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Context of this briefing
This Briefing Paper is a short version of the first White Paper on the UK trade, part of a series
of research outputs of the Lloyds Banking Group Centre for Business Prosperity (LBGCBP).
These research outputs will be presented under two broad headings, each being led by a
whitepaper and subsequent research papers:
•

•

Stream 1 – Making the UK a more effective trader
o

White Paper 1: UK Trade in The New Globalised World

o

Research Paper 1: On the Determination of Sectoral UK Exports

o

Research Paper 3: Defying Gravity? Policy Uncertainty and Trade Diversion

o

Research Paper 5: An Export Strategy for High Growth

o

Research Paper 7: Non-tariff Barriers and the UK Trade

Stream 2 – Skill challenges, productivity and prosperity in the UK
o

White Paper 2: Productivity, skills and economic growth in the UK

o

Research Paper 2: Individual Ownership, Age of Firm, and Productivity

o

Research Paper 4: Path-breaking to innovate: The Internet of Things (IoT)
technologies

o

Research Paper 6: Management Training, Productivity and Firm Growth

Each paper will be accompanied by a briefing paper.

The productivity puzzle has no single answer and this brief does not aspire to offer one. Yet
we may hope that a number of partial answers may one day be combined to increase our
understanding of how to successfully enhance productivity.
Clearly, the economy is as productive as the firms that constitute it. In this brief, we apply a
new angle to shed some light on firm level productivity by focusing on two characteristics that
can be linked to the concept of entrepreneurship; more specifically, by defining entrepreneurial
firms according to their age and ownership (Du and Mickiewicz, 2016). We first consider the
link between individual private ownership and productivity and we then incorporate the age of
the firm in our analysis. Our findings are clear and have practical implications.

A combination of individual majority with institutional minority shares implies higher
productivity
The positive impact of concentrated ownership on performance is typically explained as being
an effect of the better monitoring and disciplining of managers (Shleifer and Vishny, 1997).
Without querying this perspective, we would like to emphasise that there are specific
influences on performance that are related not so much to concentrated ownership per se, but
rather to concentrated individual ownership. The latter is likely to come with a high level of
trust among owners, facilitating effective and speedy decision-making and adjustment. This is
the argument that is typically applied to family firms (Zahra, Hayton, and Salvato, 2004), where
the likelihood of opportunistic behaviour is reduced.
At the same time, however, individual concentrated ownership may come with disadvantages.
The individual owners may lack knowledge, networks, or access to resources. An overreliance
on their own competences, combined with over-confidence, may result in them making
business strategy mistakes. We argue that institutional investors, on the other hand, come
equipped with non-redundant knowledge and access to resources and expertise.
Combining these two lines of reasoning, we conclude that the optimal ownership model for a
firm may be one where institutional owners hold a minority stake but the individual owners
have majority shares that give them overall control. This follows the more general principle
that an efficient ownership structure should assign control rights to those whose contribution
to the firm is most critical (Driffield et al., 2016).
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Mixed ownership structure is most helpful for productivity of new firms
Boyd and Solarino’s (2016) review of research on business performance highlights the
difference between individual ownership and institutional ownership as a key factor. They
summarise the evidence and conclude that institutional ownership is positively associated with
performance. This apparently contradicts what we just said above. However, this ostensible
disagreement can be resolved when we further argue that Boyd and Solarino’s (2016)
conclusion does not account for the age of firms studied: an ownership structure that is optimal
for the productivity of new firms may be less so for older ones. In young firms, there is a special
need for flexibility, since new business venturing is a learning-by-doing process, leading to the
creation of new opportunities (Alvarez and Barney, 2007). This is also why family firms may
have a major advantage in the early stages of an individual firm’s business history (Steier,
2001).
Furthermore, the advantages of concentrated individual ownership may diminish as firms age,
and the advantages of institutional ownership may increase. A firm’s line of business and its
business model will both stabilise with age, and the firm’s specific competences may
crystallise into more formalised routines. Flexibility is to some extent replaced by efficient
organisation or can even become built into the organisation (Foss and Klein, 2012). There is
also less need for hands-on supervision by the individual owners. Hence, the findings in the
literature summarized by Boyd and Solarino (2016) may be limited to older firms. We expect
that for young firms, a structure where a majority individual ownership is combined with
minority shareholdings by institutional investors may work best.

Where does our data comes from and what do we do to empirically verify our
arguments?
We use the Bureau van Dijk’s Orbis database. In particular, we considered first the financial
accounting variables of the UK companies based on data from all available firms within the
database over the period 2008-2017. Using the usual balance sheet variables, which we
adjusted by industry deflators, we were able to derive total factor productivity (TFP), which
measures the value created above what might be expected from the value of inputs utilised in
production. TFP is the key measure of a firm’s economic efficiency. It is our dependent
variable; that is, the one we seek to explain using our explanatory variables.
We built a second database on ownership using Orbis’s historical ownership records of all
companies with active accounts in 2016. For this purpose we identified the shares of each
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shareholder over the examined period. As a result, we were able to identify the different types
of owners of a particular company, and the percentage of shares held by each owner over
time. We then ranked the individual shareholders in each year by the percentage of their
shares and calculated the joint ownership of the top five individual owners (this is the
concentration index) and of the largest individual shareholder, which is our key dimension.
The method we used is consistent with the literature on the industrial success of Germany
Mittelstand, which also stresses the ownership angle (Pahnke and Welter, 2019).
In our estimations we isolate the impact of any constant, firm-specific effects (such as the
sector in which a firm operates) by applying a so-called fixed effects estimator. Our
explanatory variables come from the previous year’s period to alleviate concerns about
reverse causality (i.e., where productivity leads to ownership, rather than vice versa). We also
address this through the use of so-called instrumenting techniques (Wooldridge, 2010), where
our ownership variables are instrumented with regional level variables (linked to the company
level data via location).

Results and Implications
Our empirical analysis reveals two main results. Generally, the ownership structure that is
associated with the highest levels of productivity corresponds to individual owners holding just
above 50% of shares and institutional owners just below it. This is illustrated by Figure 1 below,
based on our estimations.
Figure 1. Impact of individual owners’ share in equity on TFP
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Interestingly, if we focused on the shares of the largest single shareholder the picture would
be very different, as illustrated below with Figure 2. TFP decreases with the share of the largest
owner. Thus, entrepreneurial teams outperform single owners. It is likely that the effects of
overconfidence we outlined above are more likely to emerge in firms dominated by single
owners; ownership spread out among a number of individuals alleviates such risks.
Figure 2. Impact of the share of the largest single individual owner in equity on TFP

We next explore the contrast between young and old firms and illustrate this in Figure 3 below.
For young companies (for example, 6 years old, one standard deviation down from the mean
age) the relationship between the share of individual owners is hump-shaped, peaking at
around 60%. For old companies (37 years old, one standard deviation up from the mean age)
it becomes practically flat. Thus, maintaining a balance between institutional and individual
investors matters less for old firms.
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Figure 3. Impact of individual owners’ share in equity on TFP. Young versus old firms

Our findings show that concentrated ownership by individual owners does not of itself seem
to bring positive effects on productivity; it is mixed ownership (majority by individuals, minority
by institutional owners) that is beneficial. This is presumably because institutional owners have
access to additional resources, competences, and monitoring skills, all of which potentially
add value to the firm. At the same time, individual owners can exercise their controlling stake
to ensure flexibility in adaptation and strategy, the proviso being that these effects seem to
apply primarily to new and young companies.
Our results suggest that institutional investors add value early on to entrepreneurial ventures
and this works best when control rights are left with individual owners. This has clear practical
implications and suggests that the ownership structure of young ventures needs to be taken
more seriously.
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