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Abstract

The luxury sector is one of the most significant segments of the
economy. It is increasingly attracting the interest of investors
given the high margins and growth that companies in this sector
exhibit. What is the “secret” of this outstanding performance?
Extant literature shows that firm-level strategies, i.e. marketing
policies, supply-chain management, R&D investments, etc. are the
keys to luxury company success. However, it neglected the
investigation of ownership structure, in the context of the agency
theory, as another determinant of company performance. This is
an important gap since evidence indicates that ownership
structure affects features that are crucial to the success of luxury
firms. Accordingly, this paper uses a large panel dataset of luxury
companies (1,153 unique firms and 8,253 firm-year observations)
located in the European continent, OLS multivariate regression
models with robust econometric features as well as a robustness
test that controls for endogeneity and explores these firms from
an agency theory perspective. It finds that luxury entities with
higher ownership concentration perform better than the others.
This relationship is stronger among non-EU member states and
was not affected by the financial crisis. This investigation
complements extant research on luxury companies showing that
their governance does matter in explaining their success; thus it
suggests to researchers of the luxury sector that the ownership
structure of these entities cannot be ignored. The evidence
reported in the paper helps owners and managers of luxury firms
to detect potential agency issues and investors to spot features of
highly profitable luxury firms.
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1. INTRODUCTION

Ownership of firms and the issues related to this

topic have given rise to an entire body of research
on corporate governance. The impact of the
ownership structure on firm life and performance
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has always been under the spotlight in several
contexts and in different types of economies (e.g.
Lskavyan and Spatareanu, 2006). The first warning
about possible relationships between ownership and
firm performance came from Adam Smith in 1776
who stated that ‘directors of limited companies are
the managers of other people’s money. For this
reason, it cannot be expected that they watch over it
with the “same anxious vigilance” with which the
partners in a private co-partnery frequently watch
over it’ (Smith, 1776). One century and a half later,
Berle and Means (1932) claimed that the growing
dispersion of ownership was creating a separation
between ownership (shareholders) and control
(managers) of firms. Jensen and Meckling (1976)
introduced the Agency Theory stating that the
owners of firms (principals) hire skilled managers
(agents) to run the firm on their behalf. However,
they state that interests of the agents are not always
the same as those of the principals, thus it creates a
sort of agency problem. On the basis of that, it has
been argued that when the ownership is highly
dispersed the performance of firms may suffer
because of the usurpation of power from the
managers that may follow their own interests rather
than those of the owners.

The analysis of the relationship between
ownership concentration and firm performance has
been widely investigated in different contexts such
as highly efficient market economies (e.g. Acheson et
al.,, 2016; Lskavyan and Spatareanu, 2006), small
stock market economies (e.g. Grimaldi, 2016; Ntoung
et al., 2017; Kapopoulos and Lazaretou, 2007
Scafarto et al., 2017), emerging economies (e.g. Abu
Haija and Alrabba, 2017; Al-Matari et al., 2017,
Ganguli, 2016; Lskavyan and Spatareanu, 2006;
Mayur, 2016; Phung and Mishra, 2016). Overall, the
findings of previous studies highlight benefits
coming from high ownership concentration but
there are also others that conclude that high levels
of shareholdings in the hands of few people create a
different type of conflict of interests, that between
major shareholders and minority shareholders.
Accordingly, ownership concentration can also
become detrimental or have no significant effects on
company performance.

Extant research has looked at the relationship
between ownership structure and company
performance at sector level such as banks (Shehzad
et al., 2010), insurance companies (Cheng et al.,
2017; Ke et al., 1999), pharmaceutical entities (Nath
et al., 2015), financial service industry (Mudambi and
Nicosia, 1998). However, the review of the literature
has not found any paper focused on the luxury
industry although it is a significant sector for the
economy and the interest of financial investors in
luxury firms has been growing persistently because
of their high margins and high growth (Deloitte,
2017). Indeed, statistics indicates that just the top
100 luxury firms, generate $212 billion of sales, with
a year-over-year luxury goods sales growth of 6.8%, a
composite return on assets of 7.9% and a composite
net profit margin of 9.7%, thus an average
performance much stronger than that of leading
consumer products companies (Deloitte, 2017).

Research on luxury firms, in fact, has focused
more on investigating how factors that are peculiar
to this industry like brand equity management (Kim
and Kim, 2005), logistic and supply chain
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management (Brun and Castelli, 2008), export
strategies (Aulakh et al, 2000), purchasing
management (Luzzini and Ronchi, 2010) determine
company performance. Surprisingly, no study took
into account the organizational structure of such
companies and, in particular, their ownership
characteristics. This is an important gap in the
literature because there is evidence that indicates
that ownership structure has a significant impact on
features that are crucial to the success of luxury
firms such as technological innovation (Choi et al.,
2012; Gudmundson et al.,, 2003; Teece, 1996),
creation, ownership, protection and use of difficult-
to-imitate commercial and industrial knowledge
assets (Teece, 2000), R&D investments (Lee and
O’neill, 2003; Yanbing, 2007; Ting et al.,, 2016),
performance of intellectual capital (Shahveisi et al.,
2017). Ownership structure, having an effect on the
above-mentioned features, may consequently impact
the success of luxury firms.

This paper aims to fill this gap and, using a
large sample of luxury firms located in the European
continent (1,153 unique firms and 8,253 firm-year
observations), explores whether ownership
concentration has an impact on different aspects of
their performance, namely, profitability, efficiency,
and liquidity. It finds that luxury firms with higher
ownership  concentration exhibit a  better
performance. This relationship is stronger in
countries that are not members of the European
Union, thus subject to weaker regulation systems
that exacerbate the conflict of interests between
ownership and control in the presence of dispersed
shareholdings (Burkart and Panunzi, 2006). Finally, it
shows that the relationship between ownership
concentration and firm performance is not affected
by the global financial crisis.

This investigation complements extant research
on luxury companies looking at such entities from
an agency theory point of view. It shows that the
type of ownership of these firms does matter in
explaining their success. The findings of this paper
could be of interest to owners of luxury firms which
could investigate whether their companies have
significant agency problems and may want to
mitigate any potential agency conflict. They are
relevant for investors that could spot the features of
highly profitable luxury firms. Finally, they can also
be used to extend extant studies on this sector and
investigate whether the efficacy of firm-level
strategies in terms of marketing, supply chain,
logistic, etc. is affected by firm ownership structure.

The rest of the paper is organized as follows.
Section 2 explores the literature on the agency
theory and the reasons why ownership structure
may affect company performance. It also describes
the main features of the luxury industry, the
determinants of the performance of luxury firms
and highlights the missing, but relevant, the link
between ownership structure and performance of
such firms. Finally, in accordance with the literature
investigated, this section reports the hypotheses
that will be empirically tested. Section 3 describes
how the firms included in the sample have been
selected. It defines how ownership concentration is
estimated providing also some preliminary
descriptive statistics about it and it reports the
different dimensions of firm performance examined
(i.e. profitability, efficiency, and liquidity). This
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section ends by explaining the regression models
and the econometric techniques used to test the
hypotheses. Section 4 presents and discusses the
empirical results. It also reports additional analyses
that include a robustness test that controls for
endogeneity and the investigation of the effect of
the financial crisis on the main results. Finally,
Section 5 closes the paper highlighting its main
conclusions, contributions, and limitations. It also
provides some ideas for future research.

2. LITERATURE REVIEW AND HYPOTHESES
DEVELOPMENT

The progressive growth of firms and the consequent
separation between people that invest their capital
in the companies and those who actually run the
day-to-day business gave rise to the literature on
corporate governance. Back in 1776, Adam Smith
stated that ‘directors of limited companies are the
managers of other people’s money. For this reason,
it cannot be expected that they watch over it with
the ‘same anxious vigilance’ with which the partners
in a private co-partnery frequently watch over it’
(Smith, 1776). The same concepts were recalled 156
years later by Berle and Means who argued that ‘the
significant growth of firms makes extremely difficult
for the original owners to maintain their majority
stockholdings because stocks become dispersed
among a large number of small shareholders. ‘The
consequence of this dispersal is the usurpation of
power by those who run the day-to-day affairs of the
firm.” (Berle and Means, 1932). This separation
creates a conflict of interests between owners
(principals) and managers (agents) with possible
negative consequences on profit maximization as
theorised by Jensen and Meckling (1976) in their
well-known agency theory. More precisely, it is
argued that dispersed ownership shifts significant
power in the hands of the managers who may have
interests that do not coincide with those of the
shareholders thus corporate resources may not be
used for the maximization of shareholder value
(Claessens and Djankov, 1999). It implies a negative
relationship between the dispersion of
shareholdings and corporate performance.

Another stream of literature developed after
the agency theory claims that high ownership
concentration can lead to a second type of agency
problem (‘agency problem type II') through the
creation of incentives and opportunities for asset
misappropriation and tunnelling from majority
shareholders at the expenses of minority
shareholders (Goldberg et al., 2016; La Porta et al.,
1999; Liu, 2017; Xie, 2017). High ownership
concentration can also significantly affect managers’
strategic decision compromising their ability to
undertake profitable opportunities (Shan and Xu,
2012).

Given the importance of the structure of
ownership for firm performance, numerous studies
investigated this matter at sector level but none has
focused on the luxury industry. Based on recent data
published by Deloitte (2017), the luxury sector looks
particularly attractive with the top 100 luxury firms
generating $212 billion of sales, with a year-over-
year luxury goods sales growth of 6.8%, a compound
composite return on assets of 7.9% and a composite
net profit margin of 9.7%. Such a higher profitability
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and consistent growth have appealed the attention
of investors that monitor such firms as targets of
their investments (Deloitte, 2017).

To the best of our knowledge, researchers that
investigate the determinants of luxury company
performance never looked at corporate governance
aspects. Indeed extant literature mainly focuses on
managerial features of this industry. For example,
Kim and Kim (2005) suggest that well-managed
brand equity through brand loyalty, perceived
quality, and brand image has positive effects the
performance of luxury hotels and chain restaurants.
Atwal and Williams (2009) claim that luxury firm
performance cannot leave marketing out of
consideration. They state that luxury brands need to
stay always close to their luxury consumers and
discover new and different ways to satisfy their
desires departing from traditional marketing tools
that may confuse luxury advertising with that of
other consumer products. Kang and Park (2016)
identify two categories of luxury customers: ‘covert’
and ‘overt’ customers. The former prefer to have
trendy items, value quantity more than quality, and
choose loud luxury goods; the latter exhibit a
comparatively slower purchasing cycle and prefer
classic and limited symbolic items, prioritizing
quality over quantity, and choosing quiet luxury
goods (Kang and Park, 2016). Given such different
approaches to luxury purchase, luxury companies
should target these customers with different
marketing strategies if they want to maximise the
potential profitability that can be obtained from
them. Kim and Ko (2012) suggest that social media
marketing enhances value equity, relationship
equity, and brand equity acting through customers
intimacy and trust and thus positively influencing
their purchase intention (Kim and Ko, 2010). Indeed,
Kim et al. (2012) conclude that consumers’ attitudes
toward luxury brands are the drivers of customer
equity and customer lifetime. Caniato et al. (2011)
investigate supply chain management in the luxury
industry and state that the success in this sector
relies on high standards throughout the whole
supply chain, from production to distribution. Their
evidence is supported by Danese et al. (2016) who
reach the same conclusions looking at 12 Italian
luxury fashion retailers.

While, of course, all of the above-mentioned
areas are crucial keys to success for this type of
companies, it is surprising how research on luxury
firms has neglected the investigation of ownership
structure on firm performance especially in an
industry where several entities are linked to the
name of a founder and are usually owned by
founders or their closest family members or heirs.
This is indeed an important gap because there is
evidence that ownership structure affects features
deemed crucial for the luxury sector such as
technological innovation (Choi et al, 2012
Gudmundson et al., 2003; Teece, 1996), creation,
ownership, protection and use of difficult-to-imitate
commercial and industrial knowledge assets (Teece,
2000), R&D investments (Lee and O’neill, 2003;
Yanbing, 2007; Ting et al., 2016), performance of
intellectual capital (Shahveisi et al.,, 2017). Teece
(1996) claims that firm organization, including
ownership structure, and not just product market
structure is an important determinant of innovation
and acknowledges how such point has been often
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neglected by economists. In his paper, he dedicated
a full paragraph to the ‘principal-agent distortion’
that can affect innovation. Teece (1996, p. 202)
recognises that “firms of great size are rarely owner
managed”. He also discusses that the conflict of
interests between managers (agents) and owners
(principals) may lead the former to follow enterprise
performance at the expense of investments in
innovation. Teece (1996) motivates this statement
highlighting that “the tenure of top management is
usually much shorter than the gestation period for
major innovations” Teece (1996, p. 202). He also
points the finger at the owners, saying that,
sometimes, “may insist on certain expenditure
controls which themselves slow decision making and
thwart innovation” Teece (1996, p. 202). Choi et al.
(2012) find that ownership type, such as
institutional and foreign owners have a significant
impact on innovation. Teece (2000) also highlights
the relevance of firm structure in terms of creation
and protection of know-how or, using his words,
“the creation, ownership, protection, and use of
difficult-to-imitate =~ commercial and industrial
knowledge assets” (Teece, 2000, p. 35). Baysinger et
al. (1991) instead, point out that the level of a firm’s
investment in R&D is a strategy affected by the
potential manager-shareholder conflicts.
Accordingly, Lee and O'neill (2003) find that in
contexts where the conflict of interests between
owners and managers is quite strong, like in the US,
the level of stock concentration is positively related
to the investments in R&D. In line with this evidence,
Yanbing (2007) finds that ownership concentration
affects R&D investments. In particular, Ting et al.
(2016) indicate that family ownership and foreign
ownership concentration are positively related to
company performance especially if they invest more
in R&D. Shahveisi et al. (2017) find that ownership
concentration also increases intellectual capital
performance, except when the owner is the
government. In conclusion, it is clear from these
studies that the ownership structure and the related
agency problems do impact on features that are
relevant indeed for the luxury sector and that may
impact on their performance. This paper aims to fill
this gap and to gather evidence to test the following
hypothesis:

HI: There is a relationship between ownership
concentration and performance of luxury firms.

The majority of studies that investigated the
effect of ownership concentration in different types
of economies and in several sectors document that
firms with higher ownership concentration (i.e. less
separation between ownership and control) are
superior to entities with more dispersed
shareholdings not only in terms of financial
performance (e.g. Abu Haija and Alrabba, 2017,
Acheson et al.,, 2016; Al-Matari, 2017; Hess and
Gunasekarage, 2010; Hu and Izumida, 2008; Ma et
al., 2010; Silva and Majluf, 2008; Ting et al. 2016)
but also in terms of reduced bank riskness (Shehzad
et al. 2010), increased labour productivity (Claessens
and Djankov, 1999), bigger investment in R&D and
innovation (Deng, et al, 2013). Evidence that
contradicts these results also exists. In particular,
there are findings that indicates either the absence
or a non-linear relationship between the level of
ownership concentration and firm performance (e.g.
Campa, 2017; Chen et al., 2005; De Miguel et al,,
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2004; Ganguli, 2016; Mayur, 2016; Phung and
Mishra, 2016; Omran et al.,, 2008) and others that
show that ownership concentration has negative
effects on companies (e.g. Beuselinck and Manigart,
2007; Dam and Scholtens, 2013; Rubin, 2007).

Different reasons have been highlighted for the
presence of contradictory results. While some of
them are methodological since different studies use
dissimilar proxies for company performance (e.g.
Demsetz and Villalonga, 2001), others are related to
the investor protection of countries in which
companies operate (e.g. Burkart and Panunzi, 2006).
Indeed, the latter studies claim that the strength of
country legal protection affects the expropriation of
shareholders as well as blockholders’ incentives to
monitor. Burkart and Panunzi (2006) explain that
when legal protection facilitates monitoring, the
effect of ownership concentration is less important.
By contrast, when legal protection does not ensure
monitoring, ownership concentration must play its
role, irrespective of whether or not the majority
shareholders can  obtain  private  benefits.
Accordingly, this paper aims to look also at the
impact of the strength of the institutional setting on
the relationship between ownership structure and
performance of firms. Thus, the second hypothesis
is formulated as follows:

H2: The strength of the institutional setting has
an impact on the relationship between ownership
concentration and performance of luxury firms.

3. METHODOLOGY

3.1. Sample selection

Using the search criteria in Amadeus database®, the
sample investigated in the paper includes all
companies operating in the European continent that
have the word ‘luxury’ in their ‘Industry and
Activities’ field. The data cover a period from 2005
to 2014 being those years the oldest and the most
recent year available at the time of data collection.
Since some of the variables used for the analyses
must be lagged, the analyses span the period from
2006 to 2014. Starting from a population of 1,567
firms, after deleting all firm-year observations with
missing data and those where some of the variables
included in the models could not be calculated
because of the absence of necessary data, the final
sample counts 1,153 unique companies operating in
31 different countries” and a total of 8,293 firm-year
observations®.

3.2. Ownership concentration

Information about ownership concentration is
collected from Amadeus database. More precisely,
the data employed in the analysis is called ‘BvD
Independence Indicator’, also used in other studies
(e.g. van Rossum and Mosk, 2012). This indicator

® Amadeus is a database Provided by Bureau Van Dijk that contains
information on around 21 million companies across Europe. .
‘Companies are distributed among different countries as follows: Austria
15%, Belgium (40), Bulgaria (17), Czech Republic (26), Germany (29), Spain
66), Finland (13), France (170), United Kingdom (417), Greece (4032, Croatia
2), Hungary (7), Ireland (6), Iceland (1), Italy (160), Lithuania ﬁ ), Latvia
3), Moldova (1), Malta (1), Netherland (21), Norway (14), Poland (14),
Portugal %20), Romania (9), Serbia (2), Russia (39), Sweden (8), Slovenia (2),
Slovakia 22), Turkey (1), Ukraine (4).

The number of total firm-year observations is lower than the number of
unique firms multiplied by the number of years investigated as several firms
did not have data for the entire time series investigated.
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looks at the ownership concentration as the degree
of independence of a company with regard to its
shareholders. It takes values from A to D where: A
indicates that there is no recorded shareholder with
a direct or a total shareholdings higher than 25%, i.e.
these are the companies with the lowest degree of
ownership concentration; B indicates that there is no
recorded shareholder with a direct or a total
shareholdings higher than 50% but at least one has a
shareholdings higher than 25%; C indicates a
company that has a recorded shareholder with a
total or a calculated total ownership over 50%; D
indicates a company that has a recorded shareholder
with a direct ownership of over 50%, i.e. these are
the companies with the highest degree of ownership
concentration. These indicators have been converted
into a number from 1 to 4, thus having an index that
increases in value with the increase of the degree of
ownership concentration. In relation to the sample
investigated, 891 firms (77.28%) have a BvD indicator
of A; 26 firms (2.25%) have a BvD indicator of B; 176
firms (15.26%) have a BvD indicator of C; 60 firms
(5.20%) have a BvD indicator of D, indicating that
two thirds of the companies in the sample have
highly dispersed ownership.

3.3. Measuring firm performance

Numerous papers have examined the relationship
between firm performance and different ownership
structure variables. In doing that the choice of the
variables that could better reflect the former is
particularly relevant. The majority of previous
literature mainly focused on two indicators, namely,
return on assets and Tobin’s Q (see Garcia-Meca and
Sanchez-Ballesta, 2011, p. 43 and Yu, 2013, p. 78 for
a summary of previous studies and performance
variables used). As highlighted by Kiel and Nicholson
(2003), the choice of these two measures is related
to their nature since they represent the two main
proxies used in the literature for the measurement
of accounting-based and market-based performance.
However, the sample used in this study also includes
unlisted firms thus market-based variables are not
applicable.

This paper deals with companies which are
involved in producing and selling luxury goods
and/or services, thus we use indicators that look at
the three main performance areas of such firms:
profitability, efficiency, and liquidity. Profitability is
related to the ability of a company to generate an
adequate return from its assets; efficiency refers to
the ability of an entity to generate sales while
minimising operating costs; liquidity refers to the
ability of a firm to meet financial deadlines. While
these definitions look at three different areas, they

are strictly interrelated. For example, inefficient
companies, in the medium term, cannot generate a
satisfactory profitability; indeed inefficiency means
bad cost management that negatively impacts the
profitability. Higher levels of costs also mean higher
cash outflows that, in turn, affect firm liquidity.
Financial difficulties may require borrowing of
money at higher interest rates with a further
increase in costs and, consequently, a decrease in
profitability.

Company profitability is analysed using the
return on assets ratio (ROA) calculated as net
income divided by beginning total assets. Indeed, it
relates the profit generated by a firm to the amount
of assets invested in the company. Efficiency is
proxied by the profit margin. It is calculated as
operating profit divided by net sales and it
represents the percentage of sales kept in the
company after covering the costs needed to generate
those sales. It indicates how well the process of
generating and selling goods and/or services is
implemented so it is a measure of cost management.
Finally, liquidity is investigated using the current
ratio. It is calculated as current assets divided by
current liabilities and it measures company’s ability
to meet its financial obligations.

The magnitude of the above-mentioned ratios
may be affected by the sector and the country in
which firms operate thus a given ratio could be
satisfactory in one sector/country but disappointing
others. To deal with this situation, country-industry-
year adjusted ratios rather than raw ratios are used
in the analyses, in accordance with other studies
(e.g. Kang and Kim, 2012). This is a more
appropriate approach as it captures how
better/worse a firm performs in relation to its
closest competitors. The three indicators used for
the analyses are then calculated, for each firm, in
each country and for every single year, as follows:

Adjusted ROA (ADJ_ROA) = Firm-level ROA
minus the median ROA of all firms in the sample
that belong to the same industry, year, and country.

Adjusted Profit Margin (ADJ_PM) = Firm-level
profit margin minus the median profit margin of all
firms in the sample that belong to the same
industry, year, and country.

Adjusted Current Ratio (ADJ_CR) = Firm-level
current ratio minus the median current ratio of all
firms in the sample that belong to the same
industry, year, and country.

3.4. Ownership concentration and firm performance
To analyse the effect of ownership concentration on

firm performance the following Model (1) is
estimated:

Y, = a + ByOWNCONC;; + BoSIZE;; + BsLEVie + ByGROWTH;, + Bs CAP_INTENS;; + BsINT_INTENS;, (1)

+ ﬁ7AGEit + ﬁSLISTEDLt + Eit

where:

Y = ADJ_ROA, ADJ_PM or ADJ_CR.

OWNCONC = Indicator variable for the degree
of ownership concentration.

SIZE = Natural logarithm of total assets.

LEV = Total liabilities divided by total assets.

CAP_INTENS = Non-current assets divided by
total assets.
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INT_INTENS = Total intangible assets divided by
total assets.

GROWTH = Annual change in net sales.

AGE = Natural logarithm of the age of the
company.

LISTED = 1 if a company is listed on a financial
market and 0 otherwise.

The relationship between ownership structure
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and firm performance will be examined through the
coefficient g, If it is significantly positive (negative),
it indicates that higher levels of concentrated
ownership improve (disimprove) firm performance.

A set of control variables is also included in the
regression to control for other firm-level factors that
can influence company performance. They include
firm size (e.g. Chen, 2001; Gilson, 1997), firm growth
and leverage (Chen, 2001), investment in long-term
assets and in intangible assets (Maury, 2006), the age
of the company (Anderson and Reeb, 2003) as well
as their listed/unlisted status (Ball and Shivakumar,
2005).

As mentioned in Section 2, Burkart and Panunzi

Y, = a + ByOWNCONC;; + B,SIZE;; + BsLEV;, + ByGROWTH;, + Bs CAP_INTENS;; + BsINT_INTENS;,

(2006) explain that when legal protection facilitates
the monitoring of companies, the effect of
ownership concentration becomes less important. To
test if the legal context matters also on the
relationship between ownership concentration and
performance of luxury firms, model (1) is extended
to separate firms that are located in a country which
is also a member of the European Union (EU), thus
subject to its monitoring and its rules, from those
that are located in the European continent but are
not EU member states such as Iceland, Moldova,
Norway, Serbia, Russia, Turkey and Ukraine. Thus,
HP 2 is tested by the following equation (2):

(2)

+ ByAGE;; + PLISTED;; + BoEUy; + Bro OWNCONC  EUyy + &3,

where:

EU =1 if a company is located in an EU member
state and O otherwise.

All of the other variables are as defined above.

The coefficient g, = represents the marginal
effect of ownership concentration on the
performance of firms located in the EU. If g is
positive (negative) it indicates that the effect of
ownership concentration on the performance of
firms is amplified (reduced) among EU member
states.

All models will be estimated using OLS.
However, since the paper uses panel data (i.e. data
from a group of firms over several years), some
econometric features should be used to make the
outputs of the models more robust. Indeed, in the
presence of panel data, the residuals of classic OLS
may be correlated across firms and time, thus the
estimated standard errors can be biased (Petersen,
2009). Several methods have been proposed for

estimating standard errors in the presence of
residuals correlated across firms or years (For a
detailed analysis and explanation about the different
methods for estimating robust standard errors in
the presence of panel data sets please refer to
Petersen, 2009). Following Petersen (2009), this
paper uses standard errors clustered by the unique
firm since this is the most accurate method in the
presence of a firm effect. However, the models do
control also for the effect of countries and time on
the dependent variables through the inclusion of
country and year dummy variables.

4. RESULTS AND DISCUSSION

4.1. Descriptive statistics and univariate analyses

Table 1 shows the descriptive statistics for the
variables used in the study.

Table 1. Descriptive statistics

N. Mean 1 quartile Median 3 quartile Std. dev.
ADJ_ROA 8,293 0.019 -0.026 0.000 0.050 0.087
ADJ_PM 8,293 0.013 -0.028 0.000 0.057 0.113
ADJ_CR 8,293 0.006 -0.004 0.000 0.006 0.019
OWNCONC 8,293 1.500 1.000 1.000 1.000 0.947
SIZE 8,293 9.799 8.656 9.681 10.825 1.707
LEV 8,293 0.612 0.447 0.642 0.800 0.234
GROWTH 8,293 0.094 -0.069 0.042 0.170 0.363
CAP_INTENS 8,293 0.354 0.088 0.275 0.569 0.300
INT_INTENS 8,293 0.027 0.000 0.001 0.017 0.066
AGE 8,293 3.142 2.639 3.135 3.664 0.822
LISTED 8,293 0.059 0.000 0.000 0.000 0.235

Notes: ADJ_ROA = Year-industry-country adjusted ROA; ADJ_PM = Year-industry-country adjusted profit margin; ADJ_.CR =
Year-industry-country adjusted current ratioo OWNCONC = Indicator variable for the degree of ownership concentration; SIZE =
Natural logarithm of total assets; LEV = Total liabilities divided by total assets; CAP_INTENS = Non-current assets divided by total
assets; INT_INTENS = Total intangible assets divided by total assets; GROWTH = Annual change in net sales; AGE = Natural logarithm
of the age of the company; LISTED = 1 if a company is listed on a financial market and 0 otherwise.

It indicates that, on average, companies over-
perform their peers by around 1.5% in terms of ROA
and profit margin and by 0.6% in terms of current
ratio. The ownership concentration index
averages 1.5 on a maximum of 4 highlighting
significant ownership dispersion. The other
variables indicate that the companies included in the
sample finance their assets by debt rather than
equity given a leverage ratio of around 61%; their
growth is at a rate of 9.14%, in line with the data
provided by Deloitte (2017); they are quite labour
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intensive since non-current assets account, on
average, only for 35% of total assets. Only a small
portion of firms, less than 6%, is listed, supporting
the EU data that indicate that 99% of European
companies are unlisted small-medium enterprises
(European Commission 2015).

Correlation matrix is reported in Table 2.
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Table 2. Correlation table

ADJ_ROA ADJ_PM ADJ_CR OWNCONC SIZE LEV GROWHT CAP_INTENS | INT_INTENS AGE LISTED
ADJ_ROA
ADJ_PM
ADJ_CR 0.126***
OWNCONC -0.009 0.051%***
SIZE 0.051*** -0.013 -0.094***
LEV -0.480** -0.017 -0.017
GROWHT -0.026** -0.020* 0.017 -0.151%**
CAP_INTENS -0.146 0.061*** 0.236*** -0.001 -0.008
INT_INTENS -0.102** 0.003 0.176%** 0.022 -0.001 0.134%**
AGE . . 0.018* 0.0427*** 0.147*** 0.003 -0.112%** 0.103 -0.051***
LISTED -0.027** 0.014 0.038*** 0.162*** 0.321%** -0.027 0.120%** 0.120%** 0.229%** 0.164***

Notes: ADJ_ROA = Year-industry-country adjusted ROA; ADJ_PM = Year-industry-country adjusted profit margin; ADJ_CR = Year-industry-country adjusted current ratio, OWNCONC = Indicator variable for the degree
of ownership concentration; SIZE = Natural logarithm of total assets; LEV = Total liabilities divided by total assets; CAP_INTENS = Non-current assets divided by total assets; INT_INTENS = Total intangible assets divided by
total assets; GROWTH = Annual change in net sales; AGE = Natural logarithm of the age of the company; LISTED = 1 if a company is listed on a financial market and 0 otherwise.

Table 3. Ownership concentration and luxury firm performance

(A) (B)
Dependent variable ADJ_ROA ADJ_PM
0.142%%* 0.1037* ok
INTERCEPT (0.000) (0.000) (0.000)
0.002+* 0.003** 0.001%**
OWNCONC 0.029) (0.029) (0.000)
0.001 0.006"* 0.001%**
SIZE (0.324) (0.000) (0.000)
TEv 01095 01315 20.042%%
(0.000) (0.000) (0.000)
0.039% 0.035+% 0.000
CROWTH 0.000) (0.000) (0.901)
0058 20,042+ 0.015
CAP_INTENS (0.000) (0.000) (0.000)
0.016 -0.034 0.019%
INT_INTENS (0.296) (0.104) (0.000)
CE -0.001 -0.002 0.001%+
(0.653) (0.368) (0.000)
20.020+% 20.0204% -0.002+*
LISTED (0.000) (0.005) 0.034)
Observations 8,293 8,293 8,293
R-squared 0.174 0.110 0.308
F-Stat 37,26 22.87+ 46.69
Year dummies Yes Yes Yes
Country dummies Yes Yes Yes

Notes: P-values (in parentheses below the coefficients) are calculated using robust standard errors. For clarity, the year-specific and country-specific intercepts are omitted. *,

statistically significant at the 10%, 5%, and 1% level or better.
Regression model:

Yit = a + p1IOWNCONCIt + p2SIZEit + B3LEVit + f4GROWTHit + f5CAP_INTENSit + S6INT_INTENSit + f7AGEit + SLISTEDit + ¢it

#* *+% jndicate that a coefficient is

Y = Year-industry-country adjusted ROA (column A); Year-industry-country adjusted profit margin (column B); Year-industry-country adjusted current ratio (column C); OWNCONC = Indicator variable for the degree of
ownership concentration; SIZE = Natural logarithm of total assets; LEV = Total liabilities divided by total assets; CAP_INTENS = Non-current assets divided by total assets; INT_INTENS = Total intangible assets divided by
total assets; GROWTH = Annual change in net sales; AGE = Natural logarithm of the age of the company; LISTED = 1 if a company is listed on a financial market and 0 otherwise.
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Table 2 shows a negative (positive) correlation
between firm profitability (liquidity) and ownership
concentration while the coefficient between the
adjusted profit margin and ownership concentration
is not significant. The three performance indicators
are positively correlated to each other, especially
ADJ_ROA and ADJ_PM (p = 0.639), for the reasons
discussed in section 3.3 that summarised the
interactions between these areas of company
performance. The correlation between the variables
will not be a concern for the multivariate analyses
since the performance indicators are used separately
in the models. Overall, firm performance is
negatively related to the leverage and the amount of
non-current assets, while the sign and the
significance of the correlation coefficients with the
other variables depend on the type of performance.

It is worth noticing that because of the several
correlations between the variables; only a
multivariate analysis can provide statistically
reliable evidence to test the proposed hypothesis. A
diagnostic test for multicollinearity based on the
estimation of the Variance Inflation Factor (VIF)
coefficients for the regression models is employed.
VIFs are always below the threshold of 10 (Kennedy,
2008) thus suggesting that multicollinearity does
not affect the analyses presented below.

4.2. Multivariate analysis

Table 3 reports the estimation of Model 1 to gather
evidence about HPI.

The model is always significant (p-value = 0.000
in all columns) and the R2 goes from 11% (column B)
to 31% (column C).

The coefficient g, is consistently positive and
significant, at least at the 5% level, in all columns. It
indicates that company performance, measured both
in terms of profitability, efficiency, and liquidity, is
higher in the presence of high ownership
concentration. These results are consistent with the
agency theory and with those studies that highlight
benefits in terms of firm performance coming from
concentrated ownership.

In relation to the other control variables, bigger
companies are more efficient, probably because of
economies of scale, and have better liquidity.
Company performance, in all its aspects measured
here, is negatively related to the degree of leverage.
Firms with higher growth opportunities exhibit
higher profitability and efficiency but they do not
show better liquidity since growth requires
investments. Capital intensive firms exhibit, on
average, a performance that is worse than other
entities. Companies with greater investments in
intangibles exhibit a worse level of liquidity. This
type of assets, in fact, is very important for the
luxury sector but it also requires large investments.
However, such investment in intangibles does not
compromise firm profitability and efficiency since
the coefficients related to the variable INT_INTENS
in column A and B are not significant. Liquidity is
also poorer among younger firms probably due to
the significant investments needed at the first stages
of a company life. Finally, company performance,
under all the three aspects investigated, is negatively
related to their ‘listed’ status.

The estimation of Model (2) that investigates
HP2 is reported in the following Table 4.

Table 4. Ownership concentration and luxury firm performance: the effect of EU membership

(A) (B) ©
Dependent variable ADJ_ROA ADJ_PM ADJ_CR
0.089%%* 0.052%+ 0.034%%%
INTERCEPT (0.000) (0.000) (0.000)
0.010%* 0.009% 0.002*
OWNCONC (0.024) (0.089) (0.081)
0.000 0.006* 0.001++
SIZE (0.793) (0.000) (0.000)
Ev 01115 0.133% 20.042%%%
(0.000) (0.000) (0.000)
0041 0.035%% 0.000
GROWTH (0.000) (0.000) (0.748)
200545 0.041%+ 20.014%
CAP_INTENS (0.000) (0.000) (0.000)
0.015 20.037* 20.022%%%
INT_INTENS (0.313) (0.064) (0.000)
0.001 -0.000 20001+
AGE . (0.844) (0.002)
0.015* 0.016% -0.001
LISTED (0.000) (0.019) (0.185)
v 0.006 -0.002 20.005%
(0.497) (0.863) (0.026)
0.011% 20.009* -0.001
OWNCONCEU (0.011) (0.100) (0.425)
Observations 8,293 8,293 8,293
R-squared 0.138 0.110 0.291
F-Stat 60.95** 22,87 93.28%
Year dummies Yes Yes Yes
Country dummies No No No

Notes: P-values (in parentheses below the Coeffza nts) are calculated using robust standard errors. For clarity, the year-specific

and country-specific intercepts are omitted. *, **,
level or better.

Regression model: Yit =
BSLISTEDit + B9EUit + BSOWNCONC*EUit + eit

** indicate that a coefficient is statistically significant at the 10%, 5%, and 1%

o + B1OWNCONCit + 2SIZEit + B3LEVit + f4GROWTHit + f5CAP_INTENSit + 6INT_INTENSit + f7AGEit +

Y = Year-industry-country adjusted ROA (column A); Year-industry-country adjusted profit margin (column B); Year-industry-
country adjusted current ratio (column C); OWNCONC = Indicator variable for the degree of ownership concentration; SIZE =
Natural logarithm of total assets; LEV = Total liabilities divided by total assets; CAP_INTENS = Non-current assets divided by total
assets; INT_INTENS = Total intangible assets divided by total assets; GROWTH = Annual change in net sales; AGE = Natural
logarithm of the age of the company; LISTED = 1 if a company is listed on a financial market and O otherwise; EU = 1 if a

company is located in an EU member state and 0 otherwise.
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Overall, the coefficient B, still remains
consistently positive and significant in all columns,
highlighting a positive effect of ownership
concentration on company performance. The
coefficient f, is negative and significant at the 5%
level in column A. It shows that the impact of
ownership concentration on firm profitability is less
important for companies located in EU member
states, in accordance with Burkart and Panunzi
(2006) explanation. The same conclusion can be seen
in column B of Table 5 that looks at company
efficiency: the coefficient g, is negative and
significant at the 10% level. Both in column A and B
the coefficient $_is not significant indicating that the
profitability and the efficiency of luxury firms is not
related to their political belonging to the EU.

Results look a bit different in column C that
focuses on liquidity. In this case, the coefficient 4, is
negative and significant highlighting that luxury
firms located in the EU exhibit a worse performance
in terms of liquidity. The coefficient g, is, instead,
not significant indicating that the positive effect of
ownership concentration on company liquidity,
highlighted by the coefficient g, does not decrease
among firms located in the EU.

4.3. Additional tests
4.3.1. Test of endogeneity

Existing studies show that ownership structure of a
firm may be thought as an endogenous variable in
respect to performance, especially in a situation
where the former changes over time. Although the
research already employs a robust methodology with
clustered standard errors and fixed effects, to be on
the safe side, an additional estimation of the model
with a direct control for endogeneity is used, more
precisely the Heckman (1979) two-stage procedure.
Accordingly to this methodology, in the first stage,
ownership concentration is regressed over each
measure of profitability as well as the control
variables. Heckman (1979) methodology requires the
inclusion of the inverse Mills’ ratio from the first
stage equations in all the regression models as it
controls for endogeneity in the second stage (the
inverse Mills’ ratio is estimated using STATA
software). Thus, the inverse Mills’ ratio is estimated
and added to model (1). Results are presented in the
following Table 5.

Table 5. Ownership concentration and luxury firm performance - Heckman (1979) procedure

A) B) ©
Dependent variable ADJ_ROA ADJ_PM ADJ_CR
01417 20.000 0004+
INTERCEPT (0.000) (0.999) (0.000)
0-002?'»“.‘-‘ 0.004‘/-‘7'»‘7': 0.001‘/-‘7'»‘7':‘/-‘
OWNCONC (0.028) (0.004) (0.000)
0.002 0.080%* 0.021%
SIZE (0.536) (0.100) (0.000)
_0-1 107'»“:‘-“.‘-‘ _0.200‘/-‘7'»‘7': _0-0617'1‘/-“"-‘
LEV (0.000) (0.000) (0.000)
0.040% 0.057%* 0.006%
GROWTH (0.000) (0.100) (0.000)
200607 20,2247 20063+
CAP_INTENS (0.000) (0.100) (0.000)
0.019 0.106%* 0.037%%
INT_INTENS (0.270) (0.100) (0.000)
-0.001 0,023+ 20.007%%
AGE (0.558) (0.121) (0.000)
20.026 0511 0.133%
LISTED (0.136) (0.000) (0.000)
-0.041 3.066%+ 20.828%
MILLSRATIO (0.702) (0.000) (0.000)
Observations 8,293 8,293 8,293
R-squared 0.174 0.156 0.810
F-Stat 36,47 30.72% 308.86°"
Year dummies Yes Yes Yes
Country dummies Yes Yes Yes

Notes: P-values (in parentheses below the coefficients) are calculated using robust standard errors. For clarity, the first stage
regression as well as the year-specific and country-specific intercepts are omitted. *, **, *** indicate that a coefficient is

statistically significant at the 10%, 5%, and 1% level or better.

Regression model: Yit = o + f10WNCONCit + p2SIZEit + f3LEVit + f4AGROWTHit + f5CAP_INTENSIit + 6INT_INTENSit + f7AGEit +

BSLISTEDit + BOMILLSRATIOit +eit

Y = Year-industry-country adjusted ROA (column A); Year-industry-country adjusted profit margin (column B); Year-industry-
country adjusted current ratio (column C); OWNCONC = Indicator variable for the degree of ownership concentration; SIZE =
Natural logarithm of total assets; LEV = Total liabilities divided by total assets; CAP_INTENS = Non-current assets divided by total
assets; INT_INTENS = Total intangible assets divided by total assets; GROWTH = Annual change in net sales; AGE = Natural
logarithm of the age of the company; LISTED = 1 if a company is listed on a financial market and 0 otherwise; MILLSRATIO =
Inverse Mills’ ratio calculated from a first-stage regression model.

The results support the evidence reported in
Table 3. The coefficient g is consistently positive
and significant in all columns suggesting a beneficial
effect of ownership concentration on the
performance of the luxury firm. Furthermore, more
control variables become now significant and they
are consistent across all the three measures of
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performance investigated. The sign of those
variables already significant in Table 3 is also
confirmed here. Not tabulated results also support
the evidence reported in Table 4 when adding the
inverse Mills’ ratio to Model (2).
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4.3.2. Ownership concentration and firm
performance: the effect of the financial crisis

The sample period investigated includes the
financial crisis. It would be worth evaluating whether
the financial crisis had an impact on the above-

Y, = a + ByOWNCONC;; + B,SIZE;; + BsLEVi; + ByGROWTH;, + Bs CAP_INTENS;, + BsINT_INTENS;, + B,AGE;,
+ BgLISTED;; + PoCRISIS;; + B1o OWNCONC * CRISIS;; + &3¢

where:

CRISIS = 1 for the years within the crisis (i.e.
year 2007, 2008, 2009 and 2010) and O for the years
outside the financial crisis (i.e. year 2006, 2011,
2012, 2013 and 2014).

The coefficient g, represents the marginal

documented relationship between ownership
concentration and performance of luxury firms. To
carry out this test, Model (1) is extended to separate
the years inside and outside the financial crisis. It is
expressed by the following equation (3):

(3)

effect of ownership concentration during the
financial crisis. If the latter affected the relationship
between ownership concentration and performance,
the coefficient would have a significant sign. Results
of this analysis are reported in Table 6.

Table 6. Ownership concentration and luxury firm performance: the effect of the financial crisis

(B) ©
Dependent variable ADJ_PM ADJ_CR
0.100%** 0.017*
INTERCEPT (0.000) (0.000)
0.006** 0.0017+*
OWNCONC (0.008) (0.007)
0.006*** 0.001
SIZE (0.000) (0.000)
-0.130%** -0.042%**
LEV (0.000) (0.000)
0.034%** 0.000
GROWTH (0.000) (0.898)
-0.042%+% -0.015%+*
CAP_INTENS (0.000) (0.000)
-0.035* -0.019%+*
INT_INTENS (0.094) (0.000)
-0.002 -0.001%**
AGE (0.194) (0.000)
-0.020%** -0.002%**
LISTED (0.006) (0.033)
0.003 0.000
CRISIS (0.564) (0.741)
. 0.004 0.000
OWNCONC*CRISIS (0.114) (0.871)
Observations 8,293 8,293
R-squared 0.109 0.308
F-Stat 25.48% >4.027
Year dummies No No
Country dummies Yes Yes Yes

Notes: P-values (in parentheses below the coefficients) are calculated using robust standard errors. For clarity, the year-specific
and country-specific intercepts are omitted. *, **, *** indicate that a coefficient is statistically significant at the 10%, 5%, and 1%

level or better.

Regression model: Yit = a + B1OWNCONCit + B2SIZEit + B3LEVit + B4GROWTHit + B5CAP_INTENSit + B6INT_INTENSit +

BICRISISIt + BSOWNCONC*CRISISIt + git

Y = Year-industry-country adjusted ROA (column A); Year-industry-country adjusted profit margin (column B); Year-industry-
country adjusted current ratio (column C); OWNCONC = Indicator variable for the degree of ownership concentration; SIZE =
Natural logarithm of total assets; LEV = Total liabilities divided by total assets; CAP_INTENS = Non-current assets divided by total
assets; INT_INTENS = Total intangible assets divided by total assets; GROWTH = Annual change in net sales; AGE = Natural
logarithm of the age of the company; LISTED = 1 if a company is listed on a financial market and 0 otherwise; CRISIS = 1 for the
years within the crisis (i.e. year 2007, 2008, 2009 and 2010) and 0 for the years outside the financial crisis (i.e. year 2006, 2011,

2012, 2013 and 2014).

The coefficients g and g, are both non-
significant in all columns. It indicates, respectively,
that the performance of luxury firms has not been
significantly affected by the financial crisis and that
the crisis did not affect the relationship between
ownership concentration and the performance of
companies (the same evidence holds after employing
the Heckman (1979) two-stage approach). This
evidence suggests that luxury firms did not get
significantly hit by the global crisis because, as
explained by Aalbers (2009), it has mainly impacted
on low-income communities more than others
people.
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5. CONCLUSIONS AND IMPLICATIONS

The role of ownership concentration, especially in
the presence of the separation between owners and
managers, has been the core of the corporate
governance literature. This study investigates the
relationship between ownership concentration and
performance of European luxury firms and finds
that they are strongly positively related and that this
relationship has not been affected by the financial
crisis. In addition, it indicates that ownership
concentration has a bigger effect on the
performance of firms located in non-EU member
states.
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Findings from this research have several
contributions and implications. They integrate
research on luxury firms, historically focused on
peculiar firm-level strategies rather than on
corporate governance. Emphasising that ownership
structure of luxury companies matters in explaining
company performance should encourage researchers
to take corporate governance into account when
investigating the luxury sector. Results indicate that
luxury companies may be subject to agency
problems thus they can be used by owners and
managers to assess whether any mitigating action
must be taken. The reported evidence provides
investors or any other stakeholders with an
observable driver of luxury firm performance and it
also indicates that the luxury sector is a safer
investment since it remains immune to financial
crises.

This research is not free from limitations and
provides avenues for future research. This paper
should be seen as the first attempt to understand
the link between ownership concentration and the

performance of luxury firms. Because the large
sample employed in the paper includes many private
companies from several European countries, a more
detailed exploration of the ownership structure was
not possible due to data unavailability. Future
research can investigate portions of this big sample
more in details by collecting exhaustive
shareholding information of firms to analyse, for
example, whether the relationship between
ownership concentration and performance is purely
linear or whether it follows a U-shape as indicated
by research in other contexts (e.g. Campa, 2017).
Future studies could also look at different
dimensions of ownership, such as managerial
ownership or institutional investors, or at detailed
corporate governance mechanisms such as the board
of director composition and structure. Finally,
additional studies could investigate whether the
ownership structure or other corporate governance
mechanisms affect the efficacy of firm-level
strategies.
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