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Abstract

This study gathers additional evidence on the association between ownership concentration and firm
performance, as measured by the firm’s Q ratio. Using panel data from a sample of 159 Canadian
public firms over a three-year period, | focus on the distinction between large inside shareholders,
who directly participate in the management of the firm, and large outside shareholders, who do not. |
examine whether direct and indirect monitoring on the part of large shareholders has an impact on
the association between ownership concentration and firm performance. Along with the distinction
between large inside and outside shareholders, this study also investigates whether concentration of
voting rights is associated to firm performance, and whether the identity of the owner affects this
association. The findings suggest that large inside shareholdings tend to be negatively associated to
firm performance, while no association is found in firms with a majority of large outside sharehol-
dings or firms combining large inside and outside shareholdings in its ownership structure. Con-
centration of voting rights is negatively associated to firm performance only in firms with a majority
of large outside shareholders, suggesting that the market may not discriminate between voting rights
and ownership concentration in owner-managed firms. Although the results for the identity of large
shareholders are not conclusive, there is evidence that family and institutional large shareholders
wield different performance impacts.
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1. Introduction

Considerable attention has been devoted in both the
academic literature and the business press to the
impact of governance structure on firm performance,
with a particular focus on ownership concentration.
Theoretically, the presence of large shareholders
should reduce agency costs and enhance firm per-
formance (Berle and Means, 1932; Jensen and
Meckling, 1976), since large shareholders have the
incentive as well as the resources to monitor the
firm’s performance. The premise is that large share-
holders tend to engage in closer monitoring activi-
ties, which reduce informational asymmetries bet-
ween owners and managers as well as between the
firm and external investors. The result is an enhan-
ced monitoring structure and increased firm value, to
the benefit of all shareholders.

The empirical evidence on the performance im-
pact of large shareholders is, however, inconclusive.
Shleifer and Vishny (1986), for example, show that
concentrated shareholdings raise firm value. Pagano
and Roel (1998) document the existence of a trade-
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off between ownership concentration and liquidity.
Lehmann and Weigand (2000) suggest that, unless
these large shareholders are financial institutions,
their presence does not necessarily enhance firm
performance. Consistent with the entrenchment per-
spective, the study by Claessens et al. (2002) finds
that firm performance falls when the control rights of
the largest shareholder exceed the cash-flow owners-
hip of the shareholder. Overall, these studies suggest
that large shareholders can impose costs on firms if
they use them to extract private benefits via tunne-
ling" or less than optimal investment decisions.

In addition, most studies examining ownership
structure and firm performance have been conducted
in the US and the UK, which are characterized by
ownership dispersion and where most firms follow

! Johnson et al. (2000) note that large shareholders create group
structures such as pyramids that enable them to transfer assets or
profits to other dominated entities. These are called “tunneling”
practices. Tunneling can be achieved in various ways, such as
excessive compensation for positions held in the firm, advanta-
geous transfer prices, loans at non-market rates, guarantees of
other borrowing entities, or merger transactions that enhance the
value of other firms in the group.
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the one-share, one-vote rule. Recent studies by La
Porta et al. (1999), Claessens et al. (2002), Faccio
and Lang (2002), and Dyck and Zingales (2004)
suggest that these types of ownership structures are
not generally the norm in non Anglo-Saxon count-
ries. Most of continental Europe and Asia is charac-
terized by greater ownership concentration in the
hands of individuals, families, governments, or in-
dustrial groups. Surprisingly, ownership structures in
Canada differ from their Anglo-Saxon counterparts
by exhibiting high levels of concentration. ?

The purpose of this study is to examine the rela-
tionship between ownership structure, large share-
holdings, and firm performance. Canada offers an
interesting setting to examine these issues. On the
one hand, the Canadian capital market is characteri-
zed by concentrated ownership through mechanisms
such as dual-class shares and pyramidal structures
(Amoako-Adu and Smith, 2001; Morck et al., 2000).
The vast majority of these companies are family
controlled. Many large Canadian companies (e.g.,
Power Corp., Magna Corp., Bombardier Inc., Que-
becor Inc.) are still controlled by the founders or
their families. On the other hand, Canada retains the
corporate governance mechanisms and minority
shareholder protections typically found in most
Anglo-Saxon countries (La Porta et al., 1998; 1999).
Furthermore, there is evidence to suggest that while
Canada is believed to offer good protection to mino-
rity shareholders, large shareholders are nevertheless
able to reap private benefits.® This study therefore
adds to the literature on firm performance and speci-
fic ownership structures (La Porta et al., 2002;
Claessens et al., 2002; Crongvist and Nilsson, 2003)
and the growing literature on the costs and benefits
of concentrated ownership. This investigation focu-
ses on the distinction between the presence of large
inside and outside shareholders in the firm’s owners-
hip structure. We define a large inside shareholder as
an individual shareholder who holds significant*
direct or indirect ownership interest—through a-
nother company and/or family links—and who is at
the same time a member of the firm’s management.
A large outside shareholder is defined as a person or
company that holds significant direct or indirect
ownership but does not directly participate in the
management of the firm. Similar to the studies by
Shleifer and Vishny (1997) and Claessens et al.
(2002), I argue that the monitoring role and perfor-
mance impact of large shareholders depend on the
closeness of their association to the firm’s manage-
ment. The ability of large shareholders to pursue
private goals unrelated to profit maximization inc-

2 See for example Daniels and Halpern (1996) and Craighead et al.
(2004) on concentration of ownership in Canada.

* Despite the legal protections offered by Canadian business law,
Ben-Amar (2005) found certain forms of expropriation in Canada.
* Canadian securities regulations require disclosure of individual
shareholdings greater than 10 percent. Firms with no individual
shareholdings greater than 10 percent are considered to have
diffuse ownership structure.

reases with their participation in firm management.
Although equity ownership may exert an important
incentive to closely monitor management decisions,
owner commitment and willingness to intervene may
crucially depend on who they are (Lehmann and
Weigand, 2000). As such, along with the distinction
between large inside and outside shareholders, |
differentiate between firms having a single sharehol-
der with voting control and firms having a non-
controlling shareholder, in order to examine whether
the performance impact is exacerbated in the presen-
ce of a controlling shareholder in the ownership
structure. | also contrast different types of large sha-
reholders (family, industrial, and financial instituti-
on), since they may have different objectives leading
to different costs and benefits. As a means to investi-
gate these issues, | used a panel data set of 159 Ca-
nadian non-financial public firms with large share-
holders listed in the Financial Post Survey of Indus-
trials from 1997 to 1999. In line with the literature
on corporate governance, | used the Q ratio to mea-
sure performance (McConnell and Servaes, 1990;
Villalonga, 2004), while controlling for other well-
documented inside governance mechanisms such as
board composition and incentive structure. The fin-
dings suggest that large inside shareholdings tend to
be negatively associated to firm performance, while
no association is found in firms with a majority of
large outside shareholdings or firms combining large
inside and outside shareholdings in the ownership
structure. As far as large outside shareholding is
concerned, ownership concentration in the hands of
large inside shareholders is apparently perceived as
shareholder entrenchment, which is better able to
extract value from firm performance to the detriment
of minority shareholders. The negative performance
effect of large inside shareholders is mitigated, ho-
wever, when monitored by large outside sharehol-
ders. Concentration of voting rights is negatively
associated to firm performance only in firms with a
majority of large outside shareholders, suggesting
that the market may not discriminate between voting
rights and ownership concentration in owner-
managed firms. Although the results for the identity
of large shareholders are not conclusive, there is
evidence that family and institutional large sharehol-
ders wield difference performance impacts. This
document is structured as follows. Section two pre-
sents the literature review. Section three describes
the sample and variables used in the investigation.
Section four presents and analyzes the empirical
findings. Finally, the document ends with conclusi-
ons and suggested avenues for further research.
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2. Background and hypotheses®

The general view is that the presence of a large sha-
reholder in a widely held firm should have a positive
effect on firm performance. Large shareholders, as
opposed to small shareholders, have greater resour-
ces and incentives to acquire information and moni-
tor managers, thus reducing some agency costs
(Shleifer and Vishny, 1997). The studies by Demsetz
(1983), Pound (1995) and Lehmann and Weigand
(2000) have challenged this premise, however, argu-
ing that ownership concentration does not necessari-
ly result in protection against management
entrenchment and profit dispersion. They advocate
that in some circumstances, large shareholdings can
actually be harmful to firm value. Aside from these
conflicting perspectives, the empirical evidence on
the associations between ownership concentration
and firm performance is mixed and almost exclusive-
ly based on US and UK evidence.

As LaPorta et al. (1998: 1114) point out: “Law
and the quality of its enforcement are potentially
important determinants of what rights security hol-
ders have and how well these rights are protected.”
These authors show that common-law countries such
as Canada generally have the strongest legal protec-
tions for investors. They further show that concentra-
tion of share ownership in the largest public compa-
nies is negatively related to investor protection,
which places Canada in a unique position compared
to some of its common-law counterparts.® La Porta et
al. (1997, 1998) further developed an “antidirector
rights index”’ to capture the legal environment. Ca-
nada gets the highest score at 5 out of 6, similar to
the UK and the US. La Porta et al. (1998) and Dyck
and Zingales (2004) also consider the quality of
disclosure standards, as measured by the quality of
accounting standards and their rule-of-law enforce-
ment, the efficiency of the judicial system, corrupti-
on, and the risks of expropriation and contract repu-
diation. Canada again rates above average, even for
the Anglo-Saxon countries. Dyck and Zingales
(2004) suggest that extra-legal institutions play an
important role in constraining private benefits. They
propose measures to capture levels of product market
competition, public opinion pressure, internal poli-

® A substantial body of articles on the issue of governance in
accounting and finance has been published to date. Our review
rather focuses on large shareholders. See Shleifer and Vishny
(1997) for a broader literature review.

® LaPorta et al. (1998) show that average ownership of the three
largest shareholders in the 10 largest Canadian non-financial firms
is 40% compared to 28%, 19%, and 20% in Australia, the UK, and
the US, respectively. It should be noted that the average for Eng-
lish-origin countries is 43%, making the Canadian level of concen-
tration comparable to that of Ireland, South Africa, New Zealand,
and most English-origin Asian countries.

" The index is formed by adding 1 when (i) one share = one vote;
(ii) shareholders can mail in a proxy vote; (iii) shares are not
blocked before the Annual General Meeting; a cumulative vote is
allowed; (iv) an oppressed minority mechanism is in place; (v) a
pre-emptive right to new issues exists; and (vi) minimum share-
holding to force an extraordinary meeting is less than 10%.
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cing through moral norms, labor as a monitor, and
government as a monitor. Once again, Canadian
scores are similar to those of the UK and the US.

Nonetheless, widely held firms, although the
norm in the US and the U.K, are not prevalent in
most other countries. In Canada, closely held firms
(usually family controlled but also state controlled or
owned by widely held corporations or financial insti-
tutions) dominate the economic landscape. La Porta
et al. (1999), Claessens et al. (2002), Barca and
Becht (2001), Faccio and Lang (2002), and Dyck and
Zingales (2004) suggest that the main agency prob-
lem outside the US and the UK is not the mana-
ger/shareholder conflict but rather the risk of exprop-
riation by the dominant or controlling shareholder at
the expense of minority shareholders. Others argue
that large shareholder controlled firms make less
than optimal investment decisions due to a lack of
diversification (they hold a great portion of their
wealth in a single company®) (Zhang, 1998), the
awarding of firm positions to associated members,
and the reluctance to undertake the creative destruc-
tion of controlled but outdated technologies to make
way for innovation (Morck and Yeung, 2003).

Along this line, the studies by Demsetz and
Lehn (1985), Shleifer and Vishny (1997), and Schul-
ze et al. (2001), for example, claim that large share-
holders can be harmful to minority shareholders if
they have the opportunity to pursue private goals
unrelated to profit maximization. Further, large sha-
reholders closely associated with management may
collude to expropriate minority shareholders. Schul-
ze et al. (2001) suggest that agency problems associ-
ated with private ownership and owner management
are more difficult to resolve, due to self-regulation
and problems engendered by altruism. Hellwig
(2000) proposes that large shareholders combined
with owner management may collude to keep mino-
rity shareholders at bay. Lehmann and Weigand
(2000) find that the negative impact of ownership
concentration on the firm’s profitability intrinsically
depends on stock market exposure and the type of
control rights. Maury and Pajuste (2004) suggest that
a large outside shareholder has the power and incen-
tive to monitor management so as to reduce profit
diversion to the benefit of all shareholders, while
large inside shareholders may represent a controlling
coalition with management or other shareholders to
share diverted profits. The evidence supports the
argument that potential large shareholder entrench-
ment and the consequent impact on firm performan-
ce may be greater and/or different in firms with pre-
dominantly large inside ownership (or owner-
managed firms) than in firms with large outside
shareholders.

The potential for negative impact on firm per-
formance is even greater when large shareholders

® Fama and Jensen (1985) show that undiversified large share-
holders use different capital budgeting decision rules than do well-

diversified shareholders.
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occupy executive positions in the firm. The appoint-
ment of a significant shareholder or shareholder heir
as an officer, for example, can wield a significantly
negative impact if the individual does not have the
talent, expertise, or competency to run the business.
These individuals may lack the incentives that pro-
fessional managers have to ensure their reputation in
the executive labor market. The opportunity costs
created by a less than optimal appointment are ulti-
mately borne by all shareholders, thereby turning
over some private benefits to the large shareholder.
Furthermore, effective control of large shareholders
means fewer opportunities for corporate buyouts of
inefficiently managed firms. For instance, family and
owner-managed firms, defined as firms having pools
of individuals or families as large shareholders, are
widely prevalent in Canada. These individuals and
families are often company founders or their heirs
who tend to directly participate in firm management.
As such, individual and family shareholders are
normally considered large inside shareholders, in
contrast with institutional/corporate large sharehol-
ders, who are considered large outside shareholders®
(Lehmann and Weigand, 2000; Klein et al., 2004).
Recent empirical studies have attempted to mea-
sure the potential transfer of wealth from minority
shareholders and less than optimal investment deci-
sions on the part of firms with concentrated owners-
hip. The results contrast with evidence in the US
(Agrawal and Mandelker, 1990) and the UK (Sudar-
sanam, 1996) showing the benefits of large sharehol-
der monitoring. Dyck and Zingales (2004), for e-
xample, find higher benefits of control associated
with less developed capital markets and more con-
centrated ownership in Asia, albeit these benefits are
curbed by legal and extra-legal mechanisms, particu-
larly media pressure and tax enforcement. Other
studies (Zingales, 1995 and 1995(a); Nenova, 2003)
show that legal environment, law enforcement, take-
over regulations, and corporate charter provisions
can explain cross-country variations in the measure
of private benefits. Doidge (2004) further finds that
US cross-listing improves the protection afforded to
minority shareholders and decreases private benefits.
Bertrand et al. (2002) find evidence consistent with
significant tunneling in Indian firms via non-
operating transactions. Ben-Amar and André (2005)
and Bigelli and Mengoli (2004) find a non-
monotonic relationship between the participation of
large shareholders and abnormal returns for bidder
shareholders in Canada and Italy, respectively.
Drawing on the literature, this study proposes to
re-examine the relationship between ownership
structure and firm performance in Canadian firms
with large shareholders in the ownership structure.
As noted above, the Canadian market offers a parti-
cularly apt setting, since it features both high levels

® The literature also identifies owner-managed and non-owner-
managed firms to differentiate between situations where large
shareholders participate in management and where they do not.

of ownership concentration and strong legal protecti-
ons for investors. More specifically, this study aims
to add to the literature by investigating whether the
impact of large shareholders on firm performance
depends on their identity and closeness to firm ma-
nagement. A key contribution of this study is the
attempt to differentiate the monitoring role of large
inside and outside shareholders. The rationale is that
direct participation in the firm’s management by
shareholders may represent a higher degree of
control at any given level of shareholdings than the
control provided by outsiders (Cubbin and Leech,
1983). In line with the previous literature, large in-
side shareholder is defined as either an individual or
family shareholder with significant ownership inte-
rest who is also an executive of the firm, or else
another company whose owner or a member of the
owner’s family is also a firm executive. A large
outside shareholder is defined as a person or compa-
ny that does not participate in the management of the
firm. This classification aims to distinguish between
the indirect external monitoring of large outside
shareholders and the direct monitoring, or decision-
making, of large inside shareholders. Similar to the
study by Maury and Pajuste (2004), | take the per-
spective that large inside shareholders may represent
a controlling coalition with management. This reaso-
ning leads to the following hypothesis:

Hypothesis 1: The association between large shareholdings
and firm performance is negative in firms with a majority
of large inside shareholders in its ownership structure.

In addition, empirical studies such as La Porta et
al. (2002), Claessens et al. (2002), and Cronqvist and
Nilsson (2003) provide evidence that the negative
effect of large shareholders is magnified when there
is a substantial departure from the one-share, one-
vote rule. Maury and Pajuste (2004) suggest that
concentrated voting power may allow for more
centralized decision-making and better concealment
of profit diversion. Following this reasoning, | pro-
pose the following hypothesis:

Hypothesis 2: The negative association between the pre-
sence of a large controlling shareholder and firm perfor-
mance is significantly greater in firms with a majority of
large inside shareholders.

Finally, I investigate whether the identity of the
owner affects the association between large share-
holders and firm performance. Consistent with
Claessens et al. (2002), the regulatory environment
and fiduciary responsibilities of institutio-
nal/corporate shareholders render them closer moni-
tors of management decision-making. It is equally
possible that the marginal cost of private benefit
extraction is higher for companies with a financial
institution as a large shareholder. This argument
leads to the following hypothesis:

Hypothesis 3: The association between large sharehol-
dings and firm performance is affected by the identity of
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the largest shareholder — individual or family, financial
institution or industrial.

3. Methodology
Sample and data collection

The empirical testing is based on a panel set of 159
Canadian non-financial public companies with large
shareholders included in the Financial Post’s Survey
of Industrials listed on the Toronto Stock Exchange
(TSE) over a three-year period (1997-1999) in the
following economic sectors: primary, manufacturing
(non-durables), manufacturing (durables), transporta-
tion and utilities, wholesalers and retailers, and con-
sumer services. | collected data from two separate
sources.

First, information on firm governance was taken
from the SEDAR™ database, as disclosed in the
firms’ Management Proxy Circulars. Using corporate
governance information for a given fiscal year, this
database was designed to represent the corporate
governance mechanisms present at the beginning and
for the duration of that year. Second, to measure firm
performance and control variables, financial infor-
mation was obtained from the Compustat database.
Nineteen companies were dropped from the target
sample, either because the financial data in the Com-
pustat database for the period under analysis was
incomplete or else they were deemed outliers. After
eliminating observations where no large sharehol-
dings or governance data were involved, | retained
402 usable firm-year observations.

Firm performance

The dependent variable | examine is firm future
performance, as measured by the firm’s Q ratio.
Firm’s future performance (Qt+1), is measured at the
end of the subsequent fiscal year for which the firm’s
governance information was obtained. The Q ratio
measures firm performance in terms of company
valuation, and is assumed to capture firm performan-
ce as a result of managerial decisions and governan-
ce structure quality, which tend to be reflected in
market price and not in traditional accounting num-
bers.

The governance literature also maintains that the
firm's Q ratio measures the intensity of the alignment
between shareholder and manager interests. Similar
to the studies by Agrawal and Knoeber (1996), Yer-
mack (1996), and Barnhart and Rosenstein (1998), |
calculated the firm's Q ratio as follows:™

0 The System for Electronic Document Analysis and Retrieval
(SEDAR) is a Website that has been operated by The Canadian
Securities Administration since 1997. It provides filings of pub-
licly available documents for all Canadian public companies, in
order to facilitate the electronic filing of securities information as
required by the securities regulatory agencies in Canada.

™ The Q ratio is the market value of the firm’s assets divided by
the replacement value of the firm’s assets, and represents the
firm’s anticipated future earnings. Chung and Pruitt (1994) show
that this simplified measure is strongly correlated with the more
sophisticated measure of Tobin’s Q, and has the added advantages
of using information that is more readily available and preventing
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Q=(EQUITY +LTD + STD + PFD + CV) / ASSETS
Where;

EQUITY = Market value of equity?

LTD = Book value of long-term debt

STD = Book value of short-term debt

PFD = Preferred stock at liquidating value

cv = Book value of convertible debt and

convertible preferred stock
ASSETS = Book value of total assets

Ownership structure

Ownership information and other corporate gover-
nance data for all the firms in the sample were col-
lected directly from the firms’ Management Proxy
Circulars, as contained in the SEDAR database for
each fiscal year included in this investigation. This
database was designed so that the corporate gover-
nance information for a given fiscal year would re-
present the corporate governance mechanisms pre-
sent at the beginning and for the duration of that
year.

Large shareholdings (LSHt) is measured as the
proportion of outstanding shares directly or indirect-
ly controlled by a group of large shareholders in the
firm’s ownership structure. Canadian securities regu-
lations require disclosure of significant shareholders,
both individual and institutional, which beneficially
own or exercise control at least a 10 percent of the
firm’s outstanding shares. Therefore, only the identi-
ties of large shareholders are disclosed in the firms’
Management Proxy Circulars. Two further variables
were created to distinguish whether the firm's ow-
nership structure is dominated by large inside or
outside shareholders.

As defined earlier, a large inside shareholder is
an individual who is also an executive of the firm, or
else a company whose owner or member of the ow-
ner’s family is an executive of the firm. On the other
hand, a large outside shareholder is defined as a
person or company that does not participate in the
management of the firm. For the group of firms, the
variable LSH_inst captures the overall percentage of
outstanding shares held by large inside shareholders,
while the variable LSH_outt captures the overall
percentage of outstanding shares held by large outsi-
de shareholders. These measures are consistent with
much of the prior governance empirical research,
such as Coles et al. (2001), Randgy and Goel (2003)
and Maury and Pajuste (2004).

It is worth noting that many firms in this sample
have multiple large shareholders. For instance, the
maximum number of individual large shareholders
disclosed by a single firm is four. However, | identi-
fied many instances where these multiple large sha-
reholders had family and/or fiduciary links, and were
therefore classified as a group of either large inside

unduly restricted sample sizes. However, this measure is also
known to produce downward-biased measures, and is prone to
rank incorrectly.

2 If a firm has more than one share class listed, 1 summed the

market values of the different share classes.
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or outside shareholders. Along with inside/outside
classification, | also identified in the sample firms
with concentrated voting power in the hands of a
single large shareholder.

The indicator variable CONTRt captures firms
having a single shareholder with direct or indirect
control of over fifty-one percent of the voting capi-
tal. The study by Klein et al. (2004) uses a similar
cutoff to classify a single controlling shareholder in
the ownership structure.

Other control variables

Similar to many governance studies (e.g., Coles et
al., 2001; Cotter and Sylvester 2003), I controlled for
other governance attributes. The proportion of outsi-
de, unrelated directors on the board (OUTt) generally
measures the independence of the board and its ef-
forts to monitor top management, particularly the
Chief Executive Officer (CEO). In a concentrated
ownership context such as Canada, boards also mo-
nitor large inside shareholders. It follows that an
outside director is independent of and unrelated to
management™® and is free of any interest and any
other business or relationship which could, or could
reasonably be perceived to, materially interfere with
the director’s ability to act with a view to the best
interests of the company, other than interests and
relationships arising from shareholding.** The stu-
dies by Core et al. (1999), Coles et al, (2001), and
Klein et al. (2004) adopt a similar proxy. DUALITY
is an indicator variable that captures whether the
CEO simultaneously occupies the position of Chair-
man of the Board. CEO ownership (CEOSHLY) is
measured by the ratio of the number of shares direct-
ly or indirectly controlled by the firm’s CEO to the
firm’s total amount of outstanding shares in the same
period. This variable is intended to measure the ow-
nership of professional CEOs, and therefore excludes
CEOs who are at the same time large inside share-
holders. As such, CEO shareholdings greater than (or
close to) 10 percent and CEOs with family links to a
large shareholder are considered large inside share-
holders (LSH_inst). Consistent with the study by
Bushman et al. (1996), the relative importance of
CEO performance-contingent compensation
(CCOMPY) is measured by the ratio of cash bonus
plus stock options granted to the total compensation
earned by the CEO in the same period. The CEQ’s
total compensation includes salary, cash bonuses,
other compensations, and stock options. Stock opti-
ons are valued at 25% of their exercise price at the
time of the grant.*®

B 1f any of the following applied to a director of the sampled
firms, she/he was not classified as an outside, unrelated director:
employee of the company (currently or within the last three
years); executive of an affiliated company; director providing
legal, auditing, or consulting services to the company; or director
with family links to the firm’s CEO or a significant shareholder.

1 Definition used by the Toronto Stock Exchange (TSE — 1994),
Corporate Governance Guidelines.

5 Murphy (1999) raises some issues related to the evaluation of
stock options granted to executives (distinguishing between cost of

| measured additional variables to control for o-
ther factors that have been shown to impact on firm
performance. Firm SIZEt is measured by the loga-
rithm of the firm's total assets for each year, and is
included in the analysis to account for potential eco-
nomies of scale and the monitoring complexity that
larger firms require.’ In addition, larger firms have
lower growth opportunities, implying a negative
correlation between firm size and the measure of
firm future performance. Similar to the studies by
Agrawal and Knoeber (1996), and Randgy and Goel
(2003), I control for firm use of debt financing. Debt
financing (DEBT?) is measured by the ratio of the
firm’s book value of short- and long-term debt to
total assets. The use of debt financing is in fact a
governance mechanism,’” and a high level of debt
financing is assumed to negatively affect the firm’s
growth and profitability. A dummy variable
(CROSSt) was created to capture Canadian public
firms with stock traded on the NYSE, AMEX, and/or
NASDAQ. Recent studies, including Doidge (2004),
suggest that firms that cross-list in the US also signal
their quality and willingness to comply with a stricter
set of governance measures. Industries vary widely
in the degree of fixed assets they carry and in the
degree to which they use debt, with corresponding
differences in firm value and financial performance.
Accordingly, I also control for industry effects by
applying dummies to the one-digit industry groups
extracted from the Compustat database.'®

4. Results
Descriptive analysis

Table 1, Panel A presents the summary statistics for
the sample variables using the full sample (N=402),
including means, medians, standard deviations, mi-
nimums, and maximums. Table 1, Panel B presents
the variable means and standard deviations for the
following sub-samples: firm-year observations for
firms with a majority of large inside shareholders
(LSH_inst, N=219) versus firms with a majority of
large outside shareholders (LSH_outt, N=183). Co-
lumn three in Table 1, Panel B presents the results of

options to the firm and value to executives) and to the fact that no
recognized valuation methodology has been developed to date.
Lambert et al. (1993) state that evaluating options at 25% of their
exercise price generates values similar to those obtained with more
sophisticated evaluation models. This paper follows the stock
option valuation method used by Core et al. (1999).
18| also used the logarithm of the sales to measure size, and the
results are identical to those presented in the subsequent section.
Yermack (1996) also shows robust results with diverse size meas-
ures.
™ Further details on the level of debt financing as an internal
governance mechanism can be found in Agrawal and Knoeber
(1996).
8 Similar to Morck et al. (1988), several authors also include a
measure for R&D and marketing expenses. Unfortunately, the
allowable capitalization for R&D expenses in Canada makes it
difficult to determine this variable. In addition, Canadian firms are
not required to post their marketing costs separately in their
financial statements. Yermack (1996) also includes measures for
current and past performance. The absence of these variables
reduces the predictive power of our regression model.
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a test of mean differences between the two sub-
samples.

Insert Table 1, Panels Aand B

The variable measuring firm’s future perfor-
mance (Qt+1) for the full sample of the firms has a
skewed distribution with a mean (median) of 1,341
(0,844). For this variable, 25% of the firm-year ob-
servations have Qt+1 greater than 1,461, and 25%
have Qt+1 lower than 0,606. As expected, most of
the observations in the upper 95% percentile (Qt+1=
> 5,092) represent firms with two-digit SIC 28 —
Chemicals and allied products, classified in the non-
durable manufacturing economic sector. Average
Qt+1 are 1,235 and 1.468 for firms with a majority
of large inside shareholders and large outside share-
holders, respectively (Table 1b).

The proportion of shares owned by large share-
holders (LSHt - Table 1, Panel A) is normally distri-
buted with a mean (median) of approximately 50.3%
(51.7%). Overall ownership by large shareholders
and large inside shareholdings is greater in this Ca-
nadian sample of public companies than in US stu-
dies (e.g., Bushee, 1999). Large inside shareholder
ownership is represented by the LSH_inst variable,
with an overall mean (median) of 24% (12%). In the
sub-sample of firms with a majority of large inside
shareholders (N = 219), approximately 122 firms
have as the main large shareholder either an indivi-
dual who is also the CEO and/or board chairman, or
else a company related to the CEO and/or board
chairman. The variable LSH_outt measures overall
ownership by large outside shareholders, with a
mean (median) of 26.4% (15.4%). In the sub-sample
of firms with a majority of large outside shareholders
(N=183), the largest shareholder is either a financial
institution (N = 96) or an industrial firm (N= 87).
Overall, the variables LSHt, LSH_inst and LSH_outt
document that this sample of Canadian firms has a
greater proportion of outstanding shares held by
large shareholders than the average US public firm.
As mentioned above, this situation offers a unique
setting to investigate whether the identity and close-
ness to management of large shareholders have diffe-
rent performance effects.

The OUTt variable measures the proportion of
outside directors on the board. In the full sample
(Table 1, Panel A), this variable is normally distribu-
ted with a mean (median) of 64.8% (66.7%). In the
US, Barnhart and Rosenstein (1998) and Core et al.
(1999) obtained results of 60.1% and 64% outside
directors, respectively. Magnan et al. (1999) found
an average of 66.2% outsiders in a sample compri-
sing 139 of the 150 largest firms listed on the Toron-
to Stock Exchange. Table 1, Panel B documents that
the average proportion of outside directors is signifi-
cantly greater (71.1%) in the sub-sample of firms
with a majority of large outside shareholders than
that obtained in the sub-sample with a majority of
large inside shareholders (59.5%) (t-test = 6.71).
CEO is also the board chair, DUALITYt, in 42.0%
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of the firm-year observations. CEO duality is signifi-
cantly higher (56.2%) in the subgroup of firms with a
majority of large inside shareholders than in the
subgroup of firms with a majority of large outside
shareholders (25.1%) (t-test = 6.28).

As discussed earlier, CEO shareholdings greater
than 10 percent and/or CEO shareholdings with
family links to a large shareholder are considered
large inside shareholdings (LSH_inst). CEO owners-
hip (CEOSHLY) in the full sample is skewed with a
mean (median) of approximately 0.8% (0%). Howe-
ver, CEOSHIt as a measure of professional manageri-
al ownership is meaningful in the sub-sample of
companies with a majority of large outside sharehol-
ders, with a mean (median) of 1.1% (Table 1, Panel
B). This level of managerial ownership is compa-
rable to those found in the studies by Barnhart and
Rosenstein (1998) and Core et al. (1999), which
found slightly higher levels in the US, with manage-
rial ownership at mean (median) of 2.2% (0%) and
1.5% (0.0%), respectively.

The CCOMPt variable captures the relative im-
portance of CEO performance-contingent compensa-
tion. This variable is normally distributed with a
mean (median) value of 36.4% (36.5%). Analysis of
the percentiles for this variable indicates that almost
17% of our sample observations have values equal
(or close) to 0. This means that CEO compensation
packages do not include, or have an insignificant
proportion of, performance-contingent components
for approximately 20% of the sample. Although not
reported, note that the average cash bonus in this
sample is 28%, while the value of stock options is on
average 19% of the CEQ's total compensation for the
same period.'® Table 1, Panel B shows no significant
difference (t-test = 0.792) in the variable CCOMPt
between the two large shareholder sub-samples. The
CROSSt variable indicates that 26.6% of firm-year
observations, or 35 firms, are cross-listed in the US
(20 in the large outside shareholder group and 15 in
the large inside shareholder group). The SIZEt vari-
able for the full sample is normally distributed with a
mean (median) of 12.47 (12.42). Since the measure
of firm performance (Qt+1) is also a function of the
firm’s total assets, SIZEt is expected to be negatively
associated with the Qt+1 ratio. The variable DEBTt
is also normally distributed, with a mean (median) of
43.8% (44.9%). As shown in Table 1, Panel B, there
are no significant differences in SIZEt among the
subgroups, although the large inside shareholder
group is more highly indebted DEBTTY) than the large
outside shareholder group.

Insert Table 2, Panels A and B here

Table 2 compares sub-groups within firms with
a majority of large inside (Panel A) and outside (Pa-

® This result is similar to that of Magnan et al. (1999), which
documents CEO average annual bonus at 31% and stock options at
25% of total compensation during 1994-1996 for the 100 largest

Canadian firms.
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nel B) shareholder sub-samples. Panel A contrasts
large inside shareholdings in the absence of another
large outside shareholder (136 of 219, or 62.1% of
large inside shareholder observations, and 33.8% of
the full sample) with large inside shareholdings in
the presence of a large outside shareholder in the
ownership structure (83 of 219, or 37.9% of large
inside shareholder observations, and 20.6% of the
full sample). It should also be noted that the majority
of large inside shareholder firms are owned by indi-
viduals or families. The only significant difference
between these two groups beyond the presence of a
large outside shareholder is sole control of the firm
by a large family shareholder in 40.4% percent of
cases, compared to 22.9% percent when family-
owned firms have a large outside shareholder.

Table 2, Panel B breaks down the majority of
large outside shareholder sub-sample (183 observati-
ons) based on the identity of the largest outside sha-
reholder: financial (96 of 183, or 52.6% of large
outside shareholders, and 23.9% of the full sample)
versus industrial (87 of 183, or 47.5% of large outsi-
de shareholders, and 21.6% of the full sample). The-
se two sub-groups differ significantly. Firms with an
industrial largest shareholder outperform the financi-
al firms. Firms with an industrial largest shareholder
are also larger and have fewer outsiders on the board,
greater CEO contingent compensation, and less CEO
duality. Table 3 presents the mean values of the Qt+1
ratio by different levels of large shareholdings for the
full sample and for the sub-samples of firms with a
majority of large inside and outside shareholders.
Table 3 shows a decreasing and monotonic associa-
tion between Qt+1 and the different levels of large
shareholdings. Empirical evidence based on US
samples documents a positive performance effect of
large shareholders, suggesting that the presence of
large shareholders increases the monitoring of mana-
gerial decision-making. In the US, however, large
shareholder ownership, along with the presence of
families, founders, and management among these
large shareholders, is much lower than in Canadian
public firms (Bushee, 1999). A decreasing and mo-
notonic association between Qt+1 and large share-
holding is also observed in the sub-sample of firms
with a majority of large outside shareholders, while a
curvilinear association is observed in the sub-sample
of firms with a majority of large inside shareholders.
In this last sub-sample, firm performance appears to
increase when total large inside shareholdings reach
fifty percent, or ownership control level.

Insert Table 3 here

Table 4, Panel A presents the Pearson correlati-
on coefficients among the main variables investiga-
ted for the full sample. The proportion of ownership
by large shareholders, LSHt, is negatively correlated
with the measure of firm’s future performance Qt+1.
Surprisingly, the correlation between firm’s future
performance and large shareholdings is not statisti-
cally significant, for either large insider or large
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outsider shareholdings. As expected, Qt+1 is positi-
vely correlated with the proportion of outsiders on
the board (OUTY), cross-traded firms (CROSSt), and
the relative importance of CEO performance-
contingent compensation (CCOMPY). Also as expec-
ted, firm future performance is negatively correlated
with firm SIZEt and DEBTt. Table 4, Panel A do-
cuments a negative correlation between large inside
shareholdings (LSH_inst) and the proportion of out-
side directors on the board (OUTt). However, this
correlation is positive for large outside shareholdings
(LSH_outt).

As expected, Table 4, Panel A documents a ne-
gative correlation of proportion of outside directors
(OUTY) to duality, presence of a controlling share-
holder, and CEO ownership. Finally, the dummy
variable CROSSt is positively correlated with the
relative importance of CEO performance-contingent
compensation and firm size, and negatively correla-
ted with firm’s level of debt financing. Overall, these
univariate results are consistent with empirical evi-
dence in the prior governance literature (e.g., Agra-
wal and Knoeber, 1996; Barnhart and Rosenstein,
1998). Table 4, Panels B and C present the Pearson
correlations for sample variables within the two sub-
samples of large shareholders. Surprisingly, the cor-
relation between large shareholdings and firm future
performance is not significant among the sub-sample
of firms with a majority of inside large shareholders.
Contrary to expectation, large shareholdings are
negatively correlated with firm performance in the
sub-sample of firms with a majority of large outside
shareholders. The positive correlation between the
proportion of outside directors (OUTt) and firm
performance (Qt+1) remains significant only for the
sub-sample of firms with a majority of large outside
shareholders (LSH_outt). As expected, CEO ow-
nership is positively correlated with firm performan-
ce and negatively correlated with large shareholdings
in the sub-sample of firms with a majority of large
outside shareholders (Table 4, Panel C). These re-
sults seem to support my argument that the perfor-
mance effect of large shareholders may depend on
their identity and closeness to management.

Insert Table 4, Panels A and B here
Regression analysis

Similar to numerous governance studies (e.g., Claes-
sens et al., 2002; Maury and Pajuste, 2004; Klein et
al.; 2004), | estimated the following multivariate
regression model:

Qit+1 = « + BLLSH_insit + B2LSH_outit +B3CEOSHit +
BACONTRIt + F5OUTIt + SBDUALITYit + f7TCCOMPIt +
MBCROSSit + MDEBTIit + BL0SIZEit + Year dummies
(Y97, Y98) 2° + Industry dummies (IND1 to IND4) 2 + ¢

2 As discussed previously, the data used contains firm governance
information for three consecutive fiscal years (1997, 1998, and
1999). Two dummy variables, with values of 1 or 0, were created
to determine whether governance information relates to fiscal
years 1997 and 1998.
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where the subscript i = 1, ...159 identifies individual
firms, t = 1997, 1998 and 1999 denotes time periods, and
Qit+1 =firm i's Q ratio in year t+1
LSH_insit = percentage of outstanding shares held by firm
i’s large inside shareholders in year t
LSH_outit = percentage of outstanding shares held by firm
i’s large outside shareholders in year t
CEOSHit = firm i's level of CEO ownership in year t
CONTRIt = dummy equals 1 if firm i has a controlling
shareholder in year t
OUTt = firmi's percentage of independent board direc-
tors in year t
DUALITYit = dummy equals 1 if firm i’s CEO and
Chairman are the same person in year t
CCOMPIt = firm i's relative importance of CEO perfor-
mance-contingent compensation (total bonus and opti-
ons/total compensation) in year t
CROSSit = dummy equals 1 if firm i’s shares are cross-
traded in year t
DEBTIt = firm i's indebtedness in year t
SIZEit =firmi's log of total assets in year t

In order to test the proposed hypotheses, | esti-
mated a panel regression model®® using the General
Least Square (GLS) method, with appropriate
control for random effects. In a cross-sectional time-
series sample such as this study data set, the Ordina-
ry Least Square (OLS) assumption that all observati-
ons are independent can lead to misspecification due
to serial correlation of the error terms for observati-
ons from the same firm (Baltagi, 2001). The pooled
GLS technique, however, allows for cross-sectional
heteroscedasticity and serial correlation, while the
random-effects estimator is the weighted average
effect of omitted variables that may be constant over
the sampled firms. Although not reported here, 1 also
estimated the year-by-year regression model using
OLS and the pooled sample using clustered OLS.
Overall, the results are very similar to the GLS esti-
mation with random effects. Finally, | performed a
Hausman test to evaluate whether fixed effects esti-
mators would be more efficient than random effects
estimators. The result of the Hausman test (5* = 5.42)
leads to the conclusion that the GLS random estima-
tion is as efficient as a fixed effects estimation.

Insert Table 5 here

2 According to the firms’ primary two-digit SIC codes, and
following Standard & Poor’s Economic Sector classification, the
firms included in my final sample were reclassified into six sepa-
rate economic sectors: (1) Primary, (2) Manufacturing (non-
durable), (3) Manufacturing (durable), (4) Transportation and
utilities, (5) Wholesales and retailers, and (6) Consumer service. A
dummy variable, with values of 1 and 0, was created for each of
the first five economic sectors mentioned above.

22 See, Baltagi (2001) for more details on population models that
explicitly contain time- and individual-constant unobserved
effects. Before performing the regression analyses, | conducted
certain diagnostic tests to improve model specification and better
interpret further OLS or GSLS estimates. | also performed the
Breusch-Pagan (B-P-G) and Goldfeld-Quandttest tests for the null
hypothesis of equal error variance in the sample (Homoscedastic-
ity) and the Chow test for structural change.
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Table 5 presents the GLS results for the regres-
sion model, which examines the main effects of large
shareholdings along with other governance attributes
on firm performance. In Equation (1), | examine the
associations using the full sample, and do not distin-
guish whether the firm’s large shareholdings are
owned by inside or outside shareholders. In Equati-
ons (2), (3) and (4), | examine the proposed associa-
tions by looking at firms with a majority of inside
large shareholders while distinguishing between
inside shareholding with and without the presence of
an outside large shareholder in the ownership struc-
ture. In equations (5), (6) and (7), | examine the
proposed associations by looking at firms with a
majority of large outside shareholders while distin-
guishing between financial and industrial largest
shareholder. In all these analyses, the model controls
for other internal mechanisms in the firm’s gover-
nance structure, and proves to have significant pre-
dictive power, with adjusted r-squares ranging from
0.15 to 0.46. This compares very favorably with
other governance studies, which generally explain
from 5% to 10% of the performance variance.

The estimated coefficients reported in Table 5
Equation (1) document that ownership concentration,
as measured by overall ownership of large sharehol-
ders, including both inside and outside sharehol-
dings, is negatively associated with firm performan-
ce.”® This suggests that large shareholdings tend to
be harmful to firm performance in this sample of
Canadian publicly-traded firms. This negative asso-
ciation contrasts with evidence found using a US
sample (e.g. Shleifer and Vishny, 1997), and may be
explained by higher levels of large shareholdings and
the presence of multiple large shareholders in the
ownership structures in this Canadian sample. This
result is consistent, however, with the agency cost of
private ownership proposed by Schulze et al. (2001),
which suggests that large shareholdings compromise
the efficiency of market forces as external governan-
ce mechanisms and negatively impact firm perfor-
mance. In equations (2) and (5) | segment the sample
and estimate the model for firms with a majority of
large inside and outside shareholders, respectively.
In Equation (2), the proportion of ownership by large
shareholders is not significant for either large inside
(LSH_insy) or outside (LSH_out;) shareholder cate-
gories. Similarly, in Equation (5), the proportion of
ownership by large outside shareholders is not signi-
ficantly associated with firm performance. However,
support for hypothesis (1) is found when the sub-
sample of firms with a majority of large inside sha-
reholders is segmented into two sub-groups: with
and without large outside shareholders — Equations
(3) and (4), respectively.

% The particular interest of this study is the distinction between
large inside and outside shareholders, but to provide a further
contrast to the previous literature, | also present the results (Equa-
tion 1) with a variable measuring the firms’ total large sharehold-
ings.
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Interestingly, in Equation (3), the coefficient of
large inside shareholdings is negative and signifi-
cant, while in Equation (4), neither of the large sha-
reholdings coefficients (LSH_ins, and LSH_out; ) is
significantly associated to firm performance. More
precisely, Equation (3) in Table 5 indicates that
when firms are exclusively controlled by large inside
shareholders, a 1% increase in the ownership by
insiders leads to an average 2% decrease in firm
performance, as measured by firm’s Q ratio.
Contrastingly, Equation (4) suggests that large inside
shareholdings do not have the same performance
impact when in the presence of an outside sharehol-
der with a significant interest in the firm. Although
these results do not provide direct support for hypo-
thesis (1), the contrast between Equations (2), (3),
and (4) corroborates this study’s argument that the
impact of large shareholdings on firm performance
varies by closeness to firm management. The results
suggests that ownership concentrated in the hands of
large inside shareholders tends to be perceived by the
market as entrenched shareholding, and therefore
better able to extract value to the detriment of the
firm’s value to minority shareholders. This is con-
sistent with the evidence found in the studies by
Morck et al. (1988) and Claessens et al. (2002).
Further, the results contribute to the evidence provi-
ded by the study by Maury and Pajuste (2004) on the
coalition and performance impact of large family and
institutional shareholders. In sum, | interpret these
results as evidence that the controlling coalition and
negative performance effect of large inside sharehol-
ders is mitigated when in the presence of monitoring
by outside large shareholders.

In contrast to hypothesis (2), the results in Table
5 suggest that voting control in the hands of a single
shareholder is negatively associated to firm perfor-
mance only in firms with a majority of large outside
shareholders in this Canadian sample. More precise-
ly, the coefficient estimated for the variable measu-
ring voting concentration (CONTROL;) in Equations
(2), (3), and (4) is not significantly associated to firm
performance. However, this coefficient is negative
and statistically significant at 90% levels in Equati-
ons (5) and (7). Although not reported here, | also
estimated equations (2) and (5), making a distinction
between the presence of inside and outside control-
ling large shareholders, with similar results. As such,
I interpret the null effect of controlling shareholders
on firm performance among firms with a majority of
large inside shareholders as evidence that entrench-
ment and/or voting power concentration is already
captured by the variables measuring large inside
shareholdings. This is apparently the case for the
sub-sample of large inside shareholders (Equation 2),
since firms with large individual and family share-
holdings very often have a single shareholder with
direct or indirect voting control. Moreover, the e-
xistence of non-voting or subordinate voting shares
is greater in the sub-sample of firms with a majority
of large inside shareholders than in the sub-sample of
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firms with a majority of large outside shareholders.
As such, contrasting to hypothesis 2, the lack of
association between the variables CONTROL;; and
Qu+1 seems to indicate that the penalty applied to the
voting control of large inside shareholders is margi-
nal when compared to firms with a majority of large
outside shareholders. Apparently, the market does
not discriminate between voting control and owners-
hip concentration in owner-managed firms.

Given that the presence of multiple large share-
holders is common in the ownership structure of this
Canadian sample, the lack of support for hypothesis
2 may also be interpreted as evidence that voting
concentration in the hands of a single shareholder
among multiple large inside shareholders may not
have the same negative performance impact as it
does in a less concentrated ownership structure, such
as in the US and the UK. On the other hand, as do-
cumented in Table 5, Equation 5, firms with a majo-
rity of large outside shareholders are apparently
penalized for having a single controlling shareholder
in the ownership structure. Nevertheless, the contrast
between Equations (6) and (7) suggests that this
result is driven by firms with an industrial sharehol-
der as largest shareholder. This difference may be
explained by the view that the fiduciary responsibili-
ties of financial institutions make them closer moni-
tors, which may in turn reduce the negative perfor-
mance impact of voting control.

Along this line of reasoning, hypothesis 3 in-
vestigates whether the identity of the largest share-
holder affects the association between ownership
concentration and firm performance. In order to
investigate this hypothesis, | segmented the sub-
sample of firms with a majority of large outside
shareholders into two complementary sub-groups:
firms with a financial institution and firms with an
industrial as the largest shareholder in the ownership
structure — Equations (6) and (7) respectively. These
two categories can be contrasted with Equation (3),
which was estimated with firms having individuals
and families as the largest shareholder. As discussed
earlier, the coefficient of large shareholdings in E-
quation (3) is negative and statistically significant at
95% level, while these coefficients are not statistical-
ly significant (or different) in Equations (6) and (7).
Thus, the results document a performance difference
between the categories of individual/family and
institutional largest shareholder, but no significant
difference between the two categories of institutional
shareholders, financial and industrial. Although these
results may be driven by the limited number of ob-
servations in each largest outside shareholder catego-
ry, the results are similar to the comparison between
the performance impact of large inside and outside
shareholders. As such, I interpret the results in Equa-
tions (3), (6), and (7) as providing no support for
hypothesis 3. Apparently, the identity of large share-
holders has no effect on the performance impact of
either large inside or outside shareholders.
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A further contrast among the equations reported
in Table 5 provides some interesting results regar-
ding the performance impact of other governance
attributes. CEO ownership, for example, has a posi-
tive performance impact within the industrial largest
shareholder category, while this effect seems to be
negative within firms with a financial institution as
largest shareholder, and it is not statistically signifi-
cant within firms with an individual or family as
largest shareholder. The relative importance of
CEQO’s performance-contingent compensation and
the firm’s stock being traded on another stock ex-
change yield a significant positive association with
our measure of firm performance, but only for firms
with a majority of large inside shareholders. This
mechanism probably plays a counterbalancing effect
in closely held firms. A practical implication of this
result is that large inside shareholders hoping to
reduce agency costs should strengthen alternative
governance mechanisms such as those provided by
performance-contingent compensation.

Surprisingly, the conventional agency wisdom
on the positive performance effect of outside direc-
tors is not supported by the results reported in Table
5. This may be interpreted as support for the argu-
ment that independent directors may be ineffective
monitors when serving on boards dominated by large
shareholders. First, despite their impartial status and
ability to offer advice on certain decisions, indepen-
dent directors may have little influence on decisions
involving family members or other large inside sha-
reholder matters. Second, large inside shareholders
tend to appoint to their boards outside directors who
are close friends and/or happen to have a fiduciary
relationship with the firm, which may compromise
the directors’ independence and monitoring efforts.**
Finally, firm’s level of debt financing is negatively
associated with performance only in firms with a
majority of large outside shareholders, confirming
the expected greater use of debt financing by this
sub-group. As expected, firm’s size is, in general,
negatively associated with the measure of firm per-
formance.?®

5. Discussion and conclusions

This study provides evidence of the associations
between ownership concentration and firm perfor-
mance, while distinguishing between the presence of
large inside and outside shareholders in the firm’s
ownership structure. | focused on Canadian public
firms with large shareholders because the presence
of multiple large shareholders as well as family ow-
ners is greater in Canada than in countries with simi-
lar levels of legal protection for investors, such as the
US and the UK. The empirical results provide seve-

2 See for example the studies by Zeckhauser and Pound (1990)
and Barnhart and Rosenstein (1998).

% For instance, sensitivity analysis shows that debt financing is
negatively associated to firm performance only within the sub-
group of firms with diffuse ownership and a majority of large
outside shareholders.
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ral contributions to the literature of ownership con-
centration in publicly-traded firms. The results for
the performance effect of ownership concentration
contradict the prior governance literature, which
suggests that the presence of large shareholders en-
hances firm performance by closely monitoring ma-
nagement actions and influencing management deci-
sions to the benefit of all shareholders. The evidence
documented in this study suggests the contrary. In
this sample of closely held Canadian public firms,
large inside shareholdings tend to be negatively
associated to firm performance, while no association
is found in firms with a majority of large outside
shareholdings in their ownership structure. Con-
sistent with the entrenchment perspective, | interpret
the results as evidence that firm performance of
closely held firms tends to be negatively affected
when the presence of large inside shareholders, sup-
ported by officers and directors appointed by the
dominant shareholder, threatens to capture private
benefits to the detriment of residual owners. In addi-
tion, given the greater proportion of family owners
among the large inside and outside shareholders in
this Canadian sample of public firms, the results
support the argument that conflicts of interest, com-
bined with the effects of external market failures,
threaten market performance in this type of privately
held firm. The evidence seems to support the argu-
ment that owner management in closely held firms is
not the governance panacea that agency theory as-
sumes it to be (Schulze et al., 2001).

As to the distinction between large inside and
outside shareholders, this study also investigates
whether concentrated voting power in the hands of a
single shareholder is associated to firm performance,
and whether the identity of the owner affects this
association. Concentrated voting power is negatively
associated to firm performance only in firms with a
majority of large outside shareholders. This could be
because, relative to firms without a single controlling
shareholder, voting rights by outsiders may represent
a coalition between management and shareholders
designed to efficiently divert profit to themselves.
The results regarding the identity of the owners are
not conclusive, but apparently a different performan-
ce impact exists between family and institutional
large shareholders. Although | believe this study
represents an important first step in the examination
of the association between ownership concentration
and firm performance, while distinguishing between
inside and outside large shareholdings, it is important
to point out the limitations inherent in this empirical
investigation. | assume that large shareholders not
directly participating in the firm’s management are
outsiders, and therefore independent monitors of
management decision-making. Thus, a caveat should
be noted, since an outside shareholder may have a
certain amount of influence in the management
through the appointment of managers and participa-
tion on the board of directors. Also, given the use of

non-voting shares and the presence of multiple large
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shareholders in the ownership structure of this Cana-
dian sample, further research might consider refining
the classification of large inside and outside share-
holders to take into account the different voting
rights and fiduciary duties of large shareholders in
the ownership structure. Finally, a number of impor-
tant empirical issues undoubtedly remain to be in-
vestigated regarding the potential cost of large sha-
reholders. One interesting extension of this study
would be to examine the sensitivity of the firm's
performance-contingent payouts to firm performan-
ce, while distinguishing between inside and outside
control. This may provide some answers to the
question of whether entrenched insiders use perfor-
mance compensation packages to extract non-
justified pecuniary benefits.

References

1. Agrawal, A. and Knoeber, C.R. (1996), “Firm Per-
formance and Mechanisms to Control Agency Prob-
lems between Managers and Shareholders,” Journal
of Financial and Quantitative Analysis, September,
Vol.31, Iss. 3, p. 377-397.

2. Agrawal, A. and Mandelker, G. N. (1990), “Large
Shareholders and the Monitoring of Managers: the
Case of Antitakeover Charter Amendments,” Journal
of Financial and Quantitative Analysis, Vol. 25, 2.

3. Amoako-Adu, B. and Smith, B. F. (2001), “Dual class
firms: Capitalization, ownership structure and recapi-
talization back into single class,” Journal of Banking
& Finance, June, Vol. 25, Iss. 6, p. 1083-1114.

4. Baltagi, Badi H. (2001), “Econometric analysis of
panel data,” 2nd edition, Chichester, J. Wiley.

5. Barca, F. and Becht, M. (2001), “The control of cor-
porate Europe.” Oxford University Press.

6. Barnhart S. and Rosenstein S. (1998), “Board Com-
position, Managerial Ownership, and Firm Perfor-
mance: An Empirical Analysis,” The Financial Re-
view, Vol. 33, p. 1-16.

7. Ben-Amar W. and André P. (2005), “Separation of
Ownership from Control and Acquiring Firm Perfor-
mance: The Case of Family Ownership in Canada,”
Journal of Business Finance & Accounting.

8. Berle, A. and Means, G., (1932), “The Modern Cor-
poration and Private Property”. Macmillan, N. Y.

9. Bertrand, M., Mehta, P. and Mullainathan, S. (2002),
“Ferreting out tunneling: An application to Indian bu-
siness groups,” The Quarterly journal of Economics,
February, Vol. 117, Iss. 1.

10. Bigelli, M and Mengoli, S. (2004), “Sub-Optimal
Acquisition Decisions under a Majority Shareholder
System,” Journal of Management and Governance,
Vol. 8, Iss. 4, p. 373.

11. Bushee, B. (1999), “Do Institutional Investors Prefer
Near-Term Earnings over Long-Run Value?” Article
presented at the 14th Contemporary Accounting Re-
search Conference, Vancouver, October, 37p.

12. Bushman R.M., Indjejikian, R.J. and Smith A. (1996),
“CEO Remuneration: The Role of individual Perfor-
mance Evaluation,” Journal of Accounting and Eco-
nomics, Vol. 21, p. 161-193.

13. Chung K.H., Pruitt S.W. (1994), “A simple approxi-
mation of Tobin’s Q,” Financial Management, V. 25.

14. Claessens, S. and Djankov, S., Fan, J.P.H., and Lang,
L.H.P. (2002), “Disentangling the Incentive and

VIRTUS,

17.

[EEN

20.

21.

22.

26.

217.

28.

29.

30.

32.

33.

8.

Entrenchment Effects of Large Shareholdings,” The
Journal of Finance, Vol. LVII, n.6, p.2741-2771.

5. Coles J.W., McWilliams V.B. and Sen N. (2001), “An

examination of the relationship of governance mecha-
nisms to performance,” Journal of Management, vol.
27, p. 23-50.

Core J.E., Holthausen R.W. and Larcker D. (1999),
“Corporate governance, chief executive officer remu-
neration, and firm performance,” Journal of Financial
Economics, March, Vol. 51, no 3, p. 371-406.

Cotter J., Sylvester M. (2003), “Board and Monito-
ring Committee Independence,” Abacus vol. 39.
Craighead, J. A.; Magnan, M. L., and Thorne, L.
(2004), The impact of mandated Disclosure on per-
formance-Based CEO Compensation, Contemporary
Accounting Research, VVol.21 N.2, pp.369-398.
Crongyvist, H. and Nilsson, M. (2003), “Agency Costs
of Controlling Minority Shareholders,” Journal of Fi-
nancial and Quantitative Analysis, December, Vol.
38, Iss. 4, p. 695.

Cubbin, J. and Leech, D. (1983), “The Effect of Sha-
reholding Dispersion on the Degree of Control in Bri-
tish Companies: Theory and Measurement,” The Eco-
nomic Journal, June, Vol. 93, Iss. 370, p.351-370.
Daniels, R., Halpern, P. (1996), “Too close for com-
fort: The role of the closely held public corporation in
the Canadian economy and the implications for public
policy,” Canadian Business Law Journal, Vol. 26.
Demsetz H. (1983), “The structure of ownership and
the theory of the firm,” Journal of Law and Econo-
mics, Vol. 26.

Demsetz, H. and Lehn, K. (1985), “The structure of
corporate ownership: Causes and Consequences,”
Journal of Political Economy, Vol. 93, no 6.

Doidge, C. 2004. “U.S. Cross-Listings and the Private
Benefits of Control: Evidence from Dual Class
Firms,” Journal of Financial Economics Vol. 72.
Dyck, A. and Zingales, L. (2004), “Private Benefits of
Control: An international Comparison,” The Journal
of Finance, April, Vol. 59, Iss. 2, p. 537-600.

Faccio, M. and Lang, L. H. P. (2002), “The ultimate
ownership of Western European corporations,” Jour-
nal of Financial Economics, September, Vol. 65, 3.
Fama, E. F. and Jensen, M. C. (1985), “Organizatio-
nal Forms and Investment Decisions,” Journal of Fi-
nancial Economics, March, Vol. 14, Iss. 1.

Hellwig, M. (2000), “On the economics and politics
of corporate finance and corporate control,” in Xavier
Vives, ed., Corporate Governance, Cambridge Uni-
versity Press, Cambridge.

Jensen, M. and Meckling, W. (1976), “Theory of the
firm: Managerial Behaviour, Agency Costs and Ow-
nership structure,” Journal of Financial Economics,
Vol. 3, p. 305-360.

Johnson, S. La Porta. R., Lopez-de-Silanes, F., and
Shleifer, A. (2000), “Tunneling,” The American Eco-
nomic Review, May, Vol. 90, Iss. 2, p.22-28.

Klein, P., Shapiro, D. and Young, J. (2004), “Corpo-
rate governance, family ownership and firm value: the
Canadian evidence,” Simon Fraser University.

La Porta, R., Lakonishok, J., Shleifer, A., and Vishny,
R. W. (1997), “Good news for value stocks: further
evidence on market efficiency,” The Journal of Fi-
nance, June, Vol. 52, Iss. 2, p. 859-874.

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., and
Vishny, R. W. (1998), “Law and Finance,” The Jour-
nal of political Economy, December, Vol. 106, Iss. 6.

107

@

NTERPRESS



Corporate Ownership I Control / Volume 3, Issue 3, Spring 2006

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44.

45.

46.

47.

108

La Porta, R., Lopez-de-Silanes, F., and Shleifer, A.
(1999), “Corporate ownership around the world,”
Journal of Finance, Vol.54, n.2, p.471-517.

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., and
Vishny, R. W. (2002), “Investor protection and corpo-
rate valuation,” The Journal of Finance, June, Vol.
57, 1ss. 3, p. 1147-1170.

Lambert, R.A., Larcker, D.F. and Weigelt, K. (1993),
“The structure of organizational incentives,” Admi-
nistrative Science Quarterly, September, Vol. 38, 3.
Lehmann, E. and Weigand, J. (2000), “Does the
governed corporation perform better? Governance
structures and corporate Performance in Germany,”
European Finance Review, Vol.4, p. 157-195.
McConnel, J. and Servaes. H. (1990), “Additional
evidence on equity ownership and corporate value,”
Journal of Financial Economics, Vol., 27, p.595-612.
Magnan M., St-Onge S. and Calloc’h Y. (1999), “The
impact of directors’ power on the use of performance-
contingent remuneration for CEOs,” document de tra-
vail — HEC Montreal.

Maury, B. and Pajuste, A. (2004), “Multiple large
shareholders and firm value,” Journal of Banking &
Finance, forthcoming.

Morck R., Shleifer A. and Vishny R.W. (1988),
“Management Ownership and Market Valuation: An
Empirical Analysis,” Journal of Financial Econo-
mics, January/March, Vol. 20, no 1-2, p. 293

Morck, R., Yeung, B., and Yu, W. (2000), “The
information content of stock markets: Why do emer-
ging markets have synchronous stock price move-
ments?,” Journal of Financial Economics, Oct/Nov,
Vol. 58, Iss. 1and 2, p. 215.

Morck, R. and Yeung, B. (2003), “Agency problems
in large family business groups,” Entrepreneurship
Theory and Practice, Summer, Vol. 27, Iss. 4, p. 367.
Murphy K. J. (1999), “Executive compensation,” in
Ashenfeleter O. and Card D., Handbook of Labor E-
conomics, Vol. 3, North Holland.

Nenova, T. (2003), “The value of corporate voting
rights and control: A cross-country analysis,” Journal
of Financial Economics, June, Vol. 68, Iss. 3, p. 325.
Pagano, M. and R&ell, A. (1998), “The choice of
stock ownership structure: Agency costs, monitoring,
and the decision to go public,” Quarterly Journal of
Economics, Vol. 113, Iss. 1, p.187-225.

Pound, J. (1995), “The promise of the governed cor-
poration,” Harvard Business Review, March-April,
Vol. 73, Iss. 2.

VIRTUS,

48.

49.

50.

51.

52.

53.

54.

55.

56.

57.

58.

59.

Randgy, T. and Goel, S. (2003), “Ownership structu-
re, founder leadership, and performance in Norwegian
SMEs: implications for financing entrepreneurial op-
portunities,” Journal of Business Venturing, Vol. 18,
Iss. 5, p. 619-637.

Schulze, W. S., Lubatkin, M. H., Dino, R. N. and
Buchholtz, A. K. (2001), “Agency relationship in fa-
mily firms: Theory and evidence,” Organization
Science, Vol. 12, Iss. 2, p. 99-116.

Shleifer, A. and Vishny, R. (1986), “Large sharehol-
ders and corporate control,” Journal of Political Eco-
nomics, Vol. 94, Iss. 3, p.461-488.

Shleifer, A. and Vishny, R. (1997), “A survey of
corporate governance,” Journal of Finance, Vol. 52,
Iss. 2, p.737-782.

Sudarsanam, S. (1996), “Large shareholders, takeo-
vers and target valuation,” Journal of Business Finan-
ce & Accounting, March, Vol. 23, Iss. 2, p. 295-314.
TSE - Toronto Stock Exchange Committee on Corpo-
rate Governance in Canada (1994), “Where were the
Directors?” (The Dey Report), Toronto, Canada.
Villalonga. B. (2004), “Intangible resources, Tobin’s
g, and sustainability of performance differences,”
Journal of Economic Behavior & Organization,
Vol.54, Iss. 2., p. 205-230.

Yermack D. (1996), “Higher market valuation of
companies with a smaller board of directors,” Journal
of Financial Economics, Vol. 40, no 2, p. 185-212.
Zeckhauser R.J. and Pound J. (1990), “Are Large
Shareholders Effective Monitors? An Investigation of
Share Ownership and Corporate Performance,” in
Hubbard R. G., Asymmetric Information, Corporate
Finance, and Investment, Chicago, IL: Univ. Of Chi-
cago Press, p. 149-180.

Zhang, G. (1998), “Ownership concentration, risk
aversion and the effect of financial structure on in-
vestment decisions,” European Economic Review,
Vol. 42, Iss. 9, p. 1751.

Zingales, L. (1995), “What determines the value of
corporate votes?,” The Quarterly Journal of Econo-
mics, Nov., Vol. 110, Iss. 4; p. 1047-1073.

Zingales, L. (1995a), “Insider ownership and the
decision of go public,” The Review of Economic Stu-
dies, Jul., Vol. 62, Iss. 212; p. 425.

®

NTERPRESS



Corporate Ownership & Control / Volume 3, Issue 3, Spring 2006

Appendices

Table 1 Panel A Descriptive Statistics for a sample of Canadian firms with Large Shareholders from 1997-

1999
Variables N Mean Median Std. Minimum Maximum
Deviation
Qu1 402 1.341 0.844 1.39%4 0.033 8.588
LSH 402 0.503 0.517 0.247 0.090 0.988
LSH_out, 402 0.264 0.154 0.283 0.097 0.970
LSH_ins, 402 0.240 0.121 0.278 0.097 0.937]
OUT, 402 0.648 0.667 0.181 0.200 1.000]
DUALITY, 402 0.420 0.000 0.494 0.000 1.000]
CONTR; 402 0.343 0.000 0.475 0.000 1.000]
CEOSH 402 0.008 0.000 0.018 0.000 0.089
CROSS; 402 0.266 0.000 0.443 0.000 1.000]
CCOMP, 402 0.364 0.365 0.258 0.000 0.954
SIZE, 402 12.470 12.425 1.699 7.012 17.301
DEBT, 402 0.438 0.449 0.180 0.013 0.799

Panel B. Means and mean difference between the sub-samples of Canadian firms with a majority of large in-
side shareholders and a majority of large outside shareholders

Sub-sample of firms Sub-sample of firms Mean difference between
with a majority of with a majority of firms with a majority of
large INSIDE large OUTSIDE large INSIDE and OUTSIDE
shareholders shareholders shareholders
Variables N Means Std-Deviation | N Means Std-Deviation t- statistic p-value
Qits1 219 1.235 1.122] 183 1.468 1.657 1.676 0.094
LSH, 219 0.524 0.229| 183 0.477 0.264 1.907 0.057
LSH_out, 219 0.087 0.146] 183 0.475 0.261 18.804 0.000
LSH_ins, | 219 0.440 0.231| 183 - - - -
OUT;, 219 0.595 0.178] 183 0.711 0.164 6.710 0.000
CEOSH;, - - - 183 0.011 0.021 -
CCOMP; 219 0.355 0.265| 183 0.375 0.250 0.792 0.428
DEBT;, 219 0.474 0.183[ 183 0.395 0.166 -4.472 0.000
SIZE;; 219 12.471 1.706( 183 12.468 1.694 -0.016 0.987
- statistic p-value
DUALITY;| 219 0.562 0.497] 183 0.251 0.435 -6.276 0.000
CONTRy 219 0.338 0.474] 183 0.350 0.478 0.249 0.804
CROSS; 219 0.242 0.429] 183 0.295 0.457 1.199 0.230

Qit+l =

firm i's Q ratio in year t+1; LSHit = percentage of outstanding shares held by large shareholders of firm i in year t; LSH_outit =

percentage of outstanding shares held by large outside shareholders of firm i in year t; LSH_insit = percentage of outstanding shares held
by large inside shareholders of firm i in year t; OUTt = firm i's percentage of independent directors on the board in year t; DUALITYit =
dummy equals 1 if firm i’s CEO and Chairman are the same person in year t; CONTRt = dummy equals 1 if firm i has a controlling share-
holder in year t; CEOSHt = firm i's level of CEO ownership in year t; CROSSt = dummy equals 1 if firm i’s share is cross-traded in year t;
CCOMPt = firm i's relative importance of CEQ’s performance-contingent compensation in year t; SIZEt = firm i's log of total assets in year
t; DEBTt = firm i's indebtedness in year t.
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Table 2.

Panel A. Canadian firms with a majority of large inside shareholders: Sample means and tests of difference
between the sub-group of firms having only large inside shareholders and the sub-group of firms combining

large inside and outside shareholders

Firms with only Firms with Mean difference
large inside large inside and outside between the two

Variables shareholders shareholders sub-groups

N Means Std-Deviation N Means Std-Deviation | _t-statistic p-value
Qi1 136 1.261 1.134 83 1.192 1.107 -0.441 0.659
LSH, 136 0.504 0.227 83 0.557 0.231 1.659 0.098
LSH_out, 136 - - 83 0.229 0.155 - -
LSH_ins, 136 0.506 0.219 83 0.331 0.209 5.836 0.000
OUT, 136 0.594 0.192 83 0.598 0.154 0.200 0.842
CCOMP, 136 0.366 0.268 83 0.337 0.260 -0.770 0.442
DEBT, 136 0.480 0.183 83 0.465 0.185 -0.561 0.576
SIZE, 136 12.596 1.809 83 12.265 1.510 -1.396 0.164

- statistic p-value

DUALITY, 136 0.551 0.499 83 0.578 0.497 0.388 0.698
CONTR; 136 0.404 0.493 83 0.229 0.423 -2.664 0.007
CROSS, 136 0.279 0.450 83 0.181 0.387 -1.654 0.098

Panel B. Canadian firms with a majority of large outside shareholders: Sample means and tests of difference
between the sub-group of firms having a financial institution as largest outside shareholder and
the sub-group of firms having an industrial as largest outside shareholder

Qil+l =

Firms with Firms with Mean difference
Financial Institution as Industrial as between the two
Variables largest shareholder largest shareholder sub-groups
N Means Std-Deviation N Means Std-Deviation | t-statistic p-value
Q1 96 1.247 1.329 87 1712 1.935 1.909 0.058
LSH, 96 0.484 0.286 87 0.469 0.238 0.361 0.718
LSH_out, 96 0.484 0.286 87 0.469 0.238 0.361 0.718
OUT, 96 0.741 0.154 87 0.677 0.169 -2.681 0.008
CEOSH, 96 0.012 0.022 87 0.010 0.019 -0.476 0.634
CCOMPy 96 0.329 0.261 87 0.426 0.229 2.664 0.008
DEBT, 96 0.382 0.165 87 0.410 0.167 1.138 0.256
SIZE, 96 12.128 1.626 87 12.844 1.698 2912 0.004
- statistic p-value
DUALITY, 96 0.302 0.462 87 0.195 0.399 -1.661 0.097
CONTR; 96 0.312 0.466 87 0.391 0.491 1.109 0.267
CROSS, 96 0.323 0.470 87 0.264 0.444 -0.867 0.386

firm i's Q ratio in year t+1; LSH; = percentage of outstanding shares held by large shareholders of firm i in year t; LSH_out; =
percentage of outstanding shares held by large outside shareholders of firm i in year t; LSH_ins;; = percentage of outstanding shares held by
large inside shareholders of firm i in year t; OUT, = firm i's percentage of independent directors on the board in year t; CEOSH; = firm i's
level of CEO ownership in year t; CCOMP; = firm i's relative importance of CEO’s performance-contingent compensation in year t; DEBT;
= firm i's indebtedness in year t; SIZE; = firm i's log of total assets in year t; DUALITY it = dummy equals 1 if firm i’s CEO and Chairman
are the same person in year t; CONTRt = dummy equals 1 if firm i has a controlling shareholder in year t;; CROSSt = dummy equals 1 if
firm i’s share is cross-traded in year t.

Table 3. Q ratio by different levels of large shareholdings

Qi+ Ratio
Sub-sample of firms with a majority of
Level of Full sample Large outside Large inside
Large shareholders shareholders
Shareholdings (LSH,) (LSH_out,) (LSH_ins,)
N N N
10-30% 107 1.837 58 1.883 78 1.519
30-50% 88 1.197 34 1.661 50 0.884
>50% 207 1.152 91 1.132 91 1.184
Total N 402 183 219

LSHi; = percentage of outstanding shares held by large shareholders of firm i in year t; LSH_outj; = percentage of outstanding
shares held by large outside shareholders of firm i in year t; LSH_ins;; = percentage of outstanding shares held by large inside
shareholders of firm i in year t.
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Table 4 - Pearson Correlation Matrix Panel A — Full sample (N=402)

Qui 1 2. 3. 4. 5. 6. 7. 8. 9. 10,
1.LSH, -0.173 ***
0.001
2. LSH_ins, 0.077 0.396 ***
0.124 0.000
3. LSH_out, 0.078 0.454 *** 0,626 ***
0.117 0.000 0.000
4. OUT, 0105 ** 0255 %= 0315 * 0089 *
0.035 0.000 0.000 0.074
5. DUALITY, 0.136 ***  0.068 0.275 ** 0198 *** 0,101 **
0.006 0177 0.000 0.000 0.043
6. CONTR, 0.039 0.658 ***  0.301 ***  0.276 ***  -0.135 **  -0.021
0.437 0.000 0.000 0.000 0.007 0.669
7. CEOSH, 0.079 0.091 * 0.108 ** 0002 0.114 ** 0027 0.024
0.116 0.069 0.031 0.962 0.023 0.594 0.630
8. CROSS, 0195 ** 0,018 0.039 0.031 0.070 -0.045 0.003 0.100 **
0.000 0.716 0.439 0.538 0.160 0.364 0.949 0.046
9. CCOMP, 0.169 ***  -0.056 0.005 -0.058 0.068 -0.019 0.001 0.057 0.107 **
0.001 0.259 0.918 0.244 0.173 0712 0.992 0.259 0.033
10, SIZE, 0.119 ** 0153 ** 0124 **  0.004 0.089 *  -0.036 0227 *** 0,204 %+ 0,179 ***+ 0,367 **
0.017 0.002 0.013 0.934 0.073 0472 0.000 0.000 0.000 0.000
11. DEBT, 0.303 *** 0101 ** 0192 *** -0.089 * 0.091 * 0.100 ** 0032 0119 **  -0.164 *** 0,071 0.317 ***
0.000 0.043 0.000 0.074 0.068 0.045 0517 0.017 0.001 0.154 0.000

Table 4 - Pearson Correlation Matrix, continued

Panel B — Sub-sample of firms with a majority of large inside shareholders (N = 219)

Qi 1 2. 3. 4. 5 6 7. 8. 9. 10,
L LSH, -0.054
0424
2. LSH_ins, -0.030 0.762 ***
0.658 0.000
3. LSH_out, -0.054 0.273 *** 0,364 ***
0.429 0.000 0.000
4. OUT, -0.005 0.087 0.143 ** 0096
0.945 0.202 0.034 0.156
5. DUALITY, 0.144 * 0101 0.061 0.110 -0.045
0.034 0.136 0.372 0.105 0.504
6. CONTR, 0.045 0.667 ***  0.688 ***  -0.034 -0.037 0.011
0.504 0.000 0.000 0.619 0.586 0.872
7. CEOSH, -0.028 0.052 0.014 -0.027 0.274 ** 0,082 0.062
0.684 0.443 0.833 0.692 0.000 0.225 0.358
8. CROSS; 0288 *** 0163 ** 0196 *** -0.090 -0.012 0.048 0.205 ***  0.231 ***
0.000 0.016 0.004 0.183 0.862 0.480 0.002 0.001
9. CCOMP, 0.124 * 0.079 0.056 -0.009 0.026 0.063 0.132 * 0.133 %% 0.152 **
0.068 0.246 0.407 0.901 0.706 0.356 0.050 0.049 0.025
10, SIZE, 0.119 * 0.257 ***  0.271 ***  .0.055 0.063 0.001 0321 *** 0,008 0.208 ***+ 0,327 %
0.080 0.000 0.000 0.420 0.357 0.986 0.000 0.151 0.002 0.000
11. DEBT, -0.199 ***  -0.003 0.044 -0.035 -0.019 0.001 0.019 -0.101 -0.089 0.137 ** 0,202 *x*
0.003 0.971 0.522 0.610 0.780 0.994 0.776 0.135 0.190 0.043 0.000

Table 4 - Pearson Correlation Matrix, continued Panel C — Sub-sample of firms with a majority of large outsi-

de shareholders (N = 183)

Qun 1 2. 3. 4. 5. 6. 7 8. 9. 10,
1.LSH, -0.247 ***
0001
2. LSH_ins,
3. LSH_out, 0.248 *** 1.000 ***
0001 0.000
4, OUT, 0.165 ** -0.412 *** 0.412 ***
0026 0000 0,000
5. DUALITY, 0.099 0.032 0.032 0.063
0182 0.668 0,668 0397
6. CONTR, 0.110 0.660 *** 0.660 ***  -0.288 ***  -0.029
0138 0000 0,000 0,000 0.700
7. CEOSH, 0.127 * 0.184 ** 0.184 ** -0.070 0.247 ***  -0.108
0086 0013 0013 0348 0001 0146
8. CROSS; 0.121 0.112 -0.112 0.135 * 0.126 * -0.223 ***  -0.027
0102 0131 0131 0.069 0088 0002 0713
9. CCOMP, 0.211 *** 0.199 *** 0.199 *** 0.104 0.075 -0.166 ** -0.028 0.049
0,004 0007 0,007 0163 0313 0024 0.711 0509
10, SIZE, 0.124 * 0.045 0.045 0.137 * 0.093 0.116 -0.311 ***  0.148 ** 0.419 ***
0094 0544 0,544 0.065 0212 0119 0.000 0.046 0.000
11. DEBT, 0.394 *** 0.182 ** 0.182 ** -0.030 0.088 0.109 -0.083 -0.238 *** 0.038 0.368 ***
0000 0014 0014 0688 0.239 0143 0.267 0,001 0614 0,000

Qit+1 = firmi's Q ratio in year t+1; LSHit = percentage of outstanding shares held by large shareholders of firm i in year t;
LSH_outit = percentage of outstanding shares held by large outside shareholders of firm i in year t; LSH_insit = percentage
of outstanding shares held by large inside shareholders of firm i in year t; OUTt = firm i's percentage of independent direc-
tors on the board in year t; DUALITYit = dummy equals 1 if firm i’s CEO and Chairman are the same person in year t;
CONTRt = dummy equals 1 if firm i has a controlling shareholder in year t; CEOSHt = firm i's level of CEO ownership in
year t; CROSSt = dummy equals 1 if firm i’s share is cross-traded in year t; CCOMPt = firm i's relative importance of
CEO’s performance-contingent compensation in year t; SIZEt = firm i's log of total assets in year t; DEBTt = firm i's indeb-

tedness in year t
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Table 5. GLS Regressions on the association between firm performance (Q1) and large shareholdings for a
sample of Canadian firms over the period 1997-1999

(€5 @ (©)] (©) (©) ®) (@)
Firms with Firms with Firms with Firms with Firms with Firms with
Independent Full a majority of only large inside a majority of financial institution industrial
Variables Sample large inside large inside and outside large outside as largest as largest
shareholders shareholders shareholders shareholders shareholder shareholder
LSH, -0.708 **
(2.09)
LSH_ins, -0.669 -1.852 ** 1.577
(1.14) (2.32) (1.62)
LSH_out, -0.257 0.265 -0.141 0.117 -0.758
(0.46) (0.31) (0.24) (0.18) (0.60)
CEOSH, 20.569 * -6.679 25.405 *
(1.85) (0.850 (1.70)
CEOSHFIN 29.927 **
(1.98)
LSH_out *FIN 0.121
(0.48)
CONTR; 0.000 0.349 0.353 0.221 -0.511 * 0.049 -0.849 *
(0.00) (1.52) (1.12) (0.61) (1.75) (0.17) (1.80)
OUT, 0.256 0.171 -0.156 0.398 -0.045 0.597 -1.069
(0.69) (0.39) (0.26) (0.65) (0.07) (0.91) (0.85)
DUALITY, -0.061 -0.199 -0.057 -0.379 0.259 -0.122 0.667 *
(0.43) (1.12) (0.24) (1.52) (1.07) (0.48) (1.65)
CCOMP, 0.360 * 0.505 * 0.110 0.685 * 0.175 -0.073 0.53
(1.72) (1.89) (0.29) (1.68) (0.56) (0.31) (0.76)
CROSS; 0.617 *** 0.774 *** 1.124 *** 0.518 0.200 -0.317 0.663
(2.73) (2.96) (352) (1.21) (0.54) (0.79) (1.040
DEBT; -0.357 0.805 * 0.706 0.166 -2.731 *** -2.312 *** -3.554 **
(0.97) (1.92) (1.24) (0.26) (4.18) (4.35) (2.50)
SIZE, -0.159 *** -0.218 *** -0.143 * -0.233 ** 0.007 -0.227 ** 0.242
(2.76) (3.24) (1.67) (2.10) (0.07) (2.02) (1.44)
Year and industry dummies variables not reported
Constant 3.02 *** 3.614 *** 3.11 *** 3.721 *** 1.321 3.492 ** 2.324
(4.08) (4.35) (2.84) (2.88) (0.97) (2.40) (0.87)
Number of observ. 402 219 136 83 183 96 87
N of id_cg 159 85 59 40 79 44 41
AdjR-Sq 0.153 0.157 0.217 0.395 0.239 0.321 0.456

* significant at the 10 percent level; ** significant at the 5 percent level; *** significant at the 1 percent level.

Table 5, continued

The regressions are performed using a random-effects specification in which all observations within a firm are collapsed
into one observation. Numbers in parentheses are t-statistics. Dependent variable is Qit+1 = firm i's Q ratio in year t+1.
Independent variables are; LSHit = percentage of outstanding shares held by large shareholders of firm i in year t;
LSH_insit = percentage of outstanding shares held by large inside shareholders of firm i in year t; LSH_outit = percentage
of outstanding shares held by large outside shareholders of firm i in year t; CEOSHt = firm i's level of CEO ownership in
year t; CEOSHt*FIN= firm i's level of CEO ownership in year t interacting with a dummy variable for firms with a financi-
al institution as largest shareholder; LSH_outit*FIN= percentage of outstanding shares held by large outside shareholders of
firm i in year t interacting with a dummy variable for firms with a financial institution as largest shareholder; CONTRt =
dummy equals 1 if firm i has a controlling shareholder in year t; OUTt = firm i's percentage of independent directors on the
board in year t; DUALITYit = dummy equals 1 if firm i’s CEO and Chairman are the same person in year t; CROSSt =
dummy equals 1 if firm i’s share is cross-traded in year t; CCOMPt = firm i's relative importance of CEQO’s performance-
contingent compensation in year t; DEBTt = firm i's indebtedness in year t; SIZEt = firm i's log of total assets in year t.
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