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The Economic Consequences
of Legal Origins

RAFAEL LA PORTA, FLORENCIO LOPEZ-DE-SILANES, AND ANDREI SHLEIFER"

In the last decade, economists have produced a considerable body of research
suggesting that the historical origin of a country’s laws is highly correlated with a
broad range of its legal rules and regulations, as well as with economic outcomes.
We summarize this evidence and attempt a unified interpretation. We also address
several objections to the empirical claim that legal origins matter. Finally, we assess
the implications of this research for economic reform.

1. Introduction

bout a decade ago, the three of us,

together with Robert Vishny, published
a pair of articles dealing with legal protection
of investors and its consequences (La Porta et
al. or LLSV, 1997, 1998). These articles gen-
erated a fair amount of follow-up research
and a good deal of controversy. This paper is
our attempt to summarize the main findings
and, more importantly, to interpret them in
a unified way.

LLSV started from a proposition, standard
in corporate law (e.g., Robert Clark 1986) and
emphasized by Shleifer and Vishny (1997),
thatlegal protection of outside investors limits
the extent of expropriation of such investors
by corporate insiders, and thereby promotes
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financial development." From there, LLSV
made two contributions. First, they showed
that legal rules governing investor protection
can be measured and coded for many coun-
tries using national commercial (primar-
ily corporate and bankruptcy) laws. LLSV
coded such rules for both the protection of
outside shareholders, and the protection of
outside senior creditors, for forty-nine coun-
tries. The coding showed that some coun-
tries offer much stronger legal protection of
outside investors” interests than others.
Second, LLSV documented empirically
that legal rules protecting investors vary sys-
tematically among legal traditions or origins,

L This argument followed naturally from the contrac-
tual view of the firm (Michael C. Jensen and William
H. Meckling 1976, Sanford ]J. Grossman and Oliver D.
Hart 1988, Hart 1995), which sees the protection of the
property rights of the financiers as essential to assure the
flow of capital to firms. Financial economists have often
argued, in contrast, that financial markets are sustained
by “market forces” such as competition and reputation
(Hayne E. Leland and David H. Pyle 1977, Eugene F.
Fama 1980). Comparative research emphasized the role
of banks (Franklin Allen and Douglas Gale 2000).
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with the laws of common law countries (orig-
inating in English law) being more protective
of outside investors than the laws of civil law
(originating in Roman law) and particularly
French civil law countries. LLSV further
argued that legal traditions were typically
introduced into various countries through
conquest and colonization and, as such, were
largely exogenous. LLSV then used legal ori-
gins of commercial laws as an instrument for
legal rules in a two stage procedure, where
the second stage explained financial devel-
opment. The evidence showed that legal
investor protection is a strong predictor of
financial development.

Subsequent research showed that the
influence of legal origins on laws and
regulations is not restricted to finance.
In several studies conducted jointly with
Simeon Djankov and others, we found that
such outcomes as government ownership
of banks (La Porta et al. 2002), the bur-
den of entry regulations (Djankov et al.
2002), regulation of labor markets (Juan
C. Botero et al. 2004), incidence of mili-
tary conscription (Casey B. Mulligan and
Shleifer 2005a, 2005b), and government
ownership of the media (Djankov et al.
2003a) vary across legal families. In all
these spheres, civil law is associated with
a heavier hand of government ownership
and regulation than common law. Many of
these indicators of government ownership
and regulation are associated with adverse
impacts on markets, such as greater cor-
ruption, larger unofficial economy, and
higher unemployment.

In still other studies, we have found that
common law is associated with lower formal-
ism of judicial procedures (Djankov et al.
2003b) and greater judicial independence
(La Porta et al. 2004) than civil law. These
indicators are in turn associated with better
contract enforcement and greater security of
property rights.

Assuming that this evidence is correct, it
raises an enormous challenge of interpreta-
tion. What is the meaning of legal origin?

Why is its influence so pervasive? How can
the superior performance of common law in
many areas be reconciled with the high costs
of litigation, and well-known judicial arbi-
trariness, in common law countries?

In this paper, we adopt a broad conception
of legal origin as a style of social control of
economic life (and maybe of other aspects of
life as well). In strong form (later to be supple-
mented by a variety of caveats), we argue that
common law stands for the strategy of social
control that seeks to support private market
outcomes, whereas civil law seeks to replace
such outcomes with state-desired alloca-
tions. In words of one legal scholar, civil law
is “policy implementing,” while common law
is “dispute resolving” (Mirjan R. Damaska
1986). In words of another, French civil law
embraces “socially-conditioned private con-
tracting,” in contrast to common law’s sup-
port for “unconditioned private contracting”
(Katharina Pistor 2006). We develop an
interpretation of the evidence, which we call
the Legal Origins Theory, based on these
fundamental differences.

Legal Origin Theory traces the different
strategies of common and civil law to dif-
ferent ideas about law and its purpose that
England and France developed centuries
ago. These broad ideas and strategies were
incorporated into specific legal rules, but
also into the organization of the legal system,
as well as the human capital and beliefs of
its participants. When common and civil law
were transplanted into much of the world
through conquest and colonization, the
rules, but also human capital and legal ide-
ologies, were transplanted as well. Despite
much local legal evolution, the fundamen-
tal strategies and assumptions of each legal
system survived and have continued to exert
substantial influence on economic outcomes.
As the leading comparative legal scholars
Konrad Zweigert and Hein Kotz (1998) note,
“the style of a legal system may be marked
by an ideology, that is, a religious or politi-
cal conception of how economic or social life

should be organized” (p. 72). In this paper,



La Porta, Lopez-de-Silanes, and Shleifer: Economic Consequences of Legal Origins 287

we show how these styles of different legal
systems have developed, survived over the
years, and continued to have substantial
economic consequences. In our conception,
legal origins are central to understanding the
varieties of capitalism.

The paper is organized as follows. In sec-
tion 2, we describe the principal legal tradi-
tions. In section 3, we document the strong
and pervasive effects of legal origins on
diverse areas of law and regulation, which
in turn influence a variety of economic out-
comes. In section 4, we outline the Legal
Origins Theory, and interpret the findings
from that perspective. In sections 5-7, we
deal with three lines of criticism of our
research, all organized around the idea that
legal origin is a proxy for something else.
The three alternatives we consider are cul-
ture, politics, and history. Our strong conclu-
sion is that, while all these factors influence
laws, regulations, and economic outcomes,
it is almost certainly false that legal origin
is merely a proxy for any of them. Section 8§
briefly considers the implications of our work
for economic reform and describes some
of the reforms that had taken place. Many
developing countries today find themselves
heavily overregulated in crucial spheres of
economic life, in part because of their legal
origin heritage. Legal Origin Theory, and
the associated measurement of legal and
regulatory institutions, provides some guid-
ance to reforms. Section 9 concludes the
paper.

We note that this paper is not a survey and,
therefore, only introduces particular papers
in so far as they enter the discussion of the
meaning and the consequences of legal ori-
gins. The last decade has witnessed an explo-
sion of research on corporate governance that
uses the investor protection framework. This
research has successfully replaced the tradi-
tional Berle-Means conception of a public
corporation with a much more realistic for
most of the world model of family-run firms,
pyramidal and group structures, and tre-
mendous conflicts between outside investors

and controlling shareholders. This research,
however, is not covered in our paper.

2. Background on Legal Origins

In their remarkable three-hundred-
page survey of human history, The Human
Web, John Robert McNeill and William H.
McNeill (2003) show how the transmission
of information across space shapes human
societies. Information is transmitted through
trade, conquest, colonization, mission-
ary work, migration, and so on. The bits of
information transmitted through these chan-
nels include technology, language, religion,
sports, but also law and legal systems. Some
of these bits of information are transplanted
voluntarily, as when people adopt technolo-
gies they need. This makes it difficult to
study the consequences of adoption because
we do not know whether to attribute these
consequences to what is adopted or to the
conditions that invited the adoption. In other
instances, the transplantation of information
is involuntary, as in the cases of forced reli-
gious conversion, conquest, or colonization.
These conditions, unfavorable as they are,
make it easier to identify the consequences
of specific information being transplanted.

Legal origins or traditions present a key
example of such often involuntary trans-
mission of different bundles of information
across human populations. Legal scholars
believe that some national legal systems are
sufficiently similar in some critical respects
to others to permit classification of national
legal systems into major families of law (Rene
David and John Brierley 1985, Thomas
Reynolds and Arturo Flores 1989, Mary
Ann Glendon, Michael Wallace Gordon, and
Christopher Osakwe 1982, 1994, Zweigert
and Kotz 1998). “The following factors seem
to us to be those which are crucial for the
style of a legal system or a legal family: (1)
its historical background and development,
(2) its predominant and characteristic mode
of thought in legal matters, (3) especially
distinctive institutions, (4) the kind of legal
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sources it acknowledges and the way it han-
dles them, and (5) its ideology” (Zweigert and
Kotz 1998, p. 68).

Most writers identify two main secular
legal traditions: common law and civil law,
and several subtraditions—French, German,
socialist, and Scandinavian—within civil
law. Occasionally, countries adopt some laws
from one legal tradition and other laws from
another, and researchers need to keep track
of such hybrids, but generally a particular
tradition dominates in each country.

The key feature of legal traditions is that
they have been transplanted, typically though
not always through conquest or colonization,
from relatively few mother countries to most
of the rest of the world (Alan Watson 1974).
Such transplantation covers specific laws and
codes and the more general styles or ideolo-
gies of the legal system, as well as individuals
with mother-country training, human capi-
tal, and legal outlook.

Of course, following the transplantation
of some basic legal infrastructure, such as
the legal codes, legal principles and ideolo-
gies, and elements of the organization of the
judiciary, the national laws of various coun-
tries changed, evolved, and adapted to local
circumstances. Cultural, political, and eco-
nomic conditions of every society came to be
reflected in their national laws, so that legal
and regulatory systems of no two countries
are literally identical. This adaptation and
individualization, however, was incomplete.
Enough of the basic transplanted elements
have remained and persisted (Paul A. David
1985) to allow the classification into legal
traditions. As a consequence, legal trans-
plantation represents the kind of involuntary
information transmission that the McNeills
have emphasized, which enables us to study
the consequences of legal origins.

Before discussing the legal traditions of
market economies, we briefly comment
on socialist law. The socialist legal tradi-
tion originates in the Soviet Union, and was
spread by the Soviet armies first to the for-
mer Soviet republics and later to Eastern

Europe.” It was also imitated by some social-
ist states, such as Mongolia and China. After
the fall of the Berlin Wall, the countries of
the former Soviet Union and Eastern Europe
reverted to their pre—Russian Revolution or
pre—World War II legal systems, which were
French or German civil law. In our work
based on data from the 1990s, we have often
classified transition economies as having the
socialist legal system. However, today, aca-
demics and officials from these countries
object to such classification, so, in the pres-
ent paper, we classify them according to the
main influence on their new commercial
laws. Several countries, such as Cuba, still
maintain the socialist legal system, and await
liberation and reclassification. These coun-
tries typically lack other data, so no socialist
legal origin countries appear in the analysis
in the present paper.

Figure 1 shows the distribution of legal ori-
gins of commercial laws throughout the world.
The common-law legal tradition includes the
law of England and its former colonies. The
common law is formed by appellate judges
who establish precedents by solving specific
legal disputes. Dispute resolution tends to be
adversarial rather than inquisitorial. Judicial
independence from both the executive and
legislature are central. “English common law
developed because landed aristocrats and
merchants wanted a system of law that would
provide strong protections for property and
contract rights, and limit the crown’s ability
to interfere in markets” (Paul G. Mahoney
2001, p. 504). Common law has spread to the
British colonies, including the United States,
Canada, Australia, India, South Africa, and
many other countries. Of the maximal sam-
ple of 150 countries used in our studies, there
are forty-two common law countries.

2 The socialist legal tradition illustrates the signifi-
cance of ideologies for legal styles. . . . the socialist con-
cept of law can be directly traced to the movement of legal
positivism. The movement . . . sees law as an expression of
the will of the legislators, supreme interpreters of justice”
(David and Brierley 1985, p. 69).
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Figure 1. The Distribution of Legal Origin

The civil law tradition is the oldest, the
most influential, and the most widely dis-
tributed around the world, especially after so
many transition economies have returned to
it. It originates in Roman law, uses statutes
and comprehensive codes as a primary means
of ordering legal material, and relies heavily
on legal scholars to ascertain and formulate
rules (John Henry Merryman 1969). Dispute
resolution tends to be inquisitorial rather
than adversarial. Roman law was rediscov-
ered in the Middle Ages in Italy, adopted by
the Catholic Church for its purposes, and
from there formed the basis of secular laws
in many European countries.

Although the origins of civil law are
ancient, the French civil law tradition is usu-
ally identified with the French Revolution
and Napoleon’s codes, which were written in
the early nineteenth century. In contrast to
common law, “French civil law developed as

it did because the revolutionary generation,
and Napoleon after it, wished to use state
power to alter property rights and attempted
to insure that judges did not interfere. Thus,
quite apart from the substance of legal rules,
there is a sharp difference between the ide-
ologies underlying common and civil law,
with the latter notably more comfortable
with the centralized and activist govern-
ment” (Mahoney 2001, p. 505).

Napoleon’s armies introduced his codes
into Belgium, the Netherlands, Italy, and
parts of Germany. In the colonial era, France
extended her legal influence to the Near
East and Northern and Sub-Saharan Africa,
Indochina, Oceania, and French Caribbean
Islands. Napoleonic influence was also sig-
nificant in Luxembourg, Portugal, Spain,
and some Swiss cantons. When the Spanish
and Portuguese empires in Latin America
dissolved in the nineteenth century, it was
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mainly the French civil law that the lawmak-
ers of the new nations looked to for inspira-
tion. In the nineteenth century, the French
civil code was also adopted, with many
modifications, by the Russian Empire, and
through Russia by the neighboring regions
it influenced and occupied. These countries
adopted the socialist law after the Russian
Revolution, but typically reverted to the
French civil law after the fall of the Berlin
Wall. There are eighty-four French legal ori-
gin countries in the sample.

The German legal tradition also has
its basis in Roman law, but the German
Commercial Code was written in 1897,
after Bismarck’s unification of Germany.
It shares many procedural characteristics
with the French system but accommodates
greater judicial law making. The German
legal tradition influenced Austria, the for-
mer Czechoslovakia, Greece, Hungary, Italy,
Switzerland, Yugoslavia, Japan, Korea, and
a few countries of the former Soviet Union.
Taiwan’s laws came from China, which relied
heavily on German laws during moderniza-
tion. There are nineteen German legal origin
countries in the sample.

The Scandinavian family is usually viewed
as part of the civil law tradition, although
its law is less derivative of Roman law than
the French and German families (Zweigert
and Kotz 1998). Most writers describe the
Scandinavian laws as distinct from others,
and we have kept them as a separate family
(with five members) in our research.

Before turning to the presentation of
results, five points about this classification
are in order. First, although the majority of
legal transplantation is the product of con-
quest and colonization, there are important
exceptions. Japan adopted the German legal
system voluntarily. Latin American former
Spanish and Portuguese colonies ended up
with codifications heavily influenced by the
French legal tradition after gaining indepen-
dence. Beyond the fact that Napoleon had
invaded the Iberian Peninsula, the reasons
were partly the new military leaders” admi-

ration for Bonaparte, partly language, and
partly Napoleonic influence on the Spanish
and Portuguese codes. In this instance, the
exogeneity assumption from the viewpoint of
studying economic outcomes is still appropri-
ate. The nineteenth century influence of the
French civil law in Russia and Turkey was
largely voluntary, as both countries sought
to modernize. But the French and German
civil law traditions in the rest of the countries
in Eastern Europe, the Middle East, and
Central Asia are the result of the conquests
by the Russian, Austro—Hungarian, Ottoman,
and German empires. The return by these
countries to their pre-Soviet legal traditions
during the transition from socialism is volun-
tary but shaped largely by history.

Second, because Scandinavian countries
did not have any colonies, and Germany’s
colonial influence was short-lived and
abruptly erased by World War I, there are
relatively few countries in these two tradi-
tions. As a consequence, while we occa-
sionally speak of the comparison between
common and civil law, most of the discussion
compares common law to the French civil
law. This is largely because each tradition
includes a large number of countries, but also
because they represent the two most distinct
approaches to law and regulation.

Third, although we often speak of common
law and French civil law in terms of pure
types, in reality there has been a great deal
of mutual influence and in some areas con-
vergence. There is a good deal of legislation
in common law countries, and a good deal of
judicial interpretation in civil law countries.
But the fact that the actual laws of real coun-
tries are not pure types does not mean that
there are no systematic differences.

Fourth, some have noted the growing
importance of legislation in common law
countries as proof that judicial law mak-
ing no longer matters. This is incorrect for
a number of reasons. Statutes in common
law countries often follow and reflect judicial
rulings, so jurisprudence remains the basis
of statutory law. Even when legislation in
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common law countries runs ahead of judi-
cial law making, it often must coexist with,
and therefore reflects, preexisting common
law rules. Indeed, statutes in common law
countries are often highly imprecise, with
an expectation that courts will spell out the
rules as they begin to be applied. Finally, and
most crucially, because legal origins shape
fundamental approaches to social control
of business, even legislation in common law
countries expresses the common law way of
doing things. For all these reasons, the uni-
versal growth of legislation in no way implies
the irrelevance of legal origins.

Fifth, with the reclassification of transition
economies from socialist into the French and
German civil law families, one might worry
that the differences among legal origins
described below are driven by the transi-
tion economies. They are not. None of our
substantive results change if we exclude the
transition economies.

With these points in mind, we can turn to
the evidence.

3. Basic Facts

3.1 The Evidence in Brief

Figure 2 organizes some of our own and
related research on the economic conse-
quences of legal origins. It shows the links
from legal origins to particular legal rules,
and then to economic outcomes. Figure 2
immediately suggests several concerns for
empirical work. First, in our framework, legal
origins influence many spheres of law mak-
ing and regulation, which makes it dangerous
to use them as instruments. Second, we have
drawn a rather clean picture pointing from
particular legal rules to outcomes. In reality,
a variety of legal rules (e.g., those governing
both investor protection and legal procedure)
can influence the protection of outside inves-
tors and hence financial markets. This, again,
makes empirical work less clean.

Before turning to the evidence, we make
four comments about the data. First, all

the data used in this paper, and a good deal
more, are available at http:/www.econom-
ics.harvard.edu/faculty/shleifer/data.html.
We do not discuss the data in detail, but
the descriptions are available in the original
papers presenting the data.

Second, the basic evidence we present
takes the form of cross-country studies. An
important feature of these studies is that all
countries receive the same weight. There is
no special treatment of mother countries, of
rich countries, etc. This design may obscure
the differences, discussed below, within
legal origins, such as the greater dynamism
of law in mother countries than in former
colonies.

Third, the sources of data on legal rules
and institutions vary significantly across
studies. Some rules, such as many indicators
of investor protection and of various govern-
ment regulations, come from national laws.
Those tend to be “laws on the books.” Other
indicators are mixtures of national laws and
actual experiences, and tend to combine sub-
stantive and procedural rules. These variables
are often constructed through collaborative
efforts with law firms around the world and
yield summary indicators of legal rules and
their enforcement. For example, the study
of legal formalism (Djankov et al. 2003b)
reflects the lawyers’ characterization of pro-
cedural rules that would typically apply to a
specific legal dispute; the study of the effi-
ciency of debt enforcement (Djankov et al.
2006) incorporates estimates of time, cost,
and resolution of a standardized insolvency
case. The data used in each study have their
advantages and problems. An important fact,
however, is the consistency of results across
both data collection procedures and spheres
of activity that we document below.

Fourth, over the years, various writers
have criticized both the conceptual founda-
tions of LLSV variables such as shareholder
rights indices (John C. Coffee 1999) and
the particular values we have assigned to
these variables, in part because of concep-
tual ambiguity (Holger Spamann 2006b).
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Figure 2. Legal Origin, Institutions, and Outcomes

We have corrected our mistakes and have
also moved on to conceptually less ambigu-
ous measures (Djankov et al. 2008). These
improvements have strengthened the origi-
nal results. The findings we discuss below
use the most recent data.

To organize the discussion, we do not pro-
vide a full survey of the available evidence
but rather a sampling with an emphasis on the
breadth of the findings. The available studies
have followed a similar pattern, shown in fig-
ure 2. They first consider the effect of legal
origins on particular laws and regulations,
and then the effects of these laws and regu-
lations on the economic outcomes that they
might influence most directly.

The available studies can be divided into
three categories. First, several studies follow-
ing LLSV (1997, 1998) examine the effects of
legal origins on investor protection and then
the effect of investor protection on financial
development. Some of these studies look at
stock markets. The LLSV measure of antidi-
rector rights has been replaced by a measure
of shareholder protection through securi-
ties laws in the offerings of new issues (La
Porta et al. 2006) and by another measure
of shareholder protection from self-deal-
ing by corporate insiders through corporate
law (Djankov et al. 2008). As outcomes,
these studies use such measures as the ratio
of stock market capitalization to GDP, the
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pace of public offering activity, the voting
premium (see Alexander Dyck and Luigi
Zingales 2004), dividend payouts (La Porta
et al. 2000), Tobin’s Q (La Porta et al. 2002),
and ownership dispersion (La Porta et al.
1999). Predictions for each of these variables
emerge from a standard agency model of
corporate governance, in which investor pro-
tection shapes external finance (e.g., Shleifer
and Daniel Wolfenzon 2002). 3

Other studies in this category look at cred-
itor rights. The LLSV (1997, 1998) measure
from bankruptcy laws has been updated by
Djankov et al. (2007). Djankov et al. (2006)
take a different approach to creditor protec-
tion by looking at the actual efficiency of
debt enforcement, as measured by creditor
recovery rates in a hypothetical case of an
insolvent firm. The latter study addresses a
common criticism that it is law enforcement,
rather than rules on the books, that matters
for investor protection by integrating legal
rules and characteristics of enforcement in
the efficiency measure. La Porta et al. (2002)
focus on state involvement in financial mar-
kets by looking at government ownership of
banks. These studies typically consider the
size of debt markets as an outcome measure,
although Djankov et al. (2007) also examine
several subjective assessments of the quality
of private debt markets.

In the second category, several papers
consider government regulation, or even
ownership, of particular economic activities.
Djankov et al. (2002) look at the number
of steps an entrepreneur must complete in
order to begin operating a business legally,
a number that in 1999 ranged from two in
Australia and Canada to twenty-one in the
Dominican Republic. They examine the
impact of such entry regulation on corrup-

3 The theoretical prediction that investor protection
leads to greater ownership dispersion is not unambiguous,
and the data on ownership around the world is less clean
and satisfactory than that on other variables. Nonetheless,
much of the criticism of LLSV has focused on ownership
dispersion.

tion and the size of the unofficial economy.
Botero et al. (2004) construct indices of labor
market regulation and examine their effect
on labor force participation rates and unem-
ployment. Djankov et al. (2003¢) examine
government ownership of the media, which
remains extensive around the world, par-
ticularly for television. Mulligan and Shleifer
(2005a, 2005b) look at one of the ultimate
forms of government intervention in private
life, military conscription.

The third category of papers investigates
the effects of legal origins on the character-
istics of the judiciary (and other government
institutions), and then the effect of those on
the security of property rights and contract
enforcement. Djankov et al. (2003b) look
at the formalism of judicial procedures in
various countries and its effect on the time
it takes to evict a nonpaying tenant or to col-
lect a bounced check. This variable can be
interpreted more broadly as the efficiency
of contract enforcement by courts, and in
fact turns out to be highly correlated with
the efficiency of debt collection obtained in
an entirely different way by Djankov et al.
(2006). La Porta et al. (2004) adopt a very
different strategy and collect information
from national constitutions on judicial inde-
pendence (as measured by judicial tenure)
and the acceptance of appellate court rul-
ings as a source of law. They then ask directly
whether judicial independence contributes
to the quality of contract enforcement and
the security of property rights.

Tables 1-3 show a sampling of results from
each category of studies. In each table, the top
panel presents the regressions of legal or regu-
latory institutions on legal origins, controlling
only for per capita income. In the original
papers, many more controls and robustness
checks are included, but here we present the
stripped down regressions. The bottom panel
of each table then presents some results of
regressions of outcomes on legal rules. We
could of course combine the two panels in
an instrumental variables specification, but,
as we indicated previously, we do not recom-
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mend such specifications since legal origins
influence a broad range of rules and regula-
tions and we cannot guarantee that the rel-
evant ones are not omitted in the first stage.

Begin with table 1. Higher income per
capita is associated with better shareholder
and creditor protection, more efficient debt
enforcement, and lower government owner-
ship of banks (panel A). Civil law is generally
associated with lower shareholder and credi-
tor protection, less efficient debt enforce-
ment, and higher government ownership
of banks. The estimated coefficients imply
that, compared to common law, French legal
origin is associated with a reduction of 0.33
in the anti-self-dealing index (which ranges
between 0.1 and 1), of 0.33 in the index of
prospectus disclosure (which ranges between
0 and 1), of 0.84 in the creditor rights index
(which ranges from 0 to 4), of 13.6 points in
the efficiency of debt collection (out of 100),
and a rise of 33 percentage points in gov-
ernment ownership of banks (which ranges
between 0 and 100 percent). The effect
of legal origins on legal rules and financial
institutions is statistically significant and
economically large.

Higher income per capita is generally
associated with more developed financial
markets, as reflected in a higher stock-mar-
ket-capitalization-to-GDP ratio, more firms
per capita, less ownership concentration,
and a higher private-credit-to-GDP ratio.’

4 Recent research has looked at additional outcome
variables as well as measures of credit market regula-
tion. Benjamin C. Esty and William L. Megginson (2003)
find that creditor protection shapes fore