Ownership structure and firm performance:
Evidence from the Netherlands

Author: Marinke Scholten
University of Twente
P.O. Box 217, 7500AE Enschede
The Netherlands

m.h.m.scholten@student.utwente.nl

ABSTRACT

In this paper the effect of total ownership concentration and insider ownership
concentration on two measures of firm performance is investigated. With a data
sample of two annual observations of 2011 and 2012 at 80 Dutch listed companies,
significant empirical evidence is found for a quadratic effect of total ownership
concentration on firm performance measured by the ROA-ratio. The firm
performance first improves when total ownership concentration increases. After a
certain point (around 48% of total ownership concentration) firm performance
decreases. For the effect of insider ownership concentration on firm performance
the results were less convincing, but also statistically significant evidence is found.
At first firm performance measured by the ROA-ratio increases when insider
ownership concentration increases. After a certain point firm performance
decreases, and later on again increases. However, this result on insider ownership
concentration is inconclusive in this paper, since just one of the seven sub sample
distributions did show this hypothesized effect of insider ownership concentration
on firm performance.
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1. INTRODUCTION

Many large companies are not run by the people evino them.
This separation of ownership and control of modern
corporations naturally reduces management incentite
maximize corporate efficiency according to Berled ddeans
(1932) and leads to a conflict of interests betweerporate
insiders (managers) and outside investors (LemnmzhLans,
2003). Jensen and Meckling (1976) referred to @kisagency
theory’, a theory of the corporate ownership stitet The
central premise of this theory is that managersaznin their
own short-term and financial interest. The potért&havior of
the managers may not be consistent with maximizaige of
the owners (shareholders). This process of usingraopower

to maximize own benefits and therefore redistritbgitivealth
from others is referred to as expropriation of mityo
shareholders byClaessens, Djankov, Fan, and Lang (2000).
Counteracting this is the main goal of corporateegoance.
The above suggests that ownership structure mayarbe
important determinants for agency problems.

This study aims at providing empirical evidencendrether and
how corporate ownership structure influences thiopmance
of Dutch listed firms. In other words, to see if mavship
structure is related to the fact that some firmgfqum worse
than others. It focuses on the role of (large) ehaiders. The
corresponding research question for this studysifoflows:

“What is the effect of ownership structure on parfance of
Dutch listed firms?” In particular the role of owskip

concentration and ownership identity is examinecthis study
total ownership concentration is about the presesfcéarge
shareholders. In the literature there are sevesdindtions of
different types of owners. Here the distinction matbr

ownership identity is between insider and outsionership,
because this can result in interesting findingsides the
relationship between total ownership concentratom firm

performance. So besides total ownership conceotratn

general, the effect of insider ownership conceitmabn firm

performance is examined. The concept insiders geferall

mangers, directors and board members. The invésiigés

performed using a dataset of 80 Dutch listed congsarThe
relationship between firm performance and corpooateership
structure is examined by regressing P/B-ratio and\R&dio

measures (following the existing literature e.g.offisen &
Pedersen, 2000, Cleassens, Simeon et al., 2002 kMoral.,
1988 etc.) on measures of corporate ownership tenei@nd
control variables. These ratios are explained nmordepth in
chapter 3.

Although the effect of ownership structure on fiperformance
has been the subject of research in numerous stutbes
studies investigate how corporate ownership stracaffects
firm performance in the Netherlands. This papeends to fill
this research gap, by examining the effect of o@i®o
ownership structure on firm performance. Hu andmizia
(2008) state the ownership-performance relationsiapies
across countries and over time. For this reasos phper is
theoretically relevant. The practical relevancettod study is
associated with firm performance, because for filmsan be
interesting too to know whether or not ownershipicture is
an efficient corporate governance strategy.

The paper proceeds as follows. Section 2 presetfiterature
overview together with hypotheses, while in Sectotihe data
collection method and the data itself are descritSmttion 4
explains the results from the data. Section 5 sumzes and
concludes the paper.

2. LITERATURE OVERVIEW

The effect of ownership structure on firm performamas been
the subject of research in numerous studies. Fir the effect
of total ownership concentration on firm performarand the
effect of insider ownership concentration on firerfprmance,
two main arguments arise from previous literatuké. four
arguments are discussed below on which hypothesethis
study are drawn.

2.1 Total ownership concentration and firm
performance

When discussing the effect of total ownership catregion on
firm performance, the monitoring argumentis a frequent
argument. It says that large owners may be morabtapof
monitoring and controlling the management, and etwer
perhaps contributing to a better corporate perfocea
(Schleifer&Vishny, 1997). Thereby, for shareholdevsning a
large share of the company’s equity there are (Jriacentives
to monitor management and influence decision-makiitgin
the firm, because they may be more affected byathi®ns of
management and partly benefiting more from theirnow
monitoring effort than shareholders owning jusittéel share of
the company's equity (Huddart, 1993, Dennis&McCadnnel
2003, Grossman&Hart, 1986, Schleifer&Vishny, 1997).
Methods used by these large shareholders for nmrorgt@and
intervening range from informal conversations with
management to formal proxy contests according tolefer
and Vishny (1986, 1997). In this way large sharéb address
the agency problem mentioned in the introducti@tause they
have both general interests in maximization of igofind
enough voting control to put pressure on managerntehave
their interests respected (Schleifer&Vishny, 199¥ddressing
the agency problem can result in better firm penfmce,
because of lower agency costs.

Besides the monitoring argument a second importanutnaent
can be derived from the literature. Thexpropriation-of-
minority-shareholders argument'states that concentrated
ownership may permit large shareholders to expabgri
minority shareholders. In this way these domindwreholders
can act in their own best interest and exert thaiver to benefit
themselves at the expense of minority shareholdeys
redistributing wealth from them (Kapelyshnikov dt 2001,
Schleifer&Vishny, 1997, Dennis&McConnell, 2003). Buing
the private benefits from large and dominant shaldshis may
lead to worse firm performance, because privateesiudder
interests and firm interests may be different.

These two argument give rise to a non-linear @hstiip
between total ownership concentration and firm qgrenfince.
Thomsen and Pedersen (2010) found in their stualyahfirst
there is an increasing effect of ownership conegiotn on firm
performance and then a decreasing effect of owigersh
concentration on firm performance. Claessens, Simetoal.
(2002) found the same pattern. Liu, Uchida and Y&®L2)
also found that large shareholders’ ownership hakshaped
relation to crisis-period performance. Morck, Sdele and
Vishny (1988) describe that performance improversit with
more concentrated ownership but beyond a certaint pof
ownership concentration firm performance decreasesause
from this point shareholders gain so much contbgl Yoting
power) that they can use their votes to maximizgrtiown
welfare. Stulz (1988) presents a model of thisti@tawhich
was confirmed and corroborated by others (e.g.
McConnell&Servaes, 1990).



Based on this literature the first hypothesis fois th
study is as follows:

Hypothesis 1: Total ownership concentration has a
quadratic relation to firm performance.

2.2 Insider owner ship and firm performance

The effect of ownership identity and firm performanis also
not so easily explained, because on this subjexthere are
two main views stemming from the literature.

The first important argument is thdncentive alignment
argument This argument says that more insider ownership
may increase firm performance, because it meanserbet
alignment of insider (managerial) and shareholdgerests
(Jensen and Meckling,1976). The positive effectirgdider
ownership on firm performance thus stems from theell of
alignment between owners (shareholders) and ctersol
(managers). Insider ownership partly mitigates #gency
problem, where conflicts arise because the separatf
ownership and control. Insiders who also own a esladrthe
company’'s equity will act to maximize firm and sélaolder
value in that case due to their own interests. Bhggiment is
also followed by many other authors. Studies fromexample
McConnell and Servaes (1990, 1995), Dennis and Mcé&lbnn
(2003) and Morck et al. (1988) have shown that diesi
ownership can have a positive effect on firm perance.
Williamson (1964) was also a early founder of teffect. He
proposed that non-owner insiders can prefer their imterests
over that of shareholder, which causes non-ownenaged
firms to be less efficient than owner-managed firffisereby,
insider ownership is found positively related witfirm
performance in crisis by Liu et al. (2012).

The other argument addressed in literature oneéngidinership

is the entrenchment argumeénwhich says that more insider
ownership may decrease firm performance, becausen wh
insiders have a large ownership stake, they mightsb
powerful so that they do not need to consider other
shareholders. For this reason they also can beesdthy that
they do not intend to maximize profits any more (ko
Shleifer & Vishny,1988). When insiders own a subst
fraction of the firms’ equity they have greatereflem to pursue
their own best interests. In other words; insidgrsentrenched
at some point (Demsetz, 1983, Dennis&McConnell, 2003
Schleifer and Vishny (1997) discuss ways by whietmer-
insiders can divert funds: outright theft, dilutimf outside
investors through share issues to insiders, exaesslaries,
asset sales to themselves or other corporationsdbetrol at
favorable prices, or transfer pricing with otherparations they
control. When insiders do not follow the firm’'s beasterests,
firms may perform worse. Lauterback and Vaninsig9@) also
found that insider ownership makes firms less wfit in
generating net income compared to non-owner marfagest

These two arguments are not completely each otlppssite
according to Morck et al. (1988), but they canddesh together.
They found that the entrenchment argument will d@te only
for medium concentrated levels of insider ownersihen
insiders just have a small piece of ownership, tingyht be not
so entrenched because the stake is too small éatlgevmanager
enough control. And also for the high levels of ides
ownership the argument does not hold accordingadocklet al.
(1988). The conditions that are necessary for polmment are
not much different for firms with insider ownership
concentration from about 25-30% and firms with ménan
30% of insider ownership concentration. For thiasmn the
effect of the entrenchment argument is expecteshtyp act to a

certain point. The incentive alignment argumenttioa other
hand, operates throughout the whole range of insid@ership
concentration according to Morck et al. (1988). Qvanell and
Servaes (1990), McConnell et al. (2008) basicaiig the same
pattern as Morck et al. (1988). Their results ssgdgeat the
incentive alignment argument is more importantahbow and
high levels of insider ownership, and that the emthment
argument is more important at the medium levelsnsider
ownership.

Based on the literature the second hypothesis fsr th
study is as follows:

Hypothesis 2: Insider ownership concentration Hae t
following relationship to firm performance: at sir
performance will increase with insider ownershipgaft
a certain point will decrease and later on again will
increase.

3. METHODOLOGY AND DATA

Section 3.1. gives an overview of the model anchoa:tvhich

are used throughout the whole study. After thiséation 3.2
the variables of interest are presented. Secti@ngBies an
overview and explanation for the chosen data sample
Thereafter the descriptive statistics of the datagde are given
and discussed in order to give a first impressibrthis data
sample

3.1 Model and method

3.1.1 Total
performance

ownership concentration on firm

Stemming from the first hypothesis the effect adt@wnership
concentration on firm performance is expected ta lpeadratic
effect, because of the expected bend in the ragredme.

According to the ‘monitoring argument’, firm perfoance at
first will increase with total ownership concentoat After a
certain point the ‘expropriation of minority shaodters
argument’ becomes important which says that firmigpenance
will decrease when total ownership concentratiandases.

The first part of the model which specifies thetfinypothesis
is:

Firmperformance = a + f; * TOC + B, * TOC? + B3Z + €

This relation is measured by involving the squaseth of TOC
in the analysis. This squared variable represdrasekpected
bend in the regression line. In this paper oftenahbreviation
‘tot_sq’ will be used (mostly in tables). At first correlation
analysis is performed to see how the dependeninaieghendent
variable are related. The control variable for fisime is also
included in the correlation analysis. Hereafter tiplé
regression analyzes are performed to see whethezxghected
model is actually a significant model in this stisdgample and
to find out the coefficients we are especially iagted in. In
first instance only the dependent and the indepandaiables
are included in the model. After that the regressaoalysis is
performed again, but this time the control variatdee included
too. In this way the predictors’ impact on the fiparformance
is measured after controlling for industry and fisime effects.
Tables are composed to present the results frometjression
analysis. In these tables the coefficients forvaltiables are
presented. Also the adjusted R-squared value &pted in the
table. R-square is the percentage of variabilitthe overall
firm performance that is accounted for by de madel
independent variables. However, the adjusted Rrsquaalue
is a better measure here, because R squared caisleading.



Every time a new predictor is added to the modhel R-squared
value increases. It never decreases. Consequetiiy, Rt

squared value cannot tell whether the model's éxilg

capacity is really bigger, because a higher valay simply

arise from more terms included. The adjusted R+sglmalue
is the solution for this, because it is adjustedtii® number of
predictors. If the adjusted R-squared increases ntioelel’'s

explaining capacity is higher. If the adjusted RiaEgd

decreases, the addition of more predictors woremsnodel’s
explaining capacity.

3.1.2 Insider ownership concentration on firm
performance

For the effect of insider ownership concentratiom firm
performance a slightly different approach is ud#ghothesis 2
shows that an non-monotonic relationship is expkatdere at
first performance will increase, after a certaininpowill
decrease and later on again will increase whendénsi
ownership concentration rises. To test this refatibree
subsamples are made to capture all three partseoéxpected
relationship. The piecewise linear regression teétsollowing
linear model. This is the second part of the maelat tests the
second hypothesis:

Firmperformance = a + 3, * I0C + 5Z + €

Stemming from the second hypothedis,is expected to be
positive in the first sub sample, negative in tleeand sub
sample and positive again in the third sub sample.

To test this relation also correlation analysesdmnee first and
thereafter also multiple regression analyses artoqpeed for
both measures of firm performance. Once again for
clarification; the difference with the analysis dfie first
hypothesis is that these regression analyses afermped in
three sub samples.

3.2Variables

The research goal of this study is to see whethemnai
corporate ownership structure has an effect onopednce of
Dutch listed firms. Stemming from the research tjoesthe
dependent variable is firm performance. The inddpeh
variable is ownership structure. Ownership strietaan be
divided into two independent variables: ownership
concentration and ownership identity. At first tle&ect of
ownership concentration on firm performance willdx@amined.
In the literature there are several distinctiomlifferent types of
owner. As stated earlier, here the distinction méde
ownership identity is between insider and outsionership.
So besides ownership concentration in general,effect of
insider ownership concentration on firm performanise
examined. The two independent variables thus ao&al t
ownership concentration and insider ownership coimagon.

3.2.1 Dependent variable

The dependent variable of interest is firm perfanoea There
are several ways to measure firm performance. Twim types
are financial accounting data (e.g. ROA and ROE) etnd
stock market based data such as market-to-boadsrdti this
study these two main types are included by inclgdimo key
measures of firm performance.

The first key measure of firm performance is thiegto-book
ratio (also called market-to-book value). This ahté compares
the stock’s market value to its book value, sortt® between
the price at which the share of common stock isedson the
balance sheet of a firm and the price the markeiligng to pay

for it at that moment in time. A higher P/B-ratiodicates a
more efficient use of equity by reflecting the @mtr market's
expectation of future firm performance. For thissens the
P/B-ratio seems a good proxy for firm performardarket-to-

book ratios are also widely used by authors oftedlditerature
as a variable for firm performance (e.g. ThomseRd&lersen,
2000, Cleassens, Simeon et al., 2002, Morck etl@88 etc.).
The price-to-book ratio data used are the averdgbeohigh

and low values of this ratio in a specific yearisTéverage ratio
seems to be more appropriate to represent a wiealetlyan for
example only the closing value at the year end.nFtbe

database of ORBIS this P/B-ratio can be extractethit paper
often the abbreviation ‘PB’ will be used for the Ré&gio.

On the other hand, financial accounting data ikuohed because
the price-to-book ratio is about expectations fartufe
performance. For this reason it might be bettertoately on
just one variable. The second measure on firm padace
included in this study, is the widely used retumassets ratio
(ROA), used to indicate past performance. This radican
indicator of how profitable a company is relatieeits assets. It
gives an idea of how efficient the management remdhe
companies’ assets in order to generate earnings.neasured
by dividing earnings before interests and taxesadbgl assets.
Thus, a higher ROA-ratio means the firm makes maoditp
based on the same amount assets. For this stuigher ROA-
ratio thus means that a company is performing beftae
ROA-ratio can also be extracted from the databaseRiBIS.
In this paper often the abbreviation ‘ROA’ will besad to
denote the ROA-ratio.

3.2.2 Independent variables

The independent variable of interest is ownershipcture.
This variable is divided into two independent vakés, namely
total ownership concentration and insider ownership
concentration. Data on these variables is mosttgined from
the individual company reports. There are two typss
ownership within companies: direct and total owhgrsDirect
ownership means that the shareholder directly cavebare of
the stock of a firm. Total ownership is the sumdakct and
indirect ownership, whereas indirect ownership rsetdrat a
entity is not directly linked towards the firm, biliat it owns a
part of another entity, that in turn owns a partha firm in the
sample. In the study is chosen to take the totalesship data
of the sample, because indirect ownership may g to the
theories here too (e.g. entrenchment argument, nfivee
alignment argument etc.). ORBIS reports the numbeibbth
the direct and total ownership. Total ownership bhemare
taken from the database, and where necessary supmtied by
information from the individual annual reports.

Total ownership concentration (TOC in the modeljisasured
by the sum of all major shareholdings in the Duisted firms.

To be more precise; the sum of all shareholdersirays% or

more in the firm. Pursuant to the Financial Supsovi Act, a

shareholding of 5% or more in a Dutch company nlust
disclosed. Since AFM in the Netherlands perceitiesshare of
5% as a substantial number of ownership, this nambe
followed in this research. The fact that firms mustclose
shareholdings of 5% of more also ensures that dt& ah total
ownership concentration could be easily obtainedrdnding

annual reports.

Insider ownership concentration (IOC in the modéd)
examined in a different way. Since insider ownerstiares can
be very small, but still have an impact on the laraand
incentives of insiders and thus on firm performarateo these
small shares are interesting. For this reason énsigvnership



concentration is the total sum of all insider ovagp shares
(insider shares divided by the total shares ofrm)fi ‘Insider’
refers to all managers, members of boards and ethployees.

3.2.3 Control variables

Firm size and firm industry are control variablesthe models
above these control variables are named Z. Thesgroto
variables are included because they might affectéhationship
between total ownership concentration and firmgrenfince or
either affect the relationship between insider awhip
concentration and firm performance. Main pieceditefature
on this subject also include those to control \@es (e.g.
Thomsen & Pedersen, 2000, Cleassens, Simeon €082,
Morck et al., 1988 etc.). Firm size is measuredhsyvalue of
total assets in thousands of Euros. It controls thdrefirm
performance is influenced by the size of the fimmot. For the
statistical analysis the log of the total assetssisd, because for
a good measurement the values have to be normalibésl is
possible with the addition of a logarithm. Diffetekinds of
industry types are included as well in order totcanfor the
effect of specific industries. The different indystypes are
presented with NACE rev. 2 main section typologyli@it). To
incorporate this last control variable 6 industnyminies are
made which represent 6 industry categories.

3.3 Datasample

In first instance a dataset of 123 Dutch listed panies is used
for the analysis. A number of companies was remdrad this
set, because not all data needed was accessiblevaiiud
Eventually there remained a sample of 80 Dutchedist

companies. The choice for Dutch firms stems frone th

theoretical relevance of this study; there is aaesh gap on
this subject in the Netherlands. There is chosestudy listed

firm, because these firms do have shareholders,tlaebby

agency problems, and a good range of insiders. SKEs
instance are much smaller, as their shareholdersraaller and
less insiders are present. Therefore listed firmesligely to be

better sample units. Two annual observations onvérables

are included; 2011 and 2012. This sample period ctasen
because most recent data was available for thischekll data

on measures of firm performance, as well as datthéocontrol

variables are obtained from the database of ORBIfs iE a

database provided by Bureau van Dijk. It containsrgrothers
financial and ownership data over the last 10 yesexr 79

million public and private firms worldwide. The oership data
that the database holds is not sufficient for thésearch.
Therefore, all other additional information is exded from the
annual reports of the respective companies in tapte.

Outliners are removed from the sample (6 obsematfor both

measures of firm performance).

The first part of the model that tests the firspbhesis uses the
whole data sample of 154 observations. More inféionaon
this sample is provided in section 3.4. For thesdgart of the
model which tests the second hypothesis, a non-tonimw
relationship is expected. As explained above,riletionship is
tested by dividing the whole data sample into tle@esamples.
In this way it becomes possible to study the exzbct
relationship, by allowing slopes to change at two{s. Morck
et al. (1988) allowed slopes to change at 5% afd &binsider
ownership concentration. Thereby they state thathleoretical
justification for these numbers is not very stromge 0 to 5%
range in the first subsample is chosen by refertinglerman
(1981). The 5% ownership level is used by him asdf stake
beyond which ownership is no longer negligible dndthe
SEC as a point of mandatory public disclosure of ensinip”

(Morck et al., 1988). The breakpoint at 25% is daesa the
motivation of Weston (1979). According to Morckagt (1988)
he suggests that “the 20 to 30% range is a rangenbevhich a
hostile bid for the firm cannot succeed”. Sincesttiieoretical
justification is not very strong, several robussebecks are
performed for several other sub samples.

3.4 Descriptive statistics

Descriptive statistics are presented in table 1shibws the
descriptive statistics for the total sample, bsbdior the three
sub samples that are used for the second parteofmtbdel
(hypothesis 2). As can be seen in the table, trenmercentage
of total shareholdings by shareholders owning ntioa@ 5% of
the shares of a firm in the total sample is arod@éo with a
standard deviation of around the 22%. For insidérsse
percentages are respectively 9% and 16%. The nsside
concentration level is the sum of all relative shaldings of
insiders. The dependent variable is measured WwéHP{B-ratio
and the ROA-ratio. The means of these ratios in ttial
sample are respectively around 1.7 and 3.1. Thedatd
deviations of these measures are respectively drdud and
8.05. The number of observations in this samp#arialler than
the N in previous studies in literature (e.g. Mortkal., 1988,
Lemmoné&Lins, 2003, Lauterback&Vaninsky, 1999).

From the descriptive statistics of the sub samplesady a
pattern should be seen from the mean values oR@MA- and
P/B-ratio. But here this is not the case. For lvatlos the mean
value for insider ownership concentration in theosel sub
sample is expected to be lower than in the first tire third
subsample. For both the ROA-ratio and the P/B-rat@asure
this is not the case. The next section will inigege in depth if
this is really correct and if the presumed relalips are
present.

Table 1. Descriptive statistics

| N | Min | Max | Mean | Std. Dev
Total sample
ROA (%) 154 -26.69 22.37 3.14 8.05
PB (%) 154 .19 7.22 1.70 1.18
TOC (%) 154 | 5.06 89.90 48.91 22.10
10C (%) 154 .00 77.84 8.97 15.80
Ln TA 154 | 8.56 1862 | 13.72 | 2.01
Sub sample 1
ROA (%) 31 -14.93 11.15 2.74 6.24
PB (%) 31 .70 2.81 1.68 .55
10C (%) 31 .56 3.98 1.81 1.21
Ln_TA 31 1040 | 18.62 | 14.45 | 1.70
Sub sample 2
ROA (%) 40 -9.29 16.39 4.64 6.34
PB (%) 40 .26 2.79 1.35 .66
10C (%) 40 5.06 21.98 11.59 4.99
Ln_TA 40 9.95 15.68 13.39 1.61
Sub sample 3
ROA (%) 19 -9.59 15.78 2.52 6.29
PB (%) 19 .19 2.33 1.17 .62
10C (%) 19 25.47 77.84 46.99 18.01
Ln_TA 19 8.56 1554 | 12.40 | 1.97




Table 2 gives the frequencies of the sample data total
ownership concentration. From this table it cansken that
from the perspective of total ownership concentratithe
sample can be considered as a proper sample, bagbé fact
that the observation are relative equally spreadbsac the
categories.

Table 2.Frequencies. TOC Table 3. Frequencies. I0C

Ownership  Total (%) Ownership Total (%)
share share
0-10% 4 (2.60%) 0-0.5% 64(41.56%)
10-20% 12 (7.79%) 0.5-1% 12(7.79%)
20-30% 23 (14.94%) 1-5% 18(11.70%)
30-40% 24 (15.58%) 5-10% 20(12.99%)
40-50% 16 (10.39%) 10-20% 16(10.39%)
50-60% 21 (13.64%) 20-30% 8(5.19%)
60-70% 25 (16.23%) 30-40% 7(4.54%)
70-80% 22 (14.29%) 40-100% 9(5.84%)
80-90% 7 (4.54%)
90-100% 0 (0%)
N = 154 N = 154
(100%) (100%)

From table 3, which shows the frequencies of threpda data
on insider ownership concentration, it can be stet the
sample is not ideal. The sample as a whole is cdrated for
the smaller ownership shares. There is not much datthe
bigger ownership shares, thus the sample is skeovéte left.
Because this data sample will be divided into tlsugesamples,
where the third subsamples represents insider @hipeshares
from 25% to 100% , this is not ideal because itiltesn a small
third sub sample. In literature this left skewednpke is also
present (e.g. Morck et al., 1998), and not considleas
problematic.

Values below 0.5% of insider ownership concentratare
considered negligible, following the main piece libérature
used here (Morck et al., 1988). Mork et al. (19883 a slightly
different standard for this negligible range of ©60.2%. In
this study is chosen to use the negligible rang@%fto 0.5% .
The effect of this piece of increase in insider evghip
concentration on firm performance is negligiblecdese of
evidence from the scatter plot. The values frono ®.6% of
insider ownership appear to correspond to a widietyaof
values for firm performance. Values for the ROAwafor
example vary from -27 up to 44 within this rangé&hva mean
of 3.15 and a standard deviation of 11.75. The etation
between insider ownership and the both measurefirrof
performance is very small and not significant: @8(or the
ROA-ratio measure and .003 for the P/B-ratio meagtoethis
reason, the negligible values (0-0.5%) are notuihet! in the
sub samples on insider ownership concentration.

4. RESULTS

In this section the results will be presented togetwith
explanations and interpretations of these results.

4.1 Total owner ship concentration
4.1.1 ROA-ratio

The Pearson coefficient observes whether theret exis
correlation between the variables included in tloeleh Table 4
shows these coefficients for the total data sangdleotal
ownership concentration. The correlation betweertal to
ownership concentration and the ROA-ratio and beatwbe

squared term of TOC (tot_sq) and the ROA-ratio até kmall
and insignificant. Despite the fact that these eslare low and
not significant, these values do already give aication of the
relationship. The positive value of the linear pgarthe model
(TOC) indicates that at first there is a positiviatienship. The
negative value of the quadratic component in theetation
analysis indicates that after a while a negativedbeccurs in
the regression line. The estimated coefficientsl d@heir
standard errors from the regression analysis avershin the
second column of table 5. For comparison, the fidumn
presents the regression without control variablemm the
regression analysis it can be seen that indeeddéfficient of
the linear component in the model has a signifiqamditive
value and the quadratic component in the model &as
significant negative value, which represents thgatiee bend
in the regression line. So the impact of the indeleat
variables is in line with the expectation after twoling for firm
size and industry effects. The coefficients forakatwnership
concentration and tot_sq are respectively 0.369 @h@04. As
stated before, the negative value of tot_sq indgttie negative
bend in the regression line. The ROA-ratio startdéaline
from a point around the 48 percent of total ownigrsh
concentration. The whole model is significant at99.9%
percent confidence level. The adjusted R squaredevial the
second column shows the included variables sigmifily
account for 18.1 percent of variability in the RO#tio.

Table4. Correlation: TOC

ROA PB TOC Ln_ TA  Tot_sq
ROA 1
PB 366%** 1
TOC .004 -.155%* 1
Ln_TA | .096 279%**  _363*** 1
Tot_sq | -.044 179%* 977*** .384%** 1
significant at * 90% ** 95% *** 99%
Table5. Regression: TOC
Dependent variable
ROA ROA PB PB
TOC 0.386*** 0.351%** 0.018 0.011
(0.138) (0.146) (0.015) (0.015)
Tot_Sq -0.004*** -0.004** 0.000 0.000
(0.001) (0.002) (0.00) (0.00)
Ln_TA - 374 - J151%**
- (.360) - (.037)
Industry
dummies | ° yes no yes
Adj. R? 0.039** 0.181%** 0.028** 0.230%**
N 154 154 154 154

significant at * 90% ** 95% *** 99%
4.1.2 P/B-ratio

The Pearson coefficients observed for the relatipnbetween
the P/B-ratio and total ownership concentration also

presented in table 4. It shows there is a subsiacdirelation
between both the P/B-ratio and the linear compor{total

ownership concentration) and the P/B-ratio and gheadratic
component (tot_sq) in the model. But the values has¢
correlation are not as expected, namely the lisearponent is
negative (where a positive correlation was expéctetl the
guadratic component is positive (where a negatieetation

was expected). The results from the regressionysisabre
presented in the third and fourth column of tahlén&he third
column the control variables are excluded from thedel.

There are no significant coefficients present iis ttase in the
model. The model on its own is significant but ohis a small



explaining capacity stemming from the adjusted Rasgwalue.
When the control variables are added to the maz#lihn 4
table 5) this adjusted R squared value does incraadethe
overall model is again statistically significantitlthere are still
no substantial and statistically significant co@éfints in the
model for the variables of interest; total ownepshi
concentration and the squared term of total
concentration. This all means that the linear awm@dgatic
combination is not a unique predictor of firm penfiance when
firm performance is measured by the P/B-ratio.

These findings are not consistent over the two oreasof firm
performance. For the ROA-ratio measure evidenceuad for
the first part of the model stemming from the fiigpothesis.

4.2 Insider owner ship concentration
4.2.1 Sub 1: 10C from 0.5-13%
4.2.1.1 ROA-ratio

The Pearson correlation analysis results are sliowable 6. It
shows a substantial but not statistically signiftcamegative
correlation between insider ownership concentratonl the
ROA-ratio for the first sub sample. The estimatedfficients
and their standard errors stemming from the regmesmalysis
of the first subsample are shown in the secondneolaf table 7
(for comparison, the first column presents the essjon
without control variables). It shows a statistigalignificant (90
percent confidence level) negative relationshigradontrolling
for industry and size effects. For each 1 percaotease in
insider ownership concentration between 0.5% and &%
ROA-ratio decreases by an average of 0.019. Thificeet is

statistically significant at a 90 percent confiderievel. This
result is not in line with the hypothesis; the esgion line in
the first subsample was expected to increase.

Table 6. Correlation: 10C Sub 1

owngrsh

overall P/B-ratio in this subsample is being actednfor by
insider ownership concentration together with thentml

variables. The overall model is significant at a pércent
confidence level. So, the impact of insider owhgrs
concentration and the P/B-ratio is significant galehen
controlling for size and industry effects), butist significant
negative. This result is also not in line with tygpothesis; the
regression line in the first subsample was expetttétcrease.

4.2.2 Sub 2: IOC from 13-33%
4.2.2.1 ROA-ratio

The Pearson correlation coefficients for the secsurtal sample
(table 8) indicate no substantial or statisticaflignificant
correlation between insider ownership concentratonl the
ROA-ratio. The results from the multiple regressemmalysis
(second column table 9) shows the same; no signific
coefficient of insider ownership concentration lire tmodel for
the second sub sample. The coefficient is evertipeshstead
of a expected negative coefficient. The adjusted|irae value
is also very low. It shows that only 8.9 percenthaf variability
in the overall ROA-ratio in this subsample is beaggounted
for by insider ownership concentration togethemvtite control
variables. The overall model is in turn also nghgficant.

Table 8. Correlation: |OC Sub 2

ROA PB 10C Ln_TA
ROA 1
PB A8 H* 1
10C .075 -.021 1
Ln_TA -.009 127 .246 1
significant at * 90% ** 95% *** 99%
Table 9. Regression: 10C Sub 2
Dependent variable
ROA ROA PB PB
I0C .095 435 -.003 -.011
(.214) (.293) (.020) (.030)
Ln_TA - 127 - .102
- (.716) - (.077)
Industry no yes no yes
dummies
Adj. R? .006 .089 .001 .011
N 40 40 40 40

ROA PB 10C Ln_TA
ROA 1
PB .054 1
10C -1.62 -.325% 1
Ln_TA 122 512%** .026 1
significant at * 90% ** 95% *** 99%
Table7. Regression: I0C Sub 1
Dependent variable
ROA ROA PB PB
I10C -.831 -1.891* -151% | -.054*
(.911) (.976) (.080) | (.057)
Ln_TA - .743 - J155%**
- (.650) - (.037)
Industry no yes no yes
dummies
Adj. R? .026 .068 105" | .625%*x
N 31 31 31 31

significant at * 90% ** 95% *** 99%
4.2.1.2 P/B-ratio

From the correlation analysis (table 6) it appedhed there is a
significant negative correlation between insider nevship
concentration and the P/B-ratio in the first subsi@mnThis

correlation was expected to be positive. The resisim the
regression analysis (third and fourth column taleshow the
same relationship; a statistically significant nagacoefficient
for insider ownership concentration in the moddie Tadjusted
R squared value shows that 62.5 percent of thebibityan the

significant at * 90% ** 95% *** 99%
4.2.2.2 P/B-ratio

Table 8 reveals a negative, but not significantralation

between insider ownership concentration and ther&B for

the second sub sample. The regression analysid &hd fourth
column table 9) also resulted in a negative coieffic for

insider ownership concentration in the model. Thegative
effect is bigger when controlling for industry aside effects,
but is still not big. The negative coefficient fansider

ownership concentration is not significant preserhis model.
The overall model for this subsample is also natistically

significant. The result (negative coefficient) isline with the
expectations, because the regression line was &xptxfall in

the second subsample, but this is not supportedh \a&it
statistically significant value.

4.2.3 Sub 3: IOC over 33%

For the third sub sample again no convincing ewidewas
found. The correlation analysis in table 10 doesshow any
significant  correlations  between insider  ownership
concentration and firm performance measured by lbth



ROA-ratio and the P/B-ratio. Although the correlatcare not
significant, they tell that for ROA-ratio measure ttelationship
is positive (as expected) and for the P/B-ratio suea it is

negative. The regression analysis shows (tableHelyame; a
small positive but not significant coefficient diet ROA-ratio

measure and a small
coefficient at the P/B-ratio measure. The overaldsl is only
significant on a 90 percent confidence level foe #/B-ratio
measure.
controlling for industry and size effects. But sindke

independent variable is not a unique predictorhia todel it
may be that the control variables are carryingtal weight in
the model’s predictive capacity. So the resultthe ROA-ratio
measure is in line with the hypothesis, becauseraljeession
line was expected to increase in the third sub saniut this

result in not significant. The results for the R&i0 measure
are not in line with the hypothesis (and also righificant),

because the regression line was expected to ireciedke third
sub sample, but the results show the oppositeteffec

Table 10. Corrélation: 10C Sub 3

negative and also not significa

Adjusted R squared values become big when

other sub sample distributions are reported. TaBlshows the
results of these robustness checks. It presentsdéfficients
for the effect of insider ownership concentration both

measures of firm performance, after controllingifatustry and
size effects.

For the first five robustness checks five differemb sample
distributions are used to test the relationship in$ider
ownership concentration on firm performance, basedthe
main piece of literature on this subject (Morclakt 1988). All
five robustness checks show again no convincingirgzap
evidence with respect to the second hypothesis. €@oimy the
first five robustness checks, table 12 shows ndisttzlly
significant positive coefficients for insider owship
concentration in the first sub sample checks, raissically
significant negative coefficients in the second ssdmple
checks and also no statistically significant pwsitcoefficients
in the third sub sample checks (after controlliogihdustry and
size effects).

Despite the fact that these first robustness chéuks show no
convincing evidence that can confirm the secondothgsis,

ROA PB 10C Ln_TA another robustness check is added to table 12. Sikib
ROA 1 robustness check is added, because of a patterrcdhabe
PB -176 1 derived from the scatter plot (figure 1) of insidewvnership
10C 261 -394 1 concentration on the ROA-ratio. From 0.5 till appmoately
Ln_TA -.428 -.194 -389 1 13% of insider ownership concentration, the ROAesratems
significant at * 90% ** 95% *** 99% to increase. After 13% till approximately 33% a ake
Table 11. Regression: 10C Sub 3 pattern seems to be present. After 33% of insidemenship
Dependent variable concentration, the ROA-ratio seems to rise again.
ROA ROA PB PB
loC .091 .088 -014 -.013 7
(.087) (.244) (0.008) | (.023) 9% o
Ln_TA - 113 ) 078 2
- (1.601) - (.148) 2 I R
Industry 6;0 8oo o % ° e
dummies no yes ne yes g0 = ODO 6% o °
Adj. R? .006 324 102 A411* 2« - .
N 19 19 19 19 g To o po0 2
significant at * 90% ** 95% *** 99% o 0" ¥ o °
4.2.4 Robustness checks o o °
The results on insider ownership concentration farefrom o0
illuminating in this study. This is also the reasafy the
second hypothesis may be questioned. With the mudiega sub i
samples hardly no convincing results are found.stsged in : Y - r :
section 3.3 the theoretical justification for thasg samples is * e total%sha:in:bv e e
not very strong. For that reason here below thaltesf several
Figure 1. Scatter plot: IOC on ROA
Table 12. Robustness checks; alternative sub samples
Check nr. | Dependent variable Dependent variable Dependent variable
PB | ROA | PB | ROA | PB | ROA
1. Sub 1: 0.5-2.5% of 10C Sub 2: 2.5-25% of 10C Sub 3: Over 25% of 10C
.059 | 4.160 | -.005 | 329* | -.013 | -.088
2. Sub 1: 0.5-7.5% of 10C Sub 2: 7.5-25% of 10C Sub 3: Over 25% of 10C
-.030 | 068 | .157*** | .908* | -.013 | -.088
3. Sub 1: 0.5-5% of 10C Sub 2: 5-15% of 10C Sub 3: Over 15% of 10C
-.054 | -1.891* | .175** | 1.201 | -.011 | -.086
4. Sub 1: 0.5-% of 10C Sub 2: 5-20% of 10C Sub 3: Over 20% of 10C
-.054 | -1.891* | .009 | 436 | -.012 | -.039
5. Sub 1: 0.5-5% of 10C Sub 2: 5-30% of 10C Sub 3: Over 30% of 10C
-.054 | -1.891* | .025 | 442+ | -013 | 0.089
6. Sub 1: 0.5-13 of 1I0C Sub 2: 13-33% of 10C Sub 3: Over 33% of 10C
-.035* | A435%* | 041%* | -583*** | - 010 | 150

significant at * 90% ** 95% *** 99%




The regression tests performed for these sub sangiiew

indeed a significant positive coefficient for insidownership
concentration in the model for the first sub sampfeer

controlling for industry and size effects. For edthpercent
increase in insider ownership concentration betw@éft and
13%, the ROA-ratio rises by an average 0.0044. @tgficient

is statistically significant at a 95% confidencedk This result
is in line with the second hypothesis; the regmsdine in the

first sub sample was expected to increase. Thessigm result
of the second sub sample in this robustness chleclss a

statistically significant negative coefficient forinsider

ownership concentration in the model (when inclgdéontrol

variables). For each 1 percent increase in insawenership

concentration between 13% and 33%, the ROA-rativedses
by an average 0.0058. This result is in line whle second
hypothesis; the regression line in the second sopleawas

expected to decrease. The regression test foagheslib sample
in this robustness check shows a positive thouglsigaificant

coefficient for insider ownership concentration tie model.

Though the result is not significant, the posigiviof the

coefficient is in line with expectations.

This last robustness check gives empirical evidentieh can

confirm the second hypothesis. A first side notth&ese results,
is the fact that these results are only presenthfierROA-ratio

measure of firm performance. The second side rsothait this
evidence is far from convincing since all other ssdmple
distributions do not show the same hypothesize@cefbf

insider ownership concentration on firm performance

5. CONCLUSIONS

This study aimed at providing empirical evidencevadmether,
and how corporate ownership structure influenceg th
performance of Dutch listed firms. In particulaethmpact of
total ownership concentration and insider ownership
concentration on corporate firm performance is erath by
regressing  P/B-ratio and ROA-ratio on these cotpora
ownership measures. Total ownership concentratiorthis
study is defined as the sum of all shareholdersirgv6% or
more in the firm. Insider ownership concentratitrereby is
measured as the total sum of all insider ownershgves.

The first part of the model analyses the impact tatial
ownership concentration on firm performance. A qgatd
relationship was expected (first hypothesis), bseaaf two
related arguments in the literature. The firstuangnt is the
‘monitoring argument’ which says that large owners may be
more capable of monitoring and controlling the ngemaent.
For the larger owner there are more incentives ¢mitar and
influence the management, because they will be rafiested
by decisions of the management. The agency proldeetting
smaller in this case, because interests of agentpanciples
will be more aligned. Lower agency costs can resultbetter
performance according to this argument. The seesgdment
is the Eexpropriation-of-minority-shareholders argument’
which states that larger owners can become dominduen
their stakes grows. In this way they can act irirtbesn best
interest and exert their power to benefit themselae the
expense of minority shareholders by redistributirealth from
them. This may lead to worse firm performance, bsea
private shareholder interests and firm interestg b@adifferent.
These two argument give rise to a expected nomdline
relationship, where at first firm performance ispested to
increase when total ownership concentration inesand later
on is expected to decrease. This relationshipt (fiest of the
model) was tested with a regression on a linear qurattiratic
component of the model, which represents the egddoend in

the regression line. The regression analysis mbulh a
statistically significant positive coefficient fothe linear
component of total ownership concentration in thelet and a
statistically significant negative coefficient fohe quadratic
component of total ownership concentration in thedel,
when firm performance is measured by the ROA-rafiois
result is in line with the first hypothesis. Wherrnf
performance is measured by the P/B-ratio on therdtand, the
results reveal something different. No statisticadlgnificant
coefficients were present in the model for both lihear and
guadratic component of total ownership concentnaiio the
model.

The second part of the model analysis the impadnsitier
ownership concentration on firm performance. A non-
monotonic relationship is expected here (hypoth2si where
at first firm performance is expected to increasthnsider
ownership concentration, after a certain point détrease, and
later on again will increase. This expected retetiop also
stems from two arguments from literature. The fisggument is
the ‘incentive alignment argument'which says that more
insider ownership may increase firm performanceahse it
means better alignment of insider (managerial) slrateholder
interests. Insiders who also own a share of thepeoryls
equity will act to maximize firm and shareholdetu&in that
case due to their own interests. The second arguigethe
‘entrenchment argument’ which says that more insider
ownership may decrease firm performance, becausenwh
insiders have a large ownership stake, they mightsb
powerful so that they do not need to consider other
shareholders. When insiders own a substantialidracif the
firms’ equity they have greater freedom to purdwertown best
interests and they become entrenched. When insitersot
follow the firm's best interests, firms may performorse.
These to argument are expected to give rise tcanmnotonic
relationship, because the entrenchment argumehtianhinate
only for medium concentrated levels of insider owshé.
When insiders just have a small piece of ownershigy might
be not so entrenched because the stake is too wgille the
manager enough control. Also for the high levelsirafider
ownership the argument may not hold, because tiondithat
are necessary for entrenchment are not much difféoe firms
with insider ownership concentration from about3™84% and
firms with more than 30% of insider ownership cantcation.
The incentive alignment argument on the other haisd,
expected to operate throughout the whole rangensider
ownership concentration. This expected relationghtpsted by
running three regression analyses for three suldsam@/hen
the sub sample distribution of the main piece t&fréditure here
(Morck et al., 1988) is followed, results for bdtte ROA-ratio
and the P/B-ratio measure were not convincing.dnenof the
sub samples (on both measures of firm performarars)
significant coefficients appeared to be present #na in line
with the second hypothesis. Even five robustnessich that
were also addressed by Morck et al., (1988) didgnt any
statistically significant evidence which could ciomf the
second hypothesis. A last robustness check on tiher alid
actually give evidence that was in line with theestations.
Here the results for the ROA-ratio measure were ioging. In
the first sub sample (0.5-13% IOC) a statisticaligngicant
positive coefficient for insider ownership concetion was
found. In the second sub sample (13-33% IOC) astitaily
significant negative coefficient was found. In th@rd sub
sample (over 33% 10C) a positive coefficient wasspnt in
the model, but this coefficient appeared not tostaistically
significant. All these results for the ROA-ratio regee are in
line with the second hypothesis, apart from the faat the



third coefficient is not significant. For the P/Btio measure on
the other hand, the results for all three subsasnplere again
not in line with the second hypothesis.

So, with the ROA-ratio measure for firm performaresdence
was found for both the first and second hypothésisis, for all
arguments addressed here some empirical evidensdéowad.
The evidence for the second hypothesis is howeaerfrbm
convincing, since the results of just one of theesesub sample
distributions did show the hypothesized effect obider
ownership concentration on firm performance. A fues
explanation for the fact that only the last robessicheck did
give significant empirical evidence, is that cormatis for
entrenchment could have been changed, since thé& wafor
Morck et al. dates from 1988. For the P/B-ratioamee no
evidence was found for the first and the secormbthesis. A
possible explanation for this observed phenomenay Ie in
the nature of the ratios. It may be that the P& rs a more
subjective measure of firm performance, since ibased on
market expectations on future performance. The R&i-ris
based on past performance and thereby may be rb@@etive,
even though both ratios are statistically significaand
positively correlated on a 99% confidence level.

Because of the relatively small sample size(s) ardskewness
of the sample, | have to be careful drawing corictusrom the
results. But when you take this for granted, thendd:be some
implications for Dutch listed firms. The findingadicate that
firm performance may be maximized by intermediagrdes of
total ownership concentration (meaning blocks adod8%).
Firms may consider this as strategic advice.

Most importantly, because results on insider owmprs
concentration as being an explanatory factor ofmfir
performance are inconclusive in this paper and ltestary

across different measures of firm performance, neotensive

research could provide better insights on the sthje
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