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Abstract:

The article refers to the problem of the association between ownership structure and firm performance.
The literature overview allows us to state that there is a connection between ownership concentration
and firm performance (positive association), however the cited research studies gave ambiguous
findings. The subject of this article is important for the company’s owners, managers, investors,
financial analysts and policy makers. The main hypothesis is that firms with higher ownership
concentration achieved an increase in the level of profit. We conducted the analysis for all the listed
companies present on the Polish stock market in the period 2005-2013. Our research findings are
contradictory to the subject literature but consistent with some empirical findings described in research
studies. The originality of this article lies in the applied method: we carried out our research taking into
account pre, crisis and post crisis period; we distinguish two groups of companies: group A that
improved the level of profit, and group B that has not improved the level of profit; and then we tested
ownership concentration for these two groups. The article is organized as follows: we start with an
overview of the literature on ownership structure and firm performance, then we present some
empirical findings from different countries; we discuss also the measures of ownership concentration
and firm performance; we conduct the analysis and present conclusions.
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1. CORPORATE OWNERSHIP AND FIRM PERFORMANCE - LITERATURE
REVIEW

It is generally accepted that ownership structure is an important component of corporate governance
(Shleifer & Vishny, 1986). Corporate governance is the system of rules, practices and processes by
which a company is directed and controlled. Corporate governance essentially involves balancing the
interests of shareholders and the management. Since corporate governance also provides the
framework for attaining the company's objectives, it encompasses practically every sphere of
management, from action plans and internal controls to performance measurement.

Therefore, it has been largely argued that the ownership structure is related to the firm profitability.

The explanation of this relations lies mostly in the agency theory (Jensen & Meckling,
1976).Separation of ownership and control provides an opportunity to achieve personal benefits by
managers instead of accomplishing shareholders' interests. The agency theory assumes that
shareholders’ wealth might not be maximized because the agent and the principal:1) have different
goals, 2) have different propensity towards risk, and 3) have different access to information (the
principal can’t monitor what the agent does and he can’t know which information the agent has). A lot
of studies found that managers assume more personal benefits (financial and reputational) in product
or market diversification because of risk aversion, and empire building (Pedersen & Thomsen 2000).

That is why there are various controlling mechanisms applied that induce managers to be aligned with
shareholders’ interests. One of these controlling mechanisms is ownership concentration (Jensen &
Meckling, 1976; Demsetz, 1983; Shleifer & Vishny, 1986). Larger shareholders might have stronger
incentives to monitor and, therefore, they should oblige managers to be aligned with their objective to
icrease the company value. A large number of shareholders cannot exercise enough power to oversee
managerial performance. Consequently, managers exercise more freedom in the use of the firm
resources, as they would in case of a single shareholder, or if the ownership would be more
concentrated (Shleifer & Vishny, 1997). Ownership concentration can counteract corporate
diversification and gain more shareholder value.

Supporting this theory is a landmark work by Amihud and Lev (1981), who examine this theory
empirically, confirming that managers working in firms with large shareholders were less likely to
invest in non-related mergers or acquisitions.

These findings were supported by Hill and Snell (1989), who conclude that diversification, investment
in R&D, capital intensity, and ownership structure all determine the company productivity. They argue
that large shareholders control is negatively related to product diversification.

The results of the theoretical analysis confirm the positive relationship between ownership
concentration and company value, confirming the agency perspective that higher concentration
increases shareholder power and control aligning managers and shareholders interests, and
consequently increasing firm value. Higher concentration of ownership gives large shareholders
stronger incentives and greater power at a lower cost to monitor management. Grossman and Hart
(1986) argue that shareholders with a large stake in the company show more willingness to play an
active role in corporate decisions because they partially internalize the benefits from their monitoring
effort. The methods used by large shareholders to monitor and intervene are ranging from informal
conversations with the management to formal proxy contests (Shleifer and Vishny, 1986, 1997).

Since Jensen and Meckling (1976), ownership has been supposed to be a determinant of corporate
performance, i.e. the causality runs from ownership to performance. Our reading of the extant
literature on the relationship between ownership structure and corporate performance suggests the
following conclusion: Concentrated ownership is associated with the benefits of better monitoring and
the costs of the expropriation by large shareholders (irrespectively of the system of corporate
governance: a market-oriented (Anglo-American) system or an insider/control-oriented (European-
Japanese) system) (Hu, lzumida, 2008).

The ownership structure-corporate performance relationship has been receiving significant attention in

financial literature (Jiang, 2004; Karaca & Eksi, 2012). Consistent to the context is the fact that
ownership structure is a way to minimize the asymmetric information disclosure within capital markets

778



among insiders and outsiders (Wahla et al., 2012). In the same context, Fama and Jensen (1983) and
Jensen and Meckling (1976) revealed that the ownership diffusion has a significant effect on the
validity of the profit-maximizing aim of firms as the separation control enables corporate managers to
exert effort to serve their own interests. Moreover, Demsetz (1983) claimed that ownership structure is
an endogenous aspect that maximizes the profit and the value of a firm.

Regarding the above extensive debate among the agency theory, the resource dependence theory
and empirical evidence, the relationship between ownership concentration and firm performance is still
inconclusive. Indeed, there are many authors around the world who revealed the relationship between
concentration ownership and firm performance as positive in developed countries. On the other hand,
empirically, there are many studies that found a negative relationship between ownership
concentration and company performance.

2. CORPORATE OWNERSHIP AND COMPANY PERFORMANCE - RESEARCH
REVIEW

With inconclusive findings found by previous discussions, this part of paper offers review and finds
both positive and negative association between ownership concentration and firm performance. There
are also some researchers who found no relationship. The summaries of these findings are presented
in the tables below.

Table 1: Positive association between ownership concentration and firm performance

Authors and year | Country Sample Performance
measure

Singh & Gaur | China & Indian 813 firms, 400 of which were India, | ROA, ROE &

(2009) while 413 Chinese in 2007. ROS

Wang & Oliver | Australia 384 firms of the top 500 companies | firm risk

(2009)

Siala et al. (2009) | Canada 467 firms non-financial listed | Tobin-Q
companies during the period from
2002 to 2004.

Jandik & Rennie | The Czech | All firms were listed on the Czech | Accounting

(2008) Republic stock exchange during 1993 to | performance
2003.

Kapopoulos & | Greek 175 listed firms through 2000 Tobin-Q & profit

Lazaretou (2007) ratio

Lin et al. (2002) China 461 publicly listed manufacturing | firm efficiency
firms in China between 1999 and
2002.

Source: E. M. Al-Matari, A. K. AlI-Swidi, F. H. Bt Fadzil, Ownership Structure Characteristics and Firm
Performance: A Conceptual Study, Journal of Sociological Research ISSN 1948-5468 2013, Vol. 4, No.2
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Table 2: Negative association between ownership concentration and firm performance

Authors and year | Country Sample Performance
measure
Garci'a-Meca & | Spanish Non-financial firms listed on the | Tobin's-Q
Sa’'nchez-Ballesta Madrid Stock Exchange that it was
(2011) 254 firms -year observation for the
period from 1999 to 2002.
Millet-Reyes & | France 665 non-financial firm-year | OCF, ROA &
Zhao (2010) observations covering 174 French | Tobin’s Q
companies from 28 industries over
the period 2000-2004.
Hu et al. (2010) China 304 from 1271 firms listed on the | Tobin-Q
Shanghai and Shenzhen Stock
Exchange that it was selected
during 2003.
Filatotchev et al. | Poland & Hungary | 157 largest non-financial firms in | ROS & ROA
(2007) Poland and Hungary.
Belkhir (2005) us 260 banks that were through 2002. | Tobin-Q
Source: Al-Matari, Al-Swidi, & Bt Fadzil, 2013.
Table 3: No association between ownership concentration and firm performance
Authors and year | Country Sample Performance
measure
Shan &Mclver | China 540 firm from non-financial sectors | Tobin-Q
(2011) which listed in Hong Kong Stock
Exchange over 2001-2005.
Sanchez-Ballesta | European 33 studies around the world from | RAO, ROE, ROS
&  Garcia-Meca 1988 to 2006. & Tobin-Q
(2007)
Earle et al. (2005) | Hungary All firms that were listed on the | ROE & operation
Budapest Stock Exchange over | efficiency
1996 to 2001.

Source: Al-Matari, Al-Swidi, & Bt Fadzil, 2013.

The possible reason of differentiation of conclusions lies in different measures of ownership
concentration and firm performance applied in each research.

3. MEASURES OF OWNERSHIP CONCETRANTION AND FIRM PERFORMANCE

The existing research employs three alternative criteria for performance in corporations.

First is a market based measure — Tobin’s Q, the market value of the firm over its replacement cost.
Since it can provide a viewing window into the firm through the market’s valuation of the securities and
capture the long-term impacts of corporate actions, Tobin’s Q is a well-accepted proxy for firm
valuation and widely used in the literature of corporate governance. However, the way in which Tobin’s
Q is computed is not free from some problems. Demsetz and Villalonga (2001) argue that Q distorts
performance comparisons of firms with different intangible capital, because the numerator of Q
(market value) partly reflects a firm’s intangible assets; but the denominator (replacement cost)
includes the firm’s tangible assets only. Furthermore, it incorporates Q into accounting artifacts that
many studies substitute the depreciated book value of total assets for replacement cost as the
denominator of Q.

Secondly, accounting performance measures, such as return on asset (ROA) and return on equity
(ROE), are solely employed in many empirical studies or as a complement of Tobin’'s Q. While
primarily accounting information reflects the short-term profitability of the firm’s operations, it also
induces many problems, including not reflecting all agency costs and long-term returns, easily
manipulated by insiders, and affected by accounting practices. Accounting data is not thought as
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eligible variables in measuring firm performance in countries where the accounting standards are
imperfect, especially in developing countries.

Finally, productivity analysis is also used to explore the effects of ownership structure on performance.
Total factor productivity (TFP), usually based on Cobb-Douglas production function, addresses any
effects in total output not caused by capital and labor inputs, and is a general accepted measure of
technical efficiency, which is seen as the real driver of long-term growth and forward-looking
performance in corporations. It is only natural that the studies using different performance measures
often present different results.

At the core of the study of corporate ownership is the question what it takes for an owner to exercise
an effective control over business activities. Berle and Means (1932) define a controlling owner as an
owner that holds at least 20 percent of the company. Below this threshold firms were regarded to be
under management control.

The simplest possible measure of ownership concentration is the largest owner’s voting share (e.g.
Pedersen and Thomsen, 2000).

A number of studies that came after Demsetz and Lehn (1985) measure concentration of ownership
with respect to a group of blockholders, frequently as the fraction owned by five, ten or twenty largest
shareholders.

Another way to take into account the interplay between shareholders is to make use of existent
concentration measures in economic literature. Perhaps the most known measures is the Herfindahl
index, which is also known as Herfindahl-Hirschman Index (Herfindahl, 1950, Hirschman, 1970) and
Gini coefficient.

In an attempt to deduce logically interpretable measures of influence Shapley and Shubik (1954) and
Banzhaf (1965) have developed independently of each other, power indices for weighted voting
games. What is central in these measures is that there is no linear relationship between the
shareholder’'s ownership and his power. Instead, what is central is the ability to form winning
coalitions. There is no empirical study of corporate ownership that measures ownership concentration
by using the direct enumeration of the Shapley-Shubik index or the Banzhaf index of all shareholders.
Though both indices conceptually may take all shareholders into consideration, in general this is not
possible in practice due to limitations in computational capacity (Overlanda, Mavruka, Sjogrena, 2012).

4. METHODOLOGY, DATA AND RESEARCH FINDINGS

Despite this long debate, there is little empirical evidence on the effects of ownership structure in
Europe as prior empirical literature has mainly provided documentation for U.S. and U.K. firms (De
Miguel, Pindado, & De La Torre, 2004, Stanwick, Stanwick, 2010). Furthermore, at the best of our
knowledge, there is scarcity of studies on the effects of the recent financial crises over the relation
between ownership concentration and firm performance, either (Leung, Horwitz, 2010).

Our analysis fits in this research stream which aims at controlling the relation between ownership
concentration and firm performance by giving empirical evidences on the influence of ownership
structure over firm performance for all the listed Polish firms over 2005-2013.

The sample data are collected from Warsaw Stock Exchange for three periods: pre-crisis, during the
crisis and post- crisis (2005-2007, also 2008-2010 and 2011-2013).

The measure of firm performance was profit, while the measure of ownership concentration was
applied with respect to a group of blockholders as the fraction owned by the first largest, and three
largest shareholders.

We conduct an analysis of all the listed companies on WSE, and we found 191 companies present all
the time for the whole period 2005-2013. Among 191 companies we found 112 that observed
decrease in the level of average profit in the crisis period in relations to the average profit in pre-crisis
period. The further analysis aims to investigate the effects of ownership concentration over profit in the
post crisis period in these 112 companies.
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We expect to find that firm performance (profit) has increased in a period post crisis in companies with

higher ownership concentration.

Among 112 companies we found 82 companies that have improved the average level of profit in the

post-crisi period in relations to the average level of profit during thr crisis (group A).

The rest of the companies (30 companies, group B) there were companies that have not improved the

average level of profit in the post-crisis period in relations to the average level of profit.

Table 4: Comparison of ownership structure between group A and B

shareholder is institutonal

A B
one largest shareholder - mean 36.74% 43.09%
one largest shareholder - median 32.99% 46.16%
The number of companies where the largest | 39 (47.56%) 17 (56.67%)

The number of companies where the largest
shareholder is individual

40 (48.78%)

13 (43.33%)

three largest shareholders - mean 52.78% 58.96%
three largest shareholders - median 56.09% 61.64%
The number of companies where among the three | 35 (42.68%) 15 (50%)
largest shareholders institutonals has majority

The number of companies where among the three | 45 (54.88%) 15 (50%)
largest shareholders individuals has majority

Free float - mean 42.88% 37.84%
Free float - median 36.51% 33.36%

Source: first hand collected data

The median of the first largest shareholder for Polish listed companies amounted to 38,43%, and three
largest shareholders — 59,24% (Adamska, 2013).

It is evident that the median of the first largest shareholder for the group A (with increased profit) is
lower than the average while for the group B (with decreased profit) is higher than the average.

The median of the three largest shareholders for the group A is lower than the average and for the
group B is higher than the average. In group A, free float is higher.

The group A (with increased profit) can be described as the group of companies with lower ownership
concentration, where an individual is the dominant owner. The group B (with decreased profit) can be
described as the group of companies with higher ownership concentration where the dominant owner
is institutional.

To verify the initial observations and hypothesis the statistical test was applied. To compare two
independent samples (with different size and ordinal scale dependent variable) we applied non-
parametric statistical hypothesis test — U Mann-Whitney test. The null hypothesis states that the two
groups are the same (distributions have the same shape).
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Table 5: U Mann-Whitney test

GRUPA A GRUPA B U Mann-Whitney test
Z (U Mann-p value (UMW,
Standard Standard 'Whitney significance
Mean |Deviation |Median|Mean |Deviation [Medianjstatistics) fest)
one largest
. (o] . 0 . (o] . (o] . (o] . O =1. .
?g:rf:rﬁf;of 36.74%| 21.82% [32.99%43.00% 18.79% W6.16% -1.541 0.123
ownership)
Three largest
?errf:ﬁfgfof 52.78% 22.31% [56.09%58.96% 17.03% [61.64% -1.281 0.200
ownership)
free float
(percentage of 42.88%| 22.47% [36.50%(37.84%| 17.44% [33.36%| -0.821 0.411
ownership)

Source: author’'s own work

Comparing the obtained Z value and the critical Z value (1.96) will help us to determine whether to
retain or reject the null hypothesis. For the data, we would decide to retain the null hypothesis (the
groups are the same), because the absolute value of the obtained Z (-1.54; -1.281, -0.821) is smaller
than the critical value.

Additionally p-value was calculated. Because the p value is large (higher than 0.05) for every data, we
were not given any reason to conclude that the groups differ.

5. CONCLUSIONS

Although there are apparent differences between the two groups, the statistical testing leave us with
no doubt that the group A and B are the same. We have to conclude that there is not association
between ownership concentration and firm performance because there is no statistically significant
difference between the two groups (group A and B). Our research findings do not support the
hypothesis that higher ownership concentration implies better firm performance.

The previous research study for the Polish listed companies found that the association between
ownership concentration and firm performance was negative (Filatotchev, Isachenkova, Mickiewicz,
2007).

The previous research studies for 27 countries (for 20 biggest corporations in every country) showed
that average stake of individuals amounted to 30%, institutional 5%, state 18%, widely held 36% (in
the US respectively: 20%, 0%, 0%, 80%) (La Porta, Lopez-De-Silanes, Shleifer, 1999, 2000). The
median of the largest shareholder differs among countries: Germany — 52.1%, Germany (listed
companies) — 11.0%, Austria — 52.0%, Belgium — 50.6%, Belgium (listed companies) — 45.1%, Spain —
34.2%, France (listed companies) — 20.0%, Great Britain — 9.9%, the US (NYSE) — 0.0%, the US
(NASDAQ) — 0.0% (Becht, Roell, 1999). Poland was ranked among these countries with 38.4% for the
largest shareholder. But the research study conducted in 2006 found that the Polish firms perform
significantly worse than the UK and Czech firms (Lskavyan, Spatareanu, 2006).

The results of the analysis indicated some surprising conclusions. Although the literature points to
positive association between ownership concentration and firm performance, the majority of the Polish
listed companies with a better performance have lower ownership concentration. The study results
concurred with earlier studies. However, the findings in this study may also demonstrate that
ownership structure and concentration is the result of financial firm performance. Yet, this aspect
needs some further and more thorough analysis.
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