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The Price of Control: Analyzing the Returns of Dual-Class vs. Single-Class 
Companies and Examining Price Differentials in Multiple Ticker Companies 

 

Jacob Berman ‘20, Economics, Princeton University 

 

Abstract 

Do dual-class companies achieve better long-term returns than single-class companies? How much 

of a premium do investors pay for voting stock compared to the less-voting or non-voting stock of 

the same company, and what factors cause this price differential? In this paper, I examine monthly 

stock market data and run regressions to find that dual-class companies from 2000-2018 do not 

achieve a statistically significantly higher return than single-class companies. In my examination of 

companies trading publicly under multiple tickers, I find that the smaller a company’s market 

capitalization and the smaller the stock’s share volume, the larger the arbitrage opportunity and the 

price differential between tickers will be. The implications of this research are substantial to the 

finance and political economy literature, and to SEC regulators, stock exchange board of directors, 

institutional investors, and company founders who are considering how to respond to dual-class 

share structures in a fast-changing environment. 

Introduction 

Public companies, in the battle for corporate governance, have increasingly turned to dual-

class stock listings as a method to retain company control. Dual-class stock listings, which are 

especially popular among technology company founders and family-controlled companies, allow 

for the separation of voting and cash flow rights across classes of equity. They exist today in 226 

U.S.-incorporated companies with greater than $200 million in market capitalization, including 

Facebook, Snapchat, and Ford (“Dual Class Companies List,” 2019). Previous literature has 

focused on whether dual-class companies achieve higher stock performance, are managed better, or 

experience more stock volatility. In this paper, I expand on this existing literature in two ways. 
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First, I compare the monthly returns of dual-class companies and the returns of single-class 

companies in the S&P 500 to a control group of the returns of all the companies in the S&P 500 

from the year 2000 to 2018. Second, I identify all the dual-class companies which have two 

publicly traded tickers with equal cash flow rights but unequal voting rights. In the first analysis of 

its kind, I examine returns for these 37 companies, including Alphabet (GOOG vs. GOOGL), 

Under Armour (UA vs. UAA), and Fox (FOX vs. FOXA), to observe trends in the varying price 

differentials over time, examine influencing factors such as a stock’s share volume and market 

capitalization, and discuss potential arbitrage opportunities. 

The public debate over the acceptability of dual-class shares has intensified, making this 

paper especially relevant today. About 16% of companies that went public on U.S. exchanges since 

2013 have at least two classes of stock, up significantly in the past decade (Winkler, 2018). 

However, many institutional investors and financial watchdogs have become unhappy with these 

companies’ decisions and, within the past year, have challenged dual-class stocks. Opponents claim 

that such structures violate principles of corporate democracy and the precept of “one share, one 

vote.” Following Snap’s $3.3 billion IPO of entirely nonvoting shares in September 2017, market 

indexes S&P 500 and Dow Jones cracked down and decided to exclude new companies with 

multiple classes of shares from joining their indexes. The influential 50-member Investor 

Stewardship Group, overseeing $22 trillion in assets, demanded a total elimination of dual-class 

stock, and the Council of Institutional Investors (CII), representing managers of $25 trillion in 

assets, recently demanded that any company’s dual-class share structure be limited to seven years 

(“CII Petition to New York Stock Exchange,” 2019). On March 17, 2019, after Lyft filed papers 

for its groundbreaking $24 billion dual-class IPO, hedge fund billionaire and activist investor Paul 

Singer (2019) wrote an op-ed in the Financial Times arguing against dual-class share structures. 

Despite the opposition, the trend towards dual-class share structures persists. Though the Hong 

Kong (Robertson, 2019) and Singapore (“Listing Framework for Dual Class Share Structures,” 
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2019) stock initially barred the listing of dual-class shares, these exchanges decided to allow their 

listing after losing business to the New York Stock Exchange for Alibaba’s IPO (Dunkley, 2018).1 

Because the debate over dual-class shares endures, and the number of dual-class companies 

is increasing due to the booming technology industry, my research to examine the long-term 

performance of dual-class stocks vs. single-class stocks is even more important. Further, by 

evaluating the long-term performance of voting shares compared to less-voting, or non-voting 

shares of the same company, I will discuss the viability of arbitrage opportunities, examine the 

influencing factors of a stock’s share volume and market capitalization, and gain insight into the 

premium that investors pay for boardroom control. 

Literature Review 

Academic research on the merits of dual-class shares remains divided. Some studies have 

found that dual-class companies underperform over the long term, aren’t well managed, and 

experience stock volatility. Smart, Thirumalai, and Zutter (2008) found that relative to 

fundamentals, dual-class firms trade at lower prices than single-class firms, both at the IPO, and for 

at least the subsequent five years. Further, the researchers found that when dual class companies 

unify their share classes, statistically and economically significant value gains occur. Additionally, 

Masulis and Wang (2009) found agency issues in dual-class companies including higher 

management entrenchment, executive compensation, and value-destroying acquisitions. The 

Investor Responsibility Research Center Institute (2012) found that companies with multiple 

classes of shares generally underperform over the long term, and experience more stock volatility. 

Other studies, however, show that benefits may exist for companies with dual-class share 

structures. Demsetz and Levin (1985) found that dual-class structure may be optimal in certain 

scenarios and that different corporate structures are created in the interest of share value 

                                                        
1 Alibaba, whose IPO was the largest in history, went public on the New York Stock Exchange in 
part because the Hong Kong Stock Exchange did not allow dual-class companies. 
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maximization. Dimitrov and Jain (2005) studied 178 companies that changed from single-class to 

dual-class structure between 1979-1998 and found that dual-class recapitalizations are shareholder 

value enhancing corporate initiatives. They also found no evidence of managerial entrenchment. 

Jordan, Kim, and Liu (2017) found that for high growth firms, dual-class structure increases market 

valuation, in part due to the fact that dual-class firms face lower short-term market pressure and 

have the ability to implement long term growth plans. Anderson, Ottolenghi, and Reeb (2017) 

found that founding families control 89% of dual-class firms, and that a buy-and-hold strategy of 

dual class family firms annually makes an additional 350 basis points over the benchmark. Dorothy 

Shapiro Lund (2017), a law professor at the University of Chicago, found that dual-class structures 

allow uninformed investors to own nonvoting stock, and informed investors to own voting stock, 

which makes corporate governance more efficient. Further, an examination of the French public 

markets from 1992-2010 (Fattoum-Gendri, 2018) found that dual-class companies achieved similar 

long-term returns to single-class companies. 

Previous literature has also established that stocks with certain characteristics can attract 

abnormal amounts of investor interest and increased share prices. A paper written by economists 

Harrison Hong, Yen-Cheng Chang, and Inessa Liskovitch (2014) found that the addition of a stock 

to the Russell 2000 index resulted in price increases, and the deletion of a company from the index 

resulted in price decreases. These price fluctuations, which are unrelated to the fundamentals of the 

business, are due to the vast amounts of capital invested passively through mutual funds into 

indexes such as the Russell 2000. There is no existing literature on whether a similar price 

premium exists for dual-class companies, or whether a price fluctuation occurs in the rare case that 

a company converts from dual-class to single-class structure; however, it is worth considering that 

stocks with voting rights gain special attention from investors, which may cause share price 

increases. 
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In a similar vein, hundreds of papers have been published in the field of financial 

economics that describe investment strategies that achieve abnormal returns. A well-known 

summary of this literature written by Professors Campbell R. Harvey, Yan Liu, and Heqing Zhu 

(2015) reviewed 313 previous publications, some with truly innovative findings and many with 

false findings. This publication contributed to the literature it examined, potentially becoming the 

314th article attempting to prove the effectiveness of a unique method to beat the market and 

achieve alpha. 

Lacking from this literature entirely, however, is an examination of stocks that trade 

publicly under two tickers representing two share classes with unequal voting rights. I have filled 

this gap by conducting my own research to identify the 37 companies with this structure and then 

analyzing the data to determine the reason for the price differentials between different tickers of the 

same firm. The only somewhat similar arbitrage study in existence was conducted by Schultz and 

Shive (2010), which focused primarily on exploiting pricing gaps for dual-class shares of 

companies around the time of IPO. 

Background & Economics Context 

To understand the motivations behind the experiments conducted in this paper, it is 

essential to understand no arbitrage price theory. Arbitrage is defined as the simultaneous buying 

and selling of securities to take advantage of differing prices for the same asset. No arbitrage price 

theory is a general theory of asset pricing, which holds that the price of the asset is set at the same 

level as the value of the replicating portfolio, so that no trader can make a risk-free profit by buying 

one and selling the other. Economic theory contends that prices are perfect; otherwise, arbitrage 

would take place. In the first part of my experiment, I compare the returns of single-class 

companies and dual-class companies to a control group of S&P 500 companies. If owning a bucket 

of dual-class companies indeed owning a bucket of dual-class companies achieves higher returns 

than holding single-class companies, then an effective investment strategy would be to own a 



 6 

bucket of dual-class companies, and index funds would create exchange-traded funds that only 

contain dual-class companies. If dual-class companies’ returns were proven superior, no arbitrage 

theory would dictate that dual-class companies’ share prices increase to reach a new market 

equilibrium. 

My second analysis examines whether arbitrage opportunities exist to exploit a positive 

return between voting stock and less-voting or non-voting stock within the same company. 

Arbitrage theory would hold that there is no investment method which consistently beats the 

market. In this case, if voting stock is more expensive than nonvoting stock, an arbitrage 

opportunity may be to short sell shares of voting stock and buy nonvoting stock. It is possible that 

this arbitrage makes a small profit (although commissions on these stock trades must be 

considered). Further, in the case of an acquisition of the company—if, for example, Under Armour 

was acquired—both the less-voting stock UAA and voting stock UA would be acquired for the 

same price, even if the less-voting stock was originally trading at a lower price. In this scenario, 

owning less-voting or non-voting stock and short selling voting stock would be an effective 

investment strategy. 

However, the efficient market hypothesis is also essential to the understanding of this paper 

and provides reason to believe that the higher prices of stocks with voting rights are justified. The 

efficient market hypothesis, developed by Eugene Fama, is a theory that states that asset prices 

fully reflect all available information and that stocks are therefore always traded at their fair value 

(Malkiel, 2003). By examining existing market conditions, it is clear that investors are willing to 

pay a price premium for corporate control, and therefore it may be reasonable to pay a higher price 

for stocks with voting rights. 

The efficient market hypothesis has implications both for the subject of my research and for 

the potential impact of the research itself. In this paper, as with any investment strategy 

contribution to the financial economics literature, I explore a new dataset, run a new regression, 
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and propose new findings. According to the efficient market hypothesis, if and when relevant new 

information becomes available to the public—such as an economics paper’s publication—asset 

prices will move to a new equilibrium. 

Data 

Dual-Class vs. Single-Class Companies 

In this paper, I downloaded data from the Wharton Research Database Services (WRDS) 

website, using the Center for Research in Security Prices’ (CRSP) monthly stock data. I also used 

data from the Council of Institutional Investors (CII), which has identified the 266 US-incorporated 

public companies with at least $200 million in market capitalization that currently have multiple 

classes of shares. 

Using CRSP, I downloaded the monthly stock returns for dual-class companies and 

compared them to both the monthly returns of single-class S&P 500 companies, and to the monthly 

returns of a control group of all S&P 500 companies. I examined returns over the span of eighteen 

years, from January 2000—December 2018. In the graph below, I compare the compounding 

monthly returns of these three buckets of stocks. It can be observed that compounded returns for 

dual-class companies are the highest, with S&P 500 returns slightly higher than single-class 

company returns. 
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Figure 1. Comparison of Stock Portfolio Returns. This figure demonstrates slightly higher returns for Dual-Class vs. S&P 500 vs. 
Single-Class Companies. 

Multiple Ticker Companies 

In the second part of my analysis, I used the CII’s database of dual-class companies, and 

since this topic is not one that has been previously examined in the literature, I individually 

reviewed each of the 266 companies to identify the 37 companies which have two publicly 

traded tickers with different voting rights. Some of these companies were immediately 

recognizable by tickers that ended with A and B, such as Berkshire Hathaway (BRK.A vs. 

BRK.B) and Seneca Foods (SENEA vs. SENEB). I also searched each company online to make 

sure I was not omitting any dual-class company with less obvious multiple tickers, such as 

Zillow Group (Z vs. ZG). 

I used WRDS’ CRSP database to download the monthly returns and monthly prices of 

each of these companies from January 2000 to December 2018. However, most of these 

companies were not been trading publicly under two different tickers as early as January 2000, 

so it took time for me to search online, accumulate the data, and compile monthly price changes 

for each company starting from the month that they started trading under multiple tickers. For 
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example, Google only began using this structure after splitting its stock in April 2014, while 

Viacom has been trading under tickers VIA and VIAB since January 2006. 

Once I compiled all this data, I created a monthly measurement of arbitrage opportunity 

for each company, which I call the “control premium.” The formula for the control premium is  

!"#$%	'(	)'*#+,	-*'$.	/	!"#$%	'(	+'+)'*#+,	-*'$.
!"#$%	'(	)'*#+,	-*'$.

.         ( 1 ) 

The result should provide a measurement of the price differential between voting stock and less-

voting or non-voting stock. If the control premium is larger, then there is a larger spread between 

the two tickers’ stock prices, indicating a larger potential arbitrage opportunity. However, a 

larger control premium may not necessarily indicate an arbitrage opportunity. This heightened 

premium may exist due to specific stock conditions, such as a company being more susceptible 

to activist tactics or corporate takeover, which could cause voting stock to become more 

valuable. 

For an example of two well-known companies who both trade under multiple tickers but 

have different mean control premiums, see Figures 2 and 3, which display the mean control 

premiums of Google and Under Armour. Since August 2014, when Google began trading under 

multiple tickers, the largest monthly difference between GOOG and GOOGL has been less than 

5%. In Under Armour’s case, there is a consistent and significant difference between the price of 

UA and UAA—ranging between 6% and 13%. 

The size of each company’s control premium is affected by many factors. In this case, it 

may be that because Google is such a well-known, large, and liquid stock, trading commissions 

are low, and therefore arbitrage opportunities are not particularly large. Under Armour, on the 

other hand, may be a company susceptible to activist campaigns, and therefore voting rights may 

be especially valuable. Another explanation could be that shares of UAA are not widely traded, 

so trading costs are high, and arbitragers don’t take advantage of the larger price differential.  
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Figure 2. Google’s Mean Control Premium. This figure shows how Google’s Mean Control Premium fluctuates over time. 

 

Figure 3. Under Armour’s Mean Control Premium. This figure shows how Under Armour’s Mean Control Premium fluctuates over 
time. 

In a similar comparison, Figures 4 and 5 show the varying prices of GOOG and GOOGL, and 

UA and UAA. The voting stocks GOOGL and UA are depicted in orange, while the nonvoting 

stocks, GOOG and UAA, are depicted in blue. 
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Figure 4. Google’s multiple tickers. This figure shows Google’s dual-class tickers fluctuating over time. 

 

 

I also averaged the control premiums across firms by date. On some dates in 2000, only 

four stocks traded publicly under multiple tickers. In these cases, I added up the control 

premiums and divided by four. However, the multiple ticker structure has seemingly grown in 

popularity, so that by 2018, there were 37 companies trading under multiple tickers. In several 

Figure 5. Under Armour’s multiple tickers. This figure shows Under Armour’s dual-class tickers fluctuating over time. 
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circumstances, the control premium for a firm was negative—implying that non-voting stock 

was valued higher than voting stock. These circumstances are unusual and may be an area for 

further investigation in another paper. One possible explanation I can think of is that nonvoting 

stock can sometimes be more liquid, which may cause the price to be higher than illiquid voting 

stock. In other cases, this price abnormality may simply be a market inefficiency and an 

arbitrage opportunity. To account for these cases, I calculated the absolute value of all the 

control premiums, because even if non-voting stock was more expensive, one could pursue 

arbitrage in the same way by buying voting stock and short selling non-voting stock. Figure 6 

displays my findings. 

 

Figure 6. Mean control premium across firms. This figure shows the fluctuations of average firm’s mean control premium. 

As shown in Figure 6, the average price differential between multiple ticker companies 

ranges from 2% to 15%. However, there are reasons to be cautious in analyzing the range of 

mean arbitrage opportunity described in the graph above. These numbers are the average of up 

to 37 companies’ control premiums averaged, including some companies with almost no price 

differential between tickers and other companies with greater than 50% price differentials 
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between tickers in certain months. It is likely that some stocks with higher price differentials in a 

given month are skewing the data to a relatively larger average of 15%. When a spike in control 

premium occurs in an individual company, it is likely the result of a specific event involving that 

company. 

To determine what factors influence a company’s mean control premium, I decided to test 

two factors—share volume and market capitalization. Logically, a company that has traded more 

frequently, and has a higher market capitalization, should be given increased attention by traders 

and investors seeking arbitrage, is likely traded with cheaper commissions, and therefore should 

have smaller control premiums. 

For every month that I downloaded the monthly stock data of the 37 companies from 

CRSP, I also included share volume and number of shares outstanding. The share volume of a 

given month is represented as the sum of trading volumes during that month and is measured in 

hundreds of shares. To calculate market capitalization, I used Stata to multiply the number of 

shares outstanding by the price in every given month. 

Methodology 

Regression for Dual-Class vs. Single-Class Companies 

To test whether dual-class share structure made a significant difference on long-term 

returns of companies between 2000 and 2018, I ran a Stata regression of the returns of all single-

class companies and dual-class companies on a dummy variable indicating share structure. I 

labeled the dummy variable = 1 if it was a dual-class company and = 0 if it was single-class 

company.  

Below is the resulting regression equation. If the efficient market hypothesis holds that 

arbitrage shouldn’t exist, then b1= 0. However, if b1 > 0 by a significant amount, then buying a 

basket of dual-class companies would be an effective investment strategy. In my regression, I 

also include time fixed effects and cluster standard errors by time. 
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For my dependent variable, I chose return, ri,t, which measures stock performance for any 

stock, i, at time, t. I created a dummy variable as my independent variable, Duali to measure 

whether the company has a dual-class or single-class structure. For any stock i. b0 is the constant 

term and b1 is the coefficient of the dummy variable Duali. vt are time fixed effects for every 

year t from 2000-2018, and ei,t is the idiosyncratic error term for any stock i and time t. 

ri,t = b0 + b1Duali + vt + ei,t         ( 2 ) 

Regressions for Multiple Ticker Companies 

To test which factors are most influential to the price differential between multiple tickers, 

I ran two Stata regressions—one of share volume on the control premium, and the other of 

market capitalization on the control premium. The test is meant to determine whether a company 

that has traded more frequently, or has a larger valuation, will have a larger or smaller control 

premium. 

When I ran that regression, I received very small, very significant coefficients. To 

decrease the variability of the data and to normalize the distribution, I performed a logarithmic 

transformation on both share volume and market capitalization. I also included time fixed effects 

and clustered standard errors by time. 

Equation 3 is the resulting regression equation. For my dependent variable, I chose the 

control premium yi,t, which measures the price differential between multiple tickers of the same 

company for any stock i at time t. I created a variable xi,t as my independent variable. The first 

time I ran the regression, xi,t measured the effect of share volume on any given stock i at time t. 

The second time I ran the regression, xi,t measured the effect of market capitalization on any 

given stock i at time t. b0 is the constant term and b1 is the coefficient of the independent 

variable, xi,t. vt are time fixed effects for every year t from 2000-2018, and ei,t is the idiosyncratic 

error term for any stock i and time t. 

yi,t = b0 + b1 xi,t + vt + ei,t            ( 3 ) 
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Results 

Dual-Class Returns vs. Single-Class Returns 

The results from regressing dual-class and single-class company returns on the dummy 

variable representing share structure is shown in Figure 7 below. Dual-class companies return 

0.12% higher per month compared to single-class companies. If this result is annualized (without 

considering compounding effects), investing in dual-class companies would yield 1.44% more 

than single-class companies. 

However, conducting a t-test for significance yields a Z-score value of 0.88, which is less 

than the 1.96 needed to find a significant result in a 95% confidence interval. This means that the 

long-term returns of dual-class companies are not significantly different than those of single-

class companies. 

 

Figure 7. Statistical output for dual-class vs. single-class companies. The figure shows measures of statistical significance. 

Share Volume and Market Capitalization’s Effect on the Control Premium 

The results from regressing share volume and market capitalization on the control 

premium are shown in the two tables below. The results show a negative correlation between 

share volume and control premium, as well as between market capitalization and control 
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premium. According to the regression, a 1% increase in share volume should correspond with a 

0.00774% decrease in a company’s control premium. Similarly, a 1% increase in market 

capitalization should correspond with a 0.0129% reduction in a company’s control premium. 

Further, if the market capitalization of a stock doubles (increases by 100%), then a company’s 

control premium should decrease by 1.29%, and if the share volume of a stock doubles, then that 

company’s control premium should decline by 0.774%. 

These results are highly significant; the t-test for market capitalization produces a Z score 

of -18.17 and the t-test for share volume yields a Z-score of -15.16. Both results are significant 

at a greater than 99% confidence interval. 

 

Figure 8. Statistical output regressing share volume on control premium. The figure shows measures of statistical significance. 
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Figure 9. Statistical output regressing market capitalization on control premium. The figure shows measures of statistical 
significance. 

These results are intuitive and provide guidance for future traders seeking arbitrage. 

Companies such as Google, which are very liquid, trade at a high volume, and have a large 

market capitalization (Google is currently valued at $874 billion). They also have small price 

differentials between their tickers because trading costs are small and the company’s multiple 

tickers are under scrutiny from traders. Conversely, Reading International Inc. is a company 

with a lower market capitalization (currently valued at $371 million), which trades much less 

frequently than Google, is much less liquid, and is under much less scrutiny from public 

investors. In these cases, traders are less attentive to the company’s fluctuating tickers and spend 

less time trying to exploit the price differentials due to high transaction costs and illiquidity. 

Discussion of Results 

The empirical results garnered by these models provide several new observations and hold 

implications for traders and policymakers. 

After downloading data and conducting regressions, I found that investing in dual-class 

companies does not achieve statistically significantly different returns than investing in single-

class companies. However, the results did potentially show that investing in dual-class 
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companies could return 1.44% higher than investing in single-class companies. If traders are in 

doubt, they should err on the side of buying dual-class companies. 

These findings are relevant not only to arbitrage traders and the finance literature, but also 

hold implications to regulators at the Securities & Exchange Commission (SEC), board members 

of stock exchanges, company founders, and the political economy literature. Large amounts of 

public money are invested today by institutional investors, which are demanding an end to dual-

class companies. However, if institutional investors are investing in voting shares when it may 

be a more profitable strategy to invest in less-voting or nonvoting shares, SEC regulation may be 

necessary to protect the public from the poor decisions of these funds. Alternatively, the SEC 

may decide that institutional investors should be permitted to advocate and invest however 

they’d like, and markets should appropriately decide how to price dual-class and single-class 

companies. Further, various stock exchanges are currently debating whether to allow dual-class 

stock listings. Founders of some private companies are currently debating whether to IPO in a 

dual-class or single-class structure. If dual-class companies continue to IPO in large numbers or 

increase their outperformance of single-class companies to a certain point, SEC regulators may 

also decide to intervene on behalf of pension funds and require mutual funds to invest in non-

voting stock. Why should a firefighter care that his pension fund owns voting stock? Similarly, 

the type of analysis conducted in this paper will help stock exchanges decide whether to allow 

dual-class listings, and help company founders understand what to expect from a dual-class IPO. 

Regarding results for companies trading publicly under two tickers, the regressions find a 

significant negative correlation between the control premium and both share volume and market 

capitalization. The implications of this finding are that while arbitrage opportunities may be 

limited for large, liquid companies, there may be greater arbitrage opportunities for savvy traders 

interested in exploring stock price differentials in smaller, illiquid companies. 

 



 19 

Limitations 

Comprehending what causes a stock’s price fluctuations is incredibly complex, and there 

are various limitations in my ability to produce the fullest analysis. 

Though I can describe the control premium for a certain company, but there is no way to 

fully understand the reasons for a company’s price differential or to completely predict whether 

buying one ticker and short selling another ticker of the same company will lead to a profitable 

strategy. 

Another important factor which I omitted from this paper that is very likely to affect a 

company’s control premium would be event-driven situations, which may cause the price spread 

between voting stock and non-voting stock to widen. For example, if news leaked that a dual-

class company was in negotiations to be acquired, one might expect the price differential 

between tickers to narrow since both tickers would be acquired for the same price. Alternatively, 

voting shares may become more valuable since an activist investor may have acquired a large 

stake of voting stock with the intention of negotiating demands from company executives. Either 

way, event-driven situations are likely to affect the price differentials between multiple tickers. 

However, these effects exist on a case-by-case basis and likely have occurred in few cumulative 

circumstances. While an event-study for an individual company may be interesting for a 

different study, there are not enough of these samples for my paper, and I would not be able to 

access this information by using CRSP’s monthly stock data. 

Conclusion 

Dual-class shares have become an increasingly popular stock structure, and with vigorous 

public debate continuing over their acceptability, this study will be an important addition to the 

literature and help inform the public debate. I have determined that between the years 2000 and 

2018, dual-class companies did not achieve statistically significantly different returns than 

single-class companies. In addition, I have examined dual-class companies with multiple 
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publicly traded tickers for the first time to gain insight into the premium investors are willing to 

pay for shares with more voting control. I found that share volume and market capitalization are 

both negatively correlated with the control premium and that arbitrage opportunities may exist in 

smaller, less liquid, and less frequently traded companies. 

The implications of this research are wide. I have contributed a recent analysis on the 

returns of dual-class companies vs. single-class companies to the finance literature and pioneered 

analysis into dual-class companies trading under multiple tickers. The impacts on the political 

economy literature will also be significant; this research will be valuable to regulators, stock 

exchange board of directors, index funds managers, and company founders who are determining 

how to regulate dual-class companies, whether to invest in dual-class companies, and whether to 

IPO in a dual-class structure. 

In the future, as dual-class IPOs increase in number, I look forward to examining the most 

recent returns of dual-class companies and how they compare to those of single-class companies. 

Further, I will be interested to see how control premiums fluctuate for certain companies, 

especially as the number of activist investors increases. Finally, it will be interesting to see how 

government regulators, stock exchange board of directors, institutional investors, company 

founders, and market sentiment responds to a changing environment concerning dual-class share 

structures. 
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The Making of a Box Office Hit in the United States: Does Diversity Matter? 
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Abstract 
 
Women and people of color lack sufficient representation in the white and male dominated 

Hollywood landscape. As female and minority groups rise to the vanguard of blockbusters that 

exceed billions at the box office, there arises a need to re-establish the capacity of diversity in 

generating financial success. This paper examines the role of cast diversity in box office 

performance in the United States motion picture industry. The sample consists of the top 100 

highest-grossing domestic films released over the course of 2018, which account for a massive 

89% of the total domestic box office in that year. The results show that a higher proportion of 

women and racial minorities in the top-billed cast of a film has a significant, but fragile, positive 

impact on domestic box office numbers. The evidence suggests that female and minority-led 

productions such as Black Panther and Wonder Women might not after all be coincidental 

anomalies but indeed, reproducible stories of success.  

1. Introduction 
 

The Hollywood movie industry still remains to be as white and male dominated as ever, 

even in the recent upsurge of #OscarsSoWhite, #MeToo and Time’s Up movements advocating for 

racial and gender equality in the workplace. Although 2018 UCLA Hollywood Diversity Report 

has revealed a steadily increasing trend in cast diversity since 2011 [1], the progress was rather 

stunted in comparison to the rapidly growing minority share of the United States population. The 

proportion of films with casts of less than 11% minority decreased from 51% in 2011 to 28% in 

2017 while the share of films with 41-50% minority has increased from 0 to 10.2% over the same 

time period. Similarly, although women account for 50% of all moviegoers in the U.S. according to 

the Motion Picture Association of America (MPAA), they have, to this day, been chronically 

underrepresented both on screen and in key positions behind the camera. Thankfully, 2018 has seen 
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some revolutionary changes for groups traditionally labelled as minorities in the Hollywood scene. 

Black Panther, Marvel Entertainment’s Oscar-nominated cultural phenomenon featuring an all-

black cast, has become the top-grossing domestic superhero release of all time [2]. Ocean’s 8, 

starring some of Hollywood’s best-known women in the foreground, has scored the biggest 

opening weekend gross in the male-dominated Ocean’s franchise [3]. Wonder Woman, driven by a 

strong female lead, has become the first critically-acclaimed installment in Warner Brothers’ DC 

Universe. Apart from the action movies, Beauty and the Beast made history as the biggest live-

action musical of all time, and The Hunger Games franchise has amassed a jaw-dropping $2.9 

billion worldwide [3]. The rise of women and minority groups to the forefront of must-see 

theatrical events has sparked an urgent need to re-establish the undeniable role of diversity in the 

making of a major box office success.  

2. Literature Review 

The effect of diversity of all dimensions on the box office success of a motion picture 

remains tragically understudied in the context of Hollywood, contradictory to a century long work 

in testimonial of the disproportionate exclusion of women and ethnic minorities from film [4].  

The vast majority of the diversity analysis conducted on the Hollywood entertainment 

industry has been published in the form of annual statistical reports. The 2018 UCLA Hollywood 

Diversity Report has considered the top 200 film releases of 2016 to document the relationship 

between the representation of women and people of color, both in front and behind the camera, and 

box office receipts [1]. The study finds that movies with minority composition of 21-30% were the 

biggest gainers at the global box office, while racially homogenous films were the weakest 

performers. A joint study by Creative Arts Agency (CAA) and the tech-forward innovation 

company Shift7 on the top-grossing U.S. films released between 2014 and 2017 indicates that 

racially diverse and female-led films outperform those that lack diversity at every budget level [5]. 

A study by the USC Viterbi School of Engineering has investigated nearly a 1000 film scripts to 
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determine the centrality of female characters to the storyline of a movie [6]. Out of the 7000 

characters and 53,000 dialogues examined, women only accounted for 2000 and 15,000 

respectively as a manifestation of the obvious gender inequality in Hollywood productions. With 

recent releases of the past year like The Spy Who Dumped Me, Red Sparrow and Ocean’s 8, women 

have successfully conquered the roles of international spies and criminal masterminds traditionally 

portrayed by men, which calls for the re-evaluation of the interrelation between increased 

representation of minorities on the big screen and box office success.  

The issues of diversity have attracted much attention over the past few decades due to the 

rapidly increasing disparities in the population of many countries [7]. The majority of the 

traditional diversity research has focused on the team-level productivity outcomes of different 

dimensions of diversity in the context of schools, organizations and workplace [7,8]. These 

multilayers of diversity generally include race, culture, religion, gender, nationality, sexual 

preference, age, personality, education level, political orientation, economic status, lifestyle and 

other demographic, socioeconomic and psychographic characteristic [7,9,10]. It is of great value to 

consider this long line of research on team diversity and performance outcomes before questioning 

the relationship between cast diversity and box office success.  

Previous studies have demonstrated both positive and negative contributions of diversity on 

organizational functioning [7]. Cox et al. (1991) have analyzed 136 graduate and undergraduate 

students of various ethnicities (Anglo-American, Hispanic, Asian and Black American) in 

ethnically diverse and all-Anglo groups [11]. The findings highlighted the enhanced collaborative 

effort and performance of groups with multiple ethnicities. Conversely, Tsui et al. (1992) have 

analyzed a sample of 151 work units comprising 1,705 respondents from three large organizations 

[12]. The results indicate that increased racial and gender diversity impair psychological 

identification among group members and overall performance outcomes.  
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In the case of feature films, categorization can theoretically be used to attract bigger masses 

to the theatre. Diversifying a cast’s composition could potentially present opportunities for a larger, 

more diverse audience, previously excluded from mainstream narratives, to sympathize with the 

characters and essentially, with the movie itself. Previous research on interpersonal dynamics links 

perceived similarity between individuals to interpersonal likability [13,14]. It has been suggested 

that people identify with individuals of caliber to divulge relatable information or those with 

perceived superior characteristics that they wish to embody [15]. Appiah (2001) finds that 

demographics such as race, age and gender are instrumental in enforcing affinity between 

individuals [16] while Murray (1999) stresses the importance of traits such as personality and life 

experiences [17]. Hoffner and Buchanan (2005) have surveyed a total of 208 young adults to 

explore what provokes empathy with TV characters [18]. The findings suggest that both men and 

women identify with same-gender characters whom they perceived as intelligent and successful. 

Then, it is no surprise to see Marvel Entertainment’s Avengers: Infinity War at the top of global 

box office in 2018 [19] with a gigantic cast of highly diverse actors, in roles of highest power, 

giving the viewers not only a reflection of themselves but at the same time, a vision of what they 

long to be.  

Many studies have examined the determinants of box office success apart from cast 

diversity. Earlier work has looked at the impact of a film’s genre, subject matter, MPAA ratings for 

audience suitability, starpower of actors, budget, distribution company, Academy Awards, release 

date and critic reviews on its commercial success [20,21,22,23]. Litman (1983) suggests that critic 

reviews, production budget, distribution company, genre, season of release and Academy Award 

wins significantly increase box office success while MPAA ratings, star power and subject matter 

have no effect [20]. Ravid (1999) analyzed a sample of over 200 films released between 1991 and 

1993 [22], and found that although big budgeted, family-oriented movies and sequels seemed to 

enjoy higher revenues, having a star-studded cast yielded conflicting and inconsistent results. In the 
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sample of 505 films released during 2001-2003 examined by Terry et al. (2005), critic review, 

award nominations, sequels, MPAA ratings and budget have been identified as the key influencers 

of box office success [23].  

More recently, studies have shifted attention to the link between a movie’s commercial 

reception and its online presence. Word of mouth (WOM) has been proposed as a crucial factor in 

shaping a moviegoer’s decision to see a movie on the big screen [24,25,26]. Kim et al. (2013) has 

examined a selection of 169 movies released in 2008 and found that the density of online WOM 

and expert opinions play a crucial role in manipulating box office outcomes in the digital age [27]. 

Duan et al. (2008) has examined a sample of 71 movies released during 2003-2004 and shown that 

box office outcomes are affected not by the numerical value of online user ratings but surprisingly, 

by their volume [26].  

All of these variables hold utmost importance in shaping a film’s commercial success. This 

paper will integrate the insights of broader diversity research with findings from the motion picture 

industry to decipher the severely underexplored tie between cast diversity and box office success.  

3. Data Description 

The sample of data consists of the top 100 highest-grossing domestic movies released over the 

course of 2018 in the United States. The data has been drawn from a variety of online sources and 

motion picture databases as shown in Table 1. The top 100 films have accounted for a massive 

89% of the total domestic box office revenues in 2018 and therefore, reliably represent the span of 

films captured at the domestic box office. Table 2 provides the summary statistics of key variables. 

The low values of mean racial and gender diversity indices, 30.6% and 39.8% respectively, attest to 

the exclusion of women and minorities from film and hence, are consistent with the literature.   

3.1. Dependent Variables 

1. DOMESTIC. The money earned at the domestic box office in U.S. dollars over the theatrical run 

of a movie is used as the primary dependent variable to measure commercial success. By limiting 
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the sample to the top 100 films based on U.S. box office, it eliminates the releases with outstanding 

performance in foreign markets which might have underperformed in the United States [28].  

2. REVENUE. The money earned at the domestic box office in U.S. dollars over the theatrical run 

of a movie per dollar of the production budget, used as an alternative dependent variable to ensure 

the robustness of the results. 

3.2. Independent Variables of Interest 

Racial and gender-based diversity indices have been constructed to account for cast 

diversity. The racial diversity index, RDIV, describes the percentage share of non-white actors in 

the top-billing cast of a movie. The racial and ethnic specification of each actor have been 

determined according to the five ethnic classes specified by the U.S. Census Bureau2. The gender 

diversity index, GDIV, describes the percentage share of female actors constituting the top-billing 

cast. By measuring gender and racial diversity in terms of the percentage of minority group 

traditionally excluded from on-screen representation [29,30,31,32], the study will better 

encapsulate the impact of their heightened representation on box office outcomes.  

Additionally, BRDIV and BGDIV have been generated as binary indicators of racial and 

gender diversity respectively, to replace RDIV and GDIV in a secondary model, where 1 reflects 

high level of diversity, and 0 otherwise. Movies have been classified as highly diverse if they have 

a corresponding racial or gender diversity index equal to or greater than 50%.  

3.3. Control Variables 

3.3.1. Movie-Related Variables 

GENRE is a movie characteristic shown previously to be a chief determinant of box office success 

as different themes appeal to different audiences [28,33]. It is a dummy variable describing one of 

the ten genres included in this analysis, summarized in Table 3. MPAA describes a rating system 

                                                        
2 The five ethnic origins defined by the U.S. Census Bureau include White, Black/African American, American 
Indian/Alaskan Native, Asian and Native Hawaiian/Other Pacific Islander 



 29 

devised by the MPAA to assess the suitability of movies for certain audiences based on content. It 

is a dummy variable from 1 to 3, representing each of the three official MPAA ratings as 

summarized in Table 4. Movies certified PG and PG-13 tend to perform better at the box office as 

they impose no audience restrictions [22,23]. SEQUEL defines a movie which continues the story 

of an earlier prequel or can be situated within the cohesive storyline of a specific movie universe3. 

It is a binary dummy variable with 1 representing a sequel or association with a franchise. Sequels 

tend to produce higher revenues due to a loyal fan base established by an earlier prequel [23]. WIN 

is the number of academy award wins a movie has earned during Oscars 2019, which has been 

established as a significant determinant of the financial success of a theatrical movie [36,37,38]. 

TRAILER represents the aggregated view count of the official trailers of a movie published on the 

popular video streaming site YouTube and accounts for the online awareness and hype for a movie. 

TICKETS represent the total number of tickets a movie has sold in the U.S. in 2018 while the 

variable MINUTES describes the duration of a movie in minutes. 

3.3.2. Studio-Dependent Variables 

STUDIO is the motion picture distribution company responsible for the movie’s marketing. It is a 

dummy variable representing one of the fifteen studios included in the data as summarized in Table 

5. Precedent research has demonstrated that the extent of studio marketing activities significantly 

affects the short-run success of a movie at the box office [34]. RUN is the span of days between the 

theatrical opening and closing of a movie in the United States. For films that are still in theatres, 

the date of data collection4 has been designated as the closing date. Finally, SCREEN is the 

maximum number of theatres a movie was played in during its theatrical run. Previous research has 

shown a positive correlation between the number of screens and box office success [28,35]. 

3.3.3. Review-Based Variables  

                                                        
3 For example, Avengers: Infinity War included in the dataset is a sequel to The Avengers and Avengers: Age of Ultron. 
On the contrary, although Black Panther is not a sequel, it is a part of the Marvel Cinematic Universe.  
4 Date of data collection: 03/28/2019 
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META is a rating from 0 to 100 on the website Metacritic, which represents the average of reviews 

from writers who are certified members of various film critic-associations5. Expert reviews, both 

negative and positive, have been shown to predict and manipulate box office success [23,36,38,39]. 

ROTTEN_A is a proxy for audience opinions expressed in terms of Rotten Tomatoes audience 

scores, which represent the percentage of users who have rated a movie positively. Reviews 

reflecting the tastes of actual moviegoers can offer better insight into box office success [28,40]. 

3.3.4. Actor-Based Variables 

STAR describes the average of actor star scores per movie, which are the sum of the points 

assigned to a leading act for every feature in one of the top 100 domestic films in the two preceding 

and the present years. SOCIAL is the sum of the Instagram or Twitter follower count6 of the actors 

who appear in the promotional poster of their corresponding movie. It has been included to 

compensate for cases like Lady Gaga whose true star power would be underestimated by star score, 

having appeared in only one leading role thus far. The causal impact of star power on the box 

office financial success of a movie has been documented in past literature [21,38,41]. 

4. Theoretical Model 

Diversity refers to perceived differences in social, physical, personal and cultural attributes 

that lead to the categorization of individuals as similar or dissimilar [7,43,44]. Traditionally, there 

have been two distinct areas of research on the relationship between diversity and group 

performance: the social categorization perspective and the information/decision-making 

perspective [45], the former describing the negative and the latter the positive effects of diversity 

on performance payoff. These two conflicting points of view have been reconciled into the 

Categorization-Elaboration Model (CEM) [46]. The social categorization component of CEM 

proposes that disparities in individual characteristics forge the foundations for a discriminatory 

                                                        
5 Metascores are divided into five subsections as follows: 100-90 universal acclaim, 75-89 generally favorable, 50-74 
mixed or average, 20-49 generally unfavorable and 0-19 overwhelming dislike. 
6 One or the other has been recorded depending on availability. 
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system that classifies similar individuals into homogenous clusters where strengthened 

psychological association between “in-category” individuals enrich the outcomes of collective 

group performance [46,47,48]. On the other hand, the elaboration component of CEM rooted in the 

information/decision-making perspective suggests that increased heterogeneity can elevate the 

terminal success of team performance by granting access to a broader pool of resources and 

nonredundant knowledge [46]. CEM predicts a curvilinear relationship between diversity and the 

quality of performance where an optimum diversity level maximizes the outcome (Figure 1) [49].  

A study examining 144 Black and 129 White students from three southern universities has 

unveiled the likelihood of black viewers to appreciate diversity when like individuals occupy 

salient positions in advertising [50]. This implies that audiences can be encouraged to see a movie 

when there exists sufficient representation of “in-category” features. Therefore, increased 

representation of women and minorities up to a certain level in motion pictures can enhance box 

office success by enhancing work-related efficiency within the cast and allowing a greater 

consumer identification with an increasingly diverse cast. CEM informs the following hypotheses: 

H-1: Higher gender and racial cast diversity increases domestic box office success. 

H-2: There is a nonlinear relationship between cast diversity and box office success. Financial 

performance of a movie increases at a decreasing rate with increasing diversity. 

5. Empirical Model 

Attributing the commercial performance of a feature film to any one of its supposed 

determinants is widely referred to as a challenging endeavour [23]. The long lusted-for power of 

reliably predicting the prosperity of a film over its theatrical lifetime is of paramount value for the 

11 billion dollar a year U.S. motion picture industry. In an attempt to make such a prediction, the 

three following empirical models have been devised, where Yi is the natural log of DOMESTIC in 

the main set of regressions and log of REVENUE in subsequent robustness check regressions: 

(1) Ln (Yi) = 𝛽1RDIVi + 𝛽2GDIVi + CONTROLSi + 𝜀i  ] Hypothesis 1 



 32 

(2) Ln (Yi)  = 𝛽1BRDIVi + 𝛽2BGDIVi + CONTROLSi + 𝜀i ] Hypothesis 1 

(3) Ln (Yi) = 𝛽1RDIVi + 𝛽2RDIV2i + 𝛽3GDIVi + 𝛽4GDIV2i + 𝜀i ] Hypothesis 2 

A log-linear specification has been selected based on previous research which demonstrated 

statistical significance in the logarithmic modelling of box office revenue against its linear 

determinants [51], as well as to correct for the right-skewness of the domestic box office outcomes 

(Figure 2). It is also important to note that other control variables have also been considered (e.g. 

actor lifetime career movie gross, volume and magnitude of IMDb user scores, production budget, 

studio marketing power and Rotten Tomatoes critic scores) but excluded due to excessive 

multicollinearity as VIF scores ranging from 6 to 10 are considered as a cause for concern [42]. 

The exclusion of these variables has resulted in a VIF of below 6 for the remaining variables (Table 

6) and raised the number of observations from 90 to 98. 

Each OLS regression will include robust standard errors to correct for heteroskedasticity 

[42]. The coefficients associated with RDIV and GDIV are hypothesized to be positive as diversity 

is expected to positively affect the financial success of a movie. The coefficients associated with 

RDIV2 and GDIV2 are hypothesized to be negative as financial success is expected to increase at a 

decreasing rate with diversity. Unfortunately, it is impossible to conduct an RCT in this particular 

context. In an ideal RCT, an unbiased, computerized process should randomly assign varying 

combinations of white/non-white and male/female actors to a number of pre-production movie 

scripts to be produced into films similar in any other aspect that might influence financial success. 

Movies with different racial and gender landscapes can be observed over time to monitor the effect 

of diversity on weekly box office success. 

6. Regression Results 

Table 7 outlines the results of model regressions 1, 2 and 3 using the log of domestic box 

office numbers as the dependent variable. An R2 value of around 93.5% is consistent across the 

models, indicating that the explanatory variables competently explain the majority of the domestic 
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box office variation. Model 1 uses racial and gender diversity indices to explain the trends in 

domestic box office success. The coefficient on racial diversity index shows no significance and 

hence, suggests that racial heterogeneity has no effect on box office outcomes. Gender diversity 

shows one-star significance and implies that a percent increase in the ratio of women to men can 

lead to a 0.0032% increase in a film’s financial success. This corresponds to a sizable impact of 

$4000 in a sample of movies with a mean domestic box office outcome of $124 million.  

Model 2 employs binary racial and gender diversity indices as an alternative to model 1. It 

appears that there is no significant relationship between box office success and the racial diversity 

of a cast. However, the binary gender diversity index shows significance at 10% level. There is 

slight evidence to suggest that movies that have casts of high gender diversity are on average 

0.16% more successful at the U.S. box office than movies with low cast diversity. Overall, models 

1 and 2 are in accordance in terms of the direction and significance of the relationship between box 

office and all forms of cast diversity.  

Model 3 has been derived from Model 1 with the addition of the squared racial and gender 

diversity indices to test the degree of nonlinearity between cast diversity and box office success. 

An F-value of 0 attests to the joint significance of the quadratic terms. The negative sign of squared 

racial diversity suggests that domestic box office increases at a decreasing rate as racial diversity 

increases, while the opposite is true for gender diversity. However, the coefficients show no 

significance and hence, argue against the existence of a considerable nonlinearity between box 

office outcomes and cast diversity. Following the inclusion of the squared terms, racial diversity 

index shows significance at 10% level, indicating that a percent increase in the proportion of non-

white actors in the top-billed cast might result in a 0.0065% increase in box office success.  

Overall, the number of screens and tickets sold show significance at the 1% level across all 

three models, implying that movies with higher number of screens and tickets sold enjoy a 

significantly higher commercial success. Similarly, Rotten Tomatoes audience score and the 
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theatrical run of a movie show significance at 5% level across all three models. This means that 

higher audience ratings and a longer theatrical run positively contribute to a film’s financial 

success.  

Table 8 outlines the results of model regressions 1, 2 and 3 using the amount earned at the 

domestic box office per dollar of the production budget as the dependent variable. Models 1 and 2 

show that the positive effect of gender diversity is now significant at 5% level while racial diversity 

still remains insignificant. In Model 3, racial diversity still shows significance at 10% level while 

gender diversity seems to have no effect. The results confirm the previous findings and suggest that 

a variation in the measure of box office success does not alter the causal inference between 

diversity and box office performance.  

Finally, the same set of regressions have been run one more time using the dependent 

variable, log of domestic box office numbers, but excluding Black Panther from the sample, as it is 

an obvious outlier in terms of its drastically high success at the domestic box office (Table 9). 

Interestingly, racial diversity index becomes significant at the 10% level across models 1 and 2 

while gender diversity remains significant at 5% level. This indicates that a higher ratio of non-

white and female actors in the top-billed cast can significantly enhance the economic upsurge of a 

movie at the domestic box office. However, there is no change in the results of model 3.  

7. Discussion and Limitations 

7.1. Discussion 

This study contributes to the movie industry literature by exploring the understudied 

relationship between the gender and racial diversity of a cast and a movie’s box office financial 

success. The findings propose that films with a greater proportion of non-white and female actors 

perform better at the domestic box office and earn higher revenues with respect to the production 

budget. This is consistent with the upward parallel trends observed in cast diversity and yearly U.S. 

box office totals since 2011 [1] and also evident in the recent releases of 2019, such as Captain 
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Marvel, which has become the first ever female-led superhero movie to cross the $1 billion mark in 

worldwide ticket sales [54]. This can partly be attributed to the idea that increased on-screen 

representation of diverse demographic groups allows larger audiences to connect with the 

characters based on perceived similarity, which is critical in viewership absorption in the narrative 

of a movie [55]. One important implication of this study is that studios and production companies 

can thrive at the box office if they invest in movies of high racial and gender diversity. Studios can 

benefit from higher revenues while the audiences are empowered by the on-screen portrayal of like 

individuals in positions of power. 

7.2. Limitations 

The results of this empirical analysis should be interpreted in the light of several limitations. First, 

the cross-sectional nature of the data renders the findings vulnerable to omitted variable bias. 

Variables kept from public knowledge such as advertising budgets and those excluded due to 

multicollinearity or not considered such as director star power can be captured by the error term 

and bias the OLS estimators. This is a major threat to the internal validity of the statistical analysis 

and can lead to incorrect inferences about the causality between cast diversity and box office 

success. In the future, it would be wise to adopt panel data on over-time weekly box office scores 

to account for time-invariant and movie-invariant fixed effects. Second, it is very difficult to draw 

concrete conclusions from results driven by a small sample of only 98 movies. For example, 

regression results, not included, show that musicals generate significantly higher revenues at the 

box office, where in fact, this result is driven by only two of movies in the sample. Third, the 

dataset might be suffering from the unnoticed misreporting of some of the observations. Although 

the majority of the data have been downloaded directly from online sources and merged using 

Stata, some of them had to be manually transcribed due to the unavailability of an existing data set. 

Such errors are likely to yield biased predictions that erroneously capture the causal link between 

cast diversity and box office outcomes.  
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8. Conclusion 

 The motion picture industry is a business of very high uncertainty [52] that involves risky 

investments of massive proportions against the unforeseeable fate of a movie ending up either as a 

flop or a major box office success. The inability to calculate the financial future of a film can cost 

the studios, the producers and investors millions that may never be recovered, as seen in the case of 

MGM, one of the world’s oldest film studios, which has filed for bankruptcy at several time points 

ever since its first establishment [53]. Clearly, studios and filmmakers are in pursuit of a magical 

formula that can accurately and reliably predict a film’s financial trajectory at the box office. The 

determinants of well-grounded box-office forecasting has always been a topic of interest for many 

industry scholars [52]. However, the effects of gender and racial composition of a cast have been 

chronically disregarded in the long line of debate around box office finances. This study explored 

the effects of cast diversity both in terms of race and gender on a film’s box-office economic 

performance. The results show that elevated representation of women and racial minorities against 

the proportion of white actors in a movie’s top-billed cast has a worthwhile but also fragile, 

positive impact on domestic box office success. The use of panel data on a larger sample of movies 

in future research will most certainly help to validate the findings of this study. Overall, the various 

dimensions of diversity beyond race and gender in the context of the motion picture industry 

should receive more scholarly attention to prove that the narratives of Black Panther and Wonder 

Woman are not one-in-a-lifetime anomalies but are, in fact, consistent, reproducible success stories. 
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10.1. Tables 

 
 
 

 



 41 

 
 
 

 
 
 

 
 



 42 

 
 



 43 

 
 

 



 44 

10.2. Figures 
 
Figure 1. The Categorization-Elaboration Model 

 
Figure 2. The Distribution of the Dependent Variable DOMESTIC vs. Ln (DOMESTIC) 
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Abstract 

International students are an important part of higher education in the United States. However, little 

is known about the major factors that contribute to their enrollment in the U.S. colleges. The issue 

is especially pertinent now because their total enrollment has been decreasing over the past few 

years. Understanding these factors is essential to ensure a stable inflow and tradition primary 

drivers of immigration provide very useful insights. This paper incorporates these drivers in the 

context of international student by using fixed effect panel regression. The finding indicate that 

this student migration is similar to general migration in some respects. Similar to general 

migration, rising prices at U.S. colleges and universities have a negative effect on the flow of 

students, while the stock of students in the U.S. has a positive impact on the flow from respective 

countries. However, this student flow is also different in other respects. The paper finds that 

stringent visa regulation to travel to the U.S. positively impacts general international student 

enrollment. On the other hand, higher average English language ability negatively impacts student 

enrollment from the top 28 sender countries.  

Introduction 

The total number of international students in the U.S. has decreased over the past years. New 

foreign student enrollment in U.S. higher education dropped by 6.6 percent during the 2017-18 

academic year, double the previous year’s rate of decline (Leiber 2019). As the U.S. presidential 

rhetoric gets stronger against immigration, it is easy to conclude that enrolling in US colleges and 

universities may either be getting harder or less appealing for international students.  

However, the primary drivers of immigration are still at play. For example, Simone Bertoli and 

Jesús Fernández-Huertas Moraga (2013) find that GDP per capita for the country of origin has a 
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statistically significant influence on bilateral migration flow. The estimated coefficient is also 

negative, so citizens from lower GDP per capita countries might have higher incentives to migrate. 

This effect is even found after controlling for the potential effects of migration policy and 

multilateral resistance to migration, which incorporates the attractiveness of alternative 

destinations. A similar approach is followed by Bertoli and Fernandez-Huertas Moraga (2015) to 

come to a similar conclusion. So, the GDP difference, which can be seen as a proxy for wage 

difference, might also be a significant factor for international student migration. Studying in the US 

may give students more time to form connections and find employment.  

Another important determinant of migration is the stock of migrants from a given country. As 

Joshua Lewer and Hendrik van Berg (2008) mentioned, the more people there are in a source 

country, the more people are likely to migrate. The larger the population in the destination country, 

the larger the labor market is for immigrants. Furthermore, Madeline Zavodny (1997) finds that 

family ties overwhelm other factors in determining selected immigration.  

Similarly, migrants are also more sensitive to prices. Lach (2007) noted that migrants have 

higher price elasticities and lower search costs than the native population. Such explanations could 

also be applied to the flow of international students to the U.S. The increasing price of education 

might also explain decreasing the migration of students. Difficulty in securing a US visa is another 

factor that restricts the flow of international students. As Andy Mckay and Tsegay Tekleselassie 

(2018) note, higher restriction on visas reduces general travel from that the specific country. It is 

not difficult to imagine similar scenarios for international students traveling to the US. More 

stringent regulations might deter students from enrolling in a U.S. institution.  

This paper looks at these and other traditional drivers to see the effects of different factors on 

migration of international students to the U.S. The paper gives an overview of the data used, 

describes the model used, and analyzes results the model produced. In doing so, the findings add an 

understudied student flow research to the literature on immigration. 
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Data 

Datasets from several sources were compiled to provide input for the analysis. The first and 

the most important dataset used is the number of international students enrolled in US higher 

education institutions from 179 countries and territories from 2006 to 2017. This data was obtained 

from the Institute of International Education in collaboration with the US Bureau of Educational 

and Cultural Affairs. These organizations use surveys forwarded to every international student 

advisor from accredited colleges or universities to assemble the information into their annual Open 

Doors Report. These reports contain very detailed data on origin countries and students according 

to academic level and intended field of study. The paper utilizes selected per country data from the 

source: number of students by degrees, number of STEM (Science, Technology, Engineering, and 

Mathematics) students, and the number of students working post-graduation on a 1-3 year 

employment authorization called Optional Practical Training (OPT).  

The second data set used is the GDP per capita from the World Bank for 250 countries 

since 1960. GDP per capita is useful because it allows for the comparison of wages or resources 

between individuals from different countries. Given the limited range of other datasets, our analysis 

primarily starts from 2006, so the paper ignored information before this year.  

Next, the model incorporates information on the administration of visa regulations across countries 

and time. We would ideally want to observe the rejection rates for student visas directly. However, 

the Department of State has country-level rejection data only for B1 visa applicants, temporary 6-

month visas assigned to short term workers, and visitors (USCIS 2009). Although this visa is not 

assigned to International students on F1-visa, this information is considered to be an instrumental 

variable for the refusal rate for F1 visa applicants. This B1 visa data is especially useful as it 

overlaps very nicely to the other student datasets, spanning 231 countries and territories from 2006 

to 2017.  
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Another primary dataset in the model is the average price of college and university in 2018 

dollars ranging from 2008 to 2018 from the College Board. This average uses the tuition, room, 

and board fees in its calculation. Furthermore, the prices for public and private non-profit schools 

are incorporated into this data set. This incorporation provides a great opportunity to compare the 

effects of prices across different types of schools.  

English proficiency is a major factor for admission to U.S. academic institutions for 

international students. The TOEFL (Test of English as a Foreign Language) is used to test this 

proficiency for all incoming international students. Administered by the Educational Testing 

Service (ETS), the electronic version of the test constitutes four sections - worth 30 points each and 

adding up to 120 points - to test different capabilities: Reading, Listening, Speaking and Writing. 

ETS’s research team has been publishing a summary of data annually since 2007 that captures 

average TOEFL scores by country, among many things. The totals and their constituents were used 

in the paper’s analysis for language proficiency. However, there are limitations of the datasets 

described above and also the models below. They are described at the conclusion of the paper. 

Model  

The paper uses country fixed effects panel regression on the log of the total number of 

international students enrolling in US higher education institutions from country i in year t. This 

specification of the model ensures that constant unobserved heterogeneity between countries is 

captured. Furthermore, the paper uses multiple datasets with various variables. Although the 

number of independent variables creates a more expansive description of the underlining processes, 

it can also result in endogeneity. Thus, the paper is selective on independent variables. Table 1 

captures the paper’s method for the specification and identification of our final model below in 

regression E.  

ln 4𝐼𝑛𝑐𝑜𝑚𝑖𝑛𝑔	𝑠𝑡𝑢𝑑𝑒𝑛𝑡𝑠A#*
= 	𝛼# +	𝛽E ln F

𝐺𝐷𝑃	𝑝𝑒𝑟	𝑐𝑎𝑝𝑖𝑡𝑎#*
𝑈𝑆	𝐺𝐷𝑃	𝑝𝑒𝑟	𝑐𝑎𝑝𝑖𝑡𝑎*

O +	𝛽P(𝐵1	𝑅𝑒𝑓𝑢𝑠𝑎𝑙	𝑅𝑎𝑡𝑒)#*			 
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																					+		𝛽X 		 ln(𝑂𝑃𝑇)#(*/E) + 	𝛽[ln	(𝑃𝑢𝑏𝑙𝑖𝑐	𝐶𝑜𝑙𝑙𝑒𝑔𝑒	𝑃𝑟𝑖𝑐𝑒)*	 

																																												+	𝛽^(𝑇𝑂𝐸𝐹𝐿	𝑆𝑝𝑒𝑎𝑘𝑖𝑛𝑔	𝑠𝑐𝑜𝑟𝑒)#* 	+ 	𝛽^(𝑇𝑂𝐸𝐹𝐿	𝑅𝑒𝑎𝑑𝑖𝑛𝑔	𝑆𝑐𝑜𝑟𝑒)#* 

+𝑢#*																																																																							 

 

Table 1: Model Specification 

 

Coefficient 
(t-statistic) 

Dependent Variable 
 

 
Independent Variables  

ln(Incoming students)it 
 

 Regression 
(A) 

Regression 
(B) 

Regression 
(C) 

Regression 
(D) 

Regression 
(E) 

ln	4
c"#,#+	de!	f%"	$gf#*g	(#*)

hide!f%"	$gf#*g	(*)
A 0.03 

(0.91) 
0.05 

(1.53) 
0.05 
(1.4) 

0.057 
(1.43) 

0.05 
(1.41) 

(B1 Refusal	Rate)it 0.28*** 
(3.79) 

0.27*** 
(3.6) 

0.33** 
(3.24) 

0.32*** 
(3.18) 

0.33*** 
(3.20) 

ln(Stock)i( t-1) 0.04*** 
(5.3) 

- - - - 

ln(OPTi( t-1))  0.18*** 
(15.74) 

0.20*** 
(14.18) 

0.23*** 
(12.8) 

0.23*** 
(12.7) 

0.23*** 
(12.79) 

ln(Public College Price)t  - -1.37*** 
(-3.68) 

-0.14* 
(-1.61) 

-0.182* 
(-1.9) 

-0.16* 
(-1.82) 

ln(Private College Price)t - 1.57*** 
(3.44) 

- - - 

(TOEFL Total) it - - 0.003 
(1.23) 

- - 

(TOEFL Speaking)it - - - 0.0009 
(0.83) 

0.0009 
(0.79) 

(TOEFL Reading)it - - - 0.015 
(1.39) 

0.012* 
(1.73) 

(TOEFL Writing)it - - - -0.009 
(-0.66) 

- 

(TOEFL Listening)it - - - 0.002 
(0.22) 

- 

F-statistic 75.09 58.96 51.31 32.41 43.19 

(Observations, Groups) 
Sample Size 

(1795,179) (1823,179) (1330,152) (1330,152) (1330,152) 

 
*p<0.1, **p<0.05, ***p<0.01  
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Regression (A) is the base of the model and uses the log values to scale down the variable. 

The dependent variable ln(Incoming students)it is regressed over the log ratio of the country i’s 

GDP per capita to the U.S.’s GDP per capita in year t, ln(GDPperit / USGDPpert ). It is also 

regressed over the B1 visa refusal rate, B1_RFi t, log of country stock, ln(Stock)i( t-1), and log of 

OPT, ln(OPTi( t-1)). Here country stock is the total number of incoming students from the country i 

in the past four years, and the OPT in the model is the number of students from the country i 

working under OPT in the previous year. With a correlation of 0.87, the two are highly correlated 

and only one is used in the succeeding regressions to inhibit collinearity. ln(OPTi(t-1)) is picked 

because it generates higher t-statistic.  

Next, regression (B) incorporate the log of the cost of US higher education into the model. 

As with the OPT and stock, public and private school’s price have a high correlation of 0.98. The 

final model is only using the public school price because of its coefficient has higher t-statistics. 

The log is used again here to scale down the variable. 

Table 2: Correlation between TOEFL’s constituent sections 

 Reading Listening  Speaking Writing  
Reading 1.00    
Listening 0.92 1.00   
Speaking 0.27 0.31 1.00  
Writing 0.89 0.91 0.31 1.00 

Regression (C) adds the total TOEFL score to our regression. As we can see from the t-

statistics, the TOEFL coefficient is not significant so we can drop it for the following regressions. 

However, Table 2 notes that the constituent sections – Reading, Writing and Listening – have high 

correlation. Thus, the Reading and Speaking scores are used for its higher t-statistics and low 

correlation with other sections respectively to specify our final model (E). 
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Results  

The set of regressions from Table 1 gives our first set of results. We can first note that the 

B1 visa refusal is significant and positive in all of the regression. The higher the visa refusal rate 

for citizens of a given country, the more likely students are to arrive to the U.S. on a F1 student 

visa. This result goes against research that greater visa restriction reduces general travel (Mckay 

and Tekleselassie 2018). Since the B1 visa is an instrument for general difficulty to enter the US 

labor market, we might conclude that students have a higher chance for employment through a F1 

visa status. The following results further validate this point.  

Next, all of the regressions are consistent with to the literature on the impact of stock of 

migrants on a given country. Since both the ln(Stock)it and ln(OPT)i(t-1) are significant and 

positive, we can predict that students from a given country are more likely to study in the U.S. if 

there are students already present from that country. OPT also seems to be a better predictor than 

Stock because its t-statistic in every regression is very high. This result might be so because 

prospective international students are more concerned about post-graduation job prospects, which 

OPT provides. If they see similar people accessing the labor market through OPT, they are more 

likely to study in the US too. Similar results can also be seen for H-1B visas, long term working 

visa for non-residents (Shih 2016).  

We can also note that the public college price coefficient in every regression is significant 

and negative. This, again, is consistent with the immigration literature on the effects of price. The 

higher the cost of migration, the less likely people are to migrate. The results show similar results 

for international student flow. Furthermore, we can also conclude that public school pricing seems 

to be a better predictor than private school pricing because its t-statistic in regression (B) is higher. 

The higher significance might be so because more international students’ study in public schools 

than private schools (Jie and Batalova 2018).  
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The final results from Table 1 are contained in our specified model (E). The TOEFL 

reading scores are significant and positive so students who have higher readings scores are more 

likely to enroll in U.S. institutions. English reading is an integral part U.S. higher education so 

students who are better able to do so are more likely to enroll. However, the coefficient is not as 

practical, so further investigation is made in the following tables. 

Table 3: International Student Flow for Graduate and Undergraduate students 

Coefficient 
(t-statistic) 

Dependent Variable 
 

 Regression (F) Regression (G) 
Independent Variables ln(Incoming Graduate  

students)it 
ln(Incoming Undergraduate 

students)it 

ln	4
c"#,#+	de!	f%"	$gf#*g	(#*)

hide!f%"	$gf#*g	(*)
A  

0.103** 
(2.58) 

-0.03 
(-0.75) 

ln(OPTi( t-1))  0.23*** 
(12.89) 

0.27*** 
(14.09) 

ln(Public College Price)t  -0.81*** 
(-8.71) 

-0.098 
(-0.98) 

(B1 Refusal Rate)it 0.50*** 
(4.83) 

0.28** 
(2.53) 

(TOEFL Speaking)it 0.001 
(0.32) 

0.002* 
(1.85) 

(TOEFL Reading)it 0.02*** 
(2.86) 

0.011 
(1.44) 

F-statistic 37.39 54.71 

(Observations, Groups) 
Sample Size 

(1330,152) (1330,152) 

*p<0.1, **p<0.05, ***p<0.01 

 

Table 3 builds on the final specification from Table 1 and looks at the student flow for 

Undergraduate and Graduate students respectively. Regression (F) denotes that the results from 

Table 1 also applied to the Graduate students’ flow. However, we can observe that the log ratio of 
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GDP per capita is significant and positive; graduate students from higher income countries are 

more likely to enroll in Graduate schools. This might be the case because graduate schools provide 

a more direct route to the labor market and citizens from higher income countries are more likely to 

afford the price.  

Table 4: International Student Flow for STEM and Non-Stem students 

Coefficient 
(t-statistic) 

Dependent Variable 

 Regression (H) Regression (I) 
Independent Variables ln(Incoming Stem students)it ln(Incoming Non-Stem students)it 

ln	4
c"#,#+	de!	f%"	$gf#*g	(#*)

hide!f%"	$gf#*g	(*)
A 0.01 

(0.08) 
0.23* 
(1.95) 

ln(OPTi( t-1))  0.46*** 
(7.99) 

0.26*** 
(3.94) 

ln(Public College Price)t  -0.29 
(-0.74) 

0.05 
(0.12) 

(B1 Refusal Rate)it 0.42 
(1.25) 

0.31 
(0.84) 

(TOEFL Speaking)it -0.09*** 
(-3.22) 

-0.07** 
(-3.22) 

(TOEFL Reading)it -0.34 
(-1.52) 

-0.08*** 
(-3.22) 

F-statistic 16.11 6.96 
(Observations, Groups) 

Sample Size 
(182,28) (176,28) 

*p<0.1, **p<0.05, ***p<0.01 

 

Table 4 provide another insight into the international student flow. It looks at incoming 

STEM (Science, Technology, Engineering and Math) students and non-STEM students separately. 

The results here are restricted to the top 28 sender countries due to limitation in the dataset. The 
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OPT results are consistent with the results from Table 1 and 2. Students in a given country are 

more likely to attend US schools if more students from that country are on OPT.  

However, three out of the four TOEFL scores coefficient are significant and negative. The 

higher the TOEFL scores in these top sender countries, the lower the number of students from these 

28 countries. Furthermore, unlike preceding tables, these coefficients are practically significant. 

This might be because countries whose citizens score higher in the TOEFL exams are more likely 

to be higher income countries. This result deviates from general migration as language usually 

facilitates general migration (Kerr, Sari Pekkala 2011). However, since higher income countries 

would already have high quality tertiary education institutions, students would not have as much 

incentive to migrate. The result is further confirmed with the log GDP ratio coefficient from 

regression I. Non-Stem students from higher income countries are more likely to study in US 

higher educational institutions. 

Conclusion 

The paper confirms that the major determinants of migration also apply to the flow of 

international students to the U.S. The average price of college and stock of students from a given 

country presents a similar effect to that of general migration. Higher-income countries seem to be 

more likely to send more Graduate and Non-Stem students. The price of U.S. higher education has 

a negative coefficient and seems to deter international students from attending school in the U.S. 

Students on OPT employment opportunities has the opposite effect as it attracts students. However, 

the student flow to the U.S. is also different. More stringent general visa regulation to travel or 

work in the U.S. encourages more people to enter the country as a student. On the other hand, 

better English language scores for citizens of the top 28 sender countries have a negative effect on 

the flow of students.  

International students are very important to many U.S. tertiary schools. So, further analysis of 

the issue should be encouraged to overcome the limitations of the paper. Since the average 
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undergraduate school price is used as a proxy for overall average price, incorporation of the 

average graduate school prices would further enhance the analysis. This is also true for the B1 visa 

refusal rate. Although it is a good proxy, a more accurate F1 student visa refusal rate would be 

preferred. Similarly, more complete data for the number of countries for the STEM/non-STEM 

analysis would provide a better analysis. 
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What Do They Do with the Oil? 
 

Remy Dhingra ‘20, Economics Major and concentration in Energy, Yale University 
 
 
“The problem is not the oil, but what they do with the oil.”1 In a 2009 interview with 

 

Hugo Chávez, the then-president of Venezuela uttered these words about the United States’ effort 

in fighting climate change. Taken alone, however, the statement accrues a new meaning as a 

chilling diagnosis of the cause underlying Venezuela’s own misfortunes. Venezuela has the 

highest stock of crude oil proven reserves in the world2 and yet the nation is in the midst of a 

devastating crisis spanning the economic, political, and humanitarian dimensions. How did one 

nation, once as flush with promise as it is with crude, end up in such dire straits? The answer has, 

and always will be, connected to the only major industry in Venezuela—oil. 

The links between natural resource abundance, in particular oil, and economic growth are 

well-studied. Jeffrey D. Sachs and Andrew M. Warner pioneered the formal econometric 

approach to examining the “curse of natural resources” in the 1990s.3 But oil is not inherently 

evil. Nearly every component of the literature on resource abundance and Venezuela will 
 
mention Dutch disease, an economic phenomenon whereby resource booms end up displacing 

labor and capital away from the productive, promising sectors of the economy and a nation 

becomes increasingly dependent its export of a natural resource.4 But the Dutch disease is merely 

 
1 Hugo Chávez, interview by Amy Goodman, Democracy Now!, December 21, 2009. 

2 “The World Facebook,” Central Intelligence Agency, accessed May 5, 2019, https://www.cia.gov/library/ 
publications/the-world-factbook/rankorder/2244rank.html. 

3 Jeffrey D. Sachs and Andrew M. Warner, “Natural Resource Abundance and Growth,” NBER. Accessed May 4, 
2019. https://pdfs.semanticscholar.org/7b14/045909f42117197b82a910782ab68330a3e7.pdf. 

 
4 Rocio Cara Labrador, “Venezuela: The Rise and Fall of a Petrostate,” Council on Foreign Relations, January 24, 
2019, https://www.cfr.org/backgrounder/venezuela-crisis. 
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a symptom of the problem. The origin of such a disease lies in the political environment and 

institutions that surround the natural resource, those which allow the resource to become a curse. 

In Venezuela, then, it is necessary to look at the development of oil since its 

commercialization in the early 20th century. The path of the oil industry is inextricably linked to 

the development of Venezuela as a whole. Examining this interconnectedness chronologically, 

what emerges is that Venezuelan leaders have repeatedly used oil money as personal spending 

accounts to finance their own agendas. This mismanagement ordinarily might end as voters 

collectively act to elect other leaders. However, the goodwill reaped from oil booms sustains the 

flawed system. 

The first ever export of oil was shipped from Venezuela to King Carlos V of Spain in 

1539.5 Such began the search for oil in the mostly-agrarian, mostly-illiterate, undeveloped 

nation. But it was not until 1914, when the Caribbean Oil Company stumbled upon a site from 
 
which 250 barrels a day of oil came gushing, did oil start to transform the nation.6 In less than a 
 

decade, foreign companies swarmed the nation, an influx facilitated by dictator Juan Vicente 

Gómez. Gómez incentivized lots of foreign investment by handing out oil concessions in return 

for political support. Oil companies seized upon such favorable terms. The ex-general also 

divvied concessions out to his friends and family, who then sold the concessions to private 

entities as money-making scheme.7 To Gómez, oil was a means to garnering further political 

support and personal wealth. He would not be the first to view the commodity in such a way. 
 
 
 

5 Ricardo Hausmann and Francisco Rodriguez, Venezuela Before Chavez: Anatomy of an Economic Collapse 
(University Park, PA: The Pennsylvania State University, 2014). 

6 Raul Gallegos, Crude Nation: How Oil Riches Ruined Venezuela (Lincoln, NE: Potomac Books, 2016), Chapter 3. 

7 Gallegos, Crude Nation. 
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Gómez, at first a Vice President, seized power the President in 1908. Before Gómez, 

presidential terms rarely lasted more than two years. The nation was rife with political instability. 

But the wealth and modernization acquired through the development of an oil industry allowed 

Gómez to stay in power until 1935. Who could complain when such benefits were accumulating? 

Gómez left behind several different legacies. In a 1985 essay entitled “Killing Gómez,” 

scholar Elías Pino Uterrieta writes: “Every five years, with each new government, our life is 

determined by the rule of Gómez-like figures… who model themselves after him, holding power 

and distributing favors as [the dictator himself did] in the past.”8 Spending revenues from oil in a 

way that affords more power to the spender is a recurring theme in Venezuelan history. Gómez’s 

macroeconomic legacy is similarly concerning. The oil revenue caused the bolívar to appreciate. 

As a result, the prevailing exports of the pre-oil era—in particular, coffee and cocoa—became too 

expensive for foreigners to want to import.9 The land became useless; the agrarian 

landowners sold it. Peasants migrated to places they could find more productive work, 

sometimes in oil fields. If the previous export industry, agriculture, was declining, necessarily 

Venezuela’s dependence on oil was increasing. And with more people working in the oil fields, 

an increasing proportion of the workforce became dependent on the resource for income. 

Then there is Gómez’s political legacy. An increasingly entitled populous began to resent 

the Gómez-sponsored foreign presence in the industry and that Gómez had been distributing 

benefits primarily to himself and a circle of close elites.10 Integral to this line of thought was a 

 
8 Ibid. 

9 Amanda Quintero, “Enough already with ‘Sembrar el Petróleo,’” Caracas Chronicles (blog), June 17, 2016, 
https://www.caracaschronicles.com/2016/06/17/enough-already-sembrar-el-petrorleo/. 

10 Gallegos, Crude Nation, Chapter 3. 
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widely-circulated 1936 essay by Arturo Uslar Pietri entitled “Sembrar el Petróleo” (Sowing the 

Oil), which disparaged the “temporary” and “destructive” nature of oil as well as its status as a 

“foreign enclave,” with non-Venezuelan firms reaping benefits without paying its due to the 

nation.11 

Under this framework, it should be no surprise that in 1943, the Hydrocarbons Law tied 

state revenues even more tightly to the oil industry by pulling some revenue away from the foreign 

firms. The so-called “fifty-fifty” split laid out the principle that the firms would pay Venezuela an 

amount equal to their net profits.12 But Rómulo Betancourt, a lawyer and leader of 

the Acción Democratic party who ascended to the presidency in 1945, wanted more. 
 

Nationalism underlaid many of Betancourt’s stances. Alongside his development minister 

Juan Pablo Pérez Alfonzo, he was still discontent with the allegedly unequal relationship between 

the foreign companies drilling for Venezuelan ground and the country’s own citizens.13 Pérez 

Alfonzo took that fifty-fifty agreement to Middle Eastern oil exporters and encouraged them to 

adopt similar agreements. After a coup-induced stint with authoritarianism, Betancourt returned 

to power in 1959. His second term marked the beginning of a relatively democratic era for 

Venezuela. 

Betancourt’s transition into leadership was facilitated by the 1958 Puntofijo Pact struck 

between three political parties: Acción Democrática, COPEI, and Union Republicans 

Democrática. They agreed to uphold the results of elections and protect the nation against further 

 
 

11 Quintero, “Enough already.” 

12 Labrador, “Venezuela.” 

13 Rómulo Betancourt, Venezuela, oil and politics (Boston, MA: Houghton Mifflin, 1979), xviii. 
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dictatorship.14 The agreement brought a level of political stability to Venezuela—but, still, its 
 

institutional arrangements maintained and even encouraged the oil dependence. Part of the pact 

stipulated that oil wealth would be distributed between the three parties in proportion to the 

people’s votes.15 The structure was the same as with a dictator, except now the wealth was spread 

between three nodes. 
 

Even the democratically-minded politicians distributed wealth in a manner that provided 

them with political support. Francisco Toro, political scientist and founder of the Caracas 

Chronicles, recounts a story about a group of boys in Cabimas who wanted a basketball court. 

The local Acción Democratica organizer explained that if the boys registered as AD party 

members, they could get their basketball court.16 The parties create “webs” of patronage—the 

organizer was simply one of the lowest rungs of the web. The patronage networks did help with 

political stability. But just as with Gómez, oil wealth was being distributed according to the whims 

of a small set of elite individuals. 

Acción Democrática politician Carlos Andrés Pérez (CAP), elected democratically, 

entered the presidency in 1974. The year before, OPEC countries imposed an embargo on 

countries that supported Israel in the Yom Kippur War.17 The result was a fourfold increase in oil 

prices. Venezuela suddenly had more money than it knew how to handle, and CAP had to ask for 

special powers to handle such a surge in cash. He embarked on a social spending spree, 

 
 

14 Labrador, “Venezuela.” 

15 Ibid. 

16 Francisco Toro and Juan Cristobal Nagel, Blogging the Revolution: Caracas Chronicles and the Hugo Chávez Era 
(Cognitio LLC, 2013). 

17 Hausmann and Rodriguez, Venezuela Before Chavez, 34. 
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increasing wages, amplifying social services, and creating new positions—including positions 

that were unproductive, bathroom attendants being a particularly egregious example.18 

It is possible that CAP could have been different. The president had promised to “manage 

abundance with the mentality of scarcity.”19 He created the Venezuelan Investment Fund to keep 

reserves for when prices of oil inevitably decreased. But, according to a World Bank report, “the 

Pérez administration soon forgot its promise of moderate spending. It introduced price controls 

on food and other commodities, authorized wage increases, and imposed foreign exchange 

controls to subsidize imports.”20 And the so-called Fifth National Plan’s source of revenue was, 

of course, oil. In 1976, CAP nationalized the oil industry with the establishment of Petróleos de 

Venezuela, S.A. (PDVSA). 

The 1970s were a bonanza for Venezuela. The 1980s were not. In the latter decade, the 

price of oil fell, and thus an astonishingly large portion of state revenues fell, too. By 1989, 

Venezuela was in the midst worst recession in its history. Soaring inflation and sky-high foreign 

debt exacerbated the problem. Venezuelans re-elected CAP, hoping he could bring back the 70s 

momentum. Indeed, that is the premise on which he ran his campaign. But, upon entering office 

for the second time, CAP must have realized the situation was different. He implemented fiscal 

austerity measures as a condition for IMF assistance.21 In part because Venezuelans were not 

used to such austerity (nor were they prepared for it) and in part because CAP’s administration 
 
 
 

18 Gallegos, Crude Nation. 

19 Country Department II: Latin America and the Caribbean Region, “Report No. 12849-VE,” World Bank, June 21, 
1995. http://documents.worldbank.org/curated/en/942721468762903308/pdf/multi-page.pdf. 

20 Ibid. 

21 Labrador, “Venezuela.” 
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did not publicly handle the public aspect of the austerity well, there were daily riots. Three 

particularly gruesome days of rioting became known as El Caracazo.22 

The dual experience of CAP is particularly telling. The politician, whose second term 

indicates his understanding of austerity and saving, chose to take the easy route when oil prices 

were skyrocketing. It is easy and sustainable to support the nation when profits are flooding in at 

rates too high to spend in full. One receives not only political support (and thus more power) but 

also well-performing growth and social indicators. Of course, what goes up must come down, and 

the same is true of oil prices. And when they did go down, so did CAP. The Acción Democrática 

(or at least a few of its members) got CAP impeached on embezzlement. 

If one could rank Venezuelan politicians on their penchant for careless, lavish spending, 

Hugo Chávez would top the list. A list of the most charming Venezuelan politicians might also see 

Chávez slotted at number one—he rose to fame during a broadcast in which he admitted that his 

attempt at a coup had failed. People were tired of the AD and COPEI regimes. After one term of 

COPEI politician Rafael Caldera, the Venezuelans elected Hugo Chávez, who was heralding the 

radicalness of his Bolivarian Revolution.23 

Chávez’s oil-related platform was remarkably similar to Betancourt’s in rhetoric. He 
 
claimed that the foreign oil companies were the root of Latin America’s persistent economic lag. 

He claimed that the nation’s last two merciless decades were not because of low oil prices but 

 
 
 
 
 
 

22 Toro and Nagel, Blogging the Revolution. 

23 Beatriz Armendáriz and Felipe Larraín B., The Economics of Contemporary Latin America (Cambridge, MA: MIT 
Press, 2017), 161. 
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rather because of the thievery of capitalists robbing the Venezuelans of what they were owed.24 He 

promised redistribution. 

What Chávez delivered was in one part redistribution and in many parts a complete 

overhaul of the oil industry, which at this point was merely one firm: PDVSA. In 2002, as the oil 

company grew increasingly dissatisfied with Chávez’s meddling, workers organized a strike. It 

lasted for months, and the populist President waited while the lack of economic activity wreaked 

havoc on the nation. When at last the strike collapsed, Chávez ousted tens of thousands of the 

company’s employees. He replaced them with loyal but inexperienced workers.25 Thus the 

industry as a whole had a massive outflow of knowledge and expertise—how would it ever be 

expected to be as productive again? To Chávez, though, political support with the industry meant 

more than its efficiency. The collection and preservation of control is a key feature of populism, 

and Chávez made PDVSA one of his instruments in achieving that control. Under Chávez, 

PDVSA engaged in lax “petro-diplomacy,” lending to Latin American countries without the 

capacity to pay back.26 Under Chávez, the PDVSA’s social spending overshadowed its operation 

and exploration costs.27 

 
Chávez’s stint in power might have ended sooner if the price of oil had not swelled up yet 

again. Fully in control of revenues and having increased government take of oil production, he 

went to work in spreading the money as he saw fit. His large-scale social spending programs, 

 
 

24 “How Chávez and Maduro have impoverished Venezuela,” The Economist, April 6, 2017, https:// 
www.economist.com/finance-and-economics/2017/04/06/how-chavez-and-maduro-have-impoverished-venezuela. 

25 Hausmann and Rodriguez, Venezuela Before Chavez. 

26 Gallegos, Crude Nation. 

27 Ibid. 
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“missions,” worked to mitigate poverty, increase education, and more.28 He expanded PDVSA 
 

into decidedly non-oil related functions, such as producing home-building materials for 

subsidized housing given out by the government.29 His programs’ results were twofold: social 

indicators improved (though not in proportion to the scale of investment) and Chávez gained 
 
massive political support with the poor—the majority. And for the majority, impoverished, who 

would question the methods of the man bringing relief? But it was not Chávez bringing relief; it 

was the international oil market, far outside of even Chávez’s control. 

The motivating question of this brief historical overview was: what exactly does 

Venezuela do with oil? A revised form might be: what exactly do Venezuelan leaders do with 

oil? The leaders use oil to blame bad times on developed countries or corrupt elite or OPEC, all 

while attributing the good times to themselves. They use the easy money from oil to further their 

own agendas, readily neglecting to prepare for the inevitable downturn. This behavior results in 

efficiencies—note that PDVSA, the sole state-owned oil company, produces corn and plants 

sugarcane—and instability, as the inevitable downturn worsens the condition of the populous (as 

dependent on oil as ever). It also results in persistence, a noted feature of institutions. 

Venezuela’s oil industry has historically been and seems poised to continue to be a politician’s 

piggy bank, from which they can extract money at their discretion. 

 
 
 
 
 
 
 
 
 

28 Labrador, “Venezuela.” 

29 Gallegos, Crude Nation. 
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