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Abstract

Objectives: This study aims to examine the relationship
between ownership structure and firm performance in
the framework of agency theory.

Method: This study tested the linear relationship between
ownership structure and firm performance, the non-
linear relationship, the impact of ownership composi-
tion, and endogeneity and causality issues by using a
dataset of 100 non-financial listed firms from 2009 to
2018 in Kuwait Stock Exchange (KSE). Firm perfor-
mance is measured using Tobin’s Q and ROA.

Results: The study found that ownership concentration
positively impacts firm performance, which supports the
monitoring hypothesis. In terms of ownership composi-
tion, the study found that only government ownership
positively impacted firm performance, while other large
shareholders had an insignificant impact on firm
performance. However, after controlling for the endo-
geneity problem, the study found that ownership
concentration negatively impacts firm performance not
the other way around, and no evidence confirmed the
non-linear relationship in Kuwait.

Conclusion: This study concluded with highlighting its
importance and value that it can be very useful for
Kuwaiti regulators-namely, Capital Markets Authority,
Central Bank, and Ministry of Trade Kuwaiti-in
determining the importance of ownership structure and
how to protect small shareholders. In addition, Kuwait
listed firms should give more consideration for the
ownership composition because not all large share-
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holders positively impact firm performance. More over,
the results of this study are important for academics
studying the impact of ownership structures and may
give them good guidelines for any further studies.
However, the results of this study are limited by the
sample used, which is relevant for the Kuwaiti environ-
ment only. Results may differ for developed and
developing countries. Thus, it is difficult to generalize
to other countries.

Keywords: Structure, Ownership concentration, Firm
performance, Kuwait.

Introduction

Agency theory suggests that different types of ownership structure
have different levels of agency conflict that create different mechanisms
for monitoring and controlling managers (Jensen & Meckling, 1976).
When ownership is dispersed, conflicts of interest occur between
shareholders and managers; when ownership is concentrated, they
occur among shareholders. Ownership structure is one corporate
governance mechanism used to solve the divergence of interests while
mitigating agency problems. Jensen and Meckling (1976) argued that,
if managers’ ownership increases, firm performance would increase
because managers are less able to expropriate wealth. However, La
Porta et al. (1999) argued that increasing the level of ownership creates
conflicts of interest between large shareholders and small shareholders
and between large shareholders and debt-holders. Meanwhile, Dem-
setz and Lehn (1985) argued that ownership structure has advantages
and disadvantages that should be balanced to reach equilibrium for
listed firms.

The goal of this study is to examine the relationship between
ownership concentration and firm performance in terms of whether the
relationship is linear (Positive or Negative) or non-linear. It examines
the impact of large shareholders. Finally, it examines the endogeneity
and causality problems. Introduction of this study discusses the
ownership structure in Kuwait, and reviews previous studies and
hypotheses developed in this study. The data and methodology are
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presented next, then come the results, which are followed by a
conclusion at the end of the study.

Ownership Structure in Kuwait

Ownership structure is highly concentrated in four major investors:
institutional investors, government investors, families (individuals), and
large/small shareholders.” Al-Shammari (2005) argued that the Kuwait
Stock Exchange (KSE) is dominated by three categories of investor
holding. However, he measured ownership concentration according to
the proportion of shares owned by institutional investors only and found
an average of 37% for 1996, 1999, and 2002 for all listed firms. The
government owns an average of 4% of firms listed on the KSE, which is
highly visible in sectors like services and industries. Meanwhile,
institutional ownership of firms constitutes nearly 39% of companies.
Al-Faraih et al. (2012) examined the ownership structure in Kuwait and
found that institutional ownership accounted for about 55%, compared
to 3% for government concentration;, Hamdan and Al-Sartawi (2013)
found that the ownership concentration by institutions accounted for
about 46%. Al-Shammari (2005) considered the three large shareholders
in Kuwait to be insiders because they have easy access to inside
information and records.

Literature Review and Hypothesis Development

As mentioned previously, this study examined the relationship
between ownership concentration and firm performance from different
perspectives-namely, linearity (monitoring hypothesis [positive impact]
and expropriation hypothesis [negative impact]), non-linearity, own-
ership composition, endogeneity, and causality. The first hypothesis in
this study argued that a linear relationship exists between ownership
concentration and firm performance. Agency theory argues that, when
concentrated ownership exists, large shareholders have incentives and
resources to monitor management decisions while reducing agency

(1)  Ownership by foreign investors is not included in this study because it accounts for a small
portion and an insignificant number in KSE.
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costs (Jensen & Meckling, 1976). According to Shleifer and Vishny
(1986), greater ownership by insiders improves firm performance
because it aligns managers’ monetary incentives with other share-
holders, as the principal-agent conflict disappears when the manager is
also the majority shareholder. They also argue that small shareholders
cannot pay monitoring costs.

However, other studies have concluded that large shareholders have
both the possibility and incentive to expropriate the firm at the expense
of other shareholders. Thus, using control-enhancing mechanisms to
separate control rights from cash flow rights weakens the alignment
between controlling and minority shareholders while increasing incen-
tives for controlling shareholders to extract private benefits (La Porta et
al., 1999). Empirically, as presented in Table 1, Hill and Snell (1989)
found a positive relationship between performance and ownership in
American firms. Nickell et al. (1997) study of UK-based manufacturing
firms (1982-1994) demonstrated that firm performance is positively
associated with the presence of a majority shareholder as well as the
degree of competition in the market. Meanwhile, the German corporate
governance system is characterized by large shareholders and, thus,
should result in a greater reliance on ownership concentration as a
mechanism to align interests and control agency costs in German firms.
According to Gorton and Schmid (2000), German firms’ performance
improves as ownership concentration increases. Juanda (2018) studied
the situation in Indonesia and found a positive impact while Xu and
Wang (1999) studied the listed firms in China and found similar results.
Zoysa and Manawaduge (2013) and Claessens and Djankov (1999)
found the same results.

Table 1
Previous Studies Examining Linearity

Authors Country  Ownership Results
Hill and Snell (1989) USA Large shareholders
Nickell et al. (1997) UK Large shareholders
Gorton and Schmid (2000) Germany Large shareholders
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Cont. Table 1
Previous Studies Examining Linearity

Authors Country  Ownership Results
Juanda (2018) Indonesia Large shareholders +
Xu and Wang (1999) China Large shareholders +
Zoysa and Manawaduge (2013) Sri Lanka  Large shareholders +
Claessens and Djankov (1999) Czech Large shareholders +
King and Santor (2008) Canada Large shareholders Non
Prowse (1992) Japan Large shareholders Non
Haniffa and Hudaib (2006) Malaysia  Large sharcholders Mixed
Jiang et al. (2009) China Large shareholders -
Fauzi and Locke (2012) NZ Large shareholders -

In Japan, firm ownership is highly concentrated; thus, a greater
reliance on large shareholder monitoring is expected, as is a positive and
significant effect of ownership concentration on firm performance.
However, Prowse (1992) found that higher ownership concentration is
not related to higher profits in Japanese firms. Meanwhile, King and
Santor (2008) studied Canadian listed firms and found a non-significant
impact of ownership concentration on firm performance. Jiang et al. (2009)
studied the situation in China, and Fauzi and Locke (2012) studied the
situation in New Zealand; both studies found that ownership concentration
by large shareholders negatively affected firm performance. In short,
theoretically and empirically, large shareholders can provide firms with
benefits and costs. Benefits come from monitoring and controlling the
managers’ decisions whereas costs come from acting for their benefits only.
Thus, our first hypothesis is:

H1: A statistically significant relationship exists between owner-

ship concentration and firm performance.

This study also suggests that the relationship between ownership
concentration and firm performance is non-linear. In the other words,
ownership concentration leads to better monitoring and performance,
but beyond a certain point the cost of expropriation by insiders exceeds
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monitoring, leading to a decline in firm performance. Agency theory
suggests a negative performance impact at low ownership concentra-
tion and a positive performance impact at high ownership concentra-
tion (Jensen & Meckling, 1976). The positive impact stems from
managers’ and shareholders’ objectives being similar (convergence of
interests); the negative impact results when their objectives are
different. This finding is consistent with La Porta et al. (2000)
argument that concentrated ownership may create a trade-off between
incentives and entrenchment. Empirical studies produced different
results (see Table 2). Morck et al. (1988) estimated piecewise linear
regression, allowing for two changes in the slope coefficient on
ownership. They found a non-monotonic relationship between own-
ership and firm value. According to the results, at low and high levels
of ownership (less than 5% and more than 25%), any increase in
ownership more closely aligns the interests of managers and share-
holders, thereby increasing firm value.

However, at moderate levels of insider ownership (between 5%
and 25%), increases in ownership further entrench managers and make
them less subject to market discipline, thereby decreasing firm value.
McConnell and Servaes (1990) confirmed that entrenchment for
American managers was more than 49% in 1976 and more than
37% in 1986. However, in the United Kingdom, Short and Keasey
(1999) studied the possibility that various corporate governance
systems differently impact ownership and firm performance. They
found two optimally determined breakpoints: approximately 12% and
41%. Thus, managers were entrenched at higher ownership levels than
in the United States. Meanwhile, De Miguel et al. (2004) indicated that
Spanish managers become entrenched when ownership ranges from
35% to 70%.

Consistent with these results, Ruan, Tian, and Ma (2011) found a
similar curvilinear relationship between performance and ownership in
China. Moreover, Amran and Ahmad (2013) studied the situation in
Malaysia and found the breakpoint at some level of ownership below
50%. Several studies found that firm performance first decreased and
then increased, according to the fraction of ownership (e.g., Amran &
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Ahmad, 2013; Arief, Widiyanto, & Agung, 2014). Meanwhile, Machek
and Kubicek (2018) and Mueller and Spitz (2006) suggested that firm
performance reached a maximum when reaching a certain point of
ownership, depending on each country. Ng (2005) studied panel data
from Hong Kong listed firms from 1995 to 1998 and found that the
relationship between performance and ownership is non-monotonic
(entrenchment-alignment-entrenchment). This study concluded that
the relationship between firm performance and ownership structure
depends on corporate control environment. Moreover, Deb and
Chaturvedula (2003) examined Indian firms in 2003 and found that
firm performance was linearly related to ownership concentration
(rejecting the hypothesis of expropriation). Based on this discussion,
our second hypothesis is:
H2: A statistically significant nonlinear relationship exists
between ownership concentration and firm performance.
Table 2
Study Results of Non-linearity

Authors Country Turning point

Morck et al. (1988)  USA - 371 firms  0-5%-%(+), 5%-25%(-). >25%(+)

McConnell and USA - 1173(76)  0-49%(+), >49%(-) in 1976

Servaes (1990) 1093(86) 0-37%(+), > 37%(-) in 1986

Short and Keasey UK RSE-0-15%(+), 15%-42%(-), >42%(+)
(1999) 225 firms VAL - 0-13%(+), 13%-42%(-), >42%(+)

De Miguel et al. (2004) Spain - 135 firms  0-35%(+), 35%-70%(-), >70%(+)
Ruan et al. (2011) China - 197 firms  0-18%(+), 18%-64%/(-), > 64%(+)

Amran and Ahmad Malaysia-420 0-15%(-), 15%-49%(+), 49%-15(+)
(2013) firms

Arief et al. (2014) Indonesia -54 0-3.3%(-), 3.3%-15.15%(+)

firms
Machek and Czech 0-67% (ROA)
Kubicek (2018) 34284 firms 0-71% (ROE)
Mueller and Spitz Germany-1300 0-80%/(+), >80%/(-)
(2006) firms
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In the third hypothesis, this study assumed that a statistically
significant relationship exists between ownership identity and firm
performance. Table 3 summarizes studies that examined the impact of
ownership composition on firm performance. Institutions have good
opportunities, resources, and power to monitor and control the managers’
decisions (Shleifer & Vishney, 1986). McConnell and Servaes (1990) found
that institutions can positively impact firm performance. Khamis et al.
(2015) studied the situation in Bahrain and found that institutional
ownership positively affected firm performance. Xu and Wang (1999)
studied the ownership and firm performance for a sample of Chinese listed
firms, documenting a positive and significant correlation between owner-
ship concentration and profitability as well as the importance of large
institutional shareholders in corporate governance. However, Omran et al.
(2008) found no empirical evidence to support any significant impact of
local institutions on firm performance.

Table 3

Studies Examining Ownership Composition

Authors Country Ownership and Results

Denis and Denis (1994) USA Institutions (non), family (non)
Villalonga and Amit (2006) USA Family (+)

Aljifri and Mustafa (2007) UAE Institutions (non), government (+)
Xu and Wang (1999) China Institutions( + ), government(non)
Omran et al. (2008) 4 countries  Institutions(non), government(+ ), family(-)
Khamis et al. (2015) Bahrain Institutions (+)

Amin and Hamdan (2018) KSA Institutions(+), family(+)

Alfaraih et al. (2012) Kuwait Institutions(+ ), government(-)
Al-Matari et al. (2017) Oman Institutions(non), government( +)
Yasser and Almamun (2017) Pakistan Institutions (+)

Mohammed (2018) Jordan Institutions (-), family (-)
Boerkamp (2016) Netherlands  Institutions (+), family(+)

Sun and Tong (2003) Hong Kong Government (-)
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However, large shareholders could be government. La Porta et al.
(1999) argued that government ownership concentration in listed firms is
related to political and social objectives. Shleifer and Vishny (1997) and
Sun and Tong (2003) found that government has a negative impact on
firm performance. According to Xu and Wang (1999), government does
not impact performance in China. Thus, profit maximization is not
necessary in government firms. However, Al-Faraih et al. (2012), Aljifri
and Mustafa (2007), and Omran et al. (2008) found that concentrated
government ownership has a positive impact on firm performance. In
terms of family ownership in family firms, the agency problems would be
reduced because the owner and managers will be the same (Jensen &
Meckling, 1976). However, many studies found a negative impact of
family ownership on firm performance. For example, Andres (2008)
found that family ownership reflected less diversity in firm assets.
Favoritism and nepotism are also important factors in having any
position in board of directors or management. Consistent with this view,
Omran et al. (2008) found that ownership concentration by families does
not improve firm performance. Amin and Hamdan (2018) found a
positive impact in Saudi Arabia. Thus, because of these mixed results, the
relationship between ownership composition and firm performance
deserves additional attention, and our third hypothesis is:

H3: A statistically significant relationship exists between type of

large shareholders (ownership identity) and firm performance.

The fourth hypothesis assumes that no relationship exists between
ownership concentration and firm performance because of endogene-
ity and causality. Endogeneity means that many variables may impact
ownership structure without affecting firm performance; reverse
causality indicates that the dependent variable (firm performance)
might impact the independent variable (ownership concentration).
Wintoki (2007) identified three potential reasons for these problems:
unobserved heterogeneity, simultaneity, and dynamic endogeneity.
Table 4 presents several studies that examined these issues empirically.
Demsetz and Lehn (1985) argued that, in competitive capital markets,
environment market forces ensure that every firm chooses a value-
maximizing ownership structure. Indeed, they supported the idea that
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ownership structure is endogenously determined by demonstrating
that the ownership structures of American firms are determined by
firm size, stock price volatility, industry affiliation, and other variables.
However, they found no relationship between ownership concentra-
tion and firm performance, as measured by profit rate. Other studies
(e.g., Agrawal & Knoeber, 1996) demonstrated similar results.
Himmelberg et al. (1999) documented that endogeneity of own-
ership reflects different firms choosing amongst different corporate
governance mechanisms. They found that ownership can be explained
by unobserved firm heterogeneity, whereas insider ownership does not
affect firm performance to an econometrically observable extent.
Meanwhile, Loderer and Martin (1997) studied the same issues and
found that ownership structure does not have a predictive effect on
performance, but firm performance does have a negative impact on
ownership structure. Cho (1998) determined that investment affected
performance, which in turn affects ownership; the effect of ownership
on performance is insignificant. Thus, if there is an impact, it would be
from performance to ownership whereas the opposite is not true.
Demsetz and Villalonga (2001) considered ownership concentration to
be an endogenous variable and found no relationship between them. In
the United Kingdom, Davies et al. (2005) found that the relationship
between ownership and firm value is co-deterministic. Meanwhile, in
Japan, Hu and Izumida (2008) found a positive relationship between
firm performance and ownership when controlled for fixed effects.
However, no evidence confirmed that causality relationship.
Table 4
Studies Examining Endogeneity and Causality

Authors Country Performance Ownership
model model
Omran et al. (2008) 4 countries Non _—
Cho (1998) USA Non +
Demsetz and Villalonga (2001) USA Non _—
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Cont. Table 4
Studies Examining Endogeneity and Causality

Authors Country Per'f:(l)‘glezlmce O\;vnn:(;:?ip

Davies et al. (2005) UK Non Non

Beiner et al. (2004) Switzerland Non Non

Kapopoulos and Lazaretou (2007)  Greek Non S
Negative for

Thomsen et al. (2006) Many countries  Europe Non
countries

Hu and Izumida (2008) Japan + Non

Loderer and Martin (1997) USA Non Mixed

Himmelberg et al. (1999) USA Non Non

Agrawal and Knoeber (1996) USA Non Non

Al-Farooque et al. (2007) Bangladesh - -

Kaserer and Moldenhauer (2005) studied 245 German firms in
2003, finding that the outside stockholder as well as more concentrated
ownership positively impacts firm performance. Beiner et la. (2004)
followed the methodology of Agrawal and Knoeber (1996) and found
no evidence of any relationship between ownership concentration by
large shareholders and firm performance. Kapopoulos and Lazaretou
(2007) studied the situation in Greece, and Thomsen et al. (2006)
studied the situation in the USA and Europe; both found no strong
relationship between firm performance and ownership concentration.
Al-Farooque et al. (2007) studied the issue of endogeneity and
causality in Bangladesh listed firms and found a significant negative
impact. Meanwhile, Omran et al. (2008) found that ownership
concentration is an endogenous response to investors’ poor legal
protection, but it seems to have no significant effect on a firm’s
performance. Thus, based on the issues of endogeneity and causality,
our final hypothesis is:

H4: No statistically significant relationship exists between own-
ership concentration and firm performance in both ways.
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Methodology

Data Collection and Analysis

This study examined the non-financial listed firms in KSE from
2009 to 2018; however, due to the different regulations and structures
and being consistent with previous studies, the financial firms and
some firms with no ownership data were excluded from the sample,
resulting in a final sample of 100 firms: 30 estate sector firms, 20
industrial sector firms, 47 service sector firms, and 3 food sector firms.
The information on the study variables were collected mainly from
KSE online and firms’ annual reports.? As Table 5 indicates, this
study used two performance measures; four independent variables, and
three control variables.

Table 5

Operationalization of Study Variables

Variables

Operationalization

Dependent variables

Tobin’s Q (TQ)

Return on assets (ROA)

Ration of market value of common shares + total debt
divided by book value of total assets

Earning after tax dividing by total assets

Independent and Control variables

Ownership concentra-
tion (OC)

Institution ownership
concentration (I0C)

Government ownership
concentration (GOC)

Total ownership concentration in the firms (more than 5%)

Ownership concentration by institutions (more than 5%)

Ownership concentration by government (more than 5%)

(2)  In 2012, the government changed the KSE classification. Currently there are 14 industry
sectors: oil and gas, basic material, industrial, consumer goods, health care, consumer
services, telecommunication, utilities, banks, insurance, financial services, investment, and
technology. The study used the old classification to be consistent with the study period

(2009 to 2018).
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Cont. Table 5
Operationalization of Study Variables

Variables Operationalization

Family and individual Ownership concentration by families and individuals (more
ownership concentra- than 5%)
tion (FIOC)

Debt ratio (DT) The percentage of total liabilities to total assets
Firm size (FS) Total assets
Industry (IN) Four industry sectors in KSE: estate sector, industrial

sector, service sector, and food sector

To achieve the goals of this study, the following six models were
used to test the issues of linearity, non-linearity, and the impact of
ownership identity on firm performance.

TO = 0 + B1OC + B2DT + B3FS + B4IN + €i oo, 1
ROA = B30+ B1OC + B2DT + B3FS + BAIN + € veveoeeeeeeeeereereenn. 2
TO = 80 + B10C + B20C? + B3DT + B4FS + BSIN + i v, 3
ROA = B0+ BIOC + B20C? + B3DT + BAFS + BSIN + i coovvvveoeeere. 4

TQ = 0+ BI0C + B2I0C + B3GOC + B4FIOC + BSDT + B6FS + B7IN + ci....5
ROA = 0+ B10C + B2IOC + B3GOC + P4FIOC + B5DT + B6FS + B7IN + ¢i.....6

Then, this study applied OLS regressions and the second stage
least square (2SLS) using many instrument variables. This is consistent
with the study of Agrawal and Knoeber (1996). This study used ROE
as the instrument variable for performance and two variables for
ownership concentration. Then the predicted value is saved (the first-
stage) and used with all exogenous variables to estimate the firm
performance (the second stage), as follows:®

OC = B0 + BITQ + B2DT + B3FS + BAIN + € eovvveoeeveeoeeveoeeereeeere 7
OC = B0 + BIROA + B2DT + B3FS + BAIN + Eiveeeevoeeeoeeeeeeee, 8

(3) Models 9, 10, and 11 were used to test the validity of the instruments and were not
included in this study.
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TQ = 30 + BIROE + B2DT + B3FS + B4IN + € oo 9
ROA = B0+ BIROE + B2DT + B3FS + BAIN - i vvvooooeeeveoeeere. 10
OC = 30 + BI1IOC + B2FIOC + B3DT + B4FS + B5IN + €l 11
0C = [0 + [1Predicted value of TQ(model9) + f2DT + B3FS + f4In + éi ............ 12
OC = 0+ B1Predicted value of ROA(modell0) + 52DT + B3FS + f4In +<i ......... 13
TQ = (0 + p1Predicted value of OC(modelll) + f2DT + B3FS + f4In +€i ........... 14

ROA = (0 + (1Predicted value of OC(modelll) + f2DT + B3FS + f4In+ci .......... 15
Results and Discussion

Descriptive Analysis

Table 6 shows some significant relationships among the indepen-
dent variables; however, these relationships fall below 80%, indicating
that multicollinearity does not exist. Field (2002), Brooks (2002), and
Gujarati (1999) argued that, if the relationship among variables is less
than 80%, multicollinearity is not a problem. Moreover, other OLS
assumptions such as serial correlation, heteroskedasticity, outliers,
normality, and linearity were tested and found to be not normal. Five
variables were transformed with a normal scores technique (see Table
7), consistent with Haniffa and Hudaib (2006). The mean value for
Tobin’s Q was 1.1, while the mean value for ROA was 5% (see Table
7). Al-Faraih et al. (2012) studied the relationship between firm
performance and ownership concentration for 2010 and found Tobin’s
had a mean of 1.8 and ROA had a mean value of 3%. Al-Saidi (2013)
studied the relationship between ownership composition and firm
performance and found that Tobin’s Q had a mean value of 1.3 and
ROA had a mean value of 3% from 2009 to 2012. In terms of
ownership concentration, this study found that the mean value of total
ownership concentration equaled 56%, while Al-Saidi (2013) found
that the ownership concentration was about 55%. Al-Faraih et al.
(2012) found that ownership concentration was about 58%. This is
consistent with the study of La Porta et al. (1999), which demonstrated
that ownership is more concentrated in developing countries; in
addition, the mean value of ownership concentration by institutions
was 45% compared to 4% for government and 7% for families.
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Table 6
Pearson Correlation Matrix
TQ ROA ocC 10C GOC FIOC DT FS

TQ 1

ROA 0.41* 1

oC 0.21**  0.10* 1

10C 0.074 0.12*  0.69%* 1

GOC 0.19* -0.09  0.14*%*  -0.27** 1

FIOC 0.098  -0.068 0.15%* -0.38** -0.17** 1

DT 0.07 0.05 0.13* 0.09  -0.18%* (.17** 1

FS -0.02 0.029 0.033 0.05 0.18%*  -0.14** 0.18%* 1

Notes. *** ** and * Significant at the 0.01. 0.05, and 0.10 levels, respectively (two-tailed). For
definitions of the variables, see Table 5.

Table 7

Descriptive Statistics for All Variables in Sample

Variables Sample Mean S.D. Min Max  Skewness Kurtosis
TQ 100 1.1 0.99 0 9.3 4.3 29.7
ROA 100 0.05 0.08 -0.66 0.98 6.1 55.9
ocC 100 0.56 0.20 0 0.97 -0.144 -0.530
10C 100 0.45 0.24 0 0.97 -0.243 -0.603
GOC 100 0.04 0.11 0 0.69 3.2 15.6
FIOC 100 0.07 0.14 0 0.66 2.6 5.1
DT 100 0.36 0.23 0 1.13 0.276 -0.511
FS 100 193667 411825 3000 3495181 5.8 37.96

Notes. For definitions of the variables, see Table 5.

OLS Results: Linear or Nonlinear Relationship

Estimation results of the first four models (from model 1 to 4)
using the OLS are summarized in Table 8. The ownership concentra-
tion impacts firm performance positively, and it is significant based on
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both performance measures. Hypothesis 1 is accepted, which is
consistent with agency theory that hypothesizes a positive impact on
firm performance. Also, debt ratio negatively impacts firm perfor-
mance based on both performance measures, while firm size positively
impacts firm performance. This is in line with the studies of Xu and
Wang (1999) in China, Zoysa and Manawaduge (2013) in Sri Lanka,
and Claessens and Djankov (1999) in the Czech Republic. The study
then conducted the quadratic regression (see Table 8) to test
Hypothesis 2. However, no firm evidence indicated that ownership
concentration is non-linearly related to firm performance as OC? was
insignificant based on both measures in the case of non-financial listed
firms in Kuwait. Thus, Hypothesis 2 is rejected.” This is consistent
with Deb and Chaturvedula’s (2003) findings that no empirical
evidence supported the argument of non-linear relationships between
firm performance and ownership concentration; these authors argued
that this relationship is linear.

Table 8

OLS Using TQ and ROA as Dependent Variables

OLS- regression Quadratic-regression
Variables Tobin’s Q(model 1) ROA (model 2) Tobin’s Q(model 3) ROA(model 4)
ocC 7.089%** 4.005%** 1.961* -2.813%*
ocC? — — -0.299 -1.273
DT -4.103%** -3.964%** -4.104%** -4.484%%*
FS 2.424%* 2.774%* 2.339% 6.474%%%*
IN1 3.250%** 2.665%** 8.566%** 1.941%*
IN2 2.398%* 2317 7.593%#* 3.875%%*

(4) The literature review included studies testing the nonlinear relationship between
ownership concentration and firm performance using specific calculations to compute
the two cut-off points. They were calculated by differentiating performance from
ownership and by equating the partial derivative to zero (start from zero).
the model = -b + root square of b2 - 4ac / 2a. This step was not conducted in this study
because there was no evidence of the non-linearity relationship in Kuwait.
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Cont. Table 8
OLS Using TQ and ROA as Dependent Variables

OLS- regression Quadratic-regression

Variables Tobin’s Q(model 1) ROA (model 2) Tobin’s Q(model 3) ROA(model 4)

IN3 -1.758% 1.556 1.768* -1.756*
R? 0.28 0.10 0.29 0.13
Adj- R? 0.27 0.09 0.28 0.12
F-Statistic 38.46 11.12 32.9 11.77

Notes. ¥** ** and * Significant at the 0.01. 0.05, and 0.10 levels, respectively (two-tailed). For
definitions of the variables, see Table 5. The excluded sector is the food sector.

Ownership Composition and Firm Performance

Next, the OLS regression was conducted to examine the impact of
ownership composition on firm performance by examining the impact
of ownership concentration by institutions, government, and families
and individuals. Table 9 presents the results of models 5 and 6. This
study found that ownership concentration by institutions does not
impact firm performance based on both firm performance measures,
concurring with the findings of Denis and Denis (1994), Aljifri and
Mustafa (2007), Omran et al. (2008), and Al-Matari et al. (2017). Thus,
this study confirmed that institutional investors do not act in the
interests of all shareholders.
Table 9

OLS Using 70 and ROA as dependent Variables

Tobin’s Q (model 5) ROA (model 6)
Variables Significance Variables Significance
ocC 2.125% ocC 1.153
10C 0.369 10C 0.255
GOC 5.103%** GOC 0.738
FIOC 0.226 FIOC -0.048
DT -5.768%*** DT -3.539%**
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cont. Table 9
OLS Using 70 and ROA as dependent Variables

Tobin’s Q (model 5) ROA (model 6)
Variables Significance Variables Significance
FS 0.132 FS 5.958%***
INI 3.737H** INI 2.537**
IN2 3.34] %% IN2 2.228**
IN3 -0.431 IN3 1.545
R? 0.35 R square 0.10
Adj- R? 0.34 Adjusted R square 0.09
F-Statistic 34.22 F-Statistic 7.42

Notes. ¥*¥* ** ‘and * Significant at the 0.01. 0.05, and 0.10 levels, respectively (two-tailed). For
definitions of the variables, see Table 5. The excluded sector is the food sector

This study also found that government ownership concentration
positively impacts firm performance based on Tobin’s Q only,
although this impact is insignificant based on ROA. Thus, the Kuwait
government can improve the value of both firms and, thus, share-
holders. This is consistent with the studies of Omran et al. (2008) and
Al-Matari et al. (2017). This finding is probably because the Kuwait
government can use its power and monies to work in safe and friendly
environments as well as reduce the level of risk in any new projects.
Finally, in terms of family ownership concentration, this study found
that such a variable does not impact firm performance based on both
performance measures. This is consistent with the study of Denis and
Denis (1994). However, Omran et al. (2008) and Mohammed (2018)
studied the situation in Arab countries and found that family
ownership negatively impacts firm performance. Thus, Hypothesis 3
is accepted. The study found that debt negatively impacts firm
performance whereas firm size has the opposite effect.
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Controlling Endogeneity and Causality

Table 10 presents the results of the OLS and 2SLS regressions
used for testing the endogenous relationship between ownership
concentration and firm performance from models 7 through 15. The
Stock and Yogo test was used to test the instrument validity. The
F-value of each of the three endogenous variables (TQ, ROA, and OC)
in the simultaneous regressions exceeded the critical value (more than
3); thus, the instruments used in this study were good instruments®.
The study found that the ownership concentration negatively impacts
firm performance based on both performance measures. This confirms
that OLS estimates are biased and inconsistent because omitted
variables must be considered when studying the relationship between
ownership concentration and firm performance. This negative rela-
tionship is consistent with the study of La Porta et al. (1999), which
found that large shareholders create a conflict of interest among
shareholders that negatively impacts firm performance. This is
consistent with the studies of Jiang et al. (2009) and Fauzi and Locke

(2012).
Table 10
OLS and 28L.S to Test Endogenerty and Causality Problens
OLS OLS 2SLS 2SLS 2SLS 2SLS
Variables —QC oC oC oC TQ ROA
(model7) (model 8) (model 12) (model 13) (model 14) (model 15)
TQ 1.099 -1.170
ROA 1.102 -1.209
oC 50864 K% 3 4gTHH*
DT 1.223 2.178%* 1.783% 4.280%*** 2 762%** -1.565
FS -1.394%* -1.783** -1.113 -3.032%%*% 3 714%k* 3 641 ***
IN1 -2.232%%  _1.839%*  -4.360%**  -3,934%** 1.724%* 1.347

(5) A Hausman test can be used to examine which regression is appropriate, but this test was
not used because the study’s objective was to compare the OLS and 2SLS results, not
choose the best one.
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cont. Table 10
OLS and 28L.S ro Test Endogenerty and Causality Problems

OLS OLS 2SLS 2SLS 2SLS 2SLS

Variables —QC oC oC oC TQ ROA
(model7)  (model 8) (model 12) (model 13) (model 14) (model 15)

IN2 -2.550%*  -1.301* -2.637*%%  -2.356%* 1.524* 1.270

IN3 -2.282%%  2182%*  3.035%¥* 4Dk 0.921 1.718

R? 0.13 0.08 0.12 0.08 0.14 0.10

Adj-R? 0.12 0.07 0.11 0.07 0.13 0.08

F-Value 14.9 8.8 13.9 8.71 159 6.52

Notes: *** ** and * Significant at the 0.01. 0.05, and 0.10 levels, respectively (two-tailed). For
definitions of the variables, see Table 5. The excluded sector is the food sector

Finding a negative impact of ownership concentration on firm
performance based on 2SLS regressions raises a significant question
about the relationship between the two variables and how it is a
mistake to conduct any test without considering Wintoki’s (2007)
recommendations. Thomsen et al. (2006) studied the same issue in
many European countries and found that ownership negatively
impacted firm performance. In terms of the causality issue, the study
found that ownership affects firm performance but the opposite is not
true (models 7, 8, 12, and 13). Thus, if a relationship exists between the
two variables, it would be from ownership to firm performance not the
other way around. Thus, the last hypothesis was rejected. Al-Farooque
et al. (2007) found similar results in Bangladesh. Meanwhile, when this
study tested the causality issue, the study found no empirical evidence
to support the causality relationship between firm performance and
ownership concentration; if there is a relationship, it would run from
ownership to firm performance, not the opposite. In both 2SLS and
OLS regressions, the causality issue does not exist in the case of
Kuwait. The results of this study are consistent with the studies of
Beiner et al. (2004), Thomsen et al. (2006), Agrawal and Knoeber
(1996), and Himmelberg et al. (1999). Thus, high performance does not
encourage Kuwaiti investors to increase their shares; they probably
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prefer to liquidate their shares and recognize fast gains. In addition,
limited protections in Kuwait, the investors may believe that managers
may use the money in risky projects.

Conclusion

This study adds to the previous literature by examining the
relationship between ownership and firm performance from four
different perspectives. This study found a positive impact of ownership
concentration and ownership concentration by government on firm
performance based on OLS regressions. However, after controlling for
the endogeneity problem, this study found a negative impact of
ownership concentration on firm performance based on both perfor-
mance measures. Meanwhile, this study found no evidence that
confirmed a nonlinear relationship between ownership concentrations
and firm performance, although causality runs from ownership
concentration to firm performance. Table 11 summarizes the results.
Table 11
Main Results of the Study

Objective Impact of ownership on firm performance
Linearity Based on OLS regressions - Positive
Non-linearity Does not exist

Ownership composition Only government ownership
Endogeneity Based on 2SLS regressions - Negative

Causality Runs from ownership to firm performance only

This study provides Kuwait’s regulators-namely, KSE, Kuwait
Central Bank, and Ministry of Trade-with important and valuable results
that could be used to evaluate the role of ownership stature in improving
the performance of Kuwait’s listed firms. The results would also be of
interest to academics. The results provide investors and listed firms with
a significant opportunity to evaluate the role of large shareholders in
improving the firm performance and helping them in their investment
decisions. Regardless of the study results, the sample of this study
consisted only from the Kuwaiti non-financial listed firms. Thus, the
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results of this study cannot be generalized to other countries or financial
firms. Further studies could explore three areas. First, researchers may
examine the impact of ownership structure by using other dependent
variables, such as earning management or disclosure. Alternatively,
researchers could examine the relationship between diffused (dispersed)
ownership and firm performance. Finally, they could use qualitative
methods to provide more in-depth understanding of Kuwait.

36




Dr. Mejbel Al-Saidi

REFERENCES

Agrawal, A., & Knoeber, C. (1996). Firm performance and mechanisms to control
agency problems between managers and shareholders. Journal of
Financial and Quantitative Analysis, 31, 377-397.

Al-Faraih, M., Alanezi, F., & Al-Mujamed, H. (2012). The influence of institutional
and government ownership on firm performance: Evidence from
Kuwait. International Business Research, 5(10), 192-200.

Al-Farooque, O., Zijl, T., Dunstan, K., & Karim, A. (2007). Ownership structure
and corporate performance: evidence from Bangladesh. Asia-Pacific
Journal of Accounting & Economics, 14, 127-150.

Aljifri, K., & Mustafa, M. (2007). The impact of corporate governance mechanisms
on the performance of UAE firms: An empirical analysis. Journal of
Economic and Administrative Sciences, 23(2), 71-93.

Al-Matari, E., Al-Matari, Y., & Saif, S. (2017). Association between ownership
structure characteristics and firm performance: Oman evidence. Acad-
emy of Accounting and Financial Studies Journal, 21(1), 1-10.

Al-Saidi, M. (2013). Ownership concentration and firm performance: The case of
Kuwait. Jordan Journal of Business Administration, 9(4), 803-819.

Al-Shammari, B. A. (2005). Compliance with international accounting standards by
listing companies by Gulf Cooperation Council members states: Em-
pirical study [Unpublished doctoral thesis]. The University of Western
Australia.

Amin, A., & Hamdan, A. (2018). Evaluating the effect of ownership structure in
firm performance: Evidence from Saudi Arabian companies. Journal of
Economic Cooperation and Development, 39(3), 65-92.

Amran, N., & Ahmad, A. (2013). Effects of ownership structure on Malaysia
companies’ performance. Asian Journal of Accounting and Government,
4, 51-60.

Andres, G. (2008). Large sharcholders and firm performance: An empirical
examination of founding-family ownership. Journal of Corporate Fi-
nance, 14(4), 431-445.

Arief, Y., Widiyanto, K., & Agung, U. (2014). Linear and non-linear approaches I
Testing managerial ownership on the firm value: Evidence from
Indonesia firms. Journal of Business and Management, 16(9), 1-5.

Beiner, S., Drobetz, W., Schmid, F., & Zimmermann, H. (2004). An integrated

Framework of corporate governance and firm valuation: Evidence from
Switzerland. ECGI Paper, 34.

Boerkamp, E. (2016). Ownership concentration, ownership identify and firm perfor-
mance: an empirical analysis of Dutch listed firms.
[Thesis conference]. Netherland.

37




Ownership Structure and Firm Performance of Kuwaiti ...

Brooks, C. (2002). Introductory econometrics for finance. Cambridge.

Cho, M. (1998). Ownership structure, investment, and the corporate value: An
empirical analysis. Journal of Financial Economics, 47, 103-121.

Claessens, S., & Djankov, S. (1999). Ownership concentration and corporate
governance in the Czech Republic. Journal of Comparative Economics,
27, 498-513.

Davies, J. R., Hillier, D., & McColgan, P. (2005) Ownership structure, managerial
behavior and corporate value. Journal of Corporate Finance, 11, 645-
660.

De Miguel, A., Pindado, J., & De La Torre, C. (2004), Ownership structure and

firm value: New evidence from Spain. Strategic Management Journal,
25, 1199-1207.

Deb, S. S., & Chaturvedula, C. (2003). Ownership structure and firm value:
empirical study on corporate governance system of Indian firms. SSRN
Working Paper Series, no. 594221. Retrieved from http://ssrn.com

Demsetz, H., & Lehn, K. (1985). The structure of corporate ownership: Causes and
consequences. Journal of Political Economy, 93, 1155-1177.

Demsetz, H., & Villalonga, B. (2001). Ownership structure and corporate perfor-
mance. Journal of Corporate Finance, 7, 209-233.

Denis, D., & Denis, D. (1994). Majority-owner managers and organizational
efficiency. Journal of Corporate finance, 1, 91-118

Fauzi, F., & Locke, S. (2012). Board structure, ownership structure and firm
performance: A study of New Zealand listed firms. Asian Academy of
Management Journal of Accounting and Finance, 8(2), 43-67.

Field, A. (2002). Discovering statistics using SPSS for Windows.

Gorton, G., & Schmid, F. (2000) Universal banking and the performance of
German firms. Journal of Financial Economics, 58, 29-80.

Gujarati, D. (1999). Basic econometrics (3rd ed.). McGraw-Hill.

Hamdan, A., & Al-Sartawi, A. (2013). Corporate governance and institutional
ownership: Evidence from Kuwait’s financial sector. Jordan Journal of
Business Administration, 9(1), 191-203.

Haniffa, R., & Hudaib, M. (2006). Governance structure and firm performance of
Malaysian companies. Journal of Business Finance and Accounting, 33,
1034-1062.

Hill, C. W., & Snell, S. (1989). The effects of ownership structure and control on
corporate productivity. Academy of Management Journal, 32, 25-46.

Himmelberg, C. P., Hubbard, R. G., & Palia, D. (1999). Understanding the
determinants of managerial ownership and the link between ownership
and performance. Journal of Financial Economics, 53, 353-384.

38




Dr. Mejbel Al-Saidi

Hu, Y., & Izumida, S. (2008). Ownership concentration and corporate performance:
A causal analysis with Japanese panel data. Journal of Corporate
Governance, 16(4), 342-358.

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior,
agency cost and ownership structure. Journal of Financial Economics, 3,
305-360.

Jiang, G., Yue, H., & Zhao. L. (2009). A re-examination of China’s share issue
privatization. Journal of Banking & Finance, 33(12), 2322-2332.

Juanda, J. (2018). Ownership concentration and firm performance in Indonesia.
Journal of Accounting Research, Organization and Economics, 1(2), 173-
181.

Kapopoulos, P., & Lazaretou, S. (2007). Corporate ownership structure and firm
performance: Evidence from Greek firms. Corporate Governance: An
International Review, 15(2), 144-158.

Kaserer, C., & Moldenhauer, B. (2005). Insider ownership and corporate perfor-
mance evidence from Germany. Review of Managerial Science, 2(1), 1-
35.

Khamis, R., Elali, W., & Hamdan, A. (2015). Ownership structure and corporate
financial performance in Bahrain Bourse. Journal of Corporate Owner-
ship & Control, 13(1), 305-360.

King, M. R., & Santor, E. (2008). Family values: Ownership structure, performance
and capital structure of Canadian firms. Journal of Banking and
Finance, 32(11), 2423-2432.

La Porta, R., Lopez-de-Silanes, F., & Shleifer, A. (1999). Corporate ownership
around the monitoring of the CEO. American Economic Review, 88, 96-
118.

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny, R. (2000). Investor
protection and corporate valuation. Journal of Finance, 57, 1147-1170.

Loderer, C., & Martin, K. (1997). Executive stock ownership and performance:
Tracking faint traces. Journal of Financial Economics, 45, 223-255.

Machek, O., & Kubicek, A. (2018). The relationship between ownership concentra-
tion and performance in Czech Republic. Journal of International
Studies, 11(1), 177-186.

McConnell, J. J., & Servaes, H. (1990). Additional evidence on equity ownership
and corporate value. Journal of Financial Economics, 27, 595-612.

Mohammed, A. (2018). The impact of ownership structure on firm performance:
Evidence from Jordan. Academy of Accounting and Financial Studies
Journal, 22(5), 1-9.

Morck, R., Shleifer, A., & Vishny, R. W. (1988). Management ownership and

market valuation: an empirical analysis. Journal of Financial Economics,
20, 293-315.

39




Ownership Structure and Firm Performance of Kuwaiti ...

Mueller, E., & Spitz, A. (2006). Managerial ownership and company performance in
German small and medium-sized private enterprises. German Economic
Review, 7, 233-247.

Ng, M. (2005). An empirical study on the relationship between ownership and
performance in a family-based corporate environment. Journal of
Accounting, Auditing and Finance, 20, 121-146.

Nickell, S., Nicolitsas, D., & Dryden, N. (1997). What makes firms perform well?.
European Economic Review, 41, 783-796.

Omran, M., Bolbol, A., & Fatheldin, A. (2008). Corporate governance and firm
performance in Arab equity markets: Does ownership concentration
matter?. International Review of Law and Economics, 28, 32-45.

Prowse, S. (1992). The structure of corporate ownership in Japan. Journal of
Finance, 47, 1121-1140.

Ruan, W., Tian, G., & Ma, S. (2011). Managerial ownership, capital structure and
firm value: Evidence from China’s civilian-run firms. Australasian
Accounting, Business and Finance Journal, 5(3), 73-92.

Shleifer, A., & Vishny, R. (1986). Large shareholders and corporate control. Journal
of Political Economy, 94, 461-488.

Shleifer, A., & Vishny, R. (1997). A survey of corporate governance. The Journal of
Finance, 52, 737-783.

Short, H., & Keasey, K. (1999). Managerial ownership and the performance of
firms: Evidence from the UK. Journal of Corporate Finance, 5, 79-101.

Sun, Q., & Tong, W. (2003). China share issue privatization: The extent of its
success. Journal of Financial Economics, 70(2), 1-27.

Thomsen, S., Pedersen, T., & Kvist, H. K. (2006). Blockholder ownership: Effects
on firm value in market and control based governance systems. Journal
of Corporate Finance, 12, 246-269.

Villalonga, B., & Amit, R. (2006). How do family ownership, control, and manage-
ment affect firm value? Journal of Financial Economics, 80, 385-417

Wintoki, J. (2007). Endogeneity and the dynamics of corporate governance [Working
paper]. University of Georgia, GA.

Xu, X., & Wang, Y. (1999). Ownership structure and corporate governance in
Chinese stock companies. China Economic Review, 10, 75-98.

Yasser, Q., & Almamun, A. (2017). The impact of ownership concentration on firm
performance: Evidence from an emerging market. Emerging Economy
Studies, 3(1), 34-53.

Zoysa, A., & Manawaduge, A. (2013). The structure of corporate ownership and

firm performance: Sri Lankan evidence. Corporate Ownership & Con-
trol, 11(1), 723-734.

40




Dr. Mejbel Al-Saidi

Gl gl b cladly dmill! adSd
dudle gueb Gl yidd] il oS

CRVEPRIGVY =Gy PEDIR

uaale
e B ity o5 3 Lyl sia Ciua Jiady 1 31aay)
S &y la ] 3 JUI oY1y g oSLe
G Lhal iy Ll B0 Ly udpull sla o 53 il
SR g g go g I e 53 315 Ll po ) LAY s1u¥1 5 Ll
15538 ciand T 15U S g 3 Y15 LS G By
2018 312009 e 5 Al 3 Lo yé Lk € 3,5 100 ya
M LS (o oo 305 5y ) Lyl 5055 vl s L
LT LS g a5, gl 50 Lo Bty oI Sl 61 e
sl 8 LaZs Lo sSall Ssm s o 0 U LS L 55 Ll o ic
Lol Jalaill o g 9o Jao aas (S e ala¥) 5sall 138 5500
ol L33 dl Jsads olan! Lsall laa La) elaall o
ol s ¥ e 5355 A o LS o S5 4] LYl
Al D 3 2350 o B g 0 Labadll p 233l o LS
Ll i 5SI
s Bt g ey oS 8 3 e ) Ll pull o3 laas: daSLA
1 L 35030 a3 a3l 8155 360 el g I
sda ol felSyall J) fudlly L el Jlhe Llas 248,
31 e (5 2 oS0 3 I LS a0 g e 55 Ll
i) CpaanlSSL Lago Luulyall sia s ol ¢ o] St JU
Ll sl pall Jall 23 oo el olSle o Tl
2 Ll o Ll ST ol g unoll T 3 el 5 AY)
S 2 sS Gn 3 Al T 2 330 SIS, 20 Tuald
(A sl o pand o (Sar Y 03 (e gt

o sSI U YT LU 58 55 LI s daa i) Slals)

41




Ownership Structure and Firm Performance of Kuwaiti ...

42

Dr. Mejbel Th. Al-Saidi, earned his Master degree from
USA in 2000 and his PH.D from University of Ports-
mouth, UK in 2010. His is currently associate professor
at college of Business Studies at PAAET, Kuwait. He is
the Chairman of Accounting department in the same
college. His research interests focus on corporate
governance mechanisms and their role in improving the
firm performance and value, corporate governance
disclosure, corporate social responsibility, accounting
conservatism, and capital structure.

Email: AL-SaidiMTMT @hotmail.com




