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Abstract:

This paper investigates the link between corporate valuation and
ownership structure using a sample of 182 Kuwaiti-listed firms from
2005 to 2008. More specifically, it examines the impact of ownership
concentration by major shareholders and family control on corporate
value. This impact is addressed based on two different yet related
hypotheses. The first hypothesis refers to the monitoring effect which
posits that major shareholders have strong incentives to monitor
managers, in order to maximize corporate profit. The second
hypothesis refers to the entrenchment effect which suggests that
major shareholders are more likely to extract corporate resources to
their own benefits at the expense of small shareholders.

Overall, the results show that family ownership is positively
related to corporate value. Also, ownership concentration by other
large controlling shareholders contributes to the corporate valuation,
and this contribution is more pronounced in non-family firms. The
results reported in this paper indicate that the monitoring effect
hypothesis dominates the entrenchment effect hypothesis.

INTRODUCTION

Corporate ownership structure is essential in determining corpo-
rate objectives, management discipline and shareholders wealth
(Jensen, 2000). Ideally, maximizing corporate value is a common
objective that managers and shareholders share. Extant literature
presents two hypotheses, a monitoring effect and entrenchment effect,
which address the relationship between ownership concentration and
corporate valuation. The monitoring effect posits that large share-
holders have strong incentives to monitor managers and hence
maximizes corporate value. High concentration is beneficial to
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minority shareholders who enjoy the free ride solution to the
monitoring problem. On the other hand, the entrenchment effect
hypothesizes suggests that large shareholders are more likely to extract
corporate resources to their own benefits at the expense of small
shareholders.

The purpose of this paper is to explore the relationship between
corporate value and the ownership of family and other major
shareholders. In other words, do family ownership and ownership of
other major sharcholders create or destroy corporate value? Two
proxies are employed to measure corporate value, Tobins q (T’BQ) and
the ratio of market to book value of equity (Mkt/Eqg). Based on a
sample of 182 KSE-listed firms with available financial and ownership
data between 2005 and 2008, the results indicate that family ownership
is positively related to corporate valuation. Also, ownership concen-
tration by other large controlling shareholders is positively associated
with corporate value, and this association is more pronounced in non-
family firms than in family firms. Therefore, family ownership and
ownership concentration by other powerful shareholders contribute to
the corporate value. Overall, the results reported in this paper imply
that the monitoring effect hypothesis dominates the entrenchment
effect hypothesis.

This study is motivated by two concerns. First, the literature on
Kuwaiti firms provides scarce insights on the relationship between
ownership structure and corporate valuation. This study extends the
growing body of literature that examines the ownership structure
outside the U.S. and Europe. (La Porta et al., 2002) point out the
importance of investigating the ownership structure among and within
countries to address the majority shareholders incentives to extract
minority shareholders wealth. Second, the effect of ownership
structure on corporate valuation may vary with the legal system and
political environment. (Anderson and Reeb, 2003) claim that family
firms operating in well regulated and high transparent financial
markets enjoy lower agency costs than those operating in less regulated
and low transparent capital markets. Politically powerful family firms
operating in low transparent markets (e.g., East Asia markets) are
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likely to expropriate the rights and interests of minority shareholders
(Faccio et al., 2001). Kuwait has a weak regulatory environment and
fragile political scenario which discourage foreign investments and
diminish investors confidence (Capital Standards, 2010). In 2009, the
“Corruption Perception Index,” published by Transparency Interna-
tional, ranked Kuwait as the most corrupt country; while the
“Competitiveness Index” and ““Ease of Doing Business Index” ranked
it as the lowest GCC, Gulf Country Council, countries. Therefore, it
would be interesting to see whether major shareholders protect or
expropriate minoritys rights and hence affecting corporate value.

The rest of the paper is organized as follows. Section 2 addresses
prior literature and hypotheses development. Section 3 portrays
sample selection and data sources, and section 4 shows measurement
of variables. Empirical results are reported in section 5. Section 6
concludes the paper.

LITERATURE AND HYPOTHESES DEVELOPMENT

In this section, the Kuwait Stock Exchange (KSE) market is
briefly described and then two opposite predictions regarding the
relationship between ownership concentration and corporate value are
developed. Later, hypotheses on the association between family
ownership and corporate value are addressed.

2.1 Kuwait stock exchange market (KSE)

Although several share holding firms operated in Kuwait prior to
the foundation of KSE, It was not until the end of 1970 that the
Kuwaiti government passed a law that organizes the countrys stock
exchange market. In 1983, the KSE market was officially operated and
regulated by three governmental agencies, the central bank of Kuwait,
ministry of finance, and ministry of commerce. The KSE is among the
first stock exchanges in the Gulf region, and among the largest stock
markets in the Middle East in terms of market capitalization. Over the
past twenty years, major reforms took place in the KSE, such as sales
of government owned stock shares in local KSE-listed corporations,
emergence of mutual funds, increase in ownership concentration, and
permission to foreign investors to own shares in KSE-listed firms.
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Furthermore, all listed KSE firms adopt the International Accounting
Standards (IASs) and International Financial Reporting Standards
(IFRS).

KSE-listed firms are required to disclose ownership of investors
that own 5 percent or more of outstanding shares. The KSE website
updates ownership information on a daily basis. Firms are subject to
various penalties (e.g., fines, suspension, delisting) in case they fail to
inform the KSE commission with any update on the ownership of large
shareholders. Some larger investors, however, conceal their ownership
through establishing mutual funds and/or joint venture with other
agents and investors (Al-Deehani & Al-Saad, 2007). KSE-listed firms
tend to have large share blocks, pyramid ownerships, complicated
structures, poor and less transparent disclosures, interlocking director-
ship, and great power concentrated in few key directors (Capital
Standards, 2010)."

2.2 Owanership concentration and corporate value

The relationship between ownership concentration and corporate
valuation can be explained by two different but related hypotheses, the
monitoring and the entrenchment. The monitoring hypothesis posits
that concentrated ownership provides the conditions for larger share-
holders to monitor managers (Shleifer & Vishny, 1986). Because large
shareholders have more effective monitoring, firm decisions are better
aligned with the interests of shareholders, thereby increasing corporate
value (Harada & Nguyen, 2011). Moreover, (Claessens and Djankov,
1999) show evidence of positive association between ownership
concentration and corporate value.”” In (Mitton, 2002), corporate
value increases when large shareholders participate in setting firm
policies. (Clyde, 1997) reports that large shareholders employ takeover
policies to discipline corporate managers. In addition, large share-

(1)  For more information see www.kse.com.kw.

(2) Farooq and El-Kacemi (2010), however, show no relationship between ownership
concentration and firm performance using a large sample of ownership data from the
Middle East and North Africa (MENA) region during the period 2004-2008.
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holders tend to minimize the decline in corporate value. To emphasize
this fact, (Deng and Wang, 2006) show that the financial distress risk of
a company declines as ownership concentration increases. Never-
theless, large shareholders support investments in information tech-
nology to increase corporate efficiency and effectiveness and hence
maximizing corporate value. Evidence of (Barake, 1998) suggests that
large shareholders actively lobby against managers decisions to cut
back investments in information technology. In addition, (Alfaraih et
al., 2012) find a positive link between ownership concentration by
institutional ownership and firm performance, proxied by Tobins q
and ROA, based on a sample of 134 KSE-listed firms in 2010.
Furthermore, (Aljifri and Moustafa, 2007) document a positive
association between ownership concentration by UAE (United Arab
of Emirates) government and firm performance. Therefore, the
interest-alignment hypothesis suggests that the presence of large
shareholders improves shareholder right protection through monitor-
ing. Accordingly, minority shareholders can enjoy private benefits
alongside with larger shareholders.®

Alternatively, concentrated ownership may create conditions for
large shareholders to practice entrenchment. Besides monitoring, large
shareholders are likely to extract private benefits at the expense of
minority shareholders (Villalonga & Amit, 2006).Y The entrenchment
or expropriation occurs when large controlling shareholders and
managers align for common benefits, regardless the consequences that
affect small shareholders rights. In addition, excessive expropriation
by large shareholders creates hostile environment to the investments of
other shareholders, especially minority. Also, large shareholders may
sacrifice their monitoring role to increase their wealth at the expense of
the minority shareholders wealth.® In (La Porta et al., 1999) and

(3)  Because the costs of monitoring exceed the benefits perceived by monitoring, small
shareholders are less inclined to use their limited economic resources for monitoring
managers behavior. Instead, minority shareholders enjoy the free ride solution by relying
on the large shareholders to monitor managers (Holmstorm, 1982).

(4)  E.g., special dividend payouts, related-party activities, and excessive compensation.
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(Faccio et al., 2001), the entrenchment effect is more pronounced in
countries with weak legal systems that secure the wealth of minority
shareholders. In (Alfaraih et al., 2012), Tobins q and ROA, proxies for
firm performance, decline as ownership concentration by Kuwait
government increases.

Following these two competing arguments, it is possible to say
that if ownership concentration is consistent with the monitoring effect
of large shareholders, there should be an increase in corporate value.
Alternatively, if ownership concentration is consistent with the
entrenchment effect of extracting minoritys benefits by majority
shareholders, there should be a decline in corporate value. Put
formally, the following alternative hypotheses are presented:

Hla: Consistent with the monitoring hypothesis, ownership

concentration is positively related to corporate value.

H1b: Consistent with the entrenchment hypothesis, ownership

concentration is negatively related to corporate value.

2.3 Family ownership and corporate value

The incentives of families to monitor managers exceed the
incentives of any other large shareholder (Anderson & Reeb, 2003)
since families are less diversified and invest their own wealth in the
corporation (Anders, 2008).) In (Du, 2009), agency costs of family-
management- association is greater than agency costs of majority-
minority shareholder association, a sign of mitigation to family-
management agency conflicts and a boost to corporate firm value.
Families focus more on short-term profitable projects (Cadbury,
2000), socialize more with their employees (Habersham & Williams,

(5) In addition to entrenchment, concentrated ownership wastes economic resources and
discourages corporate takeover, thereby reducing corporate value (Fama & Jensen, 1983).

(6)  Tufano (1996) argues that institutions may have less effective monitoring role than
families because of their multi-ownership investments in many companies. This may
indicate that institutions are not as well focused as families when exercising the
monitoring role.
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1999), promote better work environment, build greater trust and
loyalty among employees, and enjoy lower recruitment costs and
employee turnover rates (Ward, 1988). In addition, family firms tend
to be more productive (Barbera & Moores, 2011; Martikainen et al.,
2009), more efficient (James, 1999), and more motivated by monetary
and nonmonetary incentives (e.g., family reputation) (Barbera &
Moores, 2011; Davis et al., 1997). (Maury, 2006) employs a sample of
1672 non-financial firms from 13 Western European countries to test
the impact of family control on firm performance. His results indicate
family firms enjoy higher valuations (i.e., Tobin’s ¢) and higher
profitability (i.e., ROA) than non-family firms. For a sample of non-
financial KSE-listed firms (Al-Saidi, 2010) documents that firm
performance increases when a family has its own members on the
board of the directors. Several other studies present similar evidence
indicating that family firms outperform non-family firms (see, e.g., Du,
2009; Chu, 2009; Anderson & Reeb, 2003; Burkart et al., 2003;
McConaughy et al., 1998).

However, families may misuse their control power to maximize
their own interests instead of maximizing corporate value (Du,
2009).(Lease et al., 1984) argues that families wealth is maximized at
the expense of minority shareholders through employing control-
enhanced systems. For a sample of Spanish firms, (Gomez et al., 2001)
show the entrenchment effect to be more pronounced in family-
controlled firms than in non-family firms. When family shareholders
prefer profit and wealth preservation to other dimensions of firm
performance (e.g., cash dividend payout), their interests and incentives
tend to overcome non-family shareholders interests and incentives
(Carney & Gedajlovic, 2003). In terms of firm performance, several
studies (see, e.g., King & Santor, 2008; Gompers et al., 2007; Chahine,
2007) show that non-family firms outperform family firms. (Faccio et
al., 2001) attribute the poor performance of family firms to the
conflicts arise among family members on who and how to manage the

23




Dr. Ali AL-Mutairi

firm. Nevertheless, evidence indicates that employee effort and
productivity tend to decline as families act on their behalf (Burkart
et al., 1997).

Thus, according to the monitoring hypothesis, greater family
ownership boosts corporate value. In contrast, the entrenchment
hypothesis, suggests that greater family ownership diminishes corpo-
rate value. Put formally, the following alternative hypotheses are
presented:

H2a: Consistent with the monitoring hypothesis, family owner-
ship is positively related to corporate value.

H2a: Consistent with the entrenchment hypothesis, family own-
ership is negatively related to corporate value.

SAMPLE SELECTION AND DATA SOURCES

The sample of this study covers four years, 2005-2008.” Data on
ownership is obtained from the website of Aljoman Consulting Center,
which structures the ownership of large shareholders into five groups:
institutions, families, government agencies, individuals and others.®
All financial data is extracted from the Institute of Banking Studies-
Kuwait (ISB) and the Kuwait Stock Exchange (KSE) website. The
initial sample of stock ownership is 767 observations.”” There are 33
observations that have missing financial and ownership information
which yields 643 (i.e. 182 firms) useable observations (see table 1).!'?

(7)  The reason for choosing this period is that ownership data on individual, government, and
other large shareholders is available for the period 2005-2009. No financial data, however,
is available for 2009.

(8)  Ownership concentration varies across countries (Hamadi, 2010) and from firm to firm
(Barrese et al., 2007). Prior studies use a cutoff of 10 to 25 percent to define control as
concentration (see, Downs & Sommer, 1999). Other researchers use 5 percent or more
(Allen & Panian, 1982; Claessens et al., 2000 Villalonga & Amit, 2006). Due to the smaller
size of the KSE market (i.e., number of KSE-listed firms) and lower number of families
concentrating in the Kuwait market, a legal minimum of 5% is used to define ownership
dominance.

(9)  The initial sample did not include foreign companies (i.e., sector #7).

(10)  The sample consists of 30 family and 152 non-family firms.
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MEASUREMENT OF VARIABLES

This study employs two measures of corporate value, CorValue.
First, it uses Tobins q (hereafter, TBQ)."V It is calculated as the sum of
net assets and market capitalization divided by total assets, where
market capitalization is the year end closing price multiplied by the
year end shares outstanding. (Morch et al., 1998) advocate the use of
TBQ in cross-sectional studies on the relationship between corporate
value and ownership structure. (Batholomeusz and Tanewski, 2006)
argue that TBQ captures any deviation from wealth maximization. The
second proxy for corporate value is measured as the market value to
book value of equity (Mkt/Eq) (Navissi & Naiker, 2006). Independent
variables include ownership concentration (O WN) and family owner-
ship (FAMILY). OWN is measured using Herdindahl index. It is
calculated by summing the squared percentage of shares controlled by
the major shareholders identified above.'? Similar to (Demsetz and
Lehn, 1985), and (Harada and Nguyen, 2011), a logarithmic
transformation is applied to the Herdindahl index. The second
independent variable, FAMILY, is a binary variable that is equal to
one if a company has family ownership and zero otherwise.'¥
Following (Wei et al., 2011, p. 34), ““a family firm is defined as a firm
whose largest ownership stake can be traced back to an individual, a
family, or a team of co-founders or their family members.”” In addition,

(11)  This study does not apply ROE or ROA as they have revealed mixed results in prior
literature. In addition, RO A tends to be a ““backward-looking” measurement of corporate
value and productivity. On the other hand, Tobins q is viewed as a “forward-looking”
measurement of corporate value and hence a better proxy for future growth opportunities
of corporations (Du, 2009).

(12) The inclusion or exclusion of family ownership in/from OWN has no significant change
on the results reported in this paper. The reason of excluding family ownership from the
variable OWN is to see whether results reported in this paper are driven by the family
ownership group.

(13) Realistically, the level of family ownership may not reflect the level of control power that
family members can exercise on a company. While in some companies they need to hold
few shares to maintain control, in other companies family members need greater number
of shares to control the company (Lee, 2006). Thus, this paper does not measure FAMILY
as a fraction of shares outstanding to proxy for family control.
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one or more of the family members must be on the board of the
directors.

Based on the ownership literature and data availability, this study
controls the variables (firm size, firm age, leverage, financial health,
dividends, financial sector, and year) that can affect the relationship
between ownership structure and corporate valuation. Firm size
(SIZE) is measured as the natural logarithm of the market value of
equity at year end."* Corporate value is larger in corporate size. Firm
leverage (LEVERAGE) and firm age (AGE) are defined as total
liabilities divided by total assets and natural logarithm of the difference
in years between year t (t =1 t =4) and the foundation year,
respectively. Lower leveraged and younger firms are more likely to
enjoy higher corporate value. (Ward and Price, 2006) and (Sharma,
2006) indicate a positive association between firm leverage and
corporate value. (Du, 2009) finds that as firms get older, they tend
to experience fewer future growth opportunities. Firm financial health
(LOSS) is a binary variable that equals to one if the firm reports a loss
in year t and zero otherwise. Evidence suggests that firms with negative
earnings are associated with greater level of information asymmetry
(Ertimur, 2004) which minimizes the corporate value. Cash dividends
(DIV) is calculated as cash dividends scaled by shares outstanding at
year t. DIV may reflect the level of information asymmetry between the
firm and the market (Fuller & Thakor, 2002). Higher payouts of cash
dividends are likely to reduce information gap, thereby maximizing
corporate value. Finally, binary variables are constructed for each year
(i.e., year dummies represent the four year-period time) and financial
sector (i.e., industrial indicators represent the seven industrial
categories) to capture the differences among years and industries.
The following general model is used:"'>

CorValue = f (OWN, FAMILY, SIZE, LEVERAGE, AGE,
LOSS, DIV, SECTOR, YEAR)®

(14) SIZE is also measured as the natural logarithm of total assets.
(15)  All model variables are defined in the appendix.
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TABLE 1
Firm-¥ ear Observations
Al Excluded Study
Sector W ear Observations Observations Sample

2005 o 2 7

2006 o a g

2007 o a g

Banking 2008 =4 1 8
2005 42 =3 39

2006 43 o 43

200077 46 ] 43

Inwvestment 2008 42 o 42/
2005 7 o 7

20046 7 o 7

2007 7 o ¥

Insurance 2008 7 o 7
2005 28 o 28

20046 28 o 28

2007 32 o 32

Real Estate 2008 32 o 32
2005 25 = 22

2006 25 a 24

2007 28 z 26|

Industrial 2008 27 o 27
2005 44 12 32

2006 44 o 44

2007 54 4 S0

Services 2008 S0 o =
2005 = o 5

20046 3 o 3

2007 & o 6|

Food 2008 & o 5
Total 676 33 G643

EMPIRICAL RESULTS

Table 2 panel A presents the mean, median, and standard
deviation values for dependent, independent, and control variables.
The average (median) values for TBQ and Mkt/Eq are approximately
8.56 (7.29) and 1616 (1426), respectively. On average, 16 percent of the
firms in the sample are designated as family firms. and around 18
percent of ownership concentration represents family ownership. The
mean of ownership concentration for institutions, government,
individuals, and others are 0.48, 0.18, 0.19, and 0.23, respectively.
The age of firms in the sample ranges from 1 year to 54 years with an
average of 21 years. On average, about 16 percent and 19 percent of the
firms in the sample reported loss and paid cash dividends in year t.
Panels B and C show descriptive statistics for the family group and
non-family-group, respectively. On average, family firms tend to be
larger in market capitalization and leverage, older in age, and higher in
dividend payouts than non-family firms. In addition, the average of
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losses reported by family firms in year t is less than that reported by

non-family firms.

TABLE2
Panel-A: All Firms/ Number of Observations= 643
Variable N Median Mean Minimum  Maximum  Std Dev|
MktEq 643 142633 1616.42 2443 30826.62 1489.59}
TEQ 643 7293 8.564 0137 33737 3923
FAMILY 643 0 016 0 1 0.367
Family 103 0.103 0.181 0.05 073 0.139)
Govemnment 154 0.107 0.181 0.05 0.762 017
OWNEESHIP CONCENTEATION |Individuals 233 0137 0.194 0.05 073 0.136)
Institutions 618 0.466 0482 0.05 099 0227
Others 286 0152 0231 0.05 0.837 0.2
TOTAL ASSETS 643 90157 328717 3406 10544142 919189
MARKET CAP. 643 60393167 137980792 1506479 2647023138 316237739
LEVERAGE 643 0434 0421 -0.463 0.992 024
FIRM AGE 643 23 21182 1 34 12.62)
LOSS 643 0 0157 0 1 0.364]
CASH DIVIDENDS 643 0.1 0.139 0 1.1 0.24
Panel-B: Non-Family Firms/ Number of Observations= 540
Variable N Median Mean Minimum  Maximum Std Dev]
MktEq 340 138524 1545.03 2445 3863 963.396|
TEQ 340 7306563 8.703 0157 33737 621
Govemnment 128 011113 0.193 0.05 0.762 0.183
Individuals 157 0.1486 0203 0.05 073 0.164]
OWNERSHIP CONCENTRATION Institutions 323 0.4921 0.498 0.05 099 0223
Others 239 0173 023 0.03 0.837 0.209]
TOTAL ASSETS 340 82371 311934 3406 10544142 915298
MARKET CAP. 340 33328860 136216311 1306479 2647023138 324333369
LEVERAGE 340 0414623 0.407 -0.463 0921 0238
FIRM AGE 340 23 21.054 1 34 12.47
LOSS 340 0 0.159 0 1 0.366)
CASH DIVIDENDS 340 0.1 0.177 0 1.1 0.231
Panel-C: Family Firms/ Number of Observations= 103
Variable N Median Mean  Minimum  Maximum  Std Dev|
MktEq 103 1533373 1990.71 143366  30826.62 20821
TEQ 103 712051 7823 0.932 18.413 4.039)
Govemnment 26 0.1002 0113 0.032 0194 0.03]
Individuals 16 0.107 017 0.05 0.644 0.137
OWIERSHIE CONCENTRATION Institutions a3 0378 0.389 0.031 093 0217
Others 47 0.0941 0.134 0.05 0364 0.094]
TOTAL ASSETS 103 130642 417080 4228 3082000 038303
MARKET CAP. 103 78637112 167231469 5716120 1516430388 270946213
LEVERAGE 103 0.509858 0492 002 0.992 0.236)
FIRM AGE 103 23 21.854 3 43 13.423
LOSS 103 ] 0.146 0 1 0.334]
CASH DIVIDENDS 103 0.13 0231 0 1 0271

Table 3 shows t-test for family firms and non-family firms. The
results show that family firms have larger Mkt/Eq. As for TBQ, no
significant difference in mean is found. Ownership concentration tends
to be slightly higher in family firms than in non-family firms. In
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addition, family firms seem to be larger in size, higher in leverage and
in cash dividend payouts than non-family firms.

Table 4 displays Person correlations for some variables in model
(a). The signs of variables, in general, are consistent with prior
expectation. Family ownership (FAMILY) is positively associated with
corporate value, proxied by Mkt/Eq. No relationship, however, is
shown between FAMILY and TBQ. The sign of OWN coefficient is
positive and is consistent across the proxies of corporate value.

TAELE 3
T-test for family and non-family firms
. - iff. i i P
Variahle Family N Mean Diff. ;.
B Mean Value Vahie
MKE i 340 1343 i e N
ket 4437 55 3
1 1 103 19907 UL
0 340 8.7052
TBQ . 08797 1.38 01673
1 103 718255
= 0 340 0.104
OWN 0028 23 216°
1 103 0077 s
340 T.7346
SIZE ; 0.146 223 0.0246
1 103 78808
340 04068
LEVERAGE ; -0.086 333 000092
1 103 04823
340 1222
AGE i -0.022 -0.63 0.3262
1 103 1.2430
0 340 01593
LOSS B 00136 035 07281
1 103 01456
0 340 0177
7 0074 ] T
DIW | 103 03507 0.074 2.88 0.0041

a, b, ¢ indicate statistical significance at 0.001, 0.01, and 0.05 levels

That is, concentrated ownership by large shareholders maximizes
corporate value. Overall, these preliminary results support the
monitoring effect regarding the contribution of family ownership
and concentrated ownership by other major shareholders to corporate
value. In addition, the p-value of OWN and FAMILY is significant at
the 5% level but the correlation between these two variables is weak
(Corr = 0.091), implying that major shareholders are less inclined to
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invest in family firms. Larger firms tend to have higher corporate
valuation, as proxied by Mkt/Eg, and younger firms enjoy higher
corporate valuation, measured by 7BQ. Mixed results shown for firm
leverage (i.e., LEVERAGE 1is positively related to Mkt/Eq and
negatively to TBQ. Different from prior expectation, no association
is reported between DIV and both proxies of corporate value (T'BQ
and Mkt/Eq). The results of the same table also show that loss firms,
LOSS, have lower corporate valuation, proxied by the TBQ.

Table 5 presents the results of regression analysis for the research
question, namely, whether ownership concentration by large share-
holders and family ownership control maximize or minimize corporate
value. In panel A of table 5, OWN is positively related to 7BQ and
Mkt|Eq (p-value < 0.0001 and < 0.0001, respectively), suggesting that
corporate value increases as ownership concentration increases.
Family ownership, FAMILY, is positive and statistically significant
under the corporate value proxy, Mkt/Eq (p-value = 0.0052). In terms
of TBQ, however, FAMILY is not statistically significant.®

Results for most control variables in table 5 panel A are consistent
with prior literature. As SIZFE increases, corporate value increase, and
as AGE decreases, corporate value declines. The sign of LEVERAGE
is negative under the TBQ proxy but positive under the Mkt/Eq proxy.
Cash dividends, DIV, is statistically significant but with incorrect
sign.'”

In sum, the reported results in table 5 panel A show that
ownership concentration by large shareholders maximizes corporate
value. This result, however, is inconsistent with the findings of (Morck
et al., 1988), (McConnell and Servaes, 1990), and (Hamadi, 2010).
Also, family firms tend to have higher corporate value, as proxied by
Mkt/Eq only, than non-family firms, which is in accordance

(16)  Also, the natural logarithm of Mkt/Eq is used and results are the same.
(17) DIV is also measured as binary variable equals to 1 if a firm distributes cash dividends
and 0 otherwise. The coefficient of DIV, however, is still negative.
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TABLE 4
Pearson Correlation Coefficients for corporate value and control variables
N =643
TBQ FAMIY OWN SIZE  LEVERAGE  AGE DIV LOSS
MitEq 0378565 010982 pgog12®  032357F  022639° 000311 0.01991 -0.022)
<0001 0.0053 0.0128 <0001 <0001 0.9373 06144 0.5776
TBQ 005452 012540% 003365 046564° 016337 001487 0132747
0.1673 0.0014 0.3046 <0001 <0001 0.7067 0.0007
FAMILY 009065 008361°  0.13102° 0023 gy5308® 001374
0.0216 0.0246 0.0009 0.3262 0.0041 0.7281
OWN 020772 003065 0.14337° 004666 001793
<0001 04378 0.0003 02374 0.6499
—_— 0424473 025426% 023713 0.1319Y
<0001 <0001 <0001 0.0008
_— 0.13146° 001528  0.03388
0.0008 0.699 0.301
g 01204 004223
0.0022 0.2847
DI 032087
<0001

a, b, c indicate statistical significance at <.0001, 0.01, and 0.05 levels. Dummy variables for
years and sectors are included in the analysis but not tabulated.

with the findings of (Wang, 2006), (Villalonga and Amit, 2006),
and (Sraer and Thesmar, 2007). In general, the results support the
monitoring hypothesis. Different from the notion that the expropria-
tion effect is dominant in countries with inferior protection of
shareholders (Faccio ef al., 2001; La Porta et al., 2002), the findings
of this paper suggest the opposite. Despite of the less regulated and low
transparent KSE market, family control and concentrated ownership
by major shareholders can still add value to corporate governance,
thereby increasing corporate value.

Further tests (i.e. robustness tests) are run to see whether the
interaction between FAMILY and OWN (FAMILY*OWN) contri-
butes to the value of corporation. The results are reported in panel B of
table 5. No relationship is found between corporate value proxies and
the interaction variable (FAMILY*OWN). OWN is still positive and
statistically significant. Although it is positive, FAMILY has a lower
level of significance, as identified by the p-value, than the one reported
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in panel A of the same table. Results for all control variables seem to be
in accordance with those reported in table 5 panel A.

Results of the association between family ownership and owner-
ship concentration (FAMILY*OWN) as reported in panel B of table 5
may indicate that ownership concentration by other major share-
holders adds no contribution to the valuation of family firms. Each
group may have different motivations than the other. To investigate
whether this result is related to the type of the firm, the corporate value
sample is partitioned into family firms and non-family firms. Panels A
and B of table 6 show the regression results for the subsample of family
firms. Ownership concentration, OWN, by other large shareholders
has no relationship with corporate value. On the other hand, the results
reported in table 6 panel C and panel D are interesting. OWN is
positive and highly statistically significant under both corporate value
proxies. In addition, the adjusted R’ for the non-family subsample is
higher than that of the family subsample. This result suggests that large
controlling shareholders have higher valuation for non-family firms
than for family firms. Also, the results suggest that the monitoring
effect of large shareholders is more pronounced for non-family firms
than for family firms. These results are in line with those reported by
(Bartholomeusz and Tanewski, 2006) who show that large bloc-
kholders are less likely to invest in family firms."®

CONCLUSION

Corporate ownership structure is important in determining
corporate objectives, management discipline and shareholders wealth
(Jensen, 2000). In general, both corporate managers and shareholders
share a common objective, namely maximizing corporate value. This
study examines the relationship between corporate value and the
ownership of family and other large controlling shareholders. Prior

(18) Variable Inflation Factor (VIF) values reported in table 5 and table 6 are all under 10,
indicating that multicollinearity among variables is not a major concern (See Gujarati,
1995). In addition, White test is run to check for heteroskedasticity. Results (not
tabulated) show no indication of heteroskedasticity.
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literature addresses two hypotheses, a monitoring effect and an
entrenchment effect, which depict the relationship between ownership
structure and corporate value. According to the monitoring hypoth-
esis, ownership concentration motivates large control shareholders to
monitor managers, thereby maximizing corporate value. Due to their
limited resources and high costs of monitoring, minority sharecholders
will enjoy the free ride of monitoring exercised by majority share-
holders. The entrenchment hypothesis, however, argues that large
controlling shareholders tend to extract corporate resources to their
own benefits at the expense of small shareholders.

TABLE 3

Regressions of TBQ and Mkt'Eq on ownership concentration, OFN, and family, FAMILY

Panel-A Panel B
CorValue = f(FAMILY, OWN, FAMILY*OWN SIZE, LEVERAGE, AGE, LOSS, SECTOR. YEAR)

5::;‘:&“‘ TBQ MktEq TBQ MktEq

t-Value | P-Value| VIF |z-Value |F-Value| VIF |#-Value|P-Value| VIF |#-Value|P-Value] VIF
Variable
FAMILY 142 01558 10509  28% 00052 1051 007 09482 33802 183 00681 338
OWN 55 <0001 10933 3.7° 00002 1003 556% <0001 11997 343%  0.0006 1.199
FAMILY*OWN S103 0302 35313 032 07497 3331
SIZE 1205° <0001 16516 8325 <0001 1652] 12073 <0001 16524 831% <0001 1652
LEVERAGE J1516% <0001 13213 330% 00007 1321) -15.14% <0001 13216 338% 00008 1321
AGE 5317 <0001 11014 229 00223 1.101] -532° <0001 11015 -228° 00228 1101
LOSS 113 02574 12445 186% 00620 1244] 115 02506 12448 186° 00639 1244
DIV 478% <0001 12856 274" 00063 1286 479° <0001 12858 -274% 00064 1285
No. of Obs. F Value 65.01 FValue 1664|F Value 3862 FValue 1497

643 Pr>F <0001 Pr>F  <0001|Pr>F <0001 Pr>F <0001
R 04803 R? 0.191(R? 04812 Rr? 0.1915
AdiR? 04720 Adir?  0.18|adr? 0473 AdiR? 01787

a, b, ¢, d indicate statistical significance at <.0001, 0.01, 0.05, and 0.10 levels. Dummy variables
for years and sectors are included in the analysis but not tabulated.

This study extends literature on ownership structure by exploring
insights on corporate structure in Kuwait. It examines the relationship
between corporate value and the ownership of family and other major
shareholders. Put differently, does the presence of family ownership
and other major shareholders create or destroy corporate value?
Following other studies, this paper measures corporate value using two
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proxies: Tobin’s ¢ and the ratio of market to book value of equity.
Based on a sample of 182 firms with available financial and ownership
data between 2005 and 2008, the results indicate that corporate value is
higher in family ownership. In addition, the results indicate a positive
relationship between ownership concentration by other large control-
ling shareholders and corporate value, and this association is more
pronounced in non-family firms. Overall, the results suggest that
family ownership and other large controlling large shareholders
contribute to the corporate value. The findings also suggest that the
monitoring effect hypothesis dominates the entrenchment effect
hypothesis in the KSE market.

TABLE 6
Regressions of TBQ and MktEg for family and non-family firms on ownership concentration, OFN, and control variables
Panel-A Family Firms Panel-B Family Firms
CorValue = f{{OWN, SIZE, LEVERAGE. AGE, LOSS. DIV, SECTOE. YEAR)
Dependent Variable: TBQ Dependent Variable: Mkt/Eg
Par. Par.

Variable Estimator | StdError | #Value | P-Value VIF Estimator | Std Error | # Value P -Value VIF
OWN 203814 340624 0.58 0.5613 1.05626 2824433 3202734 0.86 0.3932 1.05626
SIZE 3.01351 1.02381 204° 0.0041 368001 1022423 0642207 199° 0.0491 3.6800
LEVERAGE 85431 1.88148 4.34° <.0001 22055 1665474 1771.964 094 03497 22053
AGE -1.52283 1.04157 -146 0.1471 116618 5112453 930.947 032 0.6033 1.16618
LOSS 125768 0.92823 135 0.1787 125963 1994024 8742011 228° 0.0248 125963
DIV 037811 126241 03 0.7651 1.36304 -286.02 1188.93 024 0.8104 1.36384
No. of Obs 103 F Value 1198 r? 035049 F Value 283 B 0213

Br>F <0001  AdiR? 04628 Pr>F 00073 AdiR? 0.146)
Panel-C Non-family Firms Panel-D Non-family Firms
Dependent Variable: TEQ Dependent Variable: MitEq
Par. Par.

Variable | Estimator | StdError | #Value | P-Value VIF Estimator | StdEmor | #Value | P-Value VIF
OWN 939823 1.72323 5.45° <0001 108786  1324.039 2044013 182 <0001 1.08786
SIZE 446713 0.38843 115° <0001 1.53068 823231 6636217 12.41° <0001 1.33068
LEVERAGE -12.493 0.00022 -13.88° <.0001 123733 5003443 133.7044 30 0.0001 123733
AGE -3.11006 0.62027 503 <0001 109927 364812 105.967 -333% <0001 100927
LOSS 05119  0.58817 0.87 0.3845 125041 148241 1004823 001 0.9882 125041
DIV 454301 093424 4.86° <0001 125944 663212 139.6068 4177 <0001 125044
No. of Obs. 540 FValue 63.53 RL 0.439 F Value 4073 RL 038303

Pr=F <0001  AdiR® 04813 Pr>F <0001  AdjR? 0371

a, b, ¢, d indicate statistical significance at <.0001, 0.01, 0.05, and 0.10 levels. Dummy variables
for years and sectors are included in the analysis but not tabulated.

This paper makes several implications academicians, regulators,
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companies. First, future researchers examining corporate valuation
should be cognizant of the impact of ownership concentration and
family control on corporate value. Second, regulators should be aware
that the capital market takes ownership concentration and family
control into account when valuing corporations. Major shareholders
are indeed controlling-enhancing mechanisms that can add value to the
corporation. Last, the governance role of major shareholders (i.e.,
families, institutions, stateetc.) tend to be more significant in weak
regulatory environment with fragile political scenario, such as in
Kuwait. This role should strengthen the trust of minority shareholders
and foreign investors in the KSE market.

Future studies should examine the link between ownership
structure and corporate valuation using more powerful tests and
analysis. For example, it would be interesting to use other threshold
categories of control ownership such as 10 or 20 percent to see any
differences in the results reported in this study. Also, increasing sample
period may shed more light on this link. Another area that can be
explored is identifying factors that motivate major shareholders to
increase their ownership in KSE companies. In addition, future studies
should explore the association between ownership concentration and
earnings management.
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APPENDIX
Definition of Variahles
Vaniable Label  Predicted Sign Definition and Measurement
Dependent Variables:
Tobi’ TBQ The sum of net assets and market capitalization divided by total assets, where market
s g capitalization is the vear end closing price multiplied by the year end shares outstanding
Ratio of Market to Book Value MktEq The matket value scaled by the book value of equity.

Independent Variables:
The natural logarithm Herdindahl index, where Herdindahl index is the sum of squared

Osnership Concentration owN * percentage of shares controlled by the major shareholders

Family Ownership Family +- A binary variable equals to 1 if a firm has family ownership and 0 otherwise.

Fimm Size SIZE + The natural logarithm of the market value of equity at year end.

Firm Leverage LEVERAGE - Total liabilities scaled by total assets.

Fim Ace AGE A The na@ﬂ logarithm of the difference in years between veart (ie.{ =1_..t =4) and the
= foundation year

Firm Financial Health LO88 + A binary variable equals to 1 if the firm reports a loss in yearz and (0 otherwise.

Cash Dividends DIV + Cash dividends scaled by shares outstanding at yearz.

Industry Sector SECTOR 2 A binary vanable reflects the seven KSE financial sectors

Years of Study Sample YEAR ? A binary variable depicts the four sample vears
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