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Abstract

Purpose — This study explores the nature of the relationships between ownership
concentration, ownership identity, and financial performance in publicly listed companies in
New Zealand. This study also investigates whether the ownership-performance nexus
changes during the financial crisis period.

Design/method/approach —panel data for the publicly listed companies for the period 2003
to 2009 obtained from NZX Deep Archive and the dynamic panel generalized method of
moments (GMM) regression analysis was used to test the influence of ownership
concentration, ownership identity on financial performance measured by Tobin’s Qandreturn
on assets (ROA).

Findings —Our findings support the view that ownership concentration affects financial
performance. Results show that a higher ownership concentration leads to a lower
market-based performance (measured by Tobin’s Q) and higher accounting-based
performance (measured by ROA). We also found evidence of owner identity having an
impact on financial performance of the publicly listed companies in New Zealand. More
“detached” level owners (institutional investors) have positive effect on market-based
performance but negative effect on accounting-based performance. Whereas, more “involved”
level owners (corporate investors) have negative effect on market-based performance. Our
evidence shows that the effect ownership identity have had on the financial performance
declined during the financial crisis period due to the fact that different types of owners
reduced their ownership concentration levels, thus resulting in a reduction in their social
influence and expertise powers.

Originality/value —Our findings contribute to our understanding regarding the nature of the
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relationships between ownership concentration, ownership identity, and financial
performance. Our findings support the view that the identity of the shareholder(s) do matter
in terms of company financial performance. We also report that corporate holdings are the
most common type of investor holding in the New Zealand context.

Keywords: Ownership concentration, Ownership identity, Financial performance, Herfindahl
index, Involvement, Detached
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Introduction

The relationships between ownership concentration, ownership identity, and financial
performance in publicly listed companies are important concerns for decision makers who are
aiming to maximize firm performance. In particular as argued by Jensen and Meckling (1976),
Ross (1973) and Eisenhardt (1989) the existence of information asymmetry and the
divergence of interest between owners (principals) and managers (agents) is known to result
in problems that adversely impacts performance and it has been suggested that the main
reasons for agency problems are the different ownership structure and different roles people
have in organisations. In this regard, prior researchers have investigated: (i) the nature of
agency problem existing between the principal and the agent; and (ii) whether such problems
can be mitigated by giving agents some proportion of ownership in the organisation they
manage. Two different theoretical positions have been proposed namely the
convergence-of-interest hypothesis and the entrenchment hypothesis. Arguably, the research
findings remain inconclusive regarding the level of ownership that principals should
relinquish to the agents in order to motivate them to act on their behalf. .

One group of researchers reported a positive linear relationship between some low levels of
insider ownership and financial performance (Elayan et al., 2003; Mehran, 1995; Welch,
2003; Kim et al., 1988; Oswald and Jahera Jr., 1991; Hossain et al., 2001), thus providing
support to the convergence-of-interest hypothesis. Another group of researchers have reported
the relationship between insider ownership and company financial performance is
non-monotonic (Chen et al., , 1993; Griftith, 1999; McConnell and Servaes, 1990; Morck et
al., 1988; Short and Keasey, 1999), thus, supporting convergence-of-interest hypothesis at
some low levels of insider ownership and an entrenchment hypothesis at higher levels. These
findings provide support to the view that the relationship between insider ownership and
financial performance is non-linear.

However, a third group of researchers (Demsetz, 1983; Demsetz and Lehn, 1985; Demsetz
and Villalonga, 2001)claim that insider ownership is endogenously determined and therefore,
cannot be a determinant of company financial performance. For this reason, any observed
correlation of ownership and financial performance is likely to be spurious. In fact, the
relationship between insider ownership and financial performance might arise due to some
company characteristics that are unobservable to the econometrician.

The conflicting findings reported regarding the insider ownership-financial performance
nexus suggest that the debate relating to the precise functional form of the insider ownership
is far from over. It also suggests that nature of the ownership structure may be country
specific and therefore, findings may vary depending on the country’s institutional and
regulatory structures. For example, Demetz and Lehn (1985) propose that greater the
instability of a firm’s environment the more difficult it is for outsiders to monitor managers,
and the greater are the benefits of inside ownership.

In addition, researchers have reported conflicting findings regarding the role of blockholders
in mitigating agency problems. Some researchers have reported that blockholders have
potential to influence monitoring mechanisms (Dodd and Warner, 1983) while others
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(Claessens et al., 2000; Faccio and Lang, 2002; Dyck and Zingales, 2004) argue that
principal-principal agency problem exists between the block shareholders and the minority
shareholders as well. Shleifer and Vishny (1997)and Gugler (1999)have reported evidence of
blockholders receiving private benefits at an expense of the minority shareholders. According
to Claessens et al. (2000), blockholders receive private benefits through pyramidal business
structures and cross-holdings across different companies.

Research findings reported for the insider and block ownership suggest that the degree of
control (the per cent of shares held by an investor) is an important determinant of the
ownership-performance relationship(Cubbin and Leech, 1983). Arguably, researchers
investigating ownership-performance relationship have assumed that shareholders’ are
homogenous. This assumption has been challenged by many, including Kang and Sorensen
(1999), who argue that shareholders are not always homogenous when they have different
identities. In fact, some shareholders through their identity obtain powers that enable them to
control companies in a manner that lead to extracting private benefits. The level of ownership
and shareholder identity give shareholder’s three bases for shareholder power, that is: formal
authority, social influence, and expertise(Kang and Sorensen, 1999). Shareholders’ obtain
formal authority by being a shareowner.

However, shareholders’ through their identity can also influence decision making processes
by engaging in social activities (social influence) or having expertise knowledge (expertise).
This indicate that the ownership-performance relationship may be different when
shareholders have different identities, hold different proportion of shares in companies, and
have expertise that company needs(Short, 1994). For example, Boone, Colombage and
Gunasekarage (2011) reported that companies that have blockholders that are financial
institutions have performed better compared to their peers. This finding suggests that besides
degree of control (ownership concentration), location of control (identity of the shareholder)
is also an important determinant of the ownership-performance nexus.

Since prior research focused mainly on the ownership-performance relationship, the role
shareholder identity (type of shareholder) play is less understood. This research is an attempt
to fill the gap in the literature. Therefore, this research investigates the nature of the
relationship between the proportion of ownership, shareholder identity, and financial
performance of publicly listed companies in New Zealand and whether the
ownership-performance relationship changes during the financial crisis period. We address
three noble questions in our study: (i) do the proportion of shares held by the shareholders’
matter in terms of the financial performance of publicly listed companies? (ii) Does the
identity of the shareholder matter in terms of financial performance? (iii) Does the
relationship between ownership-performance changes during the financial crisis period?

2. Literature review
2.1 Insider and outsider shareholders equity and influence on company performance

Agency-theoretic literature assumes that shareholders are homogenous and their influence on
company financial performance is directly proportional to the percentage of equity they hold

16 www.macrothink.org/ajfa



ISSN 1946-052X

\ M ac roth i “k Asian Journal of Finance & Accounting
A Institute ™ 2015, Vol. 7, No. 1

(Shleifer and Vishny, 1986).For example, by virtue of being a shareowner, all shareholders
have some formal authority or legal right (Weber, 2008) such as the power to vote on
ratification regarding appointment of the board of directors and the right to approve major
business decisions (Clark, 1986). If the proportion of shares held by a shareholder is large,
the shareholder can obtain some active role in the company as well which helps in monitoring
the agent who possesses information advantage over the principal because he or she is more
directly involved in the day to day running of the business (Subramaniam, 2006).

In this regard, a number of researchers (Herman, 1981; Larner, 1971; Sorensen, 1996;
McEachern, 1975) have compared the performance of the owner-controlled companies and
manager-controlled companies and reported that owner-controlled companies perform better.
According to Jensen and Meckling(1976), manager-controlled companies have agency
problems which can be mitigated by giving agents shares in the company. Study undertaken
by Morck, Shleifer and Vishny(1988) show that the insider holdings between 0 and 5 percent
increases performance (interest-alignment hypothesis), between 5 and 24 percent decreases
performance (entrenchment hypothesis), and insider ownership above 25 percent increases
performance (interest-alignment hypothesis). A study undertaken in the US by Gugler,
Mueller and Yurtoglu (2010) show that companies’ Tobin’s Q initially rose with an increase
in the insider ownership but fell when the insider ownership exceeded 60 percent. However,
Ben-Amar and Andre (2006) argue that mitigation of agency costs by giving insiders’ shares
is possible only in countries where ownership dispersion exists. In countries where
blockholding is a norm, studies show that principal-principal agency problems exist in
addition to the principal-agent agency problem (Rydqvist, 1987; Levy, 1982; Horner, 1988;
Zingales, 1994).

2.2 Shareholder ownership dimensions and its influence on company performance

The nature of influence shareholders can have in companies also depends on their ownership
dimension. In this regard, Mintzberg (1983) provides two dimensions of ownership, that is,
concentration and involvement. Concentration refers to whether the company is closely-held
or wildly-held and involvement measures whether the type of ownership has the ability to
influence the decision-making power of the company. Mintzberg (1983) categorises corporate
ownership into four different types: (i) dispersed-detached; (ii) dispersed-involved; (iii)
concentrated-detached; and (iv) concentrated-involved. According to Mintzberg (1983), the
more involved and more concentrated owners will have greater influence on decision-making
processes. For example, large blockholders and institutional investors can appoint a
representative (nominee) on the board (greater influence) and/or have a regular meeting with
the board and the CEO (become involved), which provides opportunity to monitor
managerial decisions.

Different ownership concentration gives different levels of power, that is: formal authority,
social influence, and expertise. Arguably, the level of power that shareholders have in
companies determines their nature of involvement. Therefore, it is argued that monitoring by
different types of shareholders would lead to different outcomes. For example, Nickel,
Nicolitsas and Dryden (1997) investigated the relationship between different types of outside

17 www.macrothink.org/ajfa



ISSN 1946-052X

\ M ac roth i “k Asian Journal of Finance & Accounting
A Institute ™ 2015, Vol. 7, No. 1

ownership and company productivity after controlling for the product market competition,
financial market pressure, and shareholder control. They report that the dominant external
shareholders have no effect on company performance, except when the dominant external
shareholder is a financial institution. Chaganti and Damanpour (1991) investigated the effect
of institutional investors on 40 pairs of manufacturing companies in 40 industries and
reported that presence of higher proportion of institutional investor leads to relatively higher
ROEs. Harris and Robinson (2003), report that presence of foreign owners in companies in
the UK manufacturing industry leads to an improvement in the productivity. Gursoy and
Aydogan (2002), reported that compared to family-owned companies, government-owned
companies have lower accounting-based returns but higher market-based returns in Turkish
listed companies. Sun, Tong and Tong (2002), report that the relationship between
government ownership and companies’ financial performance follow an inverted U-shape
pattern in China. Rosen and Quarrey (1987), studied employee participation in
decision-making processes when employees have ownerships in companies and report that it
enhances company performance. The findings reported above provide support to the view
that ownership concentration level play an important role in regard to how companies
perform, managed and controlled. However, it is not clear whether shareholders will behave
in a similar way during the financial crisis period.

2.3%areholder Identity and influence on company performance

Prior studies investigating ownership-performance relationship have mainly focused on the
conventional separation of ownership and control concept, that is, whether insider ownership
and/or blockholding lead to better financial performance. They have assumed that all
shareholders’ have homogeneous goal. This assumption has been challenged by Kang and
Sorensen (1999)who argue that shareholders are not always homogenous as they have not
only different ownership concentrations but also identities. For example, inside owners and
block owners can be either institutional investors, corporate investors, government investors,
individual investors, and employee stock ownership plans (Boone et al., 2011). Identities of
block owners such as family, government or corporate may have objectives that differ
substantially from shareholder maximization (Thomsen & Pedersen, 2003). Similarly,
corporate shareholders focus on both the short-term and long-term performance and therefore,
play an active role at the strategic and operational level decisions of the company. On the
other hand, institutional investors seek long-term returns and do not pay much attention to
companies’ short-term decision making processes. Therefore, corporate shareholders have
higher involvement compared to the institutional shareholders. Different types of
shareholders also have different behavioral characteristics which allow them to have different
level of involvement and therefore, have different level of influence on companies. Through
their involvement and influence, different shareholders achieve different outcomes from
companies in which they invest.

According to Kang and Sorensen (1999), the nature of social interactions between
shareholders and management is an important way shareholders’ influence the decision
making processes. In particular, the identity of shareholder has potential to influence decision
making processes in companies. From the corporate governance point of view, the type of
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interpersonal relationships can significantly affect the resource allocation decisions in firms
(Pfeffer, 1992). For example, the employee shareholders are able to influence
decision-making processes through social interactions and their long-term relationship creates
powerful reputational effect (Anderson and Reeb, 2004) which allow them to form a closer
bond between the management and the board. It is argued that a higher level of involvement
by employees have potential to reduce agency costs (Jensen and Meckling, 1976) on one
hand, but on the other, closer relationship between employees allows managers with
opportunities to extract private benefits of control (Fama and Jensen, 1983a). In addition, a
closer relationship with the board/management provides some employees with opportunities
to extract private benefit, such as obtaining appointment at management positions and/or
other perquisites as well. On the other hand, foreign shareholders are geographically located
outside the country, which make it difficult for them to get closer to the directors and
influence decision making processes, thus giving rise to higher monitoring costs. Although
this is a detached ownership structure, their experience and expertise are highly regarded and
they have a tendency to influence decision making by providing their expertise. On the other
hand, block holders and institutional investors through social interactions with CEOs are able
to appoint more outside directors or independent directors on the board, and CEOs which as a
result, are more likely to negotiate golden parachute deals into their contracts(Wade et al.,
1990). Zajac and Westphal (1995; 1996)argue that the demographic background of the
directors may also provide a source of political power which shareholders can exploit by
building relationships which in turn allows them to influence the decision making processes.

Similarly, large shareholders’ who have superior knowledge about the industry in which the
company belongs to, which allows them to provide expertise to the management regarding
critical environmental forces facing the company, have different influence on decision
-making. This power is specific to the shareholder(s) and knowledgeable shareholders are the
intangible assets of the companies. Since all these types of shareholders want to maximise
company value, shareholder expertise contributes positively towards this goal(Kang and
Sorensen, 1999).

However, the Government/State ownership is an involvement ownership type that has a
different influence on decision making because governments have power not only from the
corporate law and property rights point of view, but from state policy setting, implementation
and reputation point of view as well. The conflict of interest between the government and
other shareholders often arises because the State is more interested in political/social
outcomes compared to the goals of the other shareholders - who are more interested in the
financial returns. Indeed, according to Boycko, Shleifer and Vishny (1996), the agency
problem in government-owned companies arises from political issues rather than managerial
issues.

Based on the above viewpoint, weargue that both ownership concentration and identity
provides different levels of formal authority, social influence and expertise power. Thus
different shareholders have varying opportunity to motivate and monitor managerial behavior
and influence decision making processes will do so based on their goals.

19 www.macrothink.org/ajfa



ISSN 1946-052X

\ M ac roth i “k Asian Journal of Finance & Accounting
A Institute ™ 2015, Vol. 7, No. 1

3. New Zealand Environment

Identity of the owner (i.e. employee, corporate) and the ownership structure (block holding)
of the publicly listed companies in New Zealand make this investigation interesting. New
Zealand has a small and open economy, a mature capital market and small number of
companies listed compared to the larger economies of Australia, the USA and the UK. The
size of the companies in New Zealand is much smaller which provides an environment which
is significantly different from the larger economies where most of the prior studies have been
undertaken. The existence of a small capital market makes market for corporate control
irrelevant and therefore, investors rely on alternative governance mechanisms such as
blockholding to mitigate agency costs(Boone et al., 2011). For this reason, blockholding has
remained an important feature of New Zealand listed companies ownership structure. The
evidence shows that blockholding in New Zealand has relatively remained unchanged
overtime. For example, Hossain, Provost and Rao (2001) reported blockholding of 76 per
cent (20 largest shareholders) for the period 1991/97 and Reddy, Locke and Scrimgeour
(2010) reported blockholding of 65 per cent for the large companies in 1999/2007.

Table Ireports the ownership concentration of the publicly listed companies in New Zealand.
Between 2003 and 2009, the largest shareholder held on an average 34.49% of the shares.
The highest proportion of shares held by the largest shareholder was 35.31% in 2005. The
second largest shareholder held on an average10% of the shares and the highest proportion
held by second largest shareholder was 10.83% in 2008. The average percentage of the
shareholding held by the third and fourth largest shareholder is 5.47% and 3.5%, respectively.
The fifth largest shareholder controlled on an average 2.57% of the shares. The sum of the
average top five shareholding (column 7, Table 1) are higher than 50% in all the years
between 2003 and 2009, thus suggesting that five largest shareholders have the majority
control of the companies. In New Zealand, shareholding greater than 5% is constituted to be
blockholding (New Zealand Securities Commission, 2006) and it is interesting to note that
the top five shareholders in New Zealand are mostly blockholders.
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Table 1. % of shares controlled by the top 5 shareholders

A\ M acrot h in k Asian Journal of Finance & Accounting

Year TOP1 TOP2 TOP3 TOP4 TOPS Total

3432%  9.97% 6.47% 4.85% 3.01%
2003 58.62%
0.229)  (0.068)  (0.061)  (0.067)  (0.062)

34.90%  9.52% 5.25% 3.01% 2.32%
2004 54.99%
0.228)  (0.067)  (0.045)  (0.022)  (0.019)

3531%  9.41% 5.38% 3.17% 2.30%
2005 55.56%
0.244)  (0.072)  (0.048)  (0.022)  (0.018)

3507%  1021%  5.19% 3.32% 2.32%
2006 56.10%
(0.243)  (0.074)  (0.046)  (0.023)  (0.017)

3486%  1033%  5.05% 3.21% 2.48%
2007 55.93%
0.241)  (0.071)  (0.031)  (0.0210  (0.018)

3295%  10.83%  5.17% 3.30% 2.67%
2008 54.91%
0.247)  (0.072)  (0.032)  (0.020)  (0.019)

34.02%  1023%  5.79% 3.63% 2.91%
2009 56.58%
0.246)  (0.070)  (0.038)  (0.023)  (0.022)

Average 34.49% 10.07% 5.47% 3.50% 2.57T% 56.10%

(Note: % of shares held by each owner identity type is equal to total shares held by each
owner identity type divided by total shares outstanding. Standard deviations is reported in
brackets)

Table 2and Chart 1 provide an international comparison of different shareholdings and
ownership identities in Australia, New Zealand, the UK, and the US. Data for Australia, the
UK and the US was obtained from ASX200, FTSE100 and S&P500, respectively. New
Zealand data includes 80 companies listed in NZX in 2010. The mean proportion of corporate
holding in New Zealand is 16.38%, and the average employee holding is 18.44%. The
proportion of shares held by both corporate and employees are much higher in New Zealand
compared to Australia, the UK and the US. The second highest corporate holding is in
Australia (9.42%) and the second highest employee holding is in the UK (3.82%). The mean
proportion of foreign holding in New Zealand is 6.67%, which is similar to Australia of 6.76%
but lower than the UK (11.97%) but much higher than the US (0.83%). Government holding
in these four countries is very low. In New Zealand, government holding is the highest at
2.46%, and in the US is the lowest at 0.1%. However, New Zealand and the UK have the
lowest proportion of institutional holding which is 4.06% and 3.53%, respectively.
Institutional holding in New Zealand and the UK are less than half of that in Australia (8.41%)
and the US (9.04%). Data for the pension fund holding in New Zealand was not available;
however, in other three countries it is very low. Results reported in Table 2 indicate that the
“involvement” ownership type (corporate and employee) is much more popular in New
Zealand than in the other three countries.
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Table 2. A comparison of ownership of common stock

AU UK Us NZ
9.46% 5.09% 0.86% 16.38%
cH (15.35) (14.68) (5.66) (23.72)
3.67% 3.82% 1.37% 18.44%
EH (10.83) (12.490 (4.97) (24.86)
6.76% 11.97% 0.83% 6.67%
i (12.78) (17.52) (4.38) (16.70)
0.42% 1.55% 0.10% 2.46%
oH (3.67) (8.26) (1.15) (12.76)
8.41% 3.53% 9.08% 4.06%
H (10.83) (5.34) (8.22) (7.05)
0.07% 0.24% 0.13% 0.00%
Pension fund (0.92) (1.94) (2.28) (0.00)
22.24% 15.02% 11.73% 41.43%
Total strategic held (19.15) 19.85) (10.81) (26.62)
No of Companies 199 102 500 81

(Note: Ownership variables in Table 2 are : CH-percentage by corporate holding; EH-percentage by employee

holding; FH-percentage by foreign holding; GH-percentage by government holding; IH-percentage by

investment company holding; pension fund-percentage by pension fund holding; total strategic held = total

percentage of all these identified owners. Standard deviations is reported in brackets)
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Chart 1. A comparison of ownership of common stock % in 2010

Table 3reports the percent of shares held by each ownership type in different sectors in NZX
in 2010. The institutional investors have the most balanced portfolio as they have invested in
all six sectors'. The highest holding is in the energy sector (6.75%) and the lowest is in the
investment companies (2.18%). However, government hold shares only in the services sector
in New Zealand(5.85%). Foreign investors tends to invest more in the investment sector
(17.73%) and least in the property sector (2.25%), which is not surprising as the information
pertaining to the economy and investment sector are more readily available compared to the
others sectors. Employees own largest proportion of shares in the services sector (24.53%),
followed by goods sector (22.47%), and investment sector (19.45%). A plausible reason for
employees investing highly in these three sectors is that the motivation is highly connected to
the companies’ profits. Corporate holding is highest in the energy sector (43%). Moreover,
corporate holding is higher than 10% in all six sectors which indicate that corporate
ownership type is the most popular and important type of ownership in New Zealand.

! The six sectors are energy, goods, investment, primary, property and services.
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Table 3. Ownership structure by sector in 2010

IH GH FH EH CH NO.
6.75% 0.00% 6.75% 5.00% 43.00%
Energy 4
(0.135) (0.000) (0.135) (0.063) (0.390)
4.33% 0.00% 3.93% 22.47% 13.00%
Goods 15
(0.063) (0.000) (0.085) (0.282) (0.153)
2.18% 0.00% 17.73% 19.45% 14.09%
Investment 11
(0.072) (0.000) (0.346) (0.277) (0.298)
3.33% 0.00% 4.17% 0.50% 18.08%
Primary 12
(0.060) (0.000) (0.063) (0.017) (0.2210
6.50% 0.00% 2.25% 0.00% 12.50%
Property 4
(0.0820 (0.000) (0.0450 (0.000) (0.084)
4.32% 5.85% 5.88% 24.53% 15.82%
Services
(0.070) (0.193) (0.142) (0.239) (0.242)

(Note: Ownership information was obtained from the NZX Deep Archive for the year 2010.
Numbers of companies included in the sample are given in column 7. Standard deviations is
reported in brackets)

Table 4reports the ownership percent by owner identity and size of companies based on
companies total assets. Total assets of the companies are divided in four segments: LARGE,
MEDIUM1, MEDIUM2, and SMALL. LARGE refers to companies that have total assets
greater than and equal to $1 billion; MEDIUMI refers to companies that have total assets
greater than equal to $200 million and less than $1billion, MEDIUM2 refers to companies
that have total assets greater than equal to $50million and less than $200million; and SMALL
refers to companies that have total assets less than $50 million. Results reported in Table 4
show that different owner types have different interests in different size companies.

The basic consensus is that smaller size companies have greater risks and ownership patterns
of institutional investors show that their investment declines as the company size gets smaller.
Institutional investors hold 9.64% shares in large companies, but it dramatically declines to
mere 1.21% in small size companies. This is not surprising as institutional investors are
known for seeking long-term returns and have low risk-bearing capability. The most striking
result is that government holding in large companies in New Zealand is nil compared to other
countries. This is mainly because government-owned companies are not publicly listed in
New Zealand. Another plausible reason is that New Zealand government invests only in the
services sector (ports) in New Zealand which is only medium sized. Foreign holdings are
highly concentrated both in large companies (10.09%) and small size companies (10.86%). It
is interesting to note that there are two distinctly different types of foreign investors existing
in New Zealand, that is, one seeking long-run returns and low risk, and other seeking risky
investments. It is interesting to note that employee holding declines as the company size gets
larger, which ranges from 30.59% in small companies to 0.64% in large companies. This is
not surprising as investors need a lot more funds to hold block shares in larger companies.
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Table 4. Ownership structure by firm size in 2010

IH GH FH EH CH NO.

9.64%  0.00%  10.09%  0.64%  22.91).3
LARGE 11
(0.096)  (0.000)  (0.108)  (0.021)  O1)

505%  2.57%  1.14%  10.86%  16.05%
MEDIUM1 21
(0.051)  (0.118)  (0.0360  (0.208)  (0.229)
432%  4.16%  474%  1521%  13.32%

MEDIUM 2 19
(0.043)  (0.1810  (0.082)  (0.252)  (0.190)

121%  228%  10.86%  30.59%  16.72%
(0.012)  (0.123)  (0.256)  (0.239)  (0.254)

SMALL

Note: The data for the company’s total assets was obtained from the NZX Deep Achieve, for
2010. Companies total assets was divided into four segments, that is: LARGE- companies
with totals assets greater than equal to $1billion; MEDIUMI - companies having totals assets
greater than equal to $200million and less than 1billion; MEDIUM2 - companies with total
assets greater than equal to $50 million and less than $200 million; and SMALL companies
with total assets less than $50 million . Standard deviations are reported in brackets.

Chart2reports the time series comparison of ownership percent and identity of the 40 NZX
listed companies for the period 2003 to 2009.According to Chart2, institutional holding,
employee holding, and corporate holding declined between the period 2003 and 2004, but
foreign holding increased a little during the same period following similar trend to that of the
real GDP growth rate (RGDP) of New Zealand. After 2004, foreign holding, employee
holding (small firms) and corporate holding followed similar trend to that of the RGDP, they
all declined in 2005 and rebounded back a little in 2006.

Per cent of shares held by all investors declined in 2007, even though the RGDP increased
slightly. A plausible reason could be that investors expected the worst possible outcome from
the financial crisis and therefore, maintained lower level of interest in controlling publicly
listed companies in New Zealand. Even though New Zealand economy experienced major
setback since 2008, the results reported in Chart2 show that investors did increase their level
of investment simply to regain control which they had lost earlier. Above findings suggest
that investors not only focused on the recent economic environment but their confidence level
of future situation also played an important role in determining investment options.
Furthermore, ownership by institutional investors (large firms) remained fairly constant over
the period suggesting they were seeking long-run returns, and short-term effects have had less
effect on their investment patterns in comparison to employee and corporate type investors.
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Chart2. Ownership structure in time series

Note: RGDP is the GDP nature growth rate of New Zealand, which in the secondary Y-axis.
Ownership data include 40 NZX listed companies

Data and Method

Data for this research was collated from DataStream and NZX Deep Archive. To maintain
exactitude, a balanced panel data was developed to observe both the time and cross sectional
effects. Unfortunately, the average life-cycle of the listed companies in New Zealand in the
past 11 years (1999 to 2009) has been approximately five years, which means there are a
number of companies with missing data. After removing companies that did not survive the
sampling period, a balanced panel of 40 companies was obtained, thus containing 280
company-year observations.

In addition, 80 company’s data for 2010 was also used to obtain descriptive statistics which
provide most recent statistical information regarding ownership structures of publicly listed
companies during the financial crisis period in New Zealand.

4.1 Dependent variables

Similar to Gugler, Mueller and Yurtoglu (2008), Kang and Stulz (1996), Morck, et al.(1988),
and Reddy et al.(2010), this study uses Tobin’s Q as a dependent variable. In addition, this
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study also uses return on assets (ROA) as a dependent variable similar to Demsetz and
Villalonga (2001) and Finch and Shivadasani (2006).

4.2 Independent variables

The independent and control variables used in this study is similar to that used by Demsetz
and Lehn (1985) and Xu and Wang (1992).We use two variables as proxy for ownership
concentration (CON), that is, TOP5 and H1. Our statistical analysis relies heavily on the
cumulative percentage of shares held by the five largest shareholders (TOP5) and the
approximation of the Herfindahl index (HI).

Numbler of shares held by five largest shareholders

TOPS5 = 1009
Total number of sharesoutstanding . %

HI = (% of shares held by largest shareholder)?
+ (% of shares held by second largest shareholder)? + ---
+ (% of shares held by fifth largest shareholder)?

Similar to Demsetz and Lehn (1985), we have taken a logistic transformation of TOPS and
H1 to convert an bounded variable into an unbounded one. Therefore, LT5 is determined as
Ln(TOP5) and LH1 as Ln(HI)

Prior researches have measured ownership levels either by aggregating the per cent of shares
held by the largest shareholder or top-20 shareholders. No study to date (to our knowledge)
has considered the per cent of shares held by the top-5 shareholders as well as the identity of
the top-5 shareholders. Blockholders in publicly listed companies in New Zealand tends to be
insiders and as they have different identities (such as, institutions, corporates, etc.), suggests
that they may play an important role in New Zealand context. Therefore, we follow and also
have extended the method used by Xu and Wang’s(1999). We use five variables as proxies for
the ownership identity (OWN), that is: EH is the percent of shares held by the employees, FH
is the per cent of shares held by foreign investors (who is not a New Zealand citizen and not a
New Zealand resident), CH is the per cent of shares held by corporate investors
(non-financial companies), and IH is the per cent of shares held by investment companies or
institutional investors (institutions, banks or other financial companies). Government and
pension funds were ignored either because their shareholding is minute or insufficient
information was provided. The formula that determines proportion of each type of ownership
is as follows:

Total number of outstanding shares hold by each identity

Total number of shares outstanding

To determine the effect of financial crisis on performance, two time dummy variables were
created. BEFORE is equal to “1” if the year is before 2007, otherwise “0” and AFTER is
equal to “1” if the year is after 2007, otherwise “0”. To control for the size effect we use the
natural log of total assets (SIZE) as the proxy for size. Leverage (LEV) of the company is
measured by the ratio of total liabilities to total assets, and the firm level risk (FMRISK) is
measured as the standard deviation of the firm’s daily stock price. OPRISK is the standard
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deviation of past five years of the firm’s ROA and MSHARE is the proportion of the firm’s
revenue to the total revenue of the sectors. A summary of dependent and control variables
used in this study and their method of measurement is provided in Table 5.

Table 5. A Summary of Dependent and Control variables used

Dependent variables

Tobin’s Q ((Stock price * No. of shares outstanding) + Long term debt + Short term
debt)/Total Assets
ROA Net Income/ Total Assets

Control variables

Ownership No. of shares held top five shareholders/Total shares outstanding
Concentration (CON):
TOP5
Ownership (% of shares held by largest shareholder)* + (% of shares held by second
Concentration (CON): largest sharcholder)’ + ... + (% of shares held by fifth largest
H1 shareholder)
Ownership Identity (No. of shares held by Employees)/Total Shares Outstanding
(OWN): EH
Ownership Identity (No. of shares held by Foreign Investors)/Total Shares Outstanding
(OWN): FH
Ownership Identity (No. of shares held by Corporate Investors)/Total Shares Outstanding
(OWN): CH
Ownership Identity (No. of shares held by Institutional Investors)/Total Shares Outstanding
(OWN): IH
AFTER Dummy equal to “1” if year is after 2007, otherwise “0”
BEFORE Dummy equal to “1” if year is before 2007, otherwise “0”
LEV Long term liabilities/Total assets
SIZE Natural log of Total assets
FMRISK Standard deviation of the firm’s daily stock returns for the year
OPRISK Standard deviation the firm’s past five year return on assets
MSHARE Proportion of the total revenue of the firm to total revenue of the sector
to which firm belongs to.
4.3 Model

This study examines the nature of the relationship between firm performance (PER) and
ownership variables and tests whether the relationship is significant. Two dependent variables
(Q, ROA) and two main types of independent variables (CON, OWN) are used to estimate
the model using ordinary least squares (OLS) regression. The regressions models used are as
follows:
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PER, =a,+B,,TIME  +3, LEV+B,,SIZE, +B,;FMRISK. + ,,OPRISK , +3,;MSHARE
+B,CON,+e 1

PER, =a,+B,,TIME, +8, LEV+p,,SIZE, +3,,FMRISK, +f,,OPRISK +3,,MSHARE,
+B,,OWN, +¢ 2

where PER either equals Tobin’s Q or ROA; CON equals TOPS and H1; OWN equals EH,
FH, CH, IH; i denote a cross-sectional observation; t denotetime and ¢ is theerror term.

We use Tobin’s Q as the dependent variable, ownership identity as independent variable and
two time period variables, that is, BEFORE and AFTER. The OLS regression model used is
as follows:

Q.= o+ B, LEV, + B,,SIZE, + B,,FMRISK , +B,,0WN. + TIME +B,,OPRISK
+B;sMSHARE, +¢ e

where

TIME either equals BEFORE or AFTER.
5. Empirical Result
5.1 Descriptive statistics

Table 6 provides a summary of the descriptive statistics for the dependent and control
variables used in this study. The average (median) Tobin’s Q is 2.06 (1.25) indicating
companies did create values for the shareholders’ and the company has good expectations for
future performance. The average (median) ROA is -0.02 (0.05) and the minimum is -4.32.
The negative values for ROA indicate that companies have not utilized fixed assets of the
companies in an efficient manner to generate enough revenue. Since median of ROA is lower
(0.05%), it indicates that majority of the publicly listed companies have experienced a very
low financial performance during the period of the global financial crisis.

The mean (median)of HI is 0.2 (0.13) and the mean (median) proportion of shares held by
five largest shareholders (TOPS) is 0.56 (0.56), which is considered to be very high indicting
more than half of the shares are controlled by five largest shareholders. The maximumTOPS5
is 98% and the minimum is 12%, indicating that companies in New Zealand are closely-held
rather than widely-held.

The mean of IH is 0.03, FH and CH both have mean of 0.06, wherecas mean of EH is the
highest at 0.09. These results indicate that employee investors hold the largest proportion of
shares in New Zealand market, and the institutions hold the smallest. The mean of LEV is
0.44 which is not considered to be high, but the maximum is greater than 1 thus indicating
total liabilities in the companies are greater than the total assets. The mean of SIZE is 5.31
with the median of 5.41. The mean of FMRISK is 0.33 with the median of 0.25.The mean of
OPRISK is 0.31 with the median of 0.02, thus suggesting that market risk and operational
risk of firms are not significantly different. The mean of MSHARE is 0.01, thus suggesting
that firms share of the market is small.
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The results reported in Table 6 show that 17.5% of companies belong to primary industry,
37.5% services, 12.5% investment, 7.5% energy, 17.5% goods, 5% property, and 2.5% are
companies which are also listed in overseas stock exchanges.

Table 6. Descriptive Statistics

Mean Median Kurtosis Skewness Range Min Max No.

Q 2.06 1.25 18.02 3.64 21.76 -0.25 2151 280
MB 2.52 1.78 26.10 4.36 27.62 -2.82 2481 280
ROA -0.02 0.05 75.12 -7.45 4.69 432 037 280
ROE 0.01 0.09 52.62 -0.67 13.19 -6.44  6.75 280
HI 0.20 0.13 -0.18 1.00 0.68 0.00  0.68 280
TOP5 0.56 0.56 -1.09 -0.02 0.86 012 098 280
IH 0.03 0.00 16.82 3.74 0.55 0.00  0.55 280
FH 0.06 0.00 6.53 2.50 0.70 0.00  0.70 280
EH 0.09 0.00 5.02 2.40 0.80 0.00  0.80 280
CH 0.06 0.00 7.01 2.77 0.78 0.00  0.78 280
LEV 0.44 0.43 0.11 0.40 1.32 0.00 1.32 280
SIZE 5.31 5.41 -0.01 -0.62 4.25 266 692 280
FMRISK 0.33 0.25 47.96 5.10 4.33 0.01 4.33 280
OPRISK 0.13 0.02 16.34 3.37 1.99 -0.07  1.92 280
MSHARE 0.01 0.00 4.34 0.00 0.03 0.00  0.03 280
5.2 Correlation test

Table 7 report the pairwise correlation matrix for the independent variables. The correlation
between LTS and LHI1 is the highest at 0.86, which is not surprising as the top five
shareholders also have most concentrated shareholding as well. Apart from this result, the rest
of correlation coefficient ranges between 0.35 (between LEV and SIZE and between FH and
IH) and 0.002 (LT5 and FMRISK).

We also conducted the pairwise correlation between the dependent variables (Q and ROA)
and blockholders identity variables (HI, EH, FH, CH) and found the correlations coefficient
to be between 0.14 and 0.001.> These results re-confirm the view that there are no
multicollinearity issues in the data.

2 Results are not reported but can be obtained from the authors if required.
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Table 7. Pairwise Correlation of the Independent Variables

SIZE is the natural logarithm of the total assets. LEV is the ratio of long term debt to total assets. FMRISK is the standard deviation of the firm’s daily stock returns.

OPRISK is the standard deviation of the firm’s past five year ROA. MSHARE is the proportion of the firm’s revenue to the total revenue of the firms’ in the sector. IH1

is the natural logarithm of the Herfindahl index. LTS5 is the natural logarithm of the proportion of shares held by top5 five shareholders. IH is the proportion of shares

held by institutional investors. FH is the proportion of shares held by foreign investors who are not institutions and/or corporates. EH is the proportion of shares held by

employees and CH is the proportion of shares held by corporate investors.

SIZE LEV FMRISK | OPRISK | MSHARE | LH1 LT5 H FH EH CH
SIZE ;
0.347%%%
LEV ;
(0.000)
0.315%%= | 0.093
FMRISK -
(0.000) (0.119)
0.439%% | L0.179%% | -0.020%**
OPRISK .
(0.000) (0.003) (0.000)
0.328*%% | 0.138% 0313 | -0.110%
MSHARE ;
(0.000) (0.021) (0.000) (0.067)
0.091 20.262%%% | -0.058 01117 -0.016
LHI1 ;
(0.127) (0.000) (0.337) (0.065) (0.796)
0.089 20257+ | 0.002 0.077 -0.024 0.861%%*
LT5 .
(0.136) (0.000) (0.979) (0.197) (0.688) (0.000)
0.226 0.128%* 0.171%* 0.034 0.314%%% | -0.160%* | -0.128%*
H -
(0.000) (0.032) (0.004) (0.566) (0.000) (0.007) (0.033
-0.007 0.099+ -0.010 0.020 0.114+ 0.056 0.038 0.351%%%
FH -
(0.912) (0.099) (0.871) (0.734) (0.056) (0.351) (0.530) (0.000)
0.143%* | 0.110% -0.090 0.067 -0.033 -0.001 0.066 0.103+ 0.105+
EH -
(0.016) (0.067) (0.134) (0.262) (0.585) (0.989) (0.269) (0.086) (0.079)
-0.048 -0.099 0.018 0.072 -0.079 0289+ | 02475+ | 0.109% 0.240%%* | -0.076
CH -
(0.422) (0.134) (0.758) (0.231) (0.190) (0.000) (0.000) (0.069) (0.000) (0.205)

™ denote significance at 1% level, ™ denote significance at 5% level, T denote significance at
10% level.

Table 8 report the results of the Breusch-Pagan/Cook-Weisberg test for heteroskedasticity.
These results confirm our findings reported above that there are no heteroskedasticity issues
in the data.
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Table 8. Breusch-Pagan/Cook-Weisberg test for heteroskedasticity

Ho: Constant variance

Tobin’s Q MB ROA ROE
Chi? 247.91 262.81 622.65 187.33
(P-Values) (0.000) (0.000) (0.000) (0.000)

5.3 OLS Regression of performance to ownership concentration (CON)

Table 9reports the OLS and fixed-effects’regression results for Equation 1.Dependent
variables are Tobin’s Q and ROA and the independent variables are listed in column 1 of
Table 9with corresponding t-statistics reported in brackets. According to Wintoki, Linck and
Netter (2012), unobservable heterogeneity is a source of endogeneity that affects both
performance and explanatory variables. A potential solution is the fixed-effects or within
estimation. Columns 2 to 5 provide the regression results when Tobin’s Qis used as the
dependent variable and CON is determined by either LHI or TOPS, respectively. Both TIME
and SIZE have a negative coefficient and is statistically significant at 1% level, indicating
that the size of the publicly listed companies is not at an optimal level and also company
performance is adversely affected by the financial crisis. The coefficient of FMRISK is
positive and statistically significant at 1% level, thus indicate that listed companies that
experienced high volatility in stock prices contributed positively towards performance
measured by Tobin’s Q. Since the coefficient of LTS5 is negative and statistically significant at
10% level, this indicates that the monitoring provided by top five shareholders to some extent
sheltered the companies from adverse financial effects.

Columns 6to 9 provide the regression results when ROA 1is used as the dependent variable
and CON is determined by either LHI or TOPS, respectively. The coefficient of both CON
variables is positive and is statistically significant at 5% and 10% levels, respectively. This
suggests that a higher ownership concentration levels lead to a higher accounting-based
performance measured by ROA. Since coefficient of SIZE is positive and statistically
significant at 1% level, it indicates that the large companies in New Zealand have better
accounting performance compared to small.

In summary, results reported in Table 9show that companies that have a higher level of
ownership concentration will tend to have lower Tobin’s Q and higher ROA but companies
that are large will tend to have lower Tobin’s Q but higher accounting based performance.
Higher concentrated owner (blockholders) has more formal authority and they tend to hold
enough shares to obtain active roles in the companies. Based on the ownership concentration
of the blockholders, their opinion tends to have a significant effect on the managers’ activities.
With blockholders in such an influential space, it is likely that the rights of the minority
shareholders could be comprised.

3 The Hausman test results (not reported) but shows that fixed effects results are more efficient.
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Table 9.

Q is the proportion of ((stock price * No. of share outstanding) + L/T debt + S/T debt) to Total Assets. ROA is the proportion of
Net Income to Total Assets. TIME ranges from 2003 to 2009. SIZE is the natural logarithm of the total assets. LEV is the ratio
of long term debt to total assets. FMRISK is the standard deviation of the firm’s daily stock returns. OPRISK is the standard
deviation of the firm’s past five year ROA.IH1 is the natural logarithm of the Herfindahl index. LTS5 is the natural logarithm of
the proportion of shares held by top5 five shareholders. MSHARE is the proportion of the firm’s revenue to the total revenue of

the firms’ in the sector.

Static model

Q ROA
Fixed Fixed Fixed Fixed
OLS OLS OLS OLS
Effects Effects Effects Effects
4.58%** 6.46%** 4.82%%* 6.48%** -0.68%** -1.06** -0.77%** -1.06**
Constant
4.99) (9.40) (5.72) (9.40) (-5.43) (-1.98) (-6.60) (-2.00)
-0.97%%* -0.95%** 0.02 -0.03
TIME
(-3.27) (-3.16) (-0.59) (-0.67)
LEV 0.04 0.51%* -0.15 0.51%* 0.01 -0.09 0.01 -0.09
(0.051) (2.74) (-0.21) (2.73) (0.11) (-0.64) (0.030 (-0.60)
SIZE -0.53%%* -1.08%** -0.50%** -1.07%%* 0.13%* 0.23%* 0.14%** 0.23%*
(-2.99) (-8.06) (-2.84) (-8.06) (5.62) (2.24) (5.62) (2.19)
FM 1.34%** -0.04 1.35%%%* -0.04 0.09 0.02 0.09 0.02
RISK (3.19) (-0.47) (3.23) (-0.47) (1.53) 0.41) (1.93) (0.33)
-0.27%* -0.51%* -0.27%* -0.51** -0.73%%* -0.76%** -0.73%%* -(.75%**
OPRISK
(-2.12) (-2.53) (-2.12) (-2.53) (-10.79) (-4.87) (-10.89) (-4.77)
11.17 12.79 11.17 12.79 -4.02 -19.85 -3.83 -15.89
MSHARE
(1.37) (0.97) (1.37) (0.97) (-0.93) (-1.78) (-0.88) (-0.87)
-0.07 -0.03 0.35%* 0.29%*
LH1
(-1.16) (-0.34) (2.28) (2.01)
-0.14 -0.16 0.29 0.25
LTS T + T T
(-1.91) (-1.94) (1.94) (1.88)
F stats
(P value) 6.83%** 11.07%** 6.82%%* 11.08%** 33.27%%* T AT7%%* 33.45%%* 7.38%%*
value
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
R? 0.12 0.22 0.13 0.22 0.42 0.16 0.42 0.16
(Adj. Rz) (0.10) (0.05) 0.11) (0.05) 0.41) 0.37) 0.41) 0.37)
N 280

t statistics in parenthesis, T denote significance at the 10% level, **denote significance at 5%
level, *** denote significance at 1% level
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5.4 OLSregression results for performance and ownership identity

Tablel0 reports the OLS regression results for the performance and ownership identity for
Equation 2. The dependent variables used are Tobin’s Q and ROA and the independent
variables include four owner identity variables (OWN), that is, institutional holding (IH),
foreign holding (FH), employee holding (EH), and corporate holding (CH).

Table 10 columns?2 to 3 report the results of Tobin’s Q as dependent as the dependent variable.
The coefficient of IH is positive and statistically significant at 5% level, indicates that
holding by institutional investors leads to an improved financial performance measured by
Tobin’s Q. However, coefficients of EH and CH are negative, thus indicate that holding by
employees and corporate investors leads to negative returns. Results for the SIZE, TIME and
FMRISK are similar to that reported in Table 9.

Table 10 columns 4 and 5 report the results of ROA as dependent variable. The coefficient of
IH is negative and statistically significant at 5% level; indicate that institutional holding has a
negative effect on ROA. The coefficient of CH is positive and statistically significant at 5%
level; suggest that corporate investors have a positive effect on accounting-based
performance.

In summary, results show that higher institutional holding increases performance measured
by Tobin’s Q and decreases accounting-based performance measured by ROA. The plausible
reason could be that less “involvement” owners have less power and have less interest in
controlling decision-making processes, therefore, pay less attention on day-to-day operations
of the companies but focus more on the long-term growth. For example, institutional
investors focus on the future returns or long run returns which is reflected by Tobin’s Q. On
the other hand, corporate holding has a negative effect on Tobin’s Q but a positive effect on
accounting-based measure, reflecting corporate investors’ short term focus.

Table 10.

Q is the proportion of ((stock price * No. of share outstanding) + L/T debt + S/T debt) to Total Assets.
ROA is the proportion of Net Income to Total Assets. TIME ranges from 2003 to 2009. SIZE is the
natural logarithm of the total assets. LEV is the ratio of long term debt to total assets. FMRISK is the
standard deviation of the firm’s daily stock returns. OPRISK is the standard deviation of the firm’s past
five year ROA. MSHARE is the proportion of the firm’s revenue to the total revenue of the firms’ in the
sector. IH is the proportion of shares held by institutional investors, FH is the proportion of the shares
held by foreign investors, EH is the proportion of the shares held by employees and CH is the proportion
of the shares held by corporates.

Static model

Q ROA

OLS Fixed Effects OLS Fixed Effects
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2.00%** 2.09%%* -0.30%* -0.30%*
Constant

(8.73) (5.86) (-2.34) (-2.29)

0.24 0.44** -0.08 -0.08
LEV

(1.64) (2.68) (-1.02) (-0.99)

-0.21%%% -0.24%%* 0.06** 0.06%*
SIZE

(-5.06) (-3.54) (2.64) (2.57)

0.33%*%* 0.04 0.08 0.07
FMRISK

(3.64) (0.50) (1.49) (1.40)

-0.20 -0.05 -0.74%%* -0.74%%*
OPRISK

(-1.60) (-0.27) (-10.49) (-10.30)

7.56 9.11 3.32 -3.62
MSHARE

(0.93) (0.87) (-0.740 (-0.77)

1.16%* 0.71% -0.59%* -0.167
IH

(2.27) (1.85 (-1.98) (-1.90)

0.01 0.12 0.09 0.11
FH

(-0.03) (0.38) (0.55) (0.63)

-0.40%* -0.14 0.03 0.04
EH

(-2.29) (-0.72) (0.32) (0.37)

-1.64+ -0.17 0.27%%* 0.26%*
CH

(-1.71) (-0.86) (2.29) (2.20)
F Stats 5.01%%* 6.76%** 14.03%%* 19.00
(P-Value) (0.000) (0.000) (0.000) (0.000)
R? 0.22 0.31 0.44 0.16
Adj. R? (0.18) (0.05) (0.42) (0.44)
N 280

t statistics in parenthesis, T denote significance at the 10% level, **denote significance at 5%
level, *** denote significance at 1% level
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5.5 OLS Regression Results for Performance and ownership identity during financial crisis

Tables 11, columns 2 to 9report the OLS regression results for Equation 3 using Tobin’sQ as
dependent variable and ownership identity (OWN) in different time period as the independent
variable, that is, before or after financial crisis. In columns 2 to 5 in Table 11, coefficients of
two ownership identity variables IH and FH are positive and statistically significant at 5%
levels, respectively. This result indicates that in post financial crisis period both institutional
and foreign holding resulted in positive performance. However, the coefficient of CH is
negative and is statistically significant at 5% level indicate that corporate holding has a
negative effect on the financial performance measured by Tobin’s Q.

In columns 6 to 9 in Table 11, coefficient of IH is positive and statistically significant at a 5%
level, indicate that institutional holders invested in larger companies that could sustain
short-term shocks such as those arising from the global financial crisis.

Results suggest that their less “involved” holdings had a positive performance measured by
Tobin’s Q. On the other hand, the results suggest that more “involved” investors (employee
corporate) who tend to pay much attention to short-term performance but did not due to the
crisis and therefore, experienced more negative performance. The results reported in Table 11
show that during the financial crisis the effects of ownership identity on performance
declined and all different types of shareholders reduced their shareholding proportion and
therefore, lost some power of control.
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Table 11.

Q is the proportion of ((stock price * No. of share outstanding) + L/T debt + S/T debt) to Total Assets. ROA is the
proportion of Net Income to Total Assets. TIME ranges from 2003 to 2009. SIZE is the natural logarithm of the total
assets. LEV is the ratio of long term debt to total assets. FMRISK is the standard deviation of the firm’s daily stock
returns. OPRISK is the standard deviation of the firm’s past five year ROA. MHARE is the proportion of the firm’s

revenue to the total revenue of the firms’ in the sector. IH is the proportion of shares held by institutional investors, FH is

the proportion of the shares held by foreign investors, EH is the proportion of the shares held by employees and CH is the

proportion of the shares held by corporates.

2003 - 2006 2007 - 2009
Q Q Q Q Q Q Q Q
Constant | ¢ guwse 3 ggws 4.08%%* 4.07%%% 5.1 %% 4.86%%* 5.10%%* 5,075
@73) (439 0.000)  (4.63) (6.16) (5.72) (5.89) (5.99)
LEV 0.18 0.20 0.38 0.16 0.18 0.20 038 0.16
(026 (0.29) (0.54) (0.23) (0.26) (0.29) (0.54) (0.23)
SIZE
W0.625FF  L0.56%FE 0.59%EE  _056%FE | L0.63%FF  0.56%EE  L0.59%%E  _(5GH
(3.60)  (-322) (-3.38) (:3.28) (-3.60) (3.22) (:3.38) (-3.28)
FMRISK 1y agee 136%ex  133%%%  135%%% | 1.24% 136%%%  134%%% ] 36%e
297)  (3.26) (3.20) (3.26) 2.97) (3.26) (3.20) (3.26)
OPRISK | -0.23+  -0.19 0.18 -0.18 032 0.14 -0.34 0.15
187  (-151) (-1.45) (-1.43) (-1.64) (-1.23) (-1.56) (-1.05)
MSHARE | 4 54 5.20 2.49 155 3.23 434 3.23 334
0.85) (139 (1.58) (1.44) (0.76) (1.40) (0.98) (1.01)
TH 5,175 5.15%%%
(2.41) (2.41)
FH 0.92%% 0.68
(2.09) (0.53)
EH -0.81 -1.63
(-1.03) (-1.61)
cH 2.50%+ 0.20
(-1.76) (1.06)
F stats T36FEE  GI4FEE G3IFEE  GI2REE | T3GEEE  GU4%EE G3IREE 672kEw
(P-Value) | (0.000)  (0.000)  (0.000)  (0.000) | (0.000)  (0.000)  (0.000)  (0.000)
R2
_ 0.12 0.10 0.10 0.11 0.12 0.12 0.11 0.11
Ad-RZ 1 g10)  (0.08) (0.09) (0.09) (0.10) (0.08) (0.09) (0.09)
N 121 159
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t statistics in parenthesis, T denote significance at the 10% level, **denote significance at 5%
level, *** denote significance at 1% level

5.7 Robustness Check

According to Wintoki, Linck and Netter (2012), the empirical finance attempting to explain
the causes and the effects of financial decisions often has serious issues with endogeneity.
According to Roberts and Whited (2011), endogeneity leads to biased and inconsistent
parameter estimates that make reliable inference virtually impossible. Wintoki, Linck and
Netter (2012), used GMM estimator to control for the dynamic nature of the
performance-governance relationship suggested by theorists, while accounting for other
sources of endogeneity in corporate finance research. Therefore, to check whether our OLS
and fixed effects regression estimates are robust, we have also undertaken the analysis using
dynamic panel estimation. Results of our dynamic panel estimation are reported in Table 12.
Since the Hansen-J test p-values are all high, thus suggest that all the instruments are valid
and cannot be rejected at any conventional levels of significance.

Table 12.

Q is the proportion of ((stock price * No. of share outstanding) + L/T debt + S/T debt) to Total Assets. ROA is the
proportion of Net Income to Total Assets. TIME ranges from 2003 to 2009. SIZE is the natural logarithm of the
total assets. LEV is the ratio of long term debt to total assets. FMRISK is the standard deviation of the firm’s daily
stock returns. OPRISK is the standard deviation of the firm’s past five year ROA. MHARE is the proportion of the
firm’s revenue to the total revenue of the firms’ in the sector. IH is the proportion of shares held by institutional
investors, FH is the proportion of the shares held by foreign investors, EH is the proportion of the shares held by
employees and CH is the proportion of the shares held by corporates.

System GMM
Q Q ROA ROA
Lq 1.17% 0.79**
(1.97) (2.07)
L.roa -0.68+ -0.52%
(-1.80) (-1.98)
LEV 0.84 0.57 -0.19 -0.08
(1.64) (1.36) (-0.72) (-0.47)
SIZE -0.12 -0.13 0.08%** 0.07**
(-1.17) (-1.41) (2.13) (2.20)
FMRISK -0.13 0.02 0.04 0.05
(-0.37) (0.06) (1.03) (1.34)
OPRISK 0.13 0.07 -1.48 -1.06
(0.51) (0.37) (-1.25) (-0.79)
MSHARE 4.39 4.34 -4.56 -4.32
(1.35) (0.94) (-1.37) (-1.02)
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HI 0.48 0.10

(0.95) (0.50)
LT5 0.28 -0.03

(0.60) (-0.07)

F Stats 7.01%%* 6.88%%* 6.07%** 6.07%**
(P-Value) (0.000) (0.000) (0.000) (0.000)
Firm-fixed Effects Yes Yes Yes Yes
Year Effects Yes Yes Yes Yes
No. of obs. 280 280 280 280
No of Instruments 15 20 20 20
No. of Clusters 40 40 40 40
Arellano-Bond test for AR(1) in first differences

0.15 0.07 0.71 0.04
(p-value)
Arellano-Bond test for AR(2) in first differences

0.42 0.41 0.28 0.33
(p-value)
Hansen-J test of over-identification (p-value) 0.89 0.46 0.51 0.83

t statistics in parenthesis, T denote significance at the 10% level, **denote significance at 5%
level, ***denote significance at 1% level

6. Conclusion

This study investigates the nature of the relationship between ownership, identity and
financial performance of publicly listed companies in New Zealand and whether the
relationship between ownership-performance changes during the financial crisis (2007 to
2009). In regard to the 3 question addressed, we report our findings as follows:

1. Our findings support the view that ownership concentration affects performance.
However, our results for New Zealand are quite different to that reported for Turkey (Gursoy
and Aydogan, 2002)and China(Xu and Wang, 1999). Results show that a higher ownership
concentration in listed companies in New Zealand leads to a lower market-based performance
(Tobin’s Q) and higher accounting-based performance (ROA).

A plausible reason could be that higher ownership concentration has more formal authority
and therefore, blockholding gives enough power to obtain some active roles in the company.
The power blockholders’ have in these companies tends to be very high and therefore, their
opinions tends to matter in regard to the managerial decision-making. Our results show that
blockholders have tended to pay more attention to accounting-based performance rather than
market-based performance. This is not surprising as the capital market activities were
affected globally, investors barely made any decent gains from share price appreciation.
Therefore, investors during the financial crisis have relied on profits from the operational
activities to boost their earnings by the way of getting higher dividends payouts.
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2. We report that the owner identity do have an effect on the financial performance of
publicly listed companies in New Zealand. More “detached” level owners (institutional
investors) have a positive effect on market-based performance but negative effect on
accounting-based performance. Whereas, more “involved” level owners (employee
&corporate investors) have a negative effect on market-based performance.

Our findings support the view that institutional ownership increases Tobin’s Q and decreases
ROA, whereas corporate holding decreases Tobin’s Q. This result indicate that the “detached”
owners have positive effect on market performance but negative effect on accounting
performance whereas, “involved” level owners have negative effects on market performance.
This finding indicates that the “detached” level owners have less power in seeking the
short-run profit and therefore, focus less interest on operational matters but more on
long-term growth of the company.

3. Our results show that the relationship between owner identity and financial performance
changes during the financial crisis. In New Zealand context, less “involved” shareholding
leads to higher performance. Our evidence shows that the effect of owner identity declined
during the financial crisis period due to the fact that different types of owners reduced their
ownership concentration levels, thus reducing their social influence and expertise powers.

Our results reported in Table 1 show that the largest shareholder hold34.49% of the shares
and five largest shareholders hold in excess of 50% (on an average basis) of the shares. These
results indicate that the top five shareholders have absolute control of the publicly listed
companies in New Zealand. Our results also show that the average proportion of corporate
and employee holding in New Zealand is much higher compared to that of Australia, the UK
and the US; thus confirming the view that the “involvement” ownership type (corporate
holding) is more popular in New Zealand context. Our results also show that there are two
different kinds of foreign investor existing in New Zealand market, that is, one seeking
long-run returns and low risk and other seeking more risky investments opportunities.

Finally, we caution readers regarding generalizing the findings of this study as the sample
sizeused is small and the study focuses specifically on New Zealand environment. However,
the issuesraised could be adopted for future studies.
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