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I. Introduction
The Israeli capital market has two prominent characteristics. First, it is a market typified by
concentrated ownership, in the sense that most publicly traded companies have a controlling
shareholder.1 Second, business groups control a large share of the companies traded on the Tel-Aviv
Stock Exchange, as well as other closely held business enterprises. These two features combined
create an increased potential for self-dealing transactions and other manifestations of conflict of
interest. Indeed, in Israel this market setting served as a fertile ground for the emergence of a severe
agency problem between the controlling shareholder and the minority shareholders.2 Common
measures for the extent of this conflict of agency problem highlighted in the past that the Israeli
market suffers from a serious challenge that requires attention. In response, during the past 15 years,
the Israeli system went through major legal reforms, aimed explicitly at tackling this very problem. In
this study, we assess the current extent of the agency problem by measuring private benefits of control
in Israel following the reform, and juxtapose it with the measures derived by previous studies. Does
Law matter? Although causation is hard to prove, the preliminary results we have today are quite
remarkable and telling.

II. How to Assess Private Benefits of Control?
An empirical way to assess the extent of the said agency problem is to estimate the size of the
benefits that the controlling shareholder derives from his control, and which the other shareholders do
not share. These benefits are termed private benefits of control. Private benefits are customarily
divided into pecuniary benefits and nonpecuniary benefits.3 Pecuniary benefits often involve
tunneling of funds from the company to the private hands of the controlling shareholder or to another
entity in which he has a high capital interest. Among the nonpecuniary benefits are the prestige,
status, and influence won by the controlling shareholder. The pecuniary benefits are considered
especially socially undesirable, since such benefits involve allocation of assets in a non-market
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environment. Consumption of nonpecuniary private benefits can also be harmful if such consumption
involves distorted business decisions.
The tight connection between concentrated control and private benefits is also fundamental to
understanding the link between law and finance. Empirical studies have demonstrated the connection
between weak (strong) protection of minority rights and concentrated (dispersed) ownership,4 and
theoretical studies explain why large benefits encourage the control-holder to maintain control.5 An
owner that takes a corporation public may prefer a concentrated ownership structure over a dispersed
one, even if the latter is less efficient,6 due to the distortion caused by private benefits of control.7
Private benefits of controlling shareholders are difficult to identify and measure. Notably, if the
benefits were easy to identify, the minority would be able to demand its share of the pie – in particular
where pecuniary benefits are concerned.8 Nonetheless, there are ways to appraise private benefits of
control – the foremost being the measurement of the premium paid upon the transfer of control.
Barclay and Holderness were the first to use the sale of blocks of shares for the purpose of
estimating the size of the private benefits derived by large block-holders.9 Their basic insight was that
since the stock exchange price per share reflects the benefits derived by all shareholders pro rata to
their relative share of the capital, then the difference between the price paid by the buyer of control
and the market price represents private benefits of control, or at least their minimal value.10 Hence, it
follows that the formula for calculating the premium on such sale of control is: the number of shares
sold (in the control block) times the difference between the price paid per share by the new controlling
shareholder and the price per share in the market following the announcement of the prospective
transaction, divided by the market value of the firm.11 In their study, which was confined to the United
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States alone, Barclay and Holderness found the premium on American control sale transactions to be
very low.12

III. The Size of the Private Benefits of Control in Israel – as Measured in Previous Studies
Dyck and Zingales (2004) used Barclay and Holderness's method and published a widely
influential and comprehensive study, measuring the size of private benefits in 39 countries around the
world.13 The database included 393 transfer-of-control transactions performed between 1990 and
2000. Their findings show that whereas the average global control premium was 14%, the average
control premium in Israel was 27%!14 Furthermore, Israel had the dubious honor of belonging to the
select club of countries with the highest control premia in the world,15 the other members being
Argentina, Austria, Colombia, Czech Republic, Italy, Mexico, Turkey, Venezuela and Brazil. At the
other (and better) end of the scale were U.S., UK, Canada, Norway, Japan and Hong Kong, which all
boast a control premium of 1% or lower.16
The high Israeli premium that was revealed attests to the large amount of private benefits that
Israeli control-holders derive relative to their counterparts in other countries, as well as the extent of
the Israeli agency problem. Dyck and Zingales also found that higher private benefits are linked to
less developed capital markets.17 Contrarily, better accounting rules, better protection of minority
rights, better enforcement, a more competitive market and highly diffused media were found to be
associated with lower private benefits.18
In 1997 Goshen argued that the Israeli legislator must redesign its law to tackle this challenge.19
Indeed, the Israeli legislature has abandoned the Corporations Ordinance, which was rooted in the
outdated English law.20 In 2000, a modern Companies Law went into effect,21 which includes, among
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other elements, a section dealing with the authorization of self-dealing transactions, as well as various
other mechanisms that are unique to Israeli law.22
The enactment of the Companies Law raises the question of whether the law has succeeded in its
task of reducing the private benefits of control-holders and correspondingly reducing the control
premium. Barak and Lauterbach (2011) conducted a study using Barclay and Holderness' familiar
formula, while also presenting an advanced methodology for calculating control premium. The
methodology they developed makes it possible to calculate control premia for partial transfers of
control (e.g., a sale of half of a control block).23 The study, which included such partial control
transfer transactions, traced 52 Israeli transactions during the years 1993-2005. Barak and Lauterbach
found that the average Israeli control premium stood at 31.5%.24 They also report that using Barclay
and Holderness' formula yielded nearly identical results (31.4%), although less transactions could be
analyzed (34).25
Even though only part of Barak and Lauterbach's database tracks transactions from the period
after the enactment of the Companies Law (2000), we can cautiously say that there has been no
significant improvement in the years 2000-2005. Additional evidence of the ineffectiveness of the
Companies Law during this period can be found in a study by Hamdani and Yafeh, who examined the
voting patterns of the institutional investors in Israel, covering 26,000 votes in the course of 2006.26
One significant finding was that 97.8% of the self-dealing transactions presented for approval by the
general assembly were approved.27 A possible conclusion the researchers propose is that legislation
that grants power to the shareholders remains ineffective as long as the potential for conflict of
interest of the institutional investors remains intact.28
Why then has the situation remained so unsatisfactory even after the new legislation? In the past,
Bebchuk explained that reducing the control premium: "... requires not only appropriate rules but,
more importantly and more costly, an elaborate and effective system of enforcement and
implementation and therefore the creation of an appropriate professional and institutional
infrastructure."29
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IV. Legal Reform
In the decade and a half since the enactment of the Companies Law, Israel has witnessed a series
of additional reforms in legislation, as well as significant steps taken to augment the enforcement and
implementation of the law. A dramatic and highly influential step was the establishment of the
Committee for Examining a Corporate Governance Code in Israel (the "Goshen Committee").30 Its
recommendations, issued in 2006, sparked a significant revolution.31 In the wake of the report, in
2010, another ambitious step was taken: the establishment of the economics division at the Tel Aviv
District Court, the purpose of which is "to make the criminal, administrative and civil enforcement in
economic affairs more efficient and sophisticated."32 And at the ceremony marking the inauguration
of the new Court's Economics Division, Goshen, who was the master mind behind the establishment
of the court, asserted: "The Economic Court is the most important tool for contending with the
phenomenon of the concentrated control structure in Israel. The Court will give practical substance to
the good faith duties of officers and directors, and to the duties and restrictions that the law imposes
on controlling shareholders' ability to misuse their power at the expense of the company and its
minority shareholders. The Court will set precedents that will guide the market and shape the norms
of conduct in it. The efficiency of the market will rise. The control premium will become smaller and
the public will profit the most."33
Soon thereafter, in 2011, Amendment 16 of the Israeli Companies Law went into effect, which
implemented many of the Goshen Committee's recommendations.34 Another important step took place
even before that, in 2006, when the Israeli Class Actions Law was enacted,35 with its main goal to
improve "enforcement of the law."36 Finally, Israeli corporate case law came to life. The revolution
started after the enactment of the Companies Law and erupted after the establishment of the
Economics Division of the court in Tel-Aviv. Haviv-Segal finds that over the course of the first seven
years since the enactment of the Companies Law, more judicial decisions have been rendered in the
corporate field than were delivered in all the years between the Israeli Declaration of Independence at
1948 and 2000.37The numbers kept on rising.
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The Supreme Court and District Courts' (primarily the Economics Division) contribution to
constraining controlling shareholders can be divided into activity in the criminal sphere and activity in
the civil sphere. In the criminal sphere, we have witnessed increased deterrence by means of imposing
actual prison sentences on self-dealing transactions that involve fraud. This trend began with the Arad
case,38 in which the controlling shareholder was convicted and sent to jail for committing various
offenses in order to circumvent the approval mechanism of a self-dealing transaction.39 In the civil
sphere, the courts gradually raised and perfected the standard of review for self-dealing transactions,
and opened the door for private enforcement.40
To complete the picture, we should also mention an argument raised by Bukshpan. He argues that
recent years gave rise to the intensification of social and ethical responsibilities among corporations
and officeholders in Israel.41 One manifestation of this phenomenon may be a reduction in the private
benefits extracted by controlling shareholders at the expense of minority shareholders. We speculate
that there is a close tie between the legal reforms mentioned above and this identified trend.
In summary, given all the reforms and processes that have taken place in the last decade and a half
in the Israeli market, it seems that the power of the controlling shareholder, who was formerly
omnipotent, has been limited significantly. In light of this water shed change, it seems especially
appropriate to reexamine the scope of private benefits of control in the Israeli economy. No study has
assessed the impact of the major reforms on control benefits in many years.

V. Research Objectives and Expected Significance
Our study, therefore, has two main goals: first, to provide an updated and comprehensive answer
to the question concerning the current scope of the Israeli control premium; and second, to sense
whether legal reforms are capable of bringing about a reduction of the control premium.
The importance of this type of research was noted by Bebchuk in his opinion to the Israeli
Committee for Increasing Competitiveness in the Economy, for which he served as a professional
external adviser:
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"The evidence that private benefits in Israel are high relative to international levels, and are
higher than in other advanced OECD countries, indicates that agency problems and extraction
of private benefits are especially significant in Israel. The need for measures to address such
problems is, correspondingly, relatively significant in Israel. Moreover, evidence about the
levels of control premium will be useful to Israeli authorities in the future as a barometer for
the effectiveness of whatever reforms are adopted. As long as control premium in Israeli
public firms do not substantially decline from their high levels, public officials should remain
concerned about agency problems and the extraction of private benefits in such firms. 42
The Concentration Committee itself relied on the high figures of control premium in Israel:
"These findings [by Dyck and Zingales and by Barak and Lauterbach] serve to aggravate the concern
that the exploitation of minority shareholders exists."43 Altogether, and considering the fact that calls
for additional reforms continue to be voiced,44 a reexamination of the current control premium is of
enormous importance.
Notably, moreover, the Israeli courts rely on control premium studies. A recent example is the
Livnat case, in which the Supreme Court relied on the control premium figures found in Dyck and
Zingales's study.45 Furthermore, in the same ruling, the Supreme Court referred to the preliminary
findings of our study,46 which will be detailed below. Hence, our findings are expected to be of
substantial practical and theoretical value.

VI. Research Design and Preliminary Results
In order to accomplish the above-noted goals, we intend to re-measure the size of the Israeli
control premium from the beginning of 2000 (when the Companies Law went into effect) through the
end of 2015. We will also analyze in detail all the legal and extralegal changes that took place during
this period in Israel, which may have relevancy. This analysis will help us trace the effective cause of
the changes we may find in the Israeli control premium.
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Notably, the idea of comparing the control premia before and after reforms has been tried in the
past in other countries. For example, Dyck and Zingales examined the premium in Italy and Brazil,
which underwent significant reforms in the 1990s. They found significant changes in the control
premium in the wake of the reforms.47 Furthermore, an Italian study, which examined control transfer
sales between 1999 and 2007, found that the control premium in Italy plunged to a rate of 5.34% in
the wake of the reform,48 as opposed to the 37% rate during the 1990s.49
We therefore expect to identify a drop in the average Israeli control premium between 2000 and
2015, relative to the results obtained by Dyck and Zingales in their study in the 1990s. We also expect
the drop to be steeper in the years 2006-2015, due to the developments reviewed above.
For the purpose of the study we have gathered a list of all publicly traded companies on the TelAviv Stock Exchange from the beginning of 2000 until the end of 2015, taking into account that this
is a highly dynamic list that changes extensively over a decade and a half. For each company, we
identified every control transfer transaction that occurred during these years (around 12,000 company
years).50 For each transaction we have collected, among other things, the following parameters:
company name, the parties to the transaction, date of transaction, block buyer's initial holdings as a
proportion of firm equity, size of the block that was purchased, price paid, whether any consideration
other than cash (such as options) was offered, when the consideration is due, whether it is the largest
block, the price per share on the stock market on the date of the transaction, the price per share on the
stock market on the day after the transaction, and the market value (market cap) of the company.
Over the course of the research, we used the methodology used by Dyck and Zingales for two
reasons: first, their methodology is simple to apply and does not require any kind of subjective
discretion; second, their methodology is the most common in the literature, and using it enabled us to
compare the findings we obtain to the global research they conducted and to other studies.51 Hence,
for each transaction that is found suitable, we calculated the control premium according to Dyck and
Zingales' (who follow Barclay and Holderness) formula presented above.

Preliminary Results
Currently we are able to report preliminary results. These results cover all the control transfer
transactions in companies included in the "Tel Aviv Composite" ("Maagar") index, from the
beginning of 2006 to the end of 2014. The Tel Aviv Composite index currently contains 229
47
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companies (the sample has more companies that were in the index and later went private),52 as
opposed to the 461 companies currently traded in total on the Tel-Aviv Stock Exchange. 53
We found 13 transactions that meet the rigorous threshold conditions set by Dyck and Zingales.
To compare, the size of Dyck and Zingales's Israeli sample, during 1990-2000, was 9 companies,
while Barak and Lauterbach's long-term sample (1993-2005) included 30 transactions using Dyck and
Zingales's methodology. Notably, the preliminary results indicate an impressive shift. The average
premium has plunged to a rate of only 4.6%. Furthermore, whereas in Dyck and Zingales's sample
only one transaction out of the nine was conducted at a negative premium, in the current research five
of the 13 transactions (over one third!) were conducted at a negative premium. Tellingly, the
transaction that had the highest control premium in our study had a premium that was lower than the
average premium measured in the previous studies. These are encouraging findings regarding the
success of the legal reform.
Our preliminary findings were presented at many conferences, including a conference held by the
Tel-Aviv Stock Exchange and the Israeli Securities Authority, and have raised quite a stir. Likewise,
the results were published in Globes business magazine,54 and posted on the Corporate Governance
website of Tel-Aviv University.55 As noted above, the Supreme Court also referenced these
preliminary results in a recent case.56

Additional Results
So far we have also covered around 70% of all companies that were not included in the preliminary
study (i.e. the smaller companies not included in the Tel-Aviv Composite index), for the years 20062014. We found additional 13 transactions. These additional results shall be presented in the seminar
on Wednesday.
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