Dorado (2010) and Pache & Santos (2013) in arguing that firms adopt hybrid organizational structures and structure their governance through the incorporation of intact elements drawn from the templates associated with rival logics.  Our approach views firms as incorporating these elements, particularly where these elements can foster goal congruence between proponents of each of the rival opposing logics.  This goal congruence is essential in the successful accommodation and reconciling of tensions associated with conflict between logics in the long term.  In this way, we draw on Greve & Zhang (2017)’s view of the strategic orientation of focal firm being subject to decisions made by coalitions, with proponents of particular logics being able to derive power from external block owners.  Our consideration of business groups, ubiquitous to emerging economies, extends the concept of external power to that of network entities with control rights in excess of their cash flow entitlements.


Our logics-inspired approach provides a viable alternative theoretical approach in rationalizing the governance structure of firms in emerging economies where reconciliation of multiple opposing logics and their contradictory influences on firms is necessary.  This is quite distinct from the resource dependence perspective of firm’s simply recruiting polity elites to their boards to demonstrate symbolic conformity with the consequence of resource acquisition (e.g. Pfeffer & Salancik, 1978).  It is also very different from institutional perspectives viewing polity elites’ recruitment by firm as a means of attaining social legitimacy and isomorphic conformity in organizational structure (e.g. DiMaggio & Powell, 1983).  This is constrained by a number of restrictive assumptions, namely pre-meditated determinism in organizational structure and pre-defined definitions of organizational fields, where these usually demark industries or other pre-determined categories.  Institutional logics supersedes these constraints in defining an organizational field as the extent of reach of a given logic’s dominance where logics are accompanied by their own prescriptive organizational template.

Finally, while we find that our association between business group constituent firms and higher proportions of social elites on boards of directors is negatively moderated by formal institutional quality, this is an easily understood result as it merely highlights the differences arising from demographic narrowness and institutional incompleteness.  This is essentially the voids argument rationalizing business group formation and impact of varyingly narrow polity and associated incomplete institutional framework (e.g. Khanna & Palepu, 2000; Khanna & Rivkin, 2001).  However, we extend this in finding negative moderation by our new informal patriarchy index.  This draws on a theoretically close association between the vertical and horizontal dimensions of patriarchy and both the institutional support for business group coalescence as well as the dominance of extended relational contracting which also indirectly promotes group formation.  Higher levels of patriarchy indicate greater reliance of relational contracting systems at the detriment of external contracting and hence reduced prominence for the political economy logic with its central role for polity elites.

Our findings have practitioner implications for firms whose management are proponents of a given logic, especially where this is very dominant as in the case of business groups.  Firm’s governance structures should be regarded as “hybrid” in nature and different opposing logics can be accommodated through the more intrusive involvement of advocates of rival logics by their participation on boards of directors.  However, this strategy of reconciliation works when there is goal congruence between these recruited directors and the socialized preferences of advocates drawn from the rival logic.  Our approach assumes a dominant power influencing the insider coalition within firm assists in the discourse between internal directors regarding decision making and resulting strategy.  This power exploits embedded agency and promotes powerful indigenous logics that are understood universally within the national context.
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Table 1. Sample descriptive statistics for period January 2000 to August 2016
This table presents the descriptive statistics for our sample.  N is sample size of IPO firms per country.  NBG is the number of business group affiliated firms.  NNBG is number of non-business group affiliated firms.  Ratio of social elites is the proportion of nonexecutive directors drawn from one of the four categories of social elites – namely military, governmental, commercial and academic, to total board size.
	
	Formal 
	Informal
	
	
	Business Group
	
	Non-Business Group affiliated

	Market
	Institutional quality
	Patriarchal index
	N
	
	NBG
	Ratio social elites
	
	NNBG
	Ratio social elites

	
	#
	#
	#
	
	#
	%
	
	#
	%

	North Africa
	
	
	
	
	
	
	
	
	

	Algeria
	0.3377
	1.2531
	3
	
	3
	11.43
	
	0
	0.00

	Egypt
	0.3894
	1.1732
	11
	
	7
	23.86
	
	4
	14.29

	Morocco
	0.4682
	1.3305
	37
	
	22
	3.54
	
	15
	7.06

	Tunisia
	0.4888
	1.3222
	39
	
	24
	5.83
	
	15
	1.85

	
	
	
	
	
	
	
	
	
	

	East Africa
	
	
	
	
	
	
	
	
	

	Kenya
	0.3906
	0.2132
	7
	
	2
	51.25
	
	5
	41.96

	Mauritius
	0.7211
	0.4476
	13
	
	7
	27.29
	
	6
	18.06

	Seychelles
	0.5615
	0.9185
	3
	
	0
	0.00
	
	3
	0.00

	Tanzania
	0.4295
	0.7164
	7
	
	1
	42.86
	
	6
	35.81

	Rwanda
	0.5192
	0.7336
	1
	
	0
	0.00
	
	1
	66.67

	Uganda
	0.3937
	0.4173
	1
	
	0
	0.00
	
	1
	28.57

	
	
	
	
	
	
	
	
	
	

	West Africa
	
	
	
	
	
	
	
	
	

	Nigeria
	0.2909
	0.5536
	31
	
	15
	34.87
	
	16
	29.28

	BVRM
	0.4222
	0.9435
	6
	
	6
	11.51
	
	0
	0.00

	Ghana
	0.5284
	0.3484
	15
	
	3
	46.39
	
	12
	19.08

	Cape Verde Islands
	0.5862
	1.4565
	1
	
	0
	0.00
	
	1
	0.00

	Sierra Leone
	0.3608
	0.3473
	1
	
	0
	0.00
	
	1
	80.00

	
	
	
	
	
	
	
	
	
	

	Southern Africa
	
	
	
	
	
	
	
	
	

	Botswana
	0.6888
	0.7008
	7
	
	1
	12.50
	
	6
	19.76

	Malawi
	0.4887
	0.3064
	1
	
	1
	14.29
	
	0
	0.00

	Zambia
	0.4688
	0.4398
	2
	
	1
	0.00
	
	1
	33.33

	Namibia
	0.6117
	0.3684
	4
	
	1
	27.27
	
	3
	17.06

	Mozambique
	0.4456
	0.3446
	1
	
	1
	28.57
	
	0
	0.00

	South Africa
	0.5926
	0.3279
	10
	
	1
	0.00
	
	9
	17.70

	Sample average
	0.4721
	0.8693
	201
	
	96
	16.35
	
	105
	18.66


Table 2. Correlations

Table outlining Pearson correlations between all variables.  Business group is a binary variable taking value 1 if IPO firm is constituent to business group and 0 otherwise.  Ratio social elites is the proportion of social elites (drawn from senior military, government, commercial and university backgrounds) to total board size.  Legal origin binary variable taking value 1 if jurisdiction within which listing took place is civil code law and 0 otherwise.  Institutional quality is aggregate institutional quality of the average of six World Bank governance indicators while patriarchy index is our index of patriarchy – capturing cultural dimension of institutions.  Also included are natural logarithm of board size – where this is total number of directors on board, Independent nonexecutive ratio is proportion of outsider or independent nonexecutives on board to total board size.  Natural logarithm of average executive tenure and board dominant religion being a binary variable taking value 1 if majority of directors serving on board have a recognizable religion – discernible from director descriptions in prospectus as well as from sources listed in Appendix Table 1.  Log (revenues) is the natural logarithm of firm pre-tax revenues, ROA is the accounting return on assets ratio and is indicative of firm performance, while log (firm age) is natural logarithm of firm’s age, in years, from IPO date to date of establishment.  Total debt to total assets is ratio of debt to total assets.  Executive, corporate block, family and state ownership captures the post-IPO retained ownership stakes attributable to these three groups.  Finally, we include shares offered to foreign investors to total shares is size of issue in relation to post-IPO total issued and outstanding shares and natural logarithm GDP per capita.

	
	
	Mean
	Std. Dev.
	1
	2
	3
	4
	5
	6
	7
	8

	1
	Business Group (0-1)
	0.4776
	0.5007
	1.000
	
	
	
	
	
	
	

	2
	Ratio social elites (0-1)
	0.1755
	0.2137
	-0.054
	1.000
	
	
	
	
	
	

	3
	Civil code law (legal origin)
	0.5721
	0.4960
	0.303**
	-0.445**
	1.000
	
	
	
	
	

	4
	Institutional quality (0-1)
	0.4721
	0.1200
	-0.152*
	-0.214**
	0.213**
	1.000
	
	
	
	

	5
	Patriarchal index (0-3)
	0.8693
	0.4347
	0.258**
	-0.464**
	0.794**
	-0.076
	1.000
	
	
	

	6
	Log (Board size)
	2.1073
	0.3960
	0.195**
	-0.076
	0.156*
	-0.116†
	0.216**
	1.000
	
	

	7
	Independent nonexecutive ratio (0-1)
	0.2118
	0.2160
	-0.181**
	0.159*
	-0.268**
	0.181*
	-0.292**
	-0.092
	1.000
	

	8
	Log (Average executive tenure)
	1.6990
	0.9123
	0.092
	-0.063
	-0.020
	-0.192**
	0.017
	-0.019
	0.088
	1.000

	9
	Board dominant religion (0-1)
	0.5672
	0.4967
	0.151*
	-0.072
	0.218**
	-0.119†
	0.253**
	0.214**
	-0.020
	-0.004

	10
	Log (Firm revenues)
	9.8273
	2.0150
	0.262**
	-0.126†
	0.158*
	-0.063
	0.161*
	0.280**
	0.080
	0.091

	11
	ROA (0-1)
	0.0649
	0.3077
	-0.059
	-0.030
	0.041
	-0.005
	0.019
	0.006
	0.026
	0.120†

	12
	Log (Firm age)
	2.6603
	1.0511
	0.144*
	-0.134†
	0.1414*
	-0.150*
	0.192**
	0.348**
	-0.064
	0.437**

	13
	Total debt to total assets (0-1)
	0.6386
	0.8372
	0.088
	0.013
	0.031
	-0.063
	0.012
	0.108
	0.029
	0.018

	14
	Executive ownership (%)
	14.1767
	23.7559
	-0.386**
	-0.037
	-0.126†
	0.113
	-0.113
	-0.303*
	0.071
	-0.017

	15
	Corporate block ownership (%)
	8.5658
	20.3030
	-0.192**
	0.142*
	-0.154*
	0.122†
	-0.192**
	-0.131†
	0.271**
	-0.158*

	16
	Family ownership (%)
	29.8004
	32.1050
	0.453**
	-0.200**
	0.430**
	-0.042
	0.424**
	0.134†
	-0.242**
	0.100

	17
	State ownership (%)
	2.2425
	10.4338
	0.020
	-0.024
	0.132†
	0.044
	0.140*
	0.207**
	-0.155*
	-0.070

	18
	Shares to foreign investor/ total (0-1)
	0.2756
	0.2348
	0.027
	-0.257**
	0.427**
	0.443**
	0.285**
	-0.029
	-0.086
	-0.101

	19
	Log (GDP per capita)
	8.7642
	0.6844
	-0.315**
	0.268**
	-0.364**
	-0.041
	-0.304**
	-0.134†
	0.176*
	-0.131†


†p<0.10; *p<0.05; **p<0.01
Table 2. Correlations – continued
	
	
	9
	10
	11
	12
	13
	14
	15
	16
	17
	18
	19

	1
	Business Group (0-1)
	
	
	
	
	
	
	
	
	
	
	

	2
	Ratio social elites (0-1)
	
	
	
	
	
	
	
	
	
	
	

	3
	Civil code law (legal origin)
	
	
	
	
	
	
	
	
	
	
	

	4
	Institutional quality (0-1)
	
	
	
	
	
	
	
	
	
	
	

	5
	Patriarchal index (0-3)
	
	
	
	
	
	
	
	
	
	
	

	6
	Log (Board size)
	
	
	
	
	
	
	
	
	
	
	

	7
	Independent nonexecutive ratio (0-1)
	
	
	
	
	
	
	
	
	
	
	

	8
	Log (Average executive tenure)
	
	
	
	
	
	
	
	
	
	
	

	9
	Board dominant religion (0-1)
	1.000
	
	
	
	
	
	
	
	
	
	

	10
	Log (Firm revenues)
	0.142*
	1.000
	
	
	
	
	
	
	
	
	

	11
	ROA (0-1)
	0.125†
	0.192**
	1.000
	
	
	
	
	
	
	
	

	12
	Log (Firm age)
	0.057
	0.289**
	0.124†
	1.000
	
	
	
	
	
	
	

	13
	Total debt to total assets (0-1)
	0.049
	0.031
	-0.077
	-0.066
	1.000
	
	
	
	
	
	

	14
	Executive ownership (%)
	-0.040
	-0.097
	0.099
	-0.188**
	-0.081
	1.000
	
	
	
	
	

	15
	Corporate block ownership (%)
	-0.251**
	-0.124†
	-0.127†
	-0.149*
	0.055
	-0.201**
	1.000
	
	
	
	

	16
	Family ownership (%)
	0.210**
	0.173*
	0.106
	0.186**
	0.054
	-0.247**
	-0.369**
	1.000
	
	
	

	17
	State ownership (%)
	-0.066
	0.052
	-0.006
	0.151*
	-0.035
	-0.081
	-0.037
	-0.146*
	1.000
	
	

	18
	Shares to foreign investor/ total (0-1)
	0.112
	0.248**
	0.018
	-0.034
	0.059
	0.093
	-0.160*
	0.179*
	0.032
	1.000
	

	19
	Log (GDP per capita)
	-0.066
	-0.279**
	-0.107
	-0.221**
	-0.047
	0.007
	0.109
	-0.319**
	-0.040
	-0.177*
	1.000


†p<0.10; *p<0.05; **p<0.01
Table 3. Multiple mixed effects probit model determinants of business group affiliationa, b, c

Table presenting the hierarchical multiple mixed effects probit model of associations between dependent variable of likelihood of IPO firm being constituent to a business group and combination of explanatory and control variables.
	
	Likelihood of IPO firm constituent to Business Group

	
	Controls
	Underlying
	Formal institutional quality
	Informal patriarchal

index

	
	Model 1
	Model 2
	Model 2
	Model 4

	Fixed variance
	
	
	
	

	Intercept
	5.679 [2.97]*
	5.481 [3.17]*
	5.340 [3.41] †
	6.512 [2.77]**

	Explanatory variables
	
	
	
	

	H1:  Ratio social elites
	-- --
	1.223 [0.78]*
	1.177 [0.75]*
	1.191 [0.82]*

	H2:  Ratio social elites


x Institutional quality
	-- --
	-- --
	-0.975 [0.71] †
	-- --

	H3:  Ratio social elites

x Patriarchal index
	-- --
	-- --
	-- --
	-1.589 [0.72]**

	
	
	
	
	

	Institutional controls
	
	
	
	

	Civil code law (legal origin)
	0.510 [0.27]*
	0.771 [0.32]**
	0.852 [0.34]**
	0.034 [0.46]

	Institutional quality
	-0.505 [0.13]***
	-0.466 [0.13]***
	-0.182 [0.22]
	-- --

	Patriarchal index
	-- --
	-- --
	-- --
	0.600 [0.19]***

	
	
	
	
	

	Board controls
	
	
	
	

	Log (board size)
	0.007 [0.26]
	-0.084 [0.25]
	-0.148 [0.26]
	-0.062 [0.25]

	Independent nonexecutive ratio
	-0.438 [0.46]
	-0.468 [0.47] †
	-0.362 [0.47]
	-0.759 [0.39]*

	Log (av. executive tenure)
	0.017 [0.18]
	0.036 [0.20]
	0.062 [0.21]
	0.218 [0.17]

	Board dominant religion
	0.592 [0.51] †
	0.672 [0.45] †
	0.779 [0.43]*
	0.896 [0.44]*

	
	
	
	
	

	Firm controls
	
	
	
	

	Log (Firm revenues)
	0.202 [0.09]*
	0.213 [0.09]**
	0.227 [0.08]**
	0.256 [0.08]***

	ROA
	-0.798 [0.39]*
	-0.952 [0.38]**
	-0.963 [0.39]**
	-1.143 [0.41]*

	Log (Firm age)
	-0.204 [0.11]*
	-0.208 [0.12]*
	-0.174 [0.12] †
	-0.290 [0.13]*

	Total debt to total assets
	-0.018 [0.27]
	-0.082 [0.14]
	-0.069 [0.14]
	-0.016 [0.09]

	
	
	
	
	

	Ownership controls
	
	
	
	

	Executive ownership
	-0.037 [0.01]***
	-0.038 [0.01]***
	-0.038 [0.01]***
	-0.039 [0.01]***

	Corporate block ownership
	-0.031 [0.01]***
	-0.034 [0.01]***
	-0.037 [0.01]***
	-0.036 [0.01]***

	Family ownership
	0.023 [0.01]**
	0.024 [0.01]**
	0.026 [0.01]**
	0.023 [0.01]***

	State ownership
	0.011 [0.01] †
	0.008 [0.01] †
	0.010 [0.01] †
	0.012 [0.01]*

	
	
	
	
	

	IPO control
	
	
	
	

	Shares offered to foreign investors to total shares
	-2.045 [0.51]***
	-1.998 [0.51]***
	-1.944 [0.48]***
	-1.604 [0.47]***

	
	
	
	
	

	Macroeconomic control
	
	
	
	

	Log (GDP per capita)
	-0.858 [0.31]***
	-0.910 [0.33]***
	-0.977 [0.35]***
	-1.017 [0.28]***

	
	
	
	
	

	Random variance
	
	
	
	

	Country-level constant
	3.28E-34

[2.05E-33]
	2.33E-36

[4.62E-35]
	1.34E-33

[6.75E-33]
	2.07E-34

[2.80E-34]

	
	
	
	
	

	No. Obs.
	189
	189
	189
	189

	N=0
	96
	96
	96
	96

	N=1
	93
	93
	93
	93

	Log pseudo-likelihood
	-56.06
	-55.53
	-55.02
	-56.08

	AIC criterion
	154.02
	153.07
	150.05
	154.17

	SBC criterion
	222.10
	221.15
	214.88
	222.25


a Industry and time (year) fixed effects included in all models; b Standard errors are in parentheses; c Clustering by country in standard errors; †p<0.10; *p<0.05; **p<0.01; ***p<0.005
Figure 1. Probability of association between likelihood of business group constituent, social elites and formal institutional quality
[image: image1.emf]0.00

10.00

20.00

30.00

40.00

0.00

0.10

0.20

0.30

0.40

0.50

0.60

0.70

0.80

-1.60

-1.20

-0.80

-0.40

0.00

0.40

0.80

1.20

1.60

Ratio social elites

on board, %

Likelihood firm is constituent to Business Group

Formal Institutional Quality, Normalized (-2 to +2)

0.00-0.10 0.10-0.20 0.20-0.30 0.30-0.40 0.40-0.50 0.50-0.60 0.60-0.70 0.70-0.80


Figure 2. Probability of association between likelihood of business group constituent, board social elites and patriarchal institutions
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Appendix Table 1.  Institutional measures data sources

Table documenting sources and construction behind formal and informal institutional controls used.
	Formal institutions
	Definition

	Worldwide Governance measures
	

	Voice and Accountability
	capturing perceptions of the extent to which a country's citizens are able to participate in selecting their government, as well as freedom of expression, freedom of association, and a free media

	Political Stability and Absence of Violence/ Terrorism
	capturing perceptions of the likelihood of political instability and/or politically-motivated violence, including terrorism

	Government Effectiveness
	capturing perceptions of the quality of public services, the quality of the civil service and the degree of its independence from political pressures, the quality of policy formulation and implementation, and the credibility of the government's commitment to such policies

	Regulatory Quality
	capturing perceptions of the ability of the government to formulate and implement sound policies and regulations that permit and promote private sector development

	Rule of Law
	capturing perceptions of the extent to which agents have confidence in and abide by the rules of society, and in particular the quality of contract enforcement, property rights, the police, and the courts, as well as the likelihood of crime and violence

	Control of Corruption
	capturing perceptions of the extent to which public power is exercised for private gain, including both petty and grand forms of corruption, as well as "capture" of the state by elites and private interests

	Underlying Source:
	The WGI are based on a large number of different data sources, capturing the views and experiences of survey respondents and experts in the public and private sectors, as well as various NGOs.  These data sources include:  (a) surveys of households and firms (e.g. Afrobarometer surveys, Gallup World Poll, and Global Competitiveness Report survey), (b) NGOs (e.g. Global Integrity, Freedom House, Reporters Without Borders), (c) commercial business information providers (e.g. Economist Intelligence Unit, Global Insight, Political Risk Services), and (d) public sector organizations (e.g. CPIA assessments of World Bank and regional development banks, the EBRD Transition Report, French Ministry of Finance Institutional Profiles Database).  For a complete list of sources used in the current update of the WGI refer to http://info.worldbank.org/governance/wgi/index.aspx#faq

	
	

	Informal institutions
	Definition

	Patriarchal index
	Patriarchal Index = (Corruption Measure)^2 + (1-Religious Fractionalization)^2 + (Discriminatory family code)^2

	
	

	Corruption Measure
	Corruption Perceptions Index (CPI) published annually by Transparency International to gauge relative perceptions of corruption.  This captures the horizontal socio-cultural dimension of “reciprocity” within extended relational contracting.  Information specific to the Corruption Perceptions Index can be found on their website at: http://www.transparency.org/policy_research/surveys_indices/about

	Religious Fractionalization
	Alberto Alesina et al.’s work on religious fractionalization within indigenous societies presents an index capturing religious heterogeneity within a national context.  Religion is a critical component of social systems as it represents a codified system regarding inheritance rights and family morality for adherents.  See: Alesina et al (2003).  The metric is reported on a 0-1 scale and is downloaded from Norwegian NSD Macrodata website: http://www.nsd.uib.no/macrodataguide/macro_data.html

	Discriminatory family code
	This captures the vertical socio-cultural dimension of “subordination to authority” within extended relational contracting.  The discriminatory family code sub-index captures (1) early marriage and percentage of women married between 15 and 19 years, (2) Parental authority after divorce: Whether women and men have the same right to be the legal guardian of a child during marriage, (3) Legal age of marriage: Whether women and men have the same legal minimum age of marriage.  Note that Parental authority after divorce and legal age of marriage are presented as values ranging from 0 to 1, with 0 meaning that the law guarantees the same rights for men and women and 1 meaning that the law does not guarantee the same rights to men and women
OECD at https://data.oecd.org/inequality/discriminatory-family-code.htm


Appendix Table 2.  Data sources

Table documenting a non-exhaustive representation of data and information sources from across Africa

	Market
	Information source

	North Africa
	Databases:  Al Zawya (see website at: http://www.zawya.com/);  Mubasher investment reporting (http://www.mubasher.net/en/Index.aspx); Bloomberg LLP; Business Week

	
	

	Algeria
	Websites:  Bourse d'Algérie [SGBV] (htp://www.sgbv.dz);  Commission d'Organisation et des Surveillance des Opérations de Bourse [COSOB] (http://www.cosob.org/)

Telephone interviews and direct correspondence:  M. Hamdi and Mme. Haffar (Bourse d’Alger)

	
	

	Egypt
	Websites:  Egyptian Stock Exchange [EGX] (http://www.egx.com.eg/english/homepage.aspx);

The Egyptian Financial Supervisory Authority (http://www.efsa.gov.eg/content/IFIE/about_efsa.html);  Central Bank of Egypt (http://www.cbe.org.eg/English/)

Telephone interviews (unstructured) to obtain data: Mohammed Omran (Chairman, EGX)

Cairo-based interviews: Ayman Raafat (Market Control, EGX); Hebatallah El Serafi (Research & Market Development, EGX); Yasmin El-Khatib (PR & Communications, EGX)

	
	

	Morocco
	Websites:  Bourse de Casablanca (http://www.casablanca-bourse.com/);  Le Conseil Déontologique des Valeurs Mobilières [CDVM] (http://www.cdvm.gov.ma/)

Casablanca-based interviews to obtain data:  Mme. Meryem Tazi (Chef de Produits, Service Marketing, Bourse de Casablanca); Mme. Amina Zouaoui (Analyste, Service Négociation, Bourse de Casablanca)

	
	

	Tunisia
	Websites:  Bourse de Tunis (http://www.bvmt.com.tn/);  Conseil du Marché Financier [CMF] (http://www.cmf.org.tn/); Central Bank of Tunisia (http://www.bct.gov.tn/)

Tunis-based interviews: M. Hatem Zribi (Direction de la Promotion du Marché, Bourse de Tunis); Mme. Maher Chtourou (Banque Centrale de Tunisie library)
Tunis-based procurement of data from library of African Development Bank

	
	

	Sub Saharan Africa
	Databases:  African financials annual reports (http://www.africanfinancials.com/); Invest Africa annual reports (http://investinginafrica.net/african-stock-markets/); Thomson Perfect Information portal;  Bloomberg LLP; Business Week



	East Africa
	

	Kenya
	Websites:  Nairobi securities exchange (https://www.nse.co.ke/);  Capital Markets Authority Kenya (http://www.cma.or.ke/); Daily Nation business journal (http://www.nation.co.ke/)

Local Nairobi-based interviews:  Public relations officer, Nairobi Stock Exchange;  Investment Manager, Suntra Investment Bank, Kenya

	
	

	Mauritius
	Websites:  Stock Exchange of Mauritius [SEM] (http://www.stockexchangeofmauritius.com/)

	
	

	Seychelles
	Websites:  Trop-X Seychelles stock exchange (http://www.trop-x.com/)

	
	

	Tanzania
	Websites:  Dar Es Salaam stock exchange (http://www.dse.co.tz/)

Telephone procurement of listing prospectus from M. Stimali, Tanzania Tea Packers Ltd

	
	

	Rwanda
	Websites:  Rwanda stock exchange (http://rse.rw/);  Capital Market Authority (http://cma.rw/)

	
	

	Uganda
	Websites:  Uganda securities exchange [USE] (http://www.use.or.ug/); Capital Markets Authority (http://www.cmauganda.co.ug/)

Procurement of annual reports:  Kampala-based USE library

Kampala-based interviews:  Investment Management team, Crane Bank, Kampala;  Head of trading, USE trading floor, Kampala;  Investment Manager, African Alliance Securities, Kampala;  Head of equities trading, Standard Chartered Bank, Kampala

	West Africa
	

	Nigeria
	Websites:  Nigerian stock exchange [NSE] (http://www.nse.com.ng/Pages/default.aspx); Securities and Exchange Commission Nigeria (http://www.sec.gov.ng/)

Lagos-based procurement of annual reports and listings prospectuses from NSE library, Lagos
Lagos-based interviews:  M. Obaseki (President of Operations, NSE);  Mme. Hauwa M. Audu (Founder CEO, Amyn Investments and stockbroking, Lagos)

	
	

	BVRM
	Websites:  BRVM main site (http://www.brvm.org)

Cote d’Ivoire:  

Procurement of annual reports:  Abidjan (Cote d’Ivoire)-based library for BRVM
Abidjan-based interviews:
BRVM exchange:  Emmanuel Zamble (Market operations manager, BRVM); Khassim Diop (Chargée de développement du Marché, BRVM); Abdoulaye Sogoba (Assistant chargée de la formation, BRVM)

Abidjan brokers:  M. Auguste Kouakou (Gniman-Finance SA, Abidjan); M. Hermann Boua (Hudson et Cie, Abidjan)

Mali:  Bamako-based interviews:  M. Amadou Djeri Bocoum (Directeur de l’Antenne Nationale de Bourse du Mali, Bamako); M. Alassane Sissoko (Responsable des études et de la négociation, Société de Gestion et d'Intermédiation (SGI) du Mali SA, Bamako)

	
	

	Ghana
	Websites:  Ghana stock exchange (http://www.gse.com.gh/)

Accra-based interviews:

Ghana stock exchange:  Worlanyo Amoa (Senior Manager, Research and Product Devlopment, GSE)

Ghana Brokers:  Armah I. J. Akotey (Vice President, Databank Brokerage and Investment Banking, Accra, Ghana); Edem Akpenyo (HFC Brokerage Services, Accra, Ghana); Kafui Asare (Head of Client Relations, SAS Investment Management, Accra, Ghana); Haruna Gariba (Head of Client Relations, Merchant Bank of Ghana Ltd, Accra, Ghana)

	
	

	Cameroon
	Websites:  Doula stock exchange (http://www.douala-stock-exchange.com/)

	
	

	Cape Verde
	Website:  Cape Verde stock exchange [BVC] (http://www.bvc.cv/)

Telephone based interviews and procurement of data:  Edmilson Mendonça (Operations Manager, BVC);  Ronnie Machado (Compliance Manager, BVC)

	
	

	Sierra Leone
	Telephone-based interviews and procurement of data:  M. Gibrilla Sesay (Operations Manager, Sierra Leone stock exchange);  M. Michael Collier (Deputy President, Rokel Commercial Bank, Freetown, Sierra Leone);  Jacob Kanu and Daniel Thomas (CEO’s of independent local licensed stockbrokers, Freetown)



	Southern Africa
	

	Botswana
	Website:  Botswana stock exchange [BSE] (http://www.bse.co.bw/)

Telephone interviews and data procurement: Kopane Bolokwe (Operations officer, BSE)

Gabarone-based interviews with Head of Operations, BSE;  President of Stock Brokers Botswana

	
	

	Malawi
	Websites:  Malawi stock exchange [MSE] (http://www.mse.co.mw/);  The Nation business journal (http://mwnation.com/)

	
	

	Zambia
	Websites:  Lusaka stock exchange [LuSE] (http://www.luse.co.zm/);  The Post business journal (Zambia) (http://www.postzambia.com/)

Telephone-based procurement:  Mme. Sitali Mugala (Operations Manager, Lusaka stock exchange)

Lusaka-based interviews:  LuSE operations personnel

	
	

	Namibia
	Websites:  Namibia stock exchange [NSX] (http://nsx.com.na/)

Windhoek-based data procurement from NSX building and library

Telephone based procurement:  John Mandy (CEO, NSX); Loide Nakanduungile (Research Manager, NSX); Manda Steynberg (Operations Manager, NSX)

	
	

	Mozambique
	Websites:  Bolsa de Valores de Maputo [BVM] (http://www.bvm.co.mz/)

Maputo-based interviews:  Señor Bruno Tembe (Técnico Superior, BVM); Señor Felisberto Navalha (Operations Manager, Central Bank of Mozambique)

Maputo-based procurement from Central Bank of Mozambique annex library, Baixa, Maputo

	
	

	South Africa
	Websites:  Johannesburg stock exchange [JSE] (https://www.jse.co.za/)


� It is worth noting that such extended families or clans are complex social structures – often involving multiple female spouses and lines of children.  Inheritance practices for the majority of Africa are patrilineal, although matrilineal systems do exist – notably in Ghana and Cameroon.  These have been ascribed as central to intergenerational capital formation within indigenous societies.


� Christianity is more recently transplanted during colonial-era and typically co-exists alongside traditional African deity


� Berger et al. (2015) define Wasta in terms of three relational constructs.  These are, firstly, Mojamala - defined as socio-emotional feelings of participants in a transactional relationship, corresponding to stimulating feelings of well-being and enduring friendship.  Secondly, Hamola corresponds to human empathy, benevolence and favouritism, which, in a tribal, clan or familial context is often confused with the Western concept of nepotism.  Thirdly, Somah is the cognitive component of Wasta, centred on the mutual credence of a relationship.  This is in turn, based on mutual past history, tribal reputations, and an individual’s personal reputation and past actions.


� South Africa and Namibia are examples of Easterly and Levine (1997)’s “settler based systems” where in these cases, following the initial transplantation of Roman-Dutch civil code institutional frameworks, these subsequently evolved indigenously through an active Afrikaans (an ancient form of Dutch language) speaking judiciary and population.


� The four elites are defined as follows: Government elites are drawn from senior civil service appointments, former presidents, prime ministers, and diplomatic and ambassadorial roles.  Commercial elites are drawn from prestigious blue-chip directorships, commercial attaché roles and board-level roles in national chambers of commerce.  Military elites are drawn from the ranks of the Air Force - Group Captain and above, Navy - Captain and above, and Army - Brigadier and above.  Academic elites are drawn from professorial appointments and above.


� ROA is conventionally defined as ROA = ((Net Income + Interest*(1 – Tax Rate))/ Total Assets) (see Khanna & Palepu, 2000).  However, due to significant variation in the data, arising from the variation in reporting standards across Africa and listing prospectuses’ frequent omission of reported interest income and corporate taxation rates, we use a modified version of this, namely ROA = (Net Income/ Total Assets).  However, while both measures suffer from business-cycle effects and are not forward looking, they provide a representative indication of firm performance subject to the data limitations prevalent in emerging economies.


� If dummy variables for all country (and time) categories were included, their sum would equal 1 for all observations, which would be identical to and hence perfectly correlated with the vector-of-ones variable whose coefficient is the constant term; if the vector-of-ones variable were also present, this would result in perfect multicollinearity, so that the matrix inversion in the estimation algorithm would be impossible. This is referred to as the dummy variable trap (Wooldridge, 2009).


� The industry classifications are Basic Materials, Consumer Goods Non-Cyclical, Consumer Goods Cyclical, Energy, Financials, Health, Industrials, Technology, Telecommunications and Utilities.  The identification of firms according to their industry using broad Bloomberg definitions is in keeping with the data limitations across our sample, a common characteristic of emerging economies.


� These results are not included due to brevity concerns but are available from authors upon request
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