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ABSTRACT

The Effects of Qunership Structure on Corporate Performance

by

Selim Sidi

It has been suggested that wnern the cwnershnin of a firm 13
digpersad, ifts managers will deviate from prafit-magimizing
Metaviour. Furthermore, there is an asymmetry for +thesz

managers betwesan the consequences 07 cutstanding sdocess ans

0

zgvarse Tailure. Morecyver, managers’ wiility fancs -z

incrgass with firm size. Hengce, the managerizl Yrmecry o7

the firm’ zavs that mansager—controllad firms  wi

bt

I be lzss
profitable, will ftend more to avold risky decisions anc grow
faster than ocwner—controlled firms. On the other hand, other
scholars have pointed out  ftThat thers are alsg benefits
associated with the dispersed ownership corparation., Thus,
the affects of ownership siructure on corporate performance
have been a focus of research in Western countrizs., The

oppening of the Istanbul Stock Exchange has intrpduced  an

o
3

incraasing degree of gwnership dispersion 1In Turkey tcoco, a

phenomenon that is expectad to intensify in The coming vears
with the increasing prominence of the stock HEohange.
Therefore, we undertake a research on a sample of firms
selacted from the Istanbul Stock Exchange concerning the

profitability, capital structure and growth of firms ang

using - data from the Exchange's VYearbook of Companies.

iv



" Runmning regressions and ANOVAs uwe see <that dispersed
cgwnership firms are somewhat more profitable and grow
faster., We dlso find out that firms with major-financial-
institutional sharzholders are less profitable inm Turkey. At
the end of our research, we suggest some reasons for thesa

phefonena.



KISA OZET

Ortaklik Yapisinin Sirket Performasi Uzerindeki Etkileri
Selim Sidi

Sirketlerin ortakliklari yaygin oldudu zaman
yéneticilerin kar maksimizasyonu davranisindan
sapacaklari ©one slrtlmiistir. Ayrica ydneticiler 1igin
istiin “basarinin Ve ciddi basarisizligin sonuglary
arasinda bir asimetri mevcuttur. Yéneticilérin firmadan
edindikleri toplam fayda da firmanin Dbiyilikligit ile
artmaktadir. Bu yiizden sirketin ydneﬁimsel Xuraml
yénetici kontrolli sirketlerin hissedar kontreolli
sirketlerden daha az karli, riskli kararlardan dana g¢ok
kaginan ve daha hizli bilyilyen sirketler olacaklarini
sdylemektedir. Ote vyandan baska bazi aragtirmacilar
yaygin millkiyetli sirketlerin de <¢egitli vyararlari
olduduna isaret etmiglerdir. Dolayisiyla batili Ulkelerde
ortaklik yapisinin sirket performansi {izerindeki etkileri
bir arastirma odadr olmustur. Istanbul Menkul Klymetlef
Borsasinin Aagllma51 Turkiye'de ortaklldlﬁ yayilma
derecesini arttirmis olup, bu durumun borsanin &nde gelen
konumuyla beraber 1ileriki vyillarda artarak sirmesi

beklenmektedir. Bunun i¢in Istanbul Menkul Kiymetler

rd



Borsasindan seg¢ilmis bir g¢grup sirket {izerinde, vyine
borsanin vyayinladigd: vyilliklardaki verileri kullanarak
fifmalarln karliliklari, sermaye yaplilarl ve bilylimeleri
hakkinda bir arastirma vapilmistir: Regresyon ve ANOVA
analizleri sonucu yaygin milkiyetli sgirketlerin nispeten
daha karly olduklar: ve daha hizli biiyidiitkleri
gérilmistir. Ayrica Tirkiye'de en bliyik ortaklar:
finansal kurumlar olan girketlerin daha az karli
olduklari da gdriimektedir. Arastirmanin sonunda bu

sonugla¥in olasi sebepleri lzerinde durulmustur.

s =



I

I.

TABLE OF CONTENTS

INTRODUCTION

LITERATURE REVIEW

IT1I. HYPOTHESES

Iv.

METHODOLOGY
Al VARIABLES
B) SAMPLE

£) METHODS OF ANALYSIS

APPENDIX A

APRENDIX

THE PERFCRMANCE “aRIABLES

AMD RELATED GEMNERAL

b

REGRESSION aND

ONE-W&Y RESBLLTS

APPENDIX C

PERFORMANCE YVARIABLE

VALLES FOR THE FIRMS

STATIST

viii

-
)
-

Y

00

-+
i3~



1

1. INTRODUCTION

When we lopk at the world around us, we see that the
stocik of some firms are concentratéd in the hands of a
zingle owner, while the stock of other firms are dispersed
acrozs the hands of many. The merits and drawbacks of this
dispersion have recently been the focus of heated debate,
although we can also find discussions in older times. Adam
Smith, who was guite skeptical about dispersed-owunersnip
arganazatimns, suggested that the guistence of
soroorations 2ncouraged pecple to invest money in a
COMEANY Sy risking only a smali part ot their wealth,
althnouwgh they wnderstood nothing from its gUuSiness.
Therafaore, they were ftotally detached from its operations
and the directcrs af these companies souid noat vy o put
the invested money to good use as hard as if it were their
puwn (Sftigler and Friedland, 1983%. Smith went on claiming
that, rare suceptions aside, joint stock companies had
aluways performed worse than private coparinersnips.

The discussion continued throughaut the 19 th century.
Notwithstanding all +the arguments, pro or con, the
corporate form of conducting Dusiness flpurished in
Western countries. The opening of the Istanbul Stock
Excnange has introduced an increasing degree of ounership
dispersion in Turkey toeo, a pheromencn that iz expected to
intensify in the coming years with the increasing
praminence of +the stock exchange. Therefore, it is of
central importance to establish whether the dispersipn of
ounership entails a net advantage or disadvantage. To this

end, we undertake a research on the profitability, capital
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structure and growth aspects of Ffirms in the Istanbul
‘Stock Exchange. We will begin by tracing the developments
on this subject from the early ideas upto the present in
Chapter 2. We will see both the theories that have been
formulated and how they have been tested in real-world
contexts. Then, in Chapters 3 and 4, we will base
ourselves on the discussion in Chapter 2 to formulate our
hypaotneses and Yo develop the methodoliagy far gur
resgarch, respesctiveliy. We will present the findings in
Ehapger 3. After an opening section discussing issues
common to the tests for all the dependent variables, this
chagter elabhorates on  the results fgor esach of  them
segaratsly. Tables about tnese results can oe found 1n the
apoendicz2s at the =2nd of *the thesis. Firnally in Chapter &5,

Y

we review the empirical results of our study collective

and suggest some explanations for the observed phenomena.
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Il. LITERATURE REVIEW

The intensive study of the effect of ownership structure
on  corporate performance beg;n with ‘The Modern
Corporation and Private Property’ by Adolf EBEerle and
Gardimer C. Means during the Great Depression in the
United States, a publication that has been of continuing
influence upto the presen%t. As Berle and Means showed, the
200 largest nonfinancial corporations in the United States
waere holding 49% of nonbanking corporate wealth at their
time (Stigler and Friedland, 1983). Furthermor=, basing
themselves on the diffusion of stockholdings they claimed

Ehat in 4% of Rhese 200 firms., stockhelder coantrol had

~h

effactively ceased o e=uist. These opservations ungerlis
e major zliaim of $the bpDook: The separaticn of ocwnership
and control of the modern corporation had bDecome so
impertant that we could say, we have entered "a new gra of
economic organizaticn’. The consequences were twofold.
First, sinc2 the diffused oswnership corparation was =0
‘prominent among the largest firms that had a2 cansiderable
impact an the =2conomy as a whele, the effect of tThe
saparation of ownership and control on the general sconcmy
wouid be considerable, %tooc. This track leads to the nature
of the resulting changes in the macroeconomic variables
and we will mot pursue it further in this thesis. Second,
the authors asserted that, since corporate officers
usually own anly a small fraction of a firm's stock, the
interests of the managers and tﬁe stockholders in  the
diffuséd punarship firm would divergé widely. They

acknowledged that there were some constraints on the
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extent to which the managers could abuse the stockholders,
®.9. their need to sell securities when they need to raise
additional capital, but they viewed such constraints as
insufficient te change the basic conclusion that managers
did not necessarily act in the best interest of the
ztockholders. Hence, said they, manager-controlled firms
ara less profitable than owner-controlled firms.

Berle and Means defined the control of a corporation as
the power %o select a majority -af the board of directors
and Tproposed the following classification of firms
(Larner, 194&):

i) Privately ownad:  The dominant (i.e, largess?
shareholder cwns more than 20% of the ztock,.

1i) Majority controlled: The dominant shareholder Quns
moare than 30%, but less than 30% of the stock.
iii) Minority controlled: The dominan®% shareholder quns

more than 20% but less than 30% of the stock.

iv) “"Controlled by means of a lggal device®, i.e.
pyramiding, 2tc.

v) Management controlled.

They also disTinguished between ';mmediate‘ ang

‘ultimate’ control, where the latter soncept incorpaorased
a controlling corporation’s control type; 2.g. it a
caorporation is majority-controlled by another corporaticn,
which itself iz minority—-controlled, then the first
corporation has immediate control type majority-controlled
and ultimate control type minority- controlled.

In &he late 20 th century, the validity of such
clagsifications has been  subject to considerable dgbate.

The basic problem can be stated as follows: "Minority
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control is the control by holders of a substantial
fraction, but less than half, of the voting stock.
(Stigler and Friedland, 19833 p.2471" Management control
is then specified as a residual category; corporations
that do not fit in any .uf the previous categories are
management—conirolled. It is of utmost impartance then
what 'a substantial fraction’ means: 10%, 15%, 25%, 40% or
samething =2lse? Figures such as 2% or 47% can be
classified more or less safely, the former indicating
man;gement*cmntral and the latter minority-conmtroi, but
where to draw the line? This 'boundary-setting’ has become
the province aof subjective criteria throughout consecutive
works of research and was infiuential in the abandaoning of
such discrete classificatory schemes in a large number  of
recent works, We will return to this issue in later garts
of this literature review.

The decades that followed Berle and Means’'s book
witnessed publications usually supporting their viewpoing
about the disadvantage of the separation of ownership and
control for the stockholders, but occasionally also
opposing the idea that managers were purposefully or by
neglect abusing the shareholders. The first viewpoint is
exemplified by Monsen and Downs, who argued that if a firm
is management-controlled or has a bureaucratic management
structure, it will deviate from the objective aof profii-
maximization whenever a s2t of assumptions is satisfied
{(Monsen and Downs, 196%5). These scholars focused their
interest on two types of firms: 1) Owner—-managed firms:
The owners and the' managers are the same people.  2)

Managerial firms: Managers do "not own anywhere near a
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controlling interest in [these firms) [Monsen and Powns,
19655 p.223]1": These latter firms are further subdivided
into a) Diffused-cwnership managerial firms, and b)
Concentrated ownership managerial firms. In b), "one
person or an organized coalition of persons owns a
controlling interest in the firm [Monsen and Downs, 1945;
p.2231", while in a) such is not the case. At this point,
we want to draw attention to two of Monsen and Downs’
assumptions that are rather crucial: The first one is that
firas in 2b hehave very much like firms in 1 and that beth
can be grouped in & single catesgory for practical
purposaes. While some of the empirical works followed *%his
line of thought, it has also been suggested that such
grouping may lead to faulty conclusions (McEachern, 1976&).
The second one is that "the stock dividends of eagh
manager comprise a relatively small part of his income in
relatieon to his salary and bonuses. {Monsen and Dowas,
1963y p.2241" Hence, the fqllnwing analysis holds f$rue
only for such firms and we should be careful before
generalizing the results, since empirical research has
shownn that +this criterion is not always met (Benison,
1985; Demsetz, 1983). This said, Monsen and‘Downs argued
that people are primarily motivated by their salf-
interests, therefore managers would try to maximize their
own utility. This utility includes both salaries/bonuses
and capital gains from stock options etc., as well as
nonmonetary elements such as leisure, prestige and power;
hence . a hanager's utility that is obtained like a
gtockholder} i.e. increases in the value of the stock,

dividends efc. constitutes only a portion of his or her
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total utility. If increasing the rest of their utility
' even at the expense of this portion provides managers with
a higher taotal utility, they will do so. Herein lies the
cruciality of the second assumption. If this portian is
very small as postulated by the assumption,.the managenrs
may take decisions with almost complete disregard of the
stockholders’ bernefits. By one of the other assumptians of
the authors nowever, knowledge is cpstly and perfect
knowledge is unobtainable, therefore stockholders are not
in ;‘pcsitian to perfectly judge the performance of the
firm and tne 2xtent to which they are abused. Both this
imparfect  judgment and faxes refrain investors from
switching DEtwesn stocks freguently. Congeguently,
although they would like +to abftain maximum gains, they
usually content themselives with submaximum, satisfaciory
levels.

Sut diffuse ocwnershiop is not +the only reascon of such
phermnomena. Large size 1s another one. Irragpective of
gwnersnip structure, those at the top of large firms "must
deisgate authority %o others ... because L[theirl own
personal capacity to handlie information and deﬁisians is
limited at a level beiow the amount of in%mrmaticn and
problems generated by the organization. i{Mensen and Downs,
194%; p.2301" This usually results in the development of a
higrarchical structure in such firms. But since perfect
knowledge is unobtainable by one of the aforementioned
assumptions, superiors cannot-  Jjudge subordinates
objectively and therefore promote those that impress them
best; coﬁsequently, subordinates “"tend to SCTREeN

information in ¢heir possession s0 that only data
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favourable to them are passed upward %o their superiors.
(Monsen and Downs, 19653 p.22B1" Furthermore, superiors
may prefer subordinates who put the former’'s goals in
front of those of the ouwners, therefore only "information
that verifies the desires of the superiors, or proves that
their decision were wise [Monsen and Downs, 1963; p.2291"
may be passed upward. Finally, since people® are assumed to
be primarily motivated by their self-interests, “managers
at every level tend to carry out only part of the orders
giv;n to them {Monsern and Downs, 19633 p.2291", to the
extent that thnis is possible, the zelection being Dased on
their own uwutility maximization. All combined, these
gffects may cause ‘substantial’ deviation from the srofit
maximization Dehaviour. This is one of the reascons  why
size is commonly included as a statistical control
variable in empirical mar&s, as we will do in cour own
ragszsarch, too.

In contrast %o the Monsen and Downs study that compared
the managers of diffuse ocwnership firms with the  (guwner—}
marnagers of concentrated gwnership firms, Daonaldsan
compared the managers and the stockholiders of diffuse—
mwhrersnio firms (Donaldsen, 1963). According %o Donaldson,
shareholders constitute one of the many groups that have a
vested interest in the corporate entity, others being
consumers, employees etc. "The one thing which all groups
have imn common is, of course, the corporation itself as a
legal, economic and human entity. [Donaldson, 1963
pP.1193" I fact, firms can be defined as "legal fictions
which serve as a hexrus for a set of tontracting

relationships among individuals, [where legal fiction
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meansl the artificial construct under the law which allows
' certain organizations to be treated as individuals.
««.There is in a very real sense only a multitude of
complex® relationships (i.e. contracts) between the 1legal
fiction (the firm) and the owners of labor, material and

capital inputs and the consumers of output. (Jernsen and

Meckling, 19743 pp. 3I10-3111v In this light, "the
averriding consideration will be the economic and
financial strength, continuity and growth of {the]

anté%prise. [Donalildsan, 19635 p.1i191" Herefrom, guestions
arise "whether or not proefessiconal management, in the
pursuit of the sest interests of the corporaticon as it
sees them, will be Ilead to fthe same sTandards far
firancial decisions as would be proposed by an  informed
professional investor seeking the hest interests af
corporate ownership {(Donaldsaon, 19633 p.1173". Reviewing
capital budgeting, acgelerated depreciation and stock
options, Dormaldson concludes that fhis need not be the
case. Similarly,. considering the cutoff rate far
acceptable imvestment opportunities, we see that a usual
standard is the ‘ﬁost of capital’. But managers’ and
stockholders’ concepts of ‘cost’ may be quite different,
The former will tend to calculate the ouwt—of-pocket costs,
while the latter will tend 0 work with the ‘oppartunity
cost’ taking into account what could be done with the
maney outside @ the COmMpany, pernaps aven in the
competitors. By the same token, managers will prefer to
use retained earnings over long-term debt as a source of
long-term funds, but a pure stockholder, i.e. one who is

rnot simultanecusly a manager of the firm, may well prefer
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the reverse. Following the same line of reasoning, we see
that the attitudes of the managers and the pure
stockholders toward risk will-be different, too. "The
professional manager finds his own presemnt and future
intimately bound up with that of the corporation
[Donaldson, 19633 p.1271" while the stockholder "sees the
circumstances of the individual corporation in the context
of a portfolio decision. [Donaldson, 19632 p.1283%
Therefore, assuming that people are generally risk-averse,
theﬁﬁanagers wil] desire o re2duce the risk directly
attached ta the corporation by diversifying ACTQASS
groducts and markets and by adjusiing tne leverage 2F the
mampany . On the other hand., the stackhgolders cavlid prefer
the company to maintain a high risk-high return position
and %o adjust their own gverall risk by the selectiaon of
the other assets in their portfolios. incidentally, Monsen
and Downs postulate similarly that diffuse—ounership
managerial firms will be more likely to avoid risky
decisions, because the riskier alternatives, =2.g9. higher
variability of e=arnings, will raise the probability of
declining earnings in a given yvear which may result in  an
pusting af the management (Monsen and Downs, 1965).
Urniderlving the hypothesis is also the reasoning that
excellent performance on the part of management may earn
them far less remuneration tham a failure of egqual size
could cost them, i.2. lovsing their jobs (Palmer, 1973 .
"This asymmetry ...is haightened by the fact ...that
exceptionally good performances raise +the stockholders®
expectations for future good performances, s0o that if

managers expect not to be able to repeat  such
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performances, they will never have any incentive to report
-higher than rormal profit rates L[Palmer, 19733 p.2281%.
All these considerations gave rise to the hypotheses that
the characteristics of manager-controllied and ounar-—
controlled corporations will generally be different. In
particular, it can be expected that manager—-controlied
firms will be both less profitable and less risky than
owner—contrellied firms.

Empirical works on the subject began to appear largely
in f;a mid 1960's. Some of these works conceEntrated con the
affect of ownership type omn the rates of return, others
concantrated on i1tz =2ffz2ct om  the  riskiness of the
grnterorise, s%ill others attempted to emphasize both
azpecta. A prelude to the period was Larner’'s articls, the
aim of which was %o establish to what 2xtent management
control actually existed amang the large nonfinancial
corparationsg in the firgt half of the 1940°'s and %o
compare the situation with that of 1229, the time on which
Berle and Means had based +their study (Larner, 1966:. To
this latter end, Larner used the sameé sample size,
definitions, procedures and classification as nhad Berle
and Means, minar modifications aside, The most important
of these modifications is +the border bDetween minarity-
cantrolled and management—caontrolled firms. Postulating
that the larger %the size of the corporation under
consideration and the wider dispersed its stock, the lower
the limit differentiating between the two types should be
set, he chose 10% instead the 204 used by Berle and Means
as the boundary betwueen management—-controlled and

minority—-controlled firms. Larner found out that
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management-cantrol among the 200 largest nonfipancial
corporations in the US had increased from 1929 to 1963
both in terms of their number and - even mare dramatically
- in terms of the assets they control as a proportion of
all the firms in the respective samples. Moreaver, private
ouwnership bad disappeared fraom the sample altogether.
Larner noted that some firms were associated very clasely
with a single family, although their stock was very
dispersad, 2.g. only 1.32% being owned by a family under
que;tion. But, he argued, it was appropriate to classify
these firms as management-contreolled, since their
domination was nrnoct due to stock gwnership, but due 0
“their strateqgic position in maragemant and the
traditional identification of the corporation with The
family. [Larnear, 19445 p.7831¢

Like Larneﬁ, garly empirical studies took essentially
the same path as Berie and Means in classifying the firms.
Howaver many of them, though not all (McEachern, 1974},
differentiated hetween two categories only: BsGe
Kamerschen, and Palmer combined $the four categories of
Berle and Meanzs into a single one and distinguished
betwuaen (ultimately) management—coﬁtvnlled and
nonmanagement— (Kamerschen, 1948} or owner~ (Palmer, 1973)
controlled firms. Many studies (Monsen, Chiu and Cooley,
1968; HBoudreaux, 197373 Elliott, 1972y Radice, 1971y
Sorensen, 1974) used similar classification rules which
howaver left firms with intermediate ownership
concentrations out of both classes since these authors set
out to compare the corporations on the extreme ends of thé

spectrum only and were wary that intermediate cases would



13
only blur the picture. All these classifications
concentrated on the shareholdings of the largest
sharehclder only. In contrast, Holl tried to take care of
~more  than one large shareholders when formulating a
classification (Holl, 1975). It will be recalled that
Larner had postulated a negative relationship between the
size af the firm and the percentage of stock needed for
cantral, hut that he used this rule only %o determire the
limit percentages at differen: points in time. Kania and
MCH;an ook %this rzascning aone step further by formulating
diffarent rules for differsntly-sized firms af the same

agint in time (Fania and Mockaan 1274y, But the basic
b *

-t
1]

pattern of "discrate’ zlagses of owrnershis 2Tvyoes  was
greserved in all these classifications., The following
period saw the rige of ‘'continuous measures’ along with
the use of such ‘discrete classss’ as we srnali see  in
later parts of this review.

The empirical studigs $hat we hLave  jusht s@s- sriad ko
discern the pffact of sunershin  type on certain
charactearistics of Zorporations, Dut they diffarsc from
mne anctMer with respect  to the affected characser-issios
what they wer2 insaresiad in. Scome :mncenérated SR TAates
At returr ag itndicators of performance, ofthers set out to
discover the implications on rigk, still others
investigatesd issues ranging from leverage to Iinvestment.
Scme authors preferred to wuse a single dependent variable,
while others made use of muitiple dependent variables in a
single study. The scholars who investigated the effect of

pwnership type on corparate characteristies from a

sharehelder point of . view were faced with a dilemma.
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Should they use accounting-values based dependent
variables or market-values based dependent variables?
Boudreaux argued that market return "relies largely upon a
‘secoand paﬁty cpinion’ about management decisions to be
made in the future, and is therefore not necessarily an
accurate measure of past decision processes of management
CBoudreaux, 19733 p.3661", therefore accounting-values
bhased measurses are mors appropriates. 9n the ather hand,
McEachern took the position that since alternative
acc;unting techniques can give rise to ambiguities and
since stockholders - peing compeEnsated directly by  the
#tock prica when they sell their share ano not oy tThe
renported profitsz oF  the firm although the latier may
indirecily effect fthe former - are likely <0 be
interested more directly 1n sStock price rather $han
profits, market-value based measures should be preferresd
{McEachern, 1974). Im a later study, Demsetz and Lehn
inzorperated beoth types of measur2 in  the same resarch
noting that "stock market rates of return reflect sxpected
future developments [wherzasl today’'s accounting rate of
return is influenced by past investmenit expenditures (and
other carryover accounting entries) IDemsetz and Lehn,
1985%, p.lienl", therefore neither of them is a perfect
measure of today.

While investigating the effect of some variable on
another one we must take care of other variables that may
cause a spurious relationship betwmeen the former two and
distort our perception of the real relationship. One such
variable on which many studies agree in the confext of the

effectes aof ownership structure on corporate performance is

Al
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the industry type, i.e. the particular industry in which
the corporation operates. All industries differ in
structure to some extent (Sorensen, 1974) and many factors
like particular technologies rneeded and competitive
effects such as the concentration ratios (4;firm, g~-firm
etc.) facing the firms (Boudreaux.1973) which influence
the firm characteristics and performance are industry-
soecific. Furtﬁermnre, details of accounting conventions'
may differ from industry to industry confounding the
sta;istical analysis ({(¥ania and Mckean, 197&}. *Rather
than measuring these factors independently, and sincz  L[we
are usuallyl marz interested in adiusting for such a2ffects
tharn in specifving them, an overall Cingustry’ atfact
which caotures such influences i3 more sTficient.
[Boudreaux, 19733 p.J3&671" The standard way of dealing wit
the industry effect has been the use of dummy variables in
regression arnalyses (Boudreaux, 19733 McEachern, 197&:
Radice, 1971, although some researchers followed ather
approaches such as conducting a separate analysis for sgach
industry {(Kania and Mckean, 197&6: Sorensen, 1974).

Arother variable of =2qual imoortance has been ‘size’ .
Although nearly all studies agree that :Drpdrate size must
he taken into consideration o obtain meaningful resulis
for the effects of ownership structure, there exists no
consensus upto this day about the most appropriate way of
measuring size and many suggestions of the early days
still preserve their currency. kKamerschen proposed five
different ways of measuring size: Hales, value added,
total assets, net worth, and number of employees

(Kamerschen, 1968). As DBoudreaux noted, although value
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added is theoretically appealing, this data is almost
always difficult to obtain and therefore value added is
commonly proxied by assets or sales (Boudreaux, 1973).
"Assets are superior to equity ...because it is the size
of the <total lump of capital, however financed, that
Setermines the opportunities available %o the firm.
(kamerschen, 1968; p.4381" By the same %oken, assets can
be argued to be a mare relevant measure?2 than the number of
employees (Kamerschen, 1268). Furthermore, it has been
eﬁt;blished that sales and assets are nignhly correlated
{Boudreau:,1973; kamerschen, 19468). Although these two can
‘differ significantly for individual industri=ss
(Hamerschen, 1748;, sales and assets are almost completely
2quivalent, if ‘*technological effects are adjustad  for
using industry variablss (Boudreaux, 19732). In the light
aof this discussion, it is not surprising to find that the
field is divided between studies uging assets (Holl, 19795;
Famerschen, 1%48; McEachern, 19743 Radice, 1971) and sales
(Boudreamx; 1973; Elliatt, 19723 kKamerschen, 19683 KkKania
and Mckean, 19763 Monsen, Chiuw and Cooley, 1948). The task
nowevar is not completed with the choice of a measure. The
newt question is  the size in whigh Qear? Various
rese@archers have adopted various solutions. Famerschen
(Kamerschen, 1968) and HMoll (Holl, 1973) used the size at
an intermediate year, Elliott (Elliot%, 1972) averaged the
yearly sSizes over his whole research period, Radice
{(Radice, 1971) opted for the opening size, McEachern
(McEachern, 1976) and Kania and McKean (Kania and Mckean,
19746) in contrast took the cluéing size. Reasons for the

choice were usually not mentioned; only Kamerschen assured
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that choices other than his’ could have been used
equivalently (Kamerschen, 19&8).

Industry type and size have been by far the statistical
control variables that received most of the attention.
However, they were not the sole ones that were used. Many
of the others were though confined %o a single study and
at times can reflect choices that could have been handled
#lsehow. For example, Kamerschen preferred not to uss the
industry-type variables approach, but to define a sa2parate
var:able four  each industry characteristics that he
regarded as relevant {(Kamerschen, 1%948). Some authnors
worked with yearly rather than averaged-cver-—ithe—period
ratios and insroduced time variables Te account for the
possibility of  +%he =2rnsuing complications {(kanis and
Mckean, 197683 Monsen, Chiu and Cooley, 1768). Furthermore,
some of the researchers interested in a 'rate of return’
or }risk’ as a dependent variable included the other one
of those variables as an independent variable {(Boudreaux,
1973 Kania and Mckean, 19743 McEachern, 1976)3. Since
Rowever both of them are seen as possible dependent
variables affecied by the ownership siructures, their
inclusion as indeperndent variables :cuid bBlur the
relationship between the ownership structure and +the
dependent variable by masking that part of the effect of
ownership structure that operates through the newly
included independent variable and this practice was
usually not followed.

Another characteristics of this period was the

cancentration of research on samples from the United

States and the United Kingdom. These samples consisted of
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nonfinancial companies. The most commenly used methods
were regression  analyses (Kamerschen, 19683 McEachern,
19763 Radice, 1971), analyses of variance and cpvariance
{including t-tests for differences in two means)
(Boudreaux, 19733 Elliott, 1972; Kania and Mckean, 19763
Mornsen, Chiu and Cooley, 19683 Sorensen, 1974}, and

correlation aralyses (Kamerschen, 194683 Kania and McKean,

ey

9743 Radice, 1971}, The majority of the research built
its hypotheses on %the main body of the theory that had
bee; developed until that time, This theoretical
background, which had been the subject matter of the
aravicus sections of this reviszw, gave ris2 I3 the
following hypotheses: The charactegristics of manager-
controllisd and owner—control lad corporations will
generally be different. Im particular, it carn be vpected
that manager—controlled firms will be both less profitable
and less risky than owner-controlled firms. The aim of the
ampirical resesarch was then %o establish whether this line
of reasdning was in accordance with the observed real
situation (Boudreaux, 19733 Elliott, 19727 Hell, 19735;
Kamerschen, 1%942:; Hania and Mckean, 19763 Mansen, Chiu and
Cooliey, 174687 Radice, 1971; Scrensen, 1974); We proceed to
zee what the results werea.

tamarschen found only weak support for the thesis that
narmanagement controlled firms perform better (kamerschen,
1968). His resulis indicate that the barriers—to-entry and
sirze are much more important factors in explaining the
profit rates. In general, the higher the barriers to entry
into the business and the larger the size of the firm, the

mare profitable the business tends to be. Elliott, too,
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concluded that in general control-type did not cause
significant differences in either the rates of return for
the owners or the growth variables ar the riskiness of the
enterprise {Elliott, 1972). The firm size was a bit more
impﬁrtant in explaining corporate characteristics, but the
rates of return and the risks born were not essentially
effected by size. Moreover, none of the interaction terms
was a significant determinant of return and they could not
be said %o influence the ather corporate characteristics
ait;er. Similarly, Sorensen found only statizstically
insignificant suppor:t for the superigrity of ounar—
controlled firms in regar af the rates of reaturn
(Earénsen, 1?74, {ther characteristics, teoc differed
gererally in a statistically insignificant way in  his
resgarch. Therafore, Sorensen drew the conclusicon thnat the
problems in the modern corporation were due to their sheer
size and the gnguing managerial angd bureaucratic
inefficiencies and not due *o their type of control ,as we
had seen in the discussion of Monsen and Downs previcusly
(Monsen and Downs, 1963). But there was no lack of studies
pointing just in the other direction. For instance,
Monsern, Chiu and Cooley concluded that the affect of size
on their performance variables was next to negligible, but
that control type, industry type and control—industry
interaction were all impoartant, statistically significant
uplanatory factors, the strongest among them being
‘control type’ {Monsen, Chiu and Cooley, 1968). 8%ill
.different results were produced by Radice’'s work who found
both higheﬁ profit rates and higher growth rates for

owner—-controlled firms, although he had expected lower
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growth rates for such firms (Radice, 1971). Conducting
analyses on each of the three industries invelved
separately, Radice found that control-type was especially
important in the case of textile firms. For the food
industry, owner—-controllied firms had slightly lower profit
rates than manager—cnntrﬁlled firms., The reqgressions
showed parsistently the effect of size to be
insigrificant, These resulis only partially confirmed the
a priori expectations of Radice and he suggested several
rea;ons for the discrepancy. First, all the firms in the
sample fhad a hisrarchical arganization structure. As
Morsen and Downs (Monsen and Downs, 1965 had also
discussed “"even though controllers a% the top might oe
aiming apove all at a high rate of orofit, aorganizational
phenomena ...might result in the modification of this goal
at a lower level! in the hierarchy, where ron-propertied
managers will be motivated [Radice, 19713 p.5611" by gui tea
di fferent factors. Second, owners may also have nonprofit
goals. A last point may be that the restraint imposed. by
the capital market aonto the management may have Dbeen
underestimated. Similarly, Boudreaux, and Holl founa
cwner—~controlled firms toc have higher anﬁ more variable
rates of return and Holl found them to have lower growth
rates, too, although only the results of Boudr2adx were
statistically significant (Boudreaux, 1973; Holl, 1973).
The industry-type peftfect was also statistically
significant, and in the case of -return its interaction
with -control type was also statistically significant
fBoudraaux, 1973). In contrast, size turned out to be

insignificant as a determinant of return (Boudreaux, 1973
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Holl, 1973), however according to Boudreaux this should
not be taken as evidence that size is not important as an
@xplanatory variable, rather its effect may have been
taptured by the industry type variables; but as inng as
the aim is to keep the effect constant and the
investigation does not center on it, we need not worry
which explanation is true (Boudreaux,1973). In the light
of these examples, it iz not surprising to fipnd that a
study by kKania and Mckean reached mixed conclusions: While
in aeneral cuwner—~controlled firms and wmanager-consrolled
firms turned out to be alike, some characteristics were
nevertheless different, =2.g5. th2 growth ra%te of salss
(Famia and Mckean, 197&).

Although the a oostariori results of tThese works wers
generally guite different one from another, their a oriori
Mypotheses were almast identical, as we had outlined
betore. Palmer, hawever, reasoned very differently before
mnogaging in an empirical investigation (Palmer, 19273). He
claimed that since the stockholders of management—

controlled firms “"are too small and diffused to be able to

»
-

A

take anvy actiion against the manager [Palmer, 197
p.2281", "those managers ...should be ﬁbla %o report
nonrepeatable high profit rates in one year with little
worry about not satisfying the increased expectations of
the stockholders in following years., LCTherefore, itl is
among the owner-controlled firms that one should observe
more stable profit rates over time. [Palmer, 19735 pp.
2eg-2991" In his empirical work, Palmer found some
support, albeit not very strong, for this line of

reasoning. His research also showed that large firms
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tended to be less risky than small firms. However,
Boudreaux criticized the methodology used by Palmer and
especiallyl his choice of  the dependent variable
(Boudreaux, 1973). Taking this criticism into account,
Palmer repeated his tests with the necessary modifications
(Palmer, 1975) . The rnew results were very much like the
old ones and the basic conclusions remained wnchanged.
McEachern tried to reconcile FPalmer’'s viswpoint with that
af the other scholars (McEachern, 1974). According %0
MCE;chern, an owper—-manager will take comparatively much
rigk, since he or she has the most to gain and the least
to loose from the consecquences. bLess risk—taking will b=
managers of firms where owner—-conirol is exiremely  weak.
they have neither much to gain nor much to loose. But mosT
risk-avoiding will be +the managers of firms thait have a
strong owner who is not much involved with the daily
affairs of the business, since the profits from the risky
actions will most likely go to the aowner, but in the case
af a failﬁre the manager will be easily fired.

This leads us *o the period from the mid 1970°'s to the
mid 1980’5 which witnessed important develocoments in  the
urnderstanding of the advantages and disadvéntages of the
separation of ownership and contral. Fama and Jensen
apprpached the issue by considering the ‘residual risk’:
"The residual risk [is] the risk of the difference bhetween
stochastic inflows of resources and promised payments to
agents CLand] is borne by those who-contract for the rights
to met cash flows. EFama and Jensen, 1983/1; p.3021" These
latter are called the residual risk—bearers. In

corporations, the residual risk-bearers are the
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stockholders. In fact, "the common stock residual claims
of [corporations] are unrestricted in the sense that (12
they are ~freely alienable [, e.g. in contrast to a
partnerﬁhiﬁ,] (2) they are rights in net cash flows for
the life of the organization [, e.g. in contrast to a
professional partnership where they are limited to the
s@rving time of individuals,l and (3) stockholders are
not required o have any other role in the organization.
LFama and JTensen, 1983/25 p.3451" Such claims nave both
their advantages and disadvantages. The majar disadvantage
is the existence of an important agency probiem as  was
shown Dy Jensen and Meckling (Jernsen and Meckling, L97a8).
According o Jensen and Meckling "an agency re.latisnship
fLisl a contract under which one or more persons L ohe
principal(s)) engage another persaon (the agent! %o gerform
some sarvice on their benalf which invelves delegating
some decision making authoriiy to the agent [Jensen and
Meckling, 197463 p. J081." In most agency relationships
there will he positive monitoring and bonding costs.
Furthermore, aven with optimal manitoring and Dbonding
activities, "there will be some divergence between the
agent’'s decisions and those decisions which'would maximize
the walfare of the principal [Jensen and Meckling, 19763
p.30831", due to which there is a reduction in the welfare
pxperienced by the principal. This cost is called the
residual loss. Agency costs are defined as the sum of all
these camponents. "The relationship between the
stockholders and the managers of a corperation fit the
definition of an agency relatvionship {Jensen and Meckling,

19763 p.3091", the stugkhulders being the principals' and
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the managers being the agents. After a thorough analysis
based on a set of assumptions Jensen and Meckling conclude
that when ~an  owner-manager gells part of his or her
shares, the value of the firm will be reduced because the
owner—manager has to pay only part of the cost of the
nonpecuniary benefits he or she consumes. However the
decline in the tﬁtal value of the firm will fimally be
entirely imposed an the cwnaer—-manager (Jensen and’
Meckling, 1974). In the absence of monitoring amd bonding
activities this decline is %he residual leoss. It should be
noted that the welfare loss the owner—-manager Lncurs.
however, is less than the decline in the value of <he
firm, because the cash ne or she receives can apparensly
pne out ko better use with more satisfaction, e2lse fhe
owner—manager wgould nat have sold this share, If
monitoring or bonding is introduced in the situation,
Jernsen and Meckling show that incurring these costs «an
move pecople to a new equilibrium point which is the same
as the old one for potsntial buyers but is more
advantageous for the cwner—-manager. Moreover, as there are
agency costs associated with the use of equity, there are
alzo agency costs associated with the use of debt. It is
these agency costs that deter the entreprensur from
borrowing almost all of the capital. In fact, the total
agency costs will be minimized at a debt-equity ratioc that
iz neither O nor 1.

According to Jensen and Meckling, "the reduced value
of the firm causad by the manager’s consumption of
perquisites ... is ‘non—optimal’ or inefficient anly in

comparison to a L[hypotheticall warld in which we could
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obtain compliance of the agent to the principal’s wishes
~at zero [or lowerl] costs. [Jensen and Meckling, 197635 pp.
S27-3281" In the real worild ha@ever, these costs are
unavoidable. "Finding that agency costs are non-zero
»o.and concluding therefrom that the agency relationship
is non-optimal Lis a fallacyl eguivalent ...to comparing a
warld in which iron ore is a scarce commodity (and
therefore custly) to a world in which it is freely
available at zero resource cost, and concluding that the
firgé warld is “nonoptimal’. Liensen and Meckling, 19763
Pp.3281n

By one of their assumbtions, J#nsen and Meckiing nad
concentrated on a ‘l-periond’ worlid., Fama developed the
“Bheory  in the ‘multiperiod’ direction  {Fama, 178G,
According to Fama, if "the manager is [not thel sole
gecurity-holder and in the absence of some ftorm of full
2x—-past setiling up, Ehe or she will havel an incentive to
consume more on  the jaob than 1is agreed in his far herl
contract. [Fama, 19803 p.2961" If contracts are written on
an ex—ante basis, the risk-bearers (gharenoclders) will
reguire a premium fram the manager for the possibility
that he or she consumes more than 1%t had been agreed on in
hiz or her contract and then leaves the firm without
giving the risk—bearers the chance to recover the loss
through a revision process on his or her @age. But on the
assumption that a new firm that employs him or her will
behave with the knowledge of his-or her cheating, i.e.
that the manager is still subject to ex-post settling up,
this premium will be an uncompensated loss to the manager.

Therefore, the manager will contract "to accept, at the
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end of each period, his ex—~post measured marginal product
rather than its ex-ante expected value so that there is,
period by period, full ex-post settling up with his
current firm. [Fama, 19807 p.3031" It should be noted that
a multiperiod world is crucial to the functioning of the
above system, since "in a l-period world there can be no
enforcement of contracts through a wage revision process
imposed by the managerial labor market. [Fama, 19801z
P.3041" 1% is also notewarthy that since “there may not be
perfect substitutability between quantity and guality of
particular services [Klein, 198337 p.J683" (ftwo bad coocks

are not necessarily a substitute far a good onel, ieRhing

managers shirk and discounting Lheir wage will net
necessarily provide & scluticn either. In many cases 'she
gain to the gnirker and therefore his acceptables

compensating wage discount {will bel less than the cost to
the firm from +he shirking bemaviour. C[kKlein, 1983:
™. 5681

Thus, we see that there are problems associated with
the separation of residual risk bearing from decision
management. To alleviate these prcblgms decision
management - the initiation and implementation of
decisions -~ is separated from decision contrgl - the
ratification and monitoring of decisions -  (Fama and
Jensen, 1983/13; Fama and Jensen, 1983/2). "The costs of
. ..mechanisms for [(the above-mentioned separationl are
part of the price that open corporations pay for the
benefits of wunrestricted common stock residual. claims.
[Fama and Jensen, 1983/2; p.3321" On the other hand, the

advantages of this separation approach ingclude
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specialization of management and of risk bearing, and
unrestricted risk sharing among residual claimants. For,
combining residual risk baaring;-de:isiun marnagement and
decision control reduces the agency problems but causes
sfficiency lusses."because decision agents must be chosen

on the basis of wealth and willingness to bear risk as

waell as for decision skills. LFama and Jensen, 1983/2:
p.53321" Alsc, residual claimants may have o forgo

resjidual risk reduction through portfolio diversification,
A f;ct that raises %the cost of risk-bearing services (Fama
and Jensen, 1983/732). The theory behind this =guilibrium
point of view was strengthensd by Demsetr (Demsetz, 19830,
Since  the Auner-manager  in a real firm receives
compengation consigting of three compornents, 'pecuniary
wages of management, known amenities of office, and profit
of ogwner [, thel behaviour of such an awner—manager.surely
is guided by utility maximization, not simply the pursuit
af profit. ...Because a qgood part of a real owner-—
manager’'s life is on the job, he very well may decide 1in
favor af on the job consumption. [Demsetz, 1983: pp.  378-
791" As long as the markets for the firmis goods, for
labar, and for the risk-corrected return of investors are
competitive, the owner-manager .cannot pass the resulting
costs onto the customers, the workears or the investors.
Therefore, he or she must pay for on—the-job consumpticn
by either a reduction in the pecuniary wages of management
or in owner’'s profit. There will be an equilibrium with a
non-zero on-the—job consumption, at which  the firm
produces goods in the cheapest way (Demsetz, 1983). Be;cw

this equilibrium point of on-the—-job consumption the firm
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would bave to pay the owner—-manager a higher pgcuniary
price than what the on~the-job consumption is worth to the
firm; the same is also true for the other employees.
Mornitoring will change the eguilibrium point but will nrnot
change the basic conclusions. If the owner—manager decides
fo turn the management of the firm to a specialized team
while retaining the ownership, he or she will try hard
that this management consumes on the job as litsle as
possible, s that he himselt or she nerself zan get nigher
pecﬂniary returns to compensate (at least sariiallyl for
mis ar her loss of ar-the—-jocb consumpbion. ThersfTore.

thare will 2e two opbosing foross associaved wisth  tThe

radugtion in The on—the-31ob ConsuwmcTion. %he ohher To an
insreasse (n Tne monitoring costs.

e mmahs oF  saparation and combination depend onn the
case at hand. Fama and Jens2n postulate fthat the benefits
af szeparation HYare likelyvy to mﬂtmeigh the costs of
zantrelling the agency problems L[Fama and Jensen, 1983/Z2;
2.3331" "when thers are important economies of scale in
sroduction that (i) can be realized only with a complex
Mierarchy that makes use of specialized decisicn skills
throughout the arganization, {(ii) generate large aggregate
risks to the residual claimants, and (iii) demand large
amounts of wealth from residual claimants to purchase
risky assets and to bond the pavoffs opromised to a wide
range of agents 1in the organization. [Fama and Jensen,
1983/2; p.3331" Each organization chooses the scheme that

minimizes its total costs (Fama and Jensen, 1983/1). In

another paper, Jensen ~elaborated on this point (Jensen,
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1989). The conventional ‘public corporation’, he said,
"remains a viable optiomn ...in industries ([where there
arel grnwth companies whose profitable investment
apportunities exceed the cash they generate internally.
«Companies choosing among a surplus of profitable
projects are uniikely +%a invest systematically in
unprofitable ones, especially when they must regularly
turn to the capital markets to raise invesiment funds.
CButl] where long-term growih is slow,  where internally
gen;rated funds outstrip the cpportunities to invest them
profitably, or when downsizing iz fthe most productive
long—term strategy ... the pressures on management $0
waste cash flow through arganizational slack or
investments in unsound projects is often irresigstible. It
iz precisely in these sectars that the publicly held
corporation [will perform badlyl. Jensen, 19893 p.&4231¢
There are also differences in monitoring costs at
diffarent firms due %o their size (Jensen and Meckling,
1974) and the enviranment in which they coperate (Demsat:z
and Lehn, 1985). Small firms and "firms that transact in
markats characterized by stable prices, stable technology.
stanle market shares [etc.] are firms in which managerial
performance can be moniteored at relatively low cost.
[However, large size andl frequent changes in relative
prices, technology and market shares [make it more
diffirult and costly to disentanglel the effects of
managerial behaviour on firm -performance from the
corresponding effects of ...exogenous factors. [Demsetz
and Lehn, 198533 p.11593" More genérally, it can be said

that "the ownership structure likely to maximize the value
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of the firm's assets depends on the techrnology, on the
tasks required of the firm's labor force, on the desired
scale of operation L[and the competitively viable size
(Demsetz and Lehn, 1983)1, and on the managerial ability
of potential owners. No single ownership structure is
suwitable for all situations [Demsetz, 1983; p. 3I8&1". "The
advantages and disadvantages to the firm’'s sharehclders of
greater diffusendss in ownership structure [Demsetz and
Lahm, 19883 p.11361" result in different equilibria in
ter;s of the distribution of shareholdings for different
firms. Overall we see that peopla may choos= amang a range
af ownarship structures, provided that they are =lastic
enough with respect fo the other factors, s2.5. thay are
not constrained by the desire o0 buy shares only in a very
particular industry. For example, in the media industry
where control of, say, 8 widely read newspaper gives the
gpportunity to influence public opinion, the owner may be
urwilling %o hand over control %o somebody else, 2.g. &
manager, and therefora keep a large percentage of shares.
Incidentally, two separate theories about the behaviour of
‘madia’ companies nave been put forward {(Blankenburg ang
Ozantich, 1993). The first one iz the generél—traditional
theory which says there will be "relatively lower profits
in a company whose stockholder-owners are separate  from
management. [Elankenburg and Ozanich, 1993: p.701" The
second one in conirast postulates “"that the more detached
the owners are from Jjournalistic practice, the greater
pressure they will apply on management for consistent,
high and growing proffts. Distant owners are expected to

put profits first,  whereas & local  owner values
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journalistic quality more highly than profits.
[Blankenburg and Ozanich, 19933 p.&91" In an empirical
research, Blankenburg and QOzaniech found support for the
latter rather than the former view. As a reason, these
authors suggest "the monopoly power that newspapers
traditionally enjoy in their markets, one of the results
af which is ample profit margins. [Since al less—-thnan-—
maxdimum profit’ in  the newspaper industry is still  a
substantial profit [, ownersl and managers [may havel
1at;tude to choose additicnal goals C[Blarnkenburg and
Qzanich, 1993: pp. 74-731"., Returning to the main theme,

wa not2 shat "speciali

I

Ation of businsss activity intoc ams
met 2Ff rights that [is identifiedl as share ounershis
~.sand a second that [is calledl maragerial zontrol
waedllows persons the option of gombining "ownership’ and
control in any misture that they wish, given the budge*
congitraints they face. [Demsetz, 198353 p.3831" This
"raises  the utility level achievable {Demsetz, L1983;
p.3I8T1" by them, whereas it lowers the costis to society of
investment funds and control.

Demsetz and Lehn based themselves on this thecretical
background to postulate that ouwnership cnnceﬁtratian- and
profit rate are unrelated (Demsetz and Lehn, 1985). The
tests they conducted on  their data showed indeed %tThat
there was "no significant relationship between oOwnership
concentration and accounting profit rate, and especially
no significant positive relationship. [Demsetz and Lehn,
1985; 'pp. 1179%-11761" In this study, Demsetz and Lebn

exemplitfied one of the first uses of ‘continuous measures’

of ownership concentration. Actually, when we compare the
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empirical research of the recent years with that of the
19460's  and garly 1970's, we see some important
differences. The newer articles recognized generally two
dimensions ﬁf the ownership structure, the location of
control and the degree of control, and to measure the
latter they usually resorted to continuous measures This
change in the nature of the empirical work <+took place
gradually. For instance, in 1980 Bothwell's work was guite
reminiscent of the empirical research we have alreagdy
see;: he continued to use discrete classes for control and
taking zare of the market structure, e concluded that
when market Fforces wmere weak, $herg were substantial
performance differences between owuner-sontrolled ang
manager—controllied-firms (Bothwell, 1980, Incidentally,
it has been suggested recently (Santerre and Neun, 19930
that stockholder constraints are only one group among
okthers such as product market constraints, managerial
labor market constraints, and capital market ccnstraints;
from all of which the managers must be exempt at least to
some degras in order "to successfully deviate from profit
masimization and pursue [Santerre and Neun, 1992; p.4s813°
their own goals. Large firms usually passesé a degree of
monopaly for their products having thus some fresdom from
product market constraints (Santerre and Neun, 1993) and
industry variables have been deemed sufficient to isclate
the remaining ones from the stockholder constraints, when
the aim is to investigate the latter’'s effect on corporate
performance. Returning to the times of Bothwell, we see
thét a somewhat more interesting work was that of Thonet

and Poensgen (Thonet and Poensgen, 1979). This work is one
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of the few studies that are concerned with a country
outside the United States and the United Kingdam. The
first part of this study about Western German firms
followed tﬁe conventional expectations of the previous
period, namely that management-controlled firms will have
lower profitability, assume less risk and grow faster,
These expectations were almost tctally disconfirmed by the
test results. If there was any difference between firms,
ther management-controlled firms were more profitable and
gra; gslower. The second part of the study was concerned
with the behaviour of subsidiaries and introduced some
more original ideas. HAere, fthe autmers aressnted three
alsarnative paitns of reasoning for subsidiarvy behaviour:
1) Subsidiaries resemble under themselves and differ from
parent compani@s whatever the control-type of the latter.
2) The ownership of subsidiaries is highly concentrated,
hence they should behave like ocwnegr—controlled firms. =)
Subsidiaries resamble their parents, thus subsidiaries of
ownaer~-cantrolled parents have the characteristics aof
owner—-controlled companies and subsidiaries of manager-—
controlled parents have the characteristics cof manager—
controlled companies. Exceptions may be. subsidiaries
"whose business is zo rempte from that of the parent or so
unimportant that the parent’'s management either does not
wish to exert claose control or does not feel competent to
do so. [(Thoret and Poensgen, 197793 p.341" The test resulis
tended to imply that owner—-controlled parents,
subsidiaries of owner—-controlled parents and companies

-_with the majority of their stock owned by banks behave

alike, whereas manager—conirolled parents and subsidiaries
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of manager-controlled firms constitute a separate
category. All the differences were however statistically
insignificant. The importance of the study lies though in
its explicit appreciation that not anly the percentage of
the stock owned by the large or largest shareholders is
important but also the nature of this sharehclder, e.g.
whether it is a bank or another corporation.

The concept of the 'nature of the largest shareholder’
was formally dissociated from the ‘percent sharehcldings;
by Cubbin and Leach {(Cubbin and Leech, 1983). These
scholars also noted that "‘discrete classes of control
based on the percentage sharsholdings’ uwere wsually
"defined oan the basis o2f some arbifrary statistizal
criterion in terms ot the 3ize of a contralling
sharseholding L[Cubbin and Leech, 1983; p.33131%, the
criterion varying from as low as 4% to as high as 254.
Most of +the studizs had ignored shareholder dispersion
altogether, although some of them <%ried o deal with the
prablem through subjective judgments, 2.g. Kania and
Mekepan varied the cwner vs. manager—control limit with the
size of the corporation, since dispersion usualliy tends to
increase with size (Kania and Mckean, 1??6); According  to
Cubbin and Leach however, the dispersion of the smaller
shareholdings is quite relevant to control. Unless 1004 of
the stock belongs to the same entity (e.g. persaon), there
are "some owners who are excluded from effective control.
[Cubbin and Leech, 19823y p.3541" Therefore, previewing a
sharp -discontinuity at a certain percentage point is
inappropriate. Actually the possession of shares may

affect the behaviour of firms in two distinct ways,
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through the location of control and through the degree of
control. The former is a discrete variable describing the
status of the controller and assumes values such as
individual, financial institution, another firm, internal,
external etc. The latter 1is "a continuous variable which
measures the discretion which the controlling group has
fin orderl toc pursue its own objectives and is uwltimately
related to its voting power. CCubbinm ard Leech, 1983;
P.3531" In accordance with this insight, we, too, will
cnn;ider the degree of control as a continuous variaple in
aur own research. 4s Cubbin and Leech remind us "minority
zontral is anly ever a mattzr of degree [andl in emeoirical
studies of pghaviour and performance, a CoOntTinuous measure
of the degree of contral Lis] mors appraopriats. {Cubbin
and Leech, 1983, p.3&631" The effect aof tihe location of
control constitutes a geparate and parallel line of
invastigation.

Such a continupus measure approach was used by - as
already mentioned - Demsetz and Lehn (Demsetz and Lehn,
1935) and by Leach and Leahy (Leach and Leaahy, 1991).
Specifically, these researchers considered the percent of
shares owned by the largest sharsholder iLeéch and La2ahy,
1991}, by the largest five (Demsetz and Lehn, 198353 Leach
and Leahy, 1991), ten (Leach and Leahy, 1991) and fuwenty
{Demsetz and Ltehn, 19835; Leach and Leahy, 1991)
sharesholders respectively and approxXimations to a
Herfindahl measure of concentration (Demsetz and Lehn,
19855 Leach and tLeahy, 1991). The Herfindahl measure is
calculated by summing the squared percentage of shares

controlled by each shareholder. In practice, it is usual
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to calculate an approximation over only a few largest
shareholdings. In fact, it can be shown theoretically that
this approximation is generally guite good and converges
rapidly to the true Herfindahl measure (Cubbin and Leech,
19833 Demsetz and Lehn, 198%). “"The value of {this measure
increases] when there are few stockholders and/or greater
degrees of ineguality in the size of the holdings. [Hill
and Snell, 1989, p.331" Finally, as Cubbin and Leach have
showr, when sharenaolder dispersion increases (i.e. the
Her;indahl measure falls), the parcentage of shares ithat
shouwld be possessed by the largest shareholder for control
falls (Cubbin and Leesch, 1%83). 8By running a mulitiplicity
af regressions, Leach and Leahy founa that puwnearr
controlled firms nad higher orofit rates and higher growih
rates (Leach and Leahy, 1991). Perhaos more importantly
howaver, they postulated that cwnership structure affects
“Behaviour in  two ways: (i) .,.through the effects of
purership concentration on owners’ incentives:; and {ii)
Cthroughl the concentration of voting power [Leach and
Leahy, 1991, ».14271". They argued that power is sssential
in determining control characteristics ang therefore Sthat
a controliing shargholding in & subsidiary Eompany acts %o
limit managerial discretion whether the parent company is
owrer-controlled or not. In Berle and Means's terminology,
it ig the immediate control which i3 essentially impartant
rather than the ultimate control.

The effects of the location of control were considered
by Holderness and Sheehan (Holderness and Sheehan, 1788).
Their starting point was the consideration that

institutional and individual majority-shareholders may
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have different motivations. For instance, the latter may
be motivated by the consumption of corporate resources at
lower cost, while the former may be motivated by fthe
prospect cf publicly traded claims serving "as a
foundation for a performance-based compensation scheme for
the subsidiary’'s top executives, [Holderness and Sheehan,
1988, pp. 3I23-3241" The test results suggested that while
firms with corporate majority-shareholders resemblead
diffused-ounership firms, firme with individual majority
sha;éhclders had nonsignificantly lower profitabilify. The
impact of institutional ocwnmershio on firm performance was
also awamined by Chaganti and Damanpour, who found a weak
positive relationship hetuween the degree of sTOoOCkK
QWRErsnip Dy cufside instituftians and the profifabilitv of
the firm (Chaganti and Damanpour, 1991). The reason they
suggest is the pressure an Tund managers tc continuously
repaort goed profits. The fund managers in  turn put
presaure an the managers of the firme in their portfolios.
The results of Chaganti and Damanpour’'s study also suggest
that higher stock ocwnership by outside institutions will
result in lower long-term debt-to-capifal ratios.

As we =aw in the works upto here, there més no Cconsensus
as to  whether there 15 a relation Dbetween stock
cancentration and firm performance or not {Boudreauws,
19733 Carter and Stover, 1991; Demsetz and Lehn, 1983;
Elliott, 19723 Hill and Snell, 19893 Holl, 19753
Kamerschen, 1968; Kania and Mckean, 197635 Kroll, Wright
and Theerathorn, 1993; Leach and Leahy, 19915 McEachern,
197463 Monsen, Chiu and Cooley, 1968; Palmer, 1973; Palmer,

1975; Radice, 1971; Sorensern, 1974). This lead Gedajlovic
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to state a pair of hypotheses rather than a single one:
“CA:] Stock concentration and organizational performance
are positively Jrelated. [B:1 Stock concentration and
organization performance are unrelated. [Bedajlavic, 1993,
p.7371" Since it is at best difficult "to ascertain the
threshold level of stock cancentration necessary to
influence corporate decisions [, he treatedl effective
control as a continuous function of stock concentration,
Lwhizhl is measured by the percentage of common stock
Qwﬂ;PShip neld by the largest stockholder. L[Gedajlovic,
1993, p.73731" Using OLS regressions on a sample of
Canadian firms Gedajiovic found hvpothesiz B o e much
mare strongly supparted than hyootnesis A.

As w2  also saw  Throughout this  review, there was RO
unigue variable to measure performance. Charreaux prooosed
that the variables for measuring profitability be grouped
in two broad =zategories (Charreaux, 1991): The variables
in the first group focus on the performance of the firm
from the sharehclders’ point of viewy as an @xample we can
cite the return on 2guity. Those in the second group
consider the global value of the firm. They 4do not mention
how tihis value is shared betuaan creditars and
sharehoclders: an wample for this group i return on
assets. A good performance with respect to one of the
groups does not necesgarily imply an gquivalant
performance with respect to the other group. In our work,
we will consider baoth points of view. This then lays the
path which we will follow in the current research, to

which we turn in the next chapter.
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III. HYPOTHESES

in this chapter, we elaborate on the hypotheses that
will be tested in our research. While formulating the
hypotheses, it has been aimed that the relationship
between the ownership structure of the firm and its
performance be investigated from multiple perspectives and
that the scope of the research not be restricted to a
singlé dimension. Therefore, to teet the performance of a
ccmgany, three main areas were gselected: Profitabhility,
capital structure and growth. These arsas were selscted
because they figured prominertly in the literature as Lthe
are=as of potential parformance diffsrences gue o the
ownarship structures of the Ffirms. Wwe nave alse seen
thrauqhﬁut the literature review that there have heen two
main schools of thought in the area of the effects of
ownership structure on corporate oerformance. The first
nhe whose views are commonly called “the managerial
theory’' argues that when the degrze of control by ouwners
iz weak, firms will be less profitable, assume less risk
and grow mare rapidly (Bothwell, 19803 Baudreaux, 19733
Holl, 1%97%; Mansen, Zhiu and Cocley, 19&3; Monsen and
Downs, 196%5). The sacond one whose views could be . called
the ‘neutral’ (Charreaux, 1?9?; bemsetz and Lehn, 1983;
Elliatt, 1973; Bedajlovic, 19933 Kamerschen, 19&£8;
Sorensen, 1974; Thonet and Poensgen, 1979) theory argues
in contrast that no such relationships exist. Therefore,
it is -possible to formulate hypotheses in alternative ways
according to which of the theories is taken as the basis.

In what follows, we will formulate the hypotheses taking
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the “managerial’ theory as a refererce point. This does
rnot mean however that we disregard or discredit the
"neutrality’ theaory. The question of which theory applies
pbetter in the gnvironment of this research can be
appropriately answered only after carrying out the tests
on the data (Gedajlovic, 1993). With these considerations
in mind we state our hypotheses as follows:

I. Qurership Structure and Profitability :

A. Hypotheses about profitability in gerneral :

17 There iz a positive relationshio bDetwasen IThe
percent sharenoldings of the largest shareholder and Lne

return on assets.

2y There 1is a positive relationship between the
Herfindahl measure of concentration of the remaining large
sharsholders and the return on azsets.

Z) There are differences bhetween the returns on
assats of firms whose major sharsholder iz a person
(family or group of persons), a nonfinancial institution,

ar a financial institution.

4) There 1is a positive relationship between the

percent shareholdings of the largest shareholder and the

net profit margin.
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“) There is a positive relationship between the
Herfindahl measure of concentration of the remaining large

shareholders and the net profit margin.

6) There arge differences between the net profit
marging of firms whose major shareholder iz a person
(family or group of perscns), a nonfinancial institution,

ar a financial institution.

B. Hypotheses about profitability from the viewpooint

af the sharehclders :
i. Stock—market bhased asssssment 1

7) There is a positive relationsnip bhetween the
percent shareholdings of the largest sharehclder and the

rate of return of the sipck.

8) There iz a positive relationship between the
Herfindaihl measure of concentration af the remaining large

sharehelders and the rate of return of the stock.

9) There are differences between the rates of return
ot the stock of Firms whose major sharefolder is a parsan

(family or group of personsi, a nonfinancial institution,

or a financial institution.

$4i. Accounting data based assessment :
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10) There is a positive relationship between the

percent shareholdings of the largest shareholder and the

return on equity.

11} There is a positive relationship between the
Herfindahl measure of concentration of the remaining large

shareholders and the return on equity.

12) There are differefces between the returns on
2quity of firms whose major shnareholder is a person
(family or group of persons), a nonfinancial institution,

or a fimancial institution.
IT. Capital Structure and Dwnership :

13} There 1is a posgitive relationsnip between the
percent shareholdings of the largest shareholder and the

ratio of total liabilities to total assets.

14) There is a positive relationship between the
Herfindahl measure of concentration of the remaining large

shareholders and the ratio of total liabilifias to total

aszets.

15) There are differences between the ratics of
total liabilities to total assets of firms whose major
shareholder iz a person (family or group of persons), a

nonfimancial institution, or & financial institution.
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14) There is a negative relationship between the
percent sharehaldings of the largest sharehaolder and the

ratio of long~term liabilities to total liabilities.

17} There is a rnegative relationship between the
Herfindahl measure of concentration of the remaining large
shareholders and the ratioc of long-term liabilities +to

total liabilities.

18} There are differences between the ratios of
long=—term liabilities #o total liabilities of firms whoss
major shareholider is a person {(family o9r group of
persons), a nontinancial ins%itution, or a financial

institution.

19) There is a positive relatiornship between the
parcant shareholdings of the largest shareholder and the

debt gervice ratic of the firm.

20) There 15 a positive relationshio between the
HMerfindahl measure of concentration of the remaining large

shareholders and the debt service ratic of the firm.

21) There ares differences between the debt service
rations of firms whos2 major shareholder is a person
(family or group of persons), & rnonfinancial institution,

or a finarncial institution.
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22) There is a positive relationship between the
percent shareholdings of the largest shareholder and the

ratio of total liabilities to market value of the firm.

23) There 1is a positive relationship between the
Merfindahl measure of concertration of the remaining large
shareholders and the ratioc of total liabilities to market

value of the firm.

24% There arse differsnces setween $he ratias of

total liabilities to marke: valus oF fFirms whose major

1]

shareholder is a parson {family @r group of persens), 3

nonfinangiar instifuition, or 2 fFimancial nstizuticon.
IT1I. Qunership Structure anc Growth 3

285 There is a negative relationship betwesn  Ih

e
T
]

gercant sharsholdings of the largest shareholder and

growth in the gross sales of tne firm.

246y There is a rnegative relationeshizc petween  the
Harfindan! measure of concentration of the remaining largs
sharesholders and %the growth in the gross sales of the

firm.

27} There are differences between the growth in the
gross sales of firms whose major sharehalder is & person

(family or group of persons), a nenfinancial institution,

or a financial institution.
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IV. METHODOLOGY

AY Variables

We have already mentionred during the formulation of the
hypotheses that we have aimed to investigate the
relationship betwesen the ownership structure of the firm
and its performance from multiple perspectives ancd not to
restrict the scope of the research to a single dimension.
The ‘same approach was used in the choice of the variables.
The ownership structure was zonsidered along ooth =f its
gimensions, namely the degree of contral and the lsoczation
oaf cantrol (Cubbin and Leech, 1983Z:; s2e also Chapte~ 11D,
There is a common thread through nearly all the works we
reviewed in Chépter ii, namely that the . largest
sharsholder occupies a special position among all *the
sharegholderg of a2 firm. If pwners matter at all, them i%
is the largest shareholder who matfters most. In  tandem
with this line of thought, a primary indicator =¥ the
degree of control is the percentage of shares that is
possessed by the largest shareholder (Gedajlovic, L1993;
Leach and Leahy, 1991; Santerre and Neun, 1993). The other
amareholdere cannot be igrnored altogether however. Their
concentration aor dispersion may well affect the degree of
control by the totality of the owners (Cubbin and Leech,
198%; Holl, 1973%; Stigler and Friedland, 1983). Therefore,
it is appropriate to consider this.level of concentration
as an . auxiliary indicator of the degree of control.
Although there is more than one way of measuring such

levels of concentration, e.g. the shareholdings of the
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largest x ones among thém, where % 1is an integer, an
approximation to a Herfindahl measure of concentration has
been the most freguent choice in practice (Demsetz and
Lehn, 19853 Hill and Snell, 1989; Leach and Leahy, 1991;
Santerre and Neun, 1993). It is a measure that has been
found to be theoretically attractive and one of its most
important merits is that its appraoximations converge very
rapidly to its true value (Demsetz and Lehn, 19833 Cubbin
and Leech, 1983). The sxact Herfindahl measure of stock
concentration of x shareholders is calculated by summing
the squared percentage holdings of these sharehalders. The

-

approximation is zalculated ovear a 24 iargest

—+

gnareholdings among these x shareholders and iz usually
very close fto the %¥rue value. This property 1s ocuilite
attractive in empirical studies where 1f i1g at least
cumbersome and at worst impossible to take intpo account
the sharsholdings of hundrads af small investors,
especially if the shares are freely traded in a siock
markat and <{(small}) positions may contindally change.
Therefore, as our auxiliary indicator, we will use the
approximated Herfindahl measure of the iarge sharenholders
mther than the largest one, who - or which - as vplained
above is meore appropriately in:;uded in our grimary
indicator (Santerre and Neun, 1993). These sharehcliaings
will be based on the data published in the Istanbul tock
Exchange’s Yearbook of Compan?es.

The location of control is linked by its definition ¢o
the nature of the most important shareholder, under normal
circumstances the largest shareholder. It has baen

hypothesized that basic motivational differences exist
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between individual (i.e. person, family or otherwise
Closely linked group of people) and institutional (i.e.
corporations, funds etc.) largesp shareholders (MHolderness
and Sheehar, 1988). Moreover, some works have previewed
differences between the cases of a financial versus a
nonfinancial institution being the largest shareholder
(Chaganti and Damanpour, 1991; Thonet and Poensgen, 197%).
In the 1light of these facts, we will classify the
carporations in three groups according to whether their
laraest sharsholder is an individual, a financial
institution, or a nonfinancial institution and investigate
whether performance differencss grigt between these
groups. |

Next, we want fo discuss the choice of the decendent
variables in the hnypotheses. Before going intoc the cetails
of this discussion however, cne general point about these
variables iz noteworthy. If the value 0of a deoendent
variable in a single year is used az a measure, the random
fluctuations from year %to vear inherent in %this valu may
have undesired affects on %he results. To reduce +the
effects of Lnese random fluctuations, it is zomman o use
an average of the dependent variable values aver several
years, In our empirical work, we mave chosen a periond of
five years to fhis end. But the averaging of absolute
fumbers over a multi-year period in  an inflaticnary
‘anvironment can distort the results. The common solution
to this problem is the use of raties, when possible, that
are more immune to inflation. This said, we want to
explore each of the three main areas in more detail. We

begin with profitability. As we have seen in  the
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literature review, Charreaux (Charreaux, 1991) proposed
‘that the measures of profitability be grouped under two
broad categories, those relatingJ to the profitability of
the firm - in general and those relating to the
profitability of the firm from the shareholders’ peint of
view. Implicit in the former view is the idea that the
firm is a legal fiction (Jensen and Meckling, 1976), i.e.
it can be treated as an entity in its own right, like an
individual, for whom there are indicators fthat are
:am;only accepted as signs of success. Higher profits is
'certainly a propearity that woulid be accepted by everybody
as & sign of sucress for such o an 2ntity. By the
aforementicned considerations however me- arz lead tTo use
‘ratin’ aguivalients of this critericgn. Asturn an assets (=
net pratit/total assets) and net pratit margin (= grofit
after taues/net sales) are the ratios that we have chosen
for this purpose. On the other hand. the shareholder will
most naturally be primarily interested in wnat he or she
gains by buying one share of this Zompany. This is of
course measured by the rate of return of the stock defined
as {L[PL + ExP 2 + ¥Yu(P3-8) + D - P 0QI/P0 uld0, whera PO is
the price of the share at the beginning 2f the period, Pl
is its price at the end of the period, E is the number of
bonus shares obtained during the period, P2 is their price
at the end of the peried, Y is the number of right shares
ubtained during the period, P 3 is their price at <%he end
of the period and S is the amouni paid for subscription in
a rights share, and finally D is the dividend received for
cach share. wgen it comes to measuring the performance of

the management and the effect of the ocunership structure
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en prefitability however, such a stock-based measure has
been argued to have two shortcemings. First, it
incorporates expectations about :he future and second, it
also reflects second party opinions about the firm
(Boudreaux, 1973) both of which may not reflect purely the
(past) performance nof management. Therefore, it is
advisable to supplement .the rate aof return on the stock
with an accounting-value based measure (Demsetz and Lehn,
19853). Such measures may have their own shortcomings due
to ;cccunting artifacts, the idea is however that the
views from the fwo different angles of a stock-based
measure and an acIounting-based measure will comolement
one another and helo us see thne actual picture. Therefore.
we will inciude hcth the rate of return of the stock and
the refurn on 20uity among our performance variables. in
the area of risk, our study focuses on the fimancial risk
of the firms as reflected in thelir capital structure and
in thair debt-service ratio (= finterest on long-term
debts + installments due)/(net prafit + depreciation)!? as
a measure linking financial leverage %o liguidity aspecis.
Two variables have bheen chasen to investigate the effects
af cwrership on  the capital struciure of the firms, the
ratio of the total liabilities to the total assets and the
ratioc of the long-term liabilities to the ftotal assets.
This lazt ratio has been argued to differ especially
between firms having individual and institutional largest
shareholders. A last variable investigated in this area
was the ratio of the total liabilities to the market value
of the firm. Business risk was not considered in this

research. In the area of growth, the chosen measure has
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been the growth in the gross sales of the company.
Influential in this choice as a measure of growth was the
frequent proposition in the literature that managers who
are controlled only loosely by the owners of a company
will try to maximize the sales of the company.

A summary table of the performance variables has been
included in Appendix A. Having thus chosen the dependent
variables azs well as the variables concerning the
gurnarship structure of the firm we may proceed to describe

themsample.
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B) Sample

The sample wasz selected among nonfinancial companies
that were listed in the Istanbul étock Exchange. The time
period from 1990 to 1994 was considered. Since a company”’ s
ownership structure must be considerably stable aver the
time period in order to be able to conclude that a certain
ownership structure has & certain effect on firm
performance, fwo criteria relating to the stabili%y of
nwnérship structure were used to build the final sample
Raving this eroperty. Firgs, it was recguired %hat  the
firms ware listed inm the Istanbul Stock Exchange over  She
wiale period. Second, it was also reguired that t-e major
shareholder of a firm remained the same aver tne o2eriod.
After application of these criteria, the final sample
consisted of 65 firms in 12 indusitries as specified in the
Tstanbul Stock Euchange's Yearboock of Companies. Space
considerations in tables regquire for a more concise way of
refarring $o particular irndustiries than their full names.
To this end, we have used rcodes following the Istanbul
Chamber of Industry and $he Istanbul Chamber of Commerce
conventions as closely as possible. In the following
tables, we aresent the sectoral distribution of the firms

angd the distribution of the largest percentage stocks in

the sample:
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TABLE

1

SECTORAL* AND OWNERSHIP DISTRIBUTION OF THE SAMPLE

Whole Sample
Fabr. Metal Prod.
4% Machinery £q.
Basic Metal Ind.
Cgem.’s, Fetroleum,
Rubber %Plastic Pr.
Non—metallic
Mineral Prod,
Paper and Paper
Prod., Printing
% Publishing
Wood Prod.

o Furniture
Textile, Wearing
Apparal % Leather
Food, Bsvarage

% Tobacco
Transportation %
Storage

Hotels %
Restaurants
Wholesale
Holdings

fts defined in the

Companies 1993.

Code

37X

35X

S&X

Z4X

e
el i

&4X

aFX

1XX

. HLD

Isﬁanbul

No.

of

Firms

63

10

L

2]

4

1.

-}

Largest

Dwnership %

Min
4'11.

23.11

4.11

21.12

- -

i18.36

33.80

I0.746

99,28

10.32

Ma

9%2.28

85.31

?7.73

26.03

97 .00

S3&.17

.80

- -

L e

43.06

99 .28

&3 .65

25.57

76.1%9

Avg

_—— ey
J T QA &

35.80

31.94

Z4.17

99.28

42,35

25,57

42.89

Stack Exchange Yearbook

of
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TABLE 2

LARGEST OWNER DISTRIEUTION OF THE SAMPLE

Largest
Ne. of Dunership %
Firms Min Max Avg

= Whole Sample &3 4,11 992.28 41,70

-~ Parsonal 7 4.11 35.51 24.07
LérQE§t Sharehoider
- Nonfinancial

Ingtituticonal

e
-0

15.46 99.25 4Z.10
Largest Shareholder

- Financial
Institutional

Largest Shareholder 2 20,00 27,00 33,22

From &the above tables, we see that the largest
sharehclderé of same firmg have cwnership percentages in
excess of ?9%. 1% is known Ethat for stocks traded in the
Istanbul Stock Exchange it is wsually required that no
single owner possess more than 73% of the stock. The abaove
data shows +Hhough that nevertheless some firms seem to
have been axempted from this reguirement.

In Appendix A, we present some characteristics of our
performance variables for the sample both in an overall
view and as broken down by the various industries and by
the nature of the Iargést owner. Then in Appendix B, we

inﬁlude the results of one-way analyses by industry type
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and by major-owner type. From the one-way analyses, we see
that there are statistically significant differences
between some industries and some owner—type groups with
respect to several performance variables. In particular,
the net profit margins of holding companies differ from
those of almost all of the other industries., There is also
a significant difference between the total liabilities to
total assets ratios of fabricated metal products &
machinery equipment producers and those of holding
ccmsanies. The long—term liabilities to total liabiliftiess
ratio differs guite significantly bDeitween firms having &
personal largest shareholder and a nonfimanczial
institutional largest sharehglder. Finally, the growth
rate of sales of wholesale companies is significanrtly
Migher than those of both "chemicals, petrolsum, ruober,
and plastics producers’ and 'textile, wearing apparel and
lgather producers’ . Thus, we see that there may well be
differences in the performance characteristics of firms in
diftferent industriss or having different types of major
mwners., This lends additional justification for taiking
care of such effects during the analyses. We elabarate on

the methads of analyses in the next section,
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C) Methods of Analysis

In order to test the hypotheses, regressions and one-way
analyses of variance have been used. To see whether
interaction effects would be affecting +the conclusions
two-way analyses of variance with various covariates were
also rum. From the significance levels of the F-ratios for
the interaction effects, it was concluded that they would
not cause misiriterpretations in the essence of the main
analyses and that they could be omitted from the rest of
the reszarch. It is a well-known fac: that besides the
independsnt variables of central_interest in the research,
thaere are other independent variabliss %hat shouwld be
irncorporated into  the research as statistical constrol
variables. In the area of ownership structure and firm
performance, size is such a variable. Monsen and Downs
have argued th#t the larger the size of the corporation
the more the deviatien from profit-maximizing BDenaviour
{Mpnsen and Downs, 194683; see also Chapter il
Furthermore, the size of the firm may determine the
npportunities available %o the firm (kLamerschen, 1958), In
fact, size is amn imporitant determinant of the barriers-to-
entry. The most commonplace methods of measuring size ara
the use of either total assets (Hell, 197953 kKamerschen,
19487 McEachern, 19743 Radice, 1971) gor sales {Boudreaux,
1973s Elliott, 1972; Kamerschen, 19683 Kania and MckKean,
19763 Monsen, Chiu and Coocley, 196B). We have chosen to
conduct ﬁhe analyses once with assets and once with sales
to be as sure as possible from the results. Another

cnnsidepafion of equal importance with size is industry
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type. Many factors that influence the firm characteristics
and performance are industry specific. "“Rather than
measuring these factors independently and since [we arel
more interested in adjusting for such effects than in
specifying them, an overall ‘industry’ effect which
captures such influences is more efficient. C[Boudreaux,
19733 p.34671" As uwe have already mentioned in the pravious
chapter, we have adepted the classification of the
Istanbul Stock Exchange as it is givern in its 1993
Yaa;boak of Companies in determining industry type. [% has
bean suggested that (Charreaux, 1991) it may be more
apprapriate fto consider the congtraint put by the capisal
market on the managers of  the firm (Santerra and Neun,
1993) semaratzly from the indusiry effect by a measurs
related to the volume of transaction, Therefore, we nave
chosen %o rerun the analyses by alsc including the
turnaver ratio of the stock in the set of the independent
variables. The inclusion of this wvariable has the
additional advantage of providing a market-based
measurement of the size of the firm. We have also
canducted regression analyseas far the individual
industries whenever the number of firms in an  industry
were sufficient to do so. The results of these analyses
are presentad in Appendix E. It is our belief that the
alternate use of assets and sales and the replication of
the analyses by including the turnover ratio of the stock,
as well as the craoss-checking of the results by using one-
way analyses of variance and by conducting separate

industry analyses whenever possible will improve the

reliability of our conclusions.



a7

V. FINDINGS

In this chapter, we will discuss the results about each
dependent variable. To avoid heavy repetition though, we
first want to draw attention to a few points that are
common to the research for many dependent variables. When
the cwnership variables, the industry dummies and size
were included among the independent variables for the
regressions, multicollinearity was next %o negligible.
whe; the turnover ratio of +the stock was alse included
among the independent variacles, a slight
muiticellinearity became apoarent, bgt its degree was
wniikaly %o cause any sericus distoriien an fne rasults.,
Nevertheisss, from a multizollinearity point of visw the
former regressions are more reiliable Than the latter cnes.
Regression eguations have also been tested for
heteroscedasticity and deviations from normality in  the
residuals. While some of the regressicns were problem—free
in  this respect, others showed violations c¥f the
regression assumptions. An inspection showed that the mare
serious violations wer2 associated with those regressians,
where there were outliers. Upon fthat observation +the
outliers were eliminated from the data of the respective
regressions and these regressions were rarun. If  there
were again outliers, these were reeliminated and the
process was continued until regressions with no outlying
residuals were obtained. These last regressions showed
considerable improvement in the fulfilliment of the
homoscedasticity and normality assumptions for the

residuals. While it cannot be said that the residuals of
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all the regressions satisfied these aésumptions to the
- same degree, the final set of regressions can be said %o
be safe enough not to cause problems of interpretation.
Certain normality and homoscedasticity assumptions need
also be met for 4he proper functioning of the one—way
analyses. Checks of fulfillment of these assumptions
usually gave satisfactory results, the major exception
being the debt-service ratio and to a certain degree the
net profit margin., Therefore, we have to be more cautious
wit; resgect to the ane-way ANOVA results faor these
dependent variables.

The fabricated metal products and macninery eguioment
(Z8X), chemicals, petroleum, rubber and plastic produchss
({29X), nonmetallic mineral products (38X and food,
heverage and tobacco (31X industries contained sufficient
firms to allow the calculation of +%-statistics for the
regression coefficients. The results of these regressions
ware generally consistent with the regression Tesulis
containing all the firms. We present the results of these
regressions in Appendix 3. In the remaining part of Ihis
chapter, we will concentrate aon the all-firms regraessions
to evaluate the results of our ressarcnh.

This said, we now want to turn to a closer examination
of the rasults foar the individual dependent variables.
Only significant regressions have been tabulated in the

main text as outlines. in these outlines, the

abbreviations below have been used:

CON : The percentage of the shareholdings that is

possessed by the largest shareholders
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HH * The Herfindahl measure of concentration of the
remaining large shareholders;
PRS : A dummy variable that is 1 when the largest
shareholder is a person or a group of persons;
FNA @ A dummy variable that is 1 when the largest
shareholder is a financial institutions
S8X through 1XX : Dummy variables that are 1 when the firm
is listed in the corresponding industrys
TURN : The turnover ratio of the stock:
ASSETS i The total assets of the firm

SALES : The net sales of the firm

With these abbreviations, *the regressions can be wristen

in the fgllowing general form:

DEPENDENT VARIABLE = CTONSTANT + D1 CON + 2 HH + £3J PRS +
C4 FNA + CS J1X + C6 32X + L7 Z3X + C8 34X + C% I5X + (10
TeA o+ C11 IT?YX + C12 3IBX + C13 &4X + 014 69X + CL3 (XX +
C16 ASSETS (OR SALES) + C1i7 TURN,

where Cl through C17 dencte the regressicn coefficients of

the corresponding variables.

Overall means and standard deviations az well as means and
standard deviations broken down by industry and major-
owner type for the dependent variables have been included
in Apendix A. Summary tables for the regressions and ocne-

way analyses have been presented in Appendix B.
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I. Prufitability

1. Return on Asgets

The explanatory power of these regressions is quite low,
all of the adjusted R 2’2 are lower than 0.10. Alsa, none
of the F-ratios for the regressions is significant even at
the 20% level., Thus the hypothesis of the regression
coefficients being collectively edgual %o O canmnot  be
red;cted at any conventional level of significance (i.e.
%, 3% ar 10%). The one-way results corroborate these
findings. Whether the sample is classified by the nature
of the largest owner or by the industry tvpe the firms
belong te, these analyses do not detéct any significant
differences between the groups, the former F-probabilisy
being 0.35 and the latter one ©.44. When we inspect the
regrassion coefficients individually, we find guite solid
avidence against the managerial hypotheses. Not only are
all but one of the =ight regression coefficisnts relating
to ownership concartration insignificant at the 3% level,
put the signs of all of them are alse negative, contrary
to the expectation of the managerial theories that higher
concentration of ownership will result inm higher
profitability. The coefficients for the personal largest
ghareholder dummy variable are insignificant in all the
regressions and those for the financial-institutional
largest shareholder dummy variable are significant at the
8y but not at the 1% level. It ssems that these later
firms underperform somewhat the other firms, but as fhe

multiple range tests in the one-way analysis show, the
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return on assets of such firms is not different from the
firms in the other two groups at the S% level of
significarce, even with a rathet liberal test such as the
Bonferroni. Coming ta the industry type dummy variables,
we see that of more than 490 coefficients anly 3 are
statistically significant at the 10% level and none at the
1% level. Industry type does not seem to be an impartant
factor in determining +the return on assetz of firms, a
fact verified by the multiple range tests in the one-way
anafysis,' in which the return on aszetz of no ftwo
industries are different at the 5% level aof significance
both with the mowre conservative Scheffe tegst and with the
more liberal Bonferroni fest. In the reéregsians including
the furnover ratio, ifts coefficient is statistically
insignificant and so are the size coefficients in all the
regressions, be it mesasured by aszets or sales. As we see
in Appendis A, firms differ in their return on assets, but

the current results let us conclude that the cause of this

-

variation does not i im their differing ownership

structure,

2, Net profit margin

Wwe show the outline tables for the net profit margin at
the end of this section. The explanatory power of the
regressions is quite highy 1in all the regressions, the
adjusted R 2's are very near to ©0.75. Furthermore, the
hypothesis of the overall eqguality of the regresgioé

coefficients to O can be rejected guite confidently, the
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significance of the F-ratio being 0 to four decimal places
in all cases. An irnspection of the regression coefficients
shows that all the industry yariable coefficients are
significantly different from O -the significance of ¢+ for
each of them is  0.0000- and that the regression
coefficients themselves are all quite near to sach other.
This suggests that the rnet profit margins for all the
industries except the reference industry (i.e. that
industry for which all the industry dummies are zero) are
not different in a statistically significant way, but that
ﬁhe net profit margin for the reference industry is
strongly different. Although we already menticned that the
orre-way analysis Dy industry type for the net profit
margin sthould be viewad rasther cadticusly due %o the
presaence of hefteroscedasticity, we can be relieved oy the
fact that these results strongly support the expectations
aroused by the regression analyses. In particular, looking
at muitiple range tests, we see that aven the conservative
Scheffe test discerns astatistically significant
diffarences at the 3% level between the reference industry
and four other industries and when the Beonferroni test is
used, as many as eight industries differ from the
reference industry at the 5%  lzvel of significance.
Between the cther industries themselves nowever, fthare are
no significant differences.

The results about the ownership variables lend more
support to the neutrality hypotheses than to the
managerial theories. The percent shareholdings of the
largest shareholder is insignificant in all the

regressions even at the 25% level., Furthermore, all these
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coefficients are negative providing more ground to reject
the managerial theories, The coefficients of the
Herfindahl measure of the remaining large shareholders are
also negative and significant at the 10% level throughout
the regressions., Thus, if there is any relationship, more
digpersed ownership results in a higher mnet profit margin.
Coming to the wvariables about the nature of the largest
ownar, the regression and one-way results show that there
are no statistically significant differernces betweern any
of these three groups at the 5% level, but at the 10%
level, those firms which have a financial institution as
their largest shareholder %and to have lower net profit
margins. As sxpected, these resulits are paraliel to those
cbrtained for the return on assets. and again as with the
refurn  on  assets, both size and sSurnover ratic are
statistically insignificant even at guite high levels of
significance. Qverall, we have to conclude that the
variation in the net profif margin of the firms is related
weakly to %their differing ownership structure, and that
this relation is in *the opposite direction to that

pradicted by the managerial theories.

TABLEL

DUTLINE OF THE NET PROFIT MARGIN REGRESSIONS

1. NPM = 99.48 -9.10 CON - 59.27 HH - 2.12 PRS - 7.08 FNA
_ §7.33 38X - B4.65 I7X - 86.85 35X - 78.01 36X
— 88.87 34X - B83.52 33X - 80.87 3IZX - B2.89 31X
— 10B.24 64X - F0.72 &9X - 90.74 1XX

+ 3,64E-7 ASSETS ( SIGNIFICANCE OF F = 0.0000 )
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2. NPM = 99,27 -7.86 CON - 59.44 HH ~ 1.95 PRS - 7.03 FNA
= B88.467 3IBX - 85.47 I7X - 87.60 3IS5X - 78.45 36X
- B9.30 34X - B3.86 3I3X - B81.43 32X - B83.29 31X
= 109.96 64X - 91,13 &9X - 90,93 1XX
+ 3.47E-7 SALES { SIGNIFICANCE OF F = 0.0000 )

3. NPM = 100,45 -9.46 CON ~ &6.10 HH - 2.23 PRS - 7.28 FNA

87.11 IBX ~ B4.48 I7X ~ B&.76& IBX - T77.3%9 36X

- 88,30 T4X - 83.49 IIX - 30.66 IT2X - 32.86 31X

F.76 69X - 8F.35 1XX + J,.10E-7 ASSETS

3.003 TURN { SIGNIFICANCE OF & = Q,0000 )

4. NPM = 100.1T -8.32 CON - &5.4

i

HH ~ Z2.07 PRS - 7.20 FNA

- 88,41 Z8X - 25.42 I7X - 37.49 I5X - 7B.03 IH6X

- 88.9% 34X - BI.78 IT¥ - 31.21 ZTZX - §3.22 IiX

- F1,1l &F% - BF.70 14X + T.ZFE-7 3ALES

- 0.004 TURN { SIGNIFICANCE OF F = Q.0000 )
TARLE 2

OQUTLINE OF THE ONE-WAY RESULTS FOR THE NET PROFIT MARGIN

By industry type :
F~Ratio : 3.5672 3 Bignificance of F & 0.0009

Maans (%)

8% Z7X I5X JeX aX 33K
44,8600 7.3375 7.0091 12.9250 4.7333 7.8200
I2X 31X &4X 67X 1XX HLD

7.6800  10.7712  13.2100 1.3767 3.8400 354.1100



&3

3. Rate of return of the stock

All the adjusted R2's for these regressions are lower
than 0.10C and none of the F-ratios is significant even at
a level of 20%. In fact, reviewing the significance levels
for the individual coefficients, we observe that onmly the
coefficients for the turnover ratio of the stock are
statistically significant at the 1% level. The resulis
lend strong support to the neutrality hypotheses. Many of
theﬂ ownership concentratiaon coefficients, be 1t the
percant sharaholdings af the largest shareholder or  thae

concentration of the remaining large sharsholders, have

]

3ignrificance levels higher +thar 304, Similarly, The
coefficients for ftne personal and Fimancial-instiftutional
largest shargholder dummies are2 insignifticamt at  any
conventional level of significance. This finding iz
suppersed by the one-way analysis in which the -
probability is as high as 0.9988 and the multiple range
tests do rot detect any shatistically gignificant
differences at the 3% level between any twao groups. But it
ié notewcrthy that sevaral ownarship concentration
coefficients have positive signs, while all the ownership
concentration coefficients for the other profitabiiisy
variables have negative signs. Althaugh the very hnigh
insignificance aof the results preciudes any strong
conclusion, it may be that it is sasier for large owners
to keep up the rate of return of- the stock highar even

though accounting-based values show lower profitability

for their firms.



bé

Turning %o the other variables, we see that the
hypotheses that all industries have equal rates of return
of their stock cannot be rejected by the corresponding
one-way analysis, ner is there any statistically
significant industry caefficient at the 10% level in any
of the regressions. The size coefficients, too, whether
they are measured by sales or assets, are insignificant
with the lowest t-test significance Seing Q.&C74. In
conclusion, we can say that $he ownershig structure of the
firm is not a determinant of the rate of refturn =f its

stoack.

4. Refurn on aguity

An cutline table has been included at +the =nd 2f 4his
section. The adjusted RZ’'s show that the explanatory power
of the regressions is generally low. As with the rest of
the profitability variables, the proposition of the return
on @eqguity increasing with increasing percent shareholdings
ot the largest shareholder ar with fthe increasing
concentration of the other large shareholders is clearly
refuted. Mot only are all af *he relevant coefficients
insignificant at the 3% level, and & out of 8 even at the
10% level, but all the coefficients are alsc negative.
Also parallel to the results for the ather profitability
variables, the persanal largest shareholder coefficients
are all highly insignificant, whereas firms with

financial—institutional largest shareholders tend to
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underperform other firms at a 10% significance level

though not at a 5% level. Furthermore, there is no
statistically significant difference between the return on
egquity of firms belonging to different industries as is
clearly shown by the high F-probability (0.7721) of the
one-way analysis and the lack of +the discovery of
statistically significantly different groups by the
multiplé range tests. This finding is also supporisd by
the coefficients for %ne dummy variables in the four

regressions almost all of which are statistically

insignificant at the 10% level. The parallalism bsetween
the return  an 2gquity analyses and the former analysis
axtends also (o The area of size. All of tnessa
coefficisnts AT statistizally ingignificans at

conventional levels, although it shouwld be remarked that
the insignificance 1is much more stironger when size is
measured by asssts. Ingignificant, *too, is the Ifurnogver
ratio of the stock whenaver [t is included in  The
regressions. Thus, we can say that overall, the results
far the return on eguity are similar to the resulizs  for
the other profitability variables: I¥ is unlikely fhat
punership siructure is considerably influencing the return

on equity of the firms and it is ailmost sura that more

concentrated ownership does not result in a higher return

on 2dquity.
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TABLE 3

QUTLINE OF THE RETURN ON EQUITY REGRESSIONS

ROE

fl

S1.21 - 17.17 CON - 60.00 HH - 5.84 PRS

13.13 FNA + 10.02 38X + 5,59 37X

3.086 35X

* 6.69 36X - 11.32 34X + 13.70 33X

+

B.=5 32X

+ 0.08 T1X - 31,463 64X - 10.70 49X

]
o~
e
o
-
>
»

= 3.77E~7 ASSETS ( SIGNIFICANCE OF F = 0.0399 )

II. Capital Structure :
1. Total Liabilities / Total Asssts

Qutliine tables have been inciuded at the end cof %his
section. The explanatory power of the regressions is
moderate, being samewhat higher when size is measured as
assets rather than sales. This is alsa reflected in the F-
ratios, which are significart at the 3% level if assets is
a regressor, but insignificant at the 10% level if sales
is used instead of assets. Similarly, we gbserve that the
coefficients of ASSETS in the two regressions are
significant at the 3% level and nearly even at the 1%
level, but that in the other two regressions SALES has
insignificant coefficients. Given the similarity of the
regressions including assets or sales for the othsr
dependent variables that we saw until now and will see in
the naext pages, this case is an exception. As to the
effect of +the ownership structure of firms on  this

dependent variable, we see that the regression
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coefficients for the percent shareholdings of the largest
shareholder are positive through all the regressions and
80 are the coefficients for the Herfindahl index of the
other large shareholders. Althcﬁgh the latter coefficients
are surely statistically insignificant, the lowest level
being 0.2337, +the picture for the former coefficients
shows less consistency as to their sigrificance. While
this provides some slight support for the predictions of
the managerial theori=s %4hat more concentrated ownershipo
will result in riskier undertakings, the significanca
levels viewed collectively are not enough to reject the
neutrality hypothesis.

Coming to  the dummy variables for the nature 2f  the
largest sharehclder, we aobserve fthat all of the eight
coefficients are statistically insignificant corroborating
the notion that the ownership structure is not essential
in determining firm perfaormance. Nevartheless, the
consistently positive coefficients for personal largest
ghareholders and the cansistantly negative coefficients
for finmancial—institutionali-iargest shareholders suggest
that firms having institutions and especially financial
institutions as their largest shareholder try fto keen risk
somewhat lower by accepting relatively less debt in their
capital structure. Nevertheless, the one-way analysis does
not find statistically significantly different groups and
reports an F-probability as high as ©.73446, *thus it is
important not to averstress the difference attributed to

institutional owners in general and . to financial

institutional owners in particular.
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Lastly, we want to discuss the effect of the industry
type on the total liabilities to total assets ratio. We
see from the regression results that many industry
coefficients are statisticallyrsignificant, though the
exact level varies. This suggests ¢that there may be
differences between the ratiaos of the gifferent
industries. Indeed, a one-way analysis shows that we can
reaject the equality of +the total liabilities to total
asszets ratio for all indusfries at the SY% level of
sig;ificance. The differences are not very strong however,
since multiple range tests with a 8% level of significance
detect a diffzrence only betueen fabricated metal oroducts
and machinery equipment producers and holding companies 1f
tne mere liberal Bonferroni approach iz Wsed and  no
pairwise differences at all if +the more conservative

Scheffe test is employed instead.

TABLE 4

QUTLINE OF THE TOTAL LIAEBILITIES/TOTAL ASIETS REGRESSIONS

1. TLTA = 146.97 + 25,26 CON + 49.87 HH + 7.&% PRS
- &4.16 FNA + 40.93 38X + 1%.44 37X + 24.17 33X
+ 10,67 TEX + 22.02 IT4X + I4.60 ITX + F1.03 IEX
+ 16.49 31X + 58,94 4% + £.06 69X + 33.50 1XX
- 3.13E-b ASSETS

SIGNIFICANCE OF F = 0.0298 )

~—~
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Z. TLTA = 6.23 + 37.29 CON + 81.90 HH + 12.22 PRS
T 9.91 FNA + 44.34 38X + 22.11 I7X + 27.99 35X
* 23.04 36X + 26.57 34X + 3IV.IF 33X + 35.70 32X
+ 21,56 31X + 8.45 69X + 40.53 1XX
= 3.28E-6 ASSETS + 0.00T TURN

( SIGNIFICANCE OF ¥ = .0287 )

TABLE 3
CUTLINE OF THE ONE-WAY ANOVA RESULTS FOR

TATAL LIARILITIES / TOTAL ASSETS

By industry tvype
F-Ratio : 2.1313 Significance of F : 0,0I19
Means ()1
38X I7X 3% &KX T4ax I3X

&3. 0030 47,4973 43.0135 44 .0947 47,4933 52,7300
2 31X s4% 59X 1XX HLD

31.6947 42.405087 58. 3900 74233 &0, BOOO 26,3317

2. Long-=Term Liabilities / Tatal Liapilitigs

Outline tables have been included at the end af <this
section. The explanatory power of the regressions is
relatively high in comparison with the other regressions
in this research, the adjusted R 2's fluctuating around
0.30 ‘and three out of the four regressions having
statistically significant F-ratios at the 1% level, the

fourth regression, 100, caming near this level‘ pf
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significance. Mowever, such high significance turns out
not to be due to the concentration variables, the
significance level of none of which is better than Z0%.
Nevertheless, the cnnsistently- positive signs of these
eight coefficients suggest that higher concentration tends
to result in a preference in long~term rather thanm short-
term debt implying that high owner-concentration firms are
more risk-averse; in view of the high insigrificance
levels though, this is a weak statement at best. A much
str;nger case can be made for +the difference in  the
behaviour of firms having personal largest sharencolders
v2, those having institutional largest sharsholders. The
caefficients of the ﬁersanal largest sharsholder dummies
are consisfently negative and statistically zignificant at
the 10% lsvel. Furthermore, %the one-way analysis shows
that there 1s a gstatistically significant difference
hetween the firms having personal largest shareholders and
nonfinancial instistutional largest sharehclders no matter
whether judged by the Bonferrani or the Scheffe test.
Thus, we can cgpnclude that when the largest shareholder is
a persan, firms are more likely to take a riskier position
by relying more on shorf-term debt and l2ss on long-term
debt.

The industry affect plays a somewhat more imporftant role
for the long-term liabilities +to total liabilities ratio
than for mozt of +the other ratics, although ore must be
cautious not to overemphasize this importance. In fact,
nearly one fifth of the industry coefficients are
statistically significant at the 104 level but only three

of them are so at the 5% level. Although & one-way



73
analysis rejects the equality of all the industry means,
neither the Bonferroni ner the  Scheffe test find
significaﬁt pairwise differences at the 3S% level.
Nevertheless, the industry means and the regression
results suggest that for firms in nonmetallic mineral
products (3&X), paper and paper products, printing and
publishing (34X) and transportation and storage (&4X)
industries the long-term liabilities to total liabilities
ratio 1is nigher than for the firms in  the Sthner
industries. Finally, and as in s¢ many oF the octher
regressions, the assets, sales and stock turnguver ratis
cocefficients are statistically insignificant when they are

irmzluded in 2he aralvieg.

TABELE &
OUTLINE OF THE

LONG-TERM LIABILITIES / TOTAL LIARILITIEE REGRESSIONS

1. LLTL = 15.60 + 9.01 CON + 37.48 HH - 10.62 PRS
- 4,406 FNA + 4.37 I8X - Z.98 37X - 1.64 Z5X
+ 11.36 3I&8% + 1B.22 IaX - L.64 33X + Z.25 323
- T.I& 3S1Y + 27.12 s4X + 11,76 &FX -~ 11,20 1XX

+  S5.90E-8 ABSETS
( SIGNIFICANCE OF F = Q.0013 )

2. LLTL 16.35 + 9.97 CON + 39.74 HH - 9.33 PRS

2.7

A

- 4.82 FNA + 3.79 38X - 4.3% 37X zs¥

e
at ol

04

+ 10.14 ToX + 17.18 34X - - 2.89 IIX + 2.3
_ 4,44 IiX + 26.84 63X + 10,12 49X - 12,27 1XX
- 7.26E-B SALES

( SIGNIFICANCE OF F = 0.0034 )
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3. LLTL = 13.12 + 5.57 CON + 54.75 HH - 10.30 PRS
- 3.08 FNA + 5.72 38X - 0.78 37X - 0.26 35X
+ 12,12 34X + 18.54 34X - 0.07 3IIX + I.3I5 I2X
- 1.88 I1X + 13.91 69X - 12.45 1XX
+ S.50E-7 ASSETS + 0.01 TURN
( BIGNIFICANCE OF F = 0.0049 )

4, LLTL = 15,01 + 7,98 CON + 55.39 HH - 9.462 PRS
- 3.8 FNA + 4.12 I8X - I.20 37X -~ 1.39 35X

+ 10,00 36X + 146.72 34X

2.61 33X + 1.83 32
- 4,08 J1X + 11.12 469X - 14.21 1XX
- 2.60E-9 SALES + .01 TURN

{ BIGNIFICANC

m

gF F = ,0138 )

TABLE 7
CUTLINE OF THE ONE-WAY ANOVA RESULTS FOR

LONG-TERM LIABILITIES / TOTAL LIABILITIES

By industry type @
F-ratio : Z.0773 § Significance of F 2.,0029
Means (A2
=B8X I7X Zax Z6X T4 33X
24 .9300 14,0925 18.543& .30.46?3 ZB.8567 20,2500
I2X I1X &4X &9X 1 %% HLD

o1 .0267  17.0800 52.4100  29.5867  B.T600  15.6330

By major owner type f

F-Ratio : Z.9878 i gignificance of F @ 0.0233
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Means (%):

Nenfinancial Financial
Personal Institutional Institutional
11.4743 25,1504 22.48133

Z. Debt-service ratio

The 2xplanatory power of these regression sgquations is

quite low, no adjusted R2 is higher fhan ©.03. The F-ratio

Ffro
!

0
+

[y

he =2gquations is also PMighlw insignificant. Notsworthy

<f

e  fa

n

e
ui

t that none of zshe industry goefficients is

w

ignificant af the 10% level with many oFf them seing very
nighly insignificant. Thus, we can safely exclude the
possibility of different debt-service ratios for different
indugstries. The assets, éales and stock fSurnover ratio
mpefficients are alsoc highly insignificant. The ocwnership
structure variables however exhibit some statistically
significant differences. Both the persistently negative
signs and the significance of especially the percertage
shareholdings of the largest owner coefficdients let us
conclude that higher concentration of sftock ownershis
results in lower debt-sarvice ratios for firms.
Furthermores, the all negative coefficients for personal
largest shareholders two of which are statistically
significant at the 5% level and the other two at the 10%
level -imply that personal largest shareholders have a

towering effect on the debt-service ratios of the firms.
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4. Total Liabilities / Market Value of the Firm

The explanatory power of these regressions is generally
low, rnone of the F-ratios having significance levels
batter than &5%. The largest-cwner concentration
coefficient is always positive but significant in only one
af the four regressions. Nevertheless, thesa resulis
strengthen the conclusions obtained by investigating the
tctgl liabilitiss %o total assets ratic indicating that
Righer concentration firms tend toc be more indebted. None
of the Merfindahl mnsasure coefficisnts is significamt at
whe 10% lsvel and morecver, they are af miwed sign. The
largest-ogwner-tyne dummy coefficients ares also
insignifizant in all the regressiocns. This is also in line
with the correspending one-way results, where the F-ratios
are highly insignificant and muitiple range-tests do not
detact statistically significantly different groups at the
5% level. The industry effect is insigrificant for the
total liabilities to market value ratio as indicated both
hy the abpsence of significant industry dummy coefficients
in the regressions and the high insignifitance level of
tha F-ratic in the on2-uwWay analysis. Insignificant, too,
are the size coefficients, but the coefficients for the
turnover ratio of the stock are significant at <the 5%
level. Noting that these coefficients wers also
significant in %the case of the rate of return of the
stock, we can conclude that the turnover ratio of the

stock is an important explanatory variable whenever the
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dependent variable incorporates a market-value based

assessment.

ITI. Growth

Qutline tables have been includad at the end of this
section. The adjusted R2's of the regressions which are
slightly in excess of ©0.26 point o a moderately nhigh
exp{anatury powar. From the significance levels for the F-
ratios of these regressions we see %tha%t the nypothesi of
all the regressicn coefficients being equal tc ¢ can  oe
rejected at the 34 level in 21l cases. Reviswing the
regression coefficients of tne ownership tructurs
variables, we s that all the coefficisnts Ffor *the
Herfindahl measure of the large shareholders other than
the major sharsholder are statistically significant at the
1% level (%% lavel for ftwo of them) and these are the
only ownersiip structure coefficients that are
statistically significant. Their negative signs show that
in line with tne expectations of the managerial <fheories,
higher concantration of ownership results in lower growin
rates., This conclusion is weakerned however by the fact
that the coefficients for the percent shareholdings of the
largest shareholder, beyond being statistically
insignificant, have all positive signs. Thus, the
‘neutrality’ point of view cannot be totally rejected in
the area of growth either. Indeed,Athh the statistically
insignificant regréssion coefficients for personal and

financial—-institutional largest shareholders anpd the very
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high F-probability (0.9191) +far the one—way analysis by
the nature of the largest guner, as well as the lack of
evidence by the corresponding multiple range tests for the
existence of statistically significant differences between
groups give support to the reutrality theories.

The resulis also suggest that there may be slight
differences between the growth rate of firms belonging to
different industries. The ocne-way analysis rejects the
2quality of all the industry means at the 5% level (but
natv at the 1% lavel), however pairwise comparisans
indicate that differences exist hnetween only a few groups,
if at all. The morz liberal Bonferroni tmst eunibhitz  anly
1¥Y as different Ffrom I8YX  and I2X, %he more conservative
Screffe t@st doss nok  detect any diffsrences. Theredigre,
we Can :Dnclﬁde that any indusiry effect is not a stirong
factar in determining the growth rate of firms. Finally,
the turnover ratio of the stock and size, whether measured
by assets or sales, have statistically insignificant

coefficients in all the regressians.
TABLE 2
OUTLINE OF THE GROWTH RATE OF SALES RESRESSIONS

1. GROWTH 4£7.98 + 20,01 CON -~ 13Z.68 HH + 11.32 PRS

1

_ @.62 FNA + 9.19 38X + 6.2% 37X - 1.42 35X
+ 14,77 36X + 32.54 34X + 12.88 3IX + 1.69 32
+ 14.54 31X + 28.88 69X + 77.95 1XX

+ 2.97E-6 ABSETS

P

SIGNIFICANCE OF F = 0.0588 )
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2. GROWTH = £8.866 + 24,51 CON - 124.97 HH + it.13 PRS
= B.46 FNA + 7.64 3BX + 4,90 I7X - .42 35X
+ 12.73 36X + 30.44 34X + 9.95% IIX - 0.11 3I2X
+ 12,018 31X + 26.51 69X + 75.70 1XX
+ 1.39E-& BALES
( SIBNIFICANCE OF F = 0,04802 )

S. GROWTH = 80.54 + 11,47 CON - 171,01 HH + B.70 PRS
- B.87 FNA + 10.78 38X + 5.12 I7¢ - 2.3 IBX
+ 13.81 36X + 29.27 34X + 8,50 I3IX - .43 32X
+ 11.42 Z1X + 246.086 LXX + 35,47 1x¥
+ 1.0ZE-4 ASSETE - £.04 TURN
O SIGNIFICANCE OF F = 0,0470

4, GROWTH = 81,0C + 13.77 CON - 1a%.2i HE + 2,20 PR3
- 3.1 FN@A 4+ 9,33 Z2Y + 4,11 ITY - I,.17 I3X
+ 12.56% 36X + ZBR.28 Z4X + 7.14 IT4 - .88 3ZX
+ 10,20 ZiX + 59X 24,61 + 84.357 1XX
—~ T.IZ0E-7 SALES - .04 TURN

¢ SIGNIFICANCE OF F = 0,0408 )
TAEBLE @
THE ONE-WAY ANALYSES REZULTS

THE GROWTH RATE SALES

By industry ftype 1@

F-Ratio : 2.3312 3 Significance of F : 0.03I08

Maang (¥) 1

38X 37X 35X TeX 34Y A

87 .5414 83I.7467 73.2744 B3.6458 96.0300  76.5900
I2X I1X 64X 69X 1XX HLD

- 109.8700  145.4300 78.833

&8.0000 83,1133
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V1. CONCLUSION

In older times, people used to conduct their business
themselves closaly supervising its daily procsedings. In
more modern times, anather type of firm has emerged, where
many stockholders pool their capital investments together
and delegate authority for ité daily affairs to managers.
This gives rise to the guestion whether firms of this
latter type can 2erform as good as  firms of the former
type and especially whether its shareholders will suffer
zome lossEs due to this naw srganization. Research on this
tapic has gone on in Westarn cauntries, natasly n fthe
Uﬁited States and the Unitsd Wingdom, For some decacss.

Some articles found that the new ftype mnad an inferior

]

nerformance {(Bothwell, 19803 EBoudreaux, 19733 Holl, 1973
Monsen, Chiu and Cooley, 1748) while others concluded that
it performed as well a3 or better than the cider sSvype
‘{Demsetz and Lehn, 199%5:; Elliat%, 19725 Gedajleviz, 19933
pamerschen, 19483 Sorensen, 1%74; Thonet ang Po2nsgern,
1979 and stiil others reached mived conclusions (kania
and McKean, 19763 Leach and Leany, 1991: Radice, (971).
Our aim in this research was to answer the guesticn for
Turkey.

It goes without saying that this research, too, like
evary other research had its limitations. The number of
firme listed in the Istanbul Stock Exchange is relatively
small when compared with those listed in the American and
British exchanges. It is far more difficult to detect

significant differences with a sample of &35 firms than

with aone of say 500 firms, especially when there are
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numerous dummy variables in regressions as in the present
research where a regression may include upto a total of 17
variables. The small size of the sample makes itselt also
feel when it 1is broken down by industry or major owner
type. Many categories consist then of only a few firms.
Furthermore the ownership knowledge obtainable from the
yearhook i1is essentially limited ¢to the names and
percentage awnership of the large shareholders; many of
the parent companias are not listed in the Istanbul tock
Exc;ange and their relationships, if any, are diffizult *o
astablish. Moreaver, when compared with American ang
British companies, very-diffused-ownershis firms are rare
in Turkey. Therefors, we arse investigating dDifferencas

= =)

-

betwean less differing companiss and thus 1%
likely to find significant differences batuween firms. It
is hoped that time will alleaviate some of thesa
limitations, since the companies ligted in the Istanbul
Stock Exchange increase throughout the years and a 2 raviaw
of successive yearbooks shows %that mare  and mors
information abowt individual firms has become publicly
available over the years.

For now however, we have to content ourselves within the
scope of these limitations, With this imn mind, e
conducted & research on a sample aof firms that were listed
in the Istanbul Stock xchange from 1990 tp 1994. The
results show that the advantages and disadvantages of
various ownership structures more or less balance
themsglves. GBiven the evidenca, the hypothesis that
ownership structure has no net effect on corporate

performance cannot be rejected. Nevertheless, we see that
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there is weak support in the direction of higher returns—
on—assets for lower concentration firms both in the form
of several significance levels betwesn 5% and 10% and in
the form of generally negative regression coefficients of
the cuwnership concentration variables. The same also holds
true for the net profit marging and for the returns on
equity but for the rate of return ﬁf the stock, such weak
support is found only for the fabricated metal products
and machinery eguipment sector, I%f should be noted that
sin;e our raw rate of return data was on a yearly Dbasis,
same events poouring on a shorter period mav not have been
captured appropriately by if. In particular, it has Deen
suggested that larger owners ars maore apt to obtain some

ains by lmading themselves in the soring and unloading in

i)

the autumn, Returning to the results, we see that another
effect suggested by them i1is that Ffirms the largest
shareholder of which are financial institutisns have lower
net-profit margins, returns-on-agquity and especially
returns—an—assats than both firmg with personal largest
shareholders and firms with ronfirancial institutional
largest shareholders. This effect is parfticularly true of
the normetallic mineral products sector, in which case it
holds alsc true feor the rate of return of the stock. 1t
may be that when financial ingtitutions which are likely
to command huge amounts of wmoney ocwn other firms, slight
variations in the profitability of the amned‘firm may be
littlie felt by the financial institution. Indeed, the
financial institution may be gaining much more money by
investing an additional hour in its main business than by

investing an additional hour to drive the owned firm's
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]

profitability ¢to marginally highar levels. This is
especialy true of the Turkish environment, where
financial~institutional largest owners are essentially
banks. In fact all of the financial-institutional largest
owners in our sample are banks. The managers of banks will
of course experience some pressure to report gains  from
the firms they coniraol, but this pressure is unlikely *o
be 23 int2rse as that felt by fund managers in  many
Western countries who are judged sclely by the performance

of the firms in their oortfolios. Over time, i+t canm well

o

be supected Yhat in our counstry, %90, funds will acguire a

:  the rcontrml of  Ffirms

mere dominant position i

-4

. Qur
ragearch imolies tnat once such a develcooment Taves place.
pDankg and funds showuld noat bg  lumnped togefther 10tz A
single cateqgeory but should DLe considersc as separate
catagories in futursg ressarch. The resulis for the deb:
policy variables suggest that when the ocwnershis of firms
is more concenbtrated +4helir capital structure shows  a
MHigher proportion of  debt. This is in line with the
finding that firms with more concentrated cwnevshic have
iower profitability since higher debt may be a cauvse of
lower profitakilisy Shrough higher financing costs. On the
other hand, since the results also show  that highar
concentration firms rely more heavily on long-term debs
and have lower debt-service ratios than lower—
concentration firms, it cannot be concluded that higher
concentration firms are either more risk—-taking or more
risk-averse. It may be that the owners opf high

cancentration firms want to hold on to their firms because

of non-profit benefits, @.¢. the satisfaction felt by the
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continuing ownership of traditional family shares or the
perceived advantage of owning & firm producing strategic
inputs for the owning- firm etc. Since these owners do not
want fto dilute their‘ owrnership, they have to raise
additional capital by issuing debt rather than eqguity.
SBinmce a high proportion of debt in the capital structure
of fthe firm may mean a higher risk houwever, they may be
'trying to compensate for it by measures such as faking on
a hnigher preoportion of lang—term debt. [t is also
nmt;morthy that major-institutional-cwners have been shown
to rely more on long—term debt rather tharn short-term
debt, 1% may be that major—instituticnal awﬁars fael &
greater necessity to plan for a  longer Porizon and
thergfore prefer long-term debt, To this, we may add fthe
fact that in amn environment such as ours, i is guite
difficult to contract for a long-term debt. Taking on
long=t2rm debt mav be made somewhat more possible when the
largest awner is an  institution that can intervene wusing
its eristing rélatimnships with banks and putting its oQuwn
reputation at rigsk. But it may also He that such firms
nave pasier access to  cheap intermediate—~term incentive
credits. Finally, the results about the ‘growsh rate of
galaes lend weak support o the ‘hypothesia that low
concentration firms will have.higher growth rates. It  may
well be true that, like the managerial theory’'s
predictions, managers in low-concentration Tirms emphasize
Righ growths, since many of the bmnefits of the managerial
pasitions increase with the size of the firm. But even for

an owner-manager possessing all the shares of a firm,

commanding a large, well-known and respected firm may be a
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strong motive compensating for much of the would-be

difference from the low concentration firms.
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THE PERFORMANCE VARIABLES AND RELATED GENERAL STATISTICS
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THE PERFORMANCE VARIAELES

GROUP VARIABLE DEFINITION
PROFITABILITY RETURN ON ASSETS NET PROFIT/TOTAL ASSETS

NET PROFIT MARGIN PROFIT AFTER TAXES/

NET SALES
RATE OF RETURN (Pe + ExPe + Yx{Pe-85)
OF THE STOCK + D - Ph)/Ph*
RETURN ON EQUITY PROFIT BEFCGRE TAXES/

TATAL EQUITY

CAPITAL TOTAL LIABILITIES/ TOTAL LIABILITIES/

I

STRUCTURE TOTAL ASBETE TOTAL ASSETS

LONE-TERM LIABILITIES/ LONGE-TZRM LIABILITIES/S

TOTAL LIARILITIES TOTAL LIARILITIES
DERT-SERVICE RATIO **
DEBT / MARKET VALUE TOTAL DEBRT /

MARKET VALUE

GROWTH GROWTH RATE PERCENT CHANGE

OF BROSE SALES IN SROSSS SALED

* Pb:; BEGINNING PRICE; Pe: ENDING PRICE; E: BONUS SHARES
PER SHARE; Y: RIGHT SHARES PER SHARE:; S: AMOUNT PAID PER
RIGHT SHARE:; D: DIVIDEND PER SHARE

#*% (INTEREST ON LONG-TERM DEBRT + INSTALLMENTS DUE) /

{NET PROFIT + DEPRECIATION?
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TABLE Al

Performance Variables for the Sample

Variable

Return on Assets

Net‘Prnfit Margin

Rata of Return

af the Stock
Return on Eguity

Total Liabilities/

Total Assets
Long—-Term
Liabilitiess

Total Liabilitiss

Debt—-Service

Ratio
Debt/Market-Value

Growth Rate

of Sales

Number

of Firms

64

-
it

&5

47

Mean

(%)

10.972

Z4.98%5

-+

T3.028

17.4605

47.75&

e Tren
A R

10T.298

83.923

83.453

Standard

Deviation

(%)

10,445

142,976

105.394

12,5481

06,010

102.883

18.954



Performance Variabhles by Industry Type

{Means(%) and,

Return on
Assats

Net Preofif
Mar;in

Rate of Return
nf the Stock

Return an

Zauifw

Total
Liabilities/
Total Assets
Lorng—term

Liabilities/

Total Liabilities ¢

Debt—-service
Ratio
Debt /

Market~-Valus

Growth Rate

of Sales

93

TABLE A

in parentheses,

28X

7.7120 11
(10.46&632) ( 9

4, B400 7
£ 7.5583) ( &6
195.640C 148

T137.2891y (23

7. 2P800 21

(45,4377

£5.002Z0

{14.2814) (13,

24,9300 14
B.94463) (1l
268260 =

(72.8361) ¢ 1

113.8080 a3
(154.6989) (30

87.5414 83
(15.8087) ( 5

(continuation o

2

standard deviations(%))

STX 35X

. 0850 13,1435
7723 ( B.2974)
S 7.0091
L3085 ( 5.9703)
LH625 182.,54818

LEFE5) (101,312

 SDLE 148.87322
L1520 (14,1215)
LA9TS 48.0153
aB864) (17.08314)
L0928 18.343746
~AE84 ( Z.1241)
L HETS 20,5018

B7E2)Y(271.12583)

757 87.8391
B4T1Y (F7.304&7)
7467 73.2744
.9074) (14.6195)

n the next page)

14.9264
(12.312&)

12,9250
(10,7210
145.7157

oo gl

{47 ,3Z22355

.

-
e TR

(15.81630

45,0947

(12 .08327)

30,4693
(12,9033

21,3400
(52,1392}

&1.4307

(&60Q.8%44)

BI.&458

(17.2471)



Return on
Assets

Net Profit
Margin

Rat; of Return
of the Stock
Return

an

Equitby

Total
Lianilities/
Total Assets
Long—term

Liabilities/

Total Liabiliti

NDebt-service
Ratio
Debt/

Market-Value

Growth Rate

of Sales

g

9&

TABLE A2

(continued)

& 0633
{ 0.86619)

4,7323
{ 1.4540)
111.9100
{14.463467)
L. EFET

1.9242)

47.4933

 T.86948)

38.8567
3.8111%
Z.8867

{2.20010
70.6800

(1B.1377)

96.0300

(12.8976)

12,4200

{ - )
7 . 8200
{ - )

112.2800

{ - }

33,3200

{ - ?

&3 .7300

20,2300

&, 3000

{ - )
746 .3900
( - )

?.8567

(6£.3094)

7. 6800

{ 2.86867)

113.1700

(24,2024)

19,8300

(10,0917

31.6967

Y(13.5244)

21.02867

(11,2460

.0633

SiX

13.8563
(11 .83527)
10.7712
(10.9921)
239.8828

(173.06761

22.5230

42.4387

{Z0.1588"

17.08C0

{ 2.2491)

449 .,.3175

(11.7827)(394.3°23)

Th.9467

115.6713

(4Z,43343{167.8374)

&8 .0000

- 4 =rer
B&-l-&uu

(10,9460 (14.7313)

{continuation on the next page)
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TABLE AZ

{continued)

&4 &FX
Return on -8, 6400 5. 1000
Assaetis ( - Y ( V.78677)
Net Profit 13.2100 1.37&7
Margin ( - yLLZ.92ET)

Rate of Return S97.2900 137.9%567

of the Stack (= ) (81,7623
Return on —-22. 21030 8.0823

Equity =y a.7a1T
Total

Liabilities/ 38. 3900 274233

Tatal Assets { - Y O(ETLETO4)

Long—%arm

Liabilities/ 52.4100 29.358467

Total Liabilities ¢ - Y (19.1729)
Depi-service 2.1500 12,0900

Ratino g - P17 L1019
Debt/ 148.1100  108.3433

Market-Value { - YU14Z . 21840
Growth Rate - 109,8700

of Sales { - ) ! - . )

IXX HLD
( - Y (11.7187)
J.8400 354.1100

( - Y(R2T . 2846

16£%.17G0  21%,0147
! - ) (L2.8B9T7L)
L7 74040 18.2780

S0 FOO0 26.3317

- ) {19.841d)

8.3600 13,6350
(= 3 (14.284&)
- 2T6.4540
(= ){521.0853%)
56.6400  52.1817
(= Y (65.4637)
145.4300  78.8333
(= ) (35.0927)
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TABLE A3
Performance Variables by Major Ouner Type
(Means (%) without parentheses,

standard deviations({A) in parentheses)

Nonfinancial Financial

Pergsonral Institutiocnal Institutignal
Largest Largest Largest
” Shareholder Sharahalder Shareholder
Resurn on 11,1729 11.8027 &.2933
Rezmats O B.1750; {11.3422 { &,4843)
Net Profit Z22.7023 40.044? 14.2154&
Margin (37 .3846) (1&62.4194) (2&6.7375)
Rate of
Raturn of 179.3443 177 .585483 178.9822
the Stock {83.531&68) (117.6197) {60 .3784)
Return on 0L AS00 17.4504 11,7222

Equity (11.35291)
Total Liabi-
litiss/Total 45.66854

fesets (22.70&65)

(continuation on the next

(24,9963}

48.737&6

{19.0808)

{ ?.53188)

44,0367

(14.3501)

page)



Long-=term
Liabilitiss/

Total

Dept—eervice

Ratio

Debht /

Market-Value

Srowth Rate

mf Salas

99

TABLE A3

{continued)

Noenfinancial
Personal Institutional
Largest Largest

Shareholder Sharehelder

11.474Z 25,1504

(11,3264

{349 .3309

89.351t4 84,1504

(30,0877 (113.7984&)

23.8100 85.670°

e oy

2E.TFOTY {18.2835)

Financial
Institutional

Largest

Sharsholder

mmy T
ZZ.513Z

_
i 8.I2IS)

2344

L4

{ 2.0148)

78,3367

(43,3473

21,2450

(21.6340)
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APPENDIX B

REGRESSION AND ONE-WAY RESULTS



CONCENTRATION

HERF INDAHL

PERSDMAL

FIMANCIAL

F-RATIO

(FIRST LINES: SIZE

( * DESIGMNATES

(%% DESIGENATES

—— i g e et TR i P i i VPR i = e s

F-RATIO

101

PROFITARILITY

REGRESSION COEFFICIENTS

RETURN NET RATE OF
N PROFIT RETURN OF
ASSETS(%)Y MARGIN(Y%) THE STOCH (%}
-13.49 - .10 16.03
-12.93 - 7.8% 30.22
-48.28  #-39.27 ~258.54
-51.17 *—-5% .43 -237.89
- o,z - 2.12 21.24
- 4,77 - 1.927 26.41
*¥—- F .24 *—- 7,08 32.71
*e- Q23 *= 7,03 I7.22
1.24 #% 12 .54 1.27
1.34 #% 12 .84 1.32.

A SIGNIFICANT COEFFICIENT AT THE

A SIGNIFILANT CCEFFICZIENT AT THE

AR e LA Ll P UL it W it B L ik U el A el e A ek S s A i ki s il S

RETURN
ON

EQUITY (%)

-17.17
-:8.382
=5, Q0
-30.58
- 3.34

- .48

*-11.74
* 1.81
1.28

AS ASSETS; SECOND LINES: SIZE AS SALES)

0% LEVELD

3% LEVEL)D

ONEWAY ANOVAS BY INDUSTRY TYPE

RETURN NET RATE OF

onN PROFIT RETURN OF

ASSETS (%) MARGIN(Y%)Y THE STOCK (%)

0.9945 *%3, 8672 1.2173

— — -

RETURN

ON

EQUITY (4D

0.6363

.(** DESIGNATES SIGNIFICANCE AT THE S % LEVEL)



102

PROFITABILITY

REGRESSION COEFFICIENTS

FABRICATED METAL PRODUCTS, MACHINERY EQUIPMENT

RETURN NET

an PROFIT

ABSETE(HY MARGINIHY)

CONCENTRATION -29,43 - 4,77
—-1%.21 1,31

HERFINDAHL ~53.74 s N
=21.6&0 .84

PERSONAL - 1.17 - 0,28
- Z.28 - 1.85

?INANCIAL 2,30 b, 321
82.09 d.is

F-RATIO Q.39 0.19
.37 Gl

(FIRST LINES: SIZE AS ASSETS:; SECOND

{ * DESIGNATES A SIGNIFICANT COEFFICIENT AT THE 10%

(*¥* DESIGNATES A SIGNIFICANT COEFFICIENT AT THE S%

RETURN OF

THE

TE

AAT

oF

STOCK (Y%

®-500&.39

LINES: SIZE AS

141.22
129,320
187.01
180.43

1.328

1.&0

SECTOR

RETURM

SALES)
LEVEL)

LEVEL)
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PROFITARBILITY

REGRESSION COEFFICIENTS

CHEMICALS, PETROLEUM, RUBBER AND PLASTIC PRODUCTS SECTOR

RETURN NET RATE CF RETURN
CN PROFIT RETURN OF On

ASSETS (W)Y MARGIN(YA} THE STOCK (%) ERUITY (4!

CONCENTRATION  —40,40 -22.12 135,02 - 70.59
*%—45 .79 -7%,71 247.727  %%- 55,51

HERF INDAHL ~23.18 18,10 -502.82 169 .42
-27.98 11.07 =310.40 -197.30

PERSONAL - 4.7% 1.10 &.40 - 10.38
- 5.69 O.14 20.74 - 14,00

F-RATIN 0.98 0.86 0.24 1.00
1.75 1.5t 0.34 1.9

(FIRST LINES: SIZE AS ASSETS; SECOND LINES: SIZE AS SALES)
( * DESIGNATES A SIGNIFICANT COEFFICIENT AT THE 10% LEVEL)

(%% DESIGNATES & SIGNIFICANT COEFFICIENT AT THE 3% LEVEL)
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PROFITABILITY

REGRESSI0ON COEFFICIENTS

NON-METALLIC MINERAL PRODUCTS SECTOR

HETURN NET RATE OF RETURN
On PROFIT RETURN OF O

ASSETS (%) MARGIN(Y)Y THE STOCK (%)Y EQUITY(%)

CONCENTRATION -~ 7.1i3 5.81 - AL,95 F.34
- 1.29 4,33 - &45.82 0,32

HERF INDAHL *-110.389 -84.432 -242.3 - 98.0%
*-108.89 -84 ,88 -241.26 -101.18

PERSONAL - 15,12 -13.3 71.13 - 13.52
- 15.17 -15.90 54,34 - 13.39

FINANCIAL *%— 18,68  #-14.57  #% 54 ,0F *%- 27T .44

*¥- 18,83 *—14 .66 *%  H2.09 *- 25.Z2Z2

F=RATIO 2.70 1.49 * ST.06 1.41

(FIRST LINES: SIZE AS ASSETS; SECOND LINES: SIZE AS SALES)
{ * DESIGNATES A SIGNIFICANT COEFFICIENT AT THE 10%W LEVEL)

(*% DESIGNATES A SIGNIFICANT COEFFICIENT AT THE SX% LEVEL)
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PROFITABILITY

REGRESSION COEFFICIENTS

FOOD, BEVERAGE AND TOBACCO SECTOR

RETURN
OnN

ASBETS (W)

CONMZENTRATION II.2

HERF INDAHL 109.70
100,238
F-RATIO 1.54

0. 58

MET
PROFIT

MARGIN(%)

25.54

17.08

I0.06
Z.34

b6

RATE OF
RETURN 0OF

THE STOCK (%)

1744.88
1833.13
- 30.Z3

-188.00

RETURN

3N

EQUIITY (%)

si.04

(FIRST LINES: SIZE AS ASBETS; SECOND LINES: SIZE AS SALES)

{ * DESIGNATES A SIGMIFICANT COEFFICIENT AT THE

1O% LEVEL)

(%% DESIGNATES A SIGNIFICANT COEFFICIENT AT THE 3% LEVEL)
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CAPITAL STRUCTURE

REGRESSION COEFFICIENTS

TOTAL LONG-TERM
LIABILITIES/ LIABILITIES/ DEBRT-
TOTAL TOTAL
ASSETS(%) LIABILITIES(%) RATIO(%)
CONCENTRATION  *25.7%64 3.01 - 5.8:
’ 15,22 3.97 #-11.59
HERF INDAHL 49,34 . 37.48 -19.07
79.90 z9.74 ~21.41
PERESONAL 7. a9 *%-10,47 *— 5,34
3.28 *~ 9,34 e 7,17
FINANCIAL - 5.14 - 4,54 - 4.95
- .06 - 4,82 - 4,73
F-RATIO *%2,03 **3,04 t.04
1.55 42,77 1.04

(FIRST LINES: SIZE ABE ASSETS: SECOND LINES:

DEBT/

SERVICE MARKET-

VALUE (%)

99.92

£5.38

-299,53

-
-313.72

28.26

z4.87

SIZE AE SALES)

{ * DESIGNATES A SIGNIFICANT COEFFICIENT AT THE 104 LEVEL)
(%% DESIGNATES A SIGNIFICANT COEFFICZIENT AT THE 3% LEVEL)D
ONEWAY ANOVAS BY INDUSTRY TYPE
TOTAL LONG—-TERM
LIABILITIES/ LIABILITIES/ DEBT~ DEBT/
TOTAL TOTAL SERVICE MARKET-
ASSETE (M) LIABILITIES(XWIRATIOU) VALUE (%)
F-RATIO *¥2.1513 *%5.0773 1.5561 0.3390

(*% DESIGNATES SIGNIFICANCE AT THE 5 % LEVEL)
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CAPITAL STRUCTURE

REGRESSION COEFFICIENTS

FABRICATED METAL PRODUCTS, MACHINERY ERUIPMENT SECTOR

TOTAL LONG-TERM

LIABILITIES/ LIABILITIES/ DEBRT-  DEBT/
TOTAL TOTAL SERVICE MARKET-

ASSETS LIARILITIES RATIO  VALUE

(% (%) (%) (%)
CONCENTRATION . 28.92 43.26 ~127.48  ~706.94
14.83 45,28 -116.27  -355.7&
HERF INDAHL 77.2 123.3 - 71.15 *-6365.73
40,18 121,79 - 95.g97%%-6753,08
PERSONAL 2.24 - 8.39 - 36.76  298.80
3.83 - B8.42 - 35.27  275.32
FINANCIAL ~16.09 - 2.75 - 13.87 -292.0t
~15.74 - 1.79 - 3.22 -289.58
F-RATIO 0.17 0.52 0.09 1,68
0.23 0,34 9.09 2.08

(FIRST LINES: SIZE AS ASSETS; SECOND LINES: SIZE A5 SALES)

{ * DESIGNATES A SIGNIFICANT COEFFICIENT AT THE 10% LEVEL)

(#% DESIGNATES A SIGNIFICANT COEFFICIENT AT THE S% LEVEL)



CAPITAL STRUCTURE

108

REGRESSION COEFFICIENTS

CHEMICALS, PETROLEUM, RUBBER AND PLASTIC PRODUCTS SECTOR

CONCEMTRATION

HERF INDAHL

PERGONAL

F~-RATIO

(FIRST LINES: SIZE A5 ASSETS; SECCOND LINES:

( * DESIGNATES A SIGNIFICANT CREFFICIENT AT

TOTAL

LIABILITIES/

TOTAL

ASBETS

()

*%120.04

** 31,73

%252, 47

el
Qd—na_

13.44

LONG-TERM

LIABILITIES/

TATAL

LIABILITIES

~ Bél.

RATIO

>

DEBT/

MARKET-

VALUE

]

- HOD,T %*%® TG0 ,94

l'Jl

-
o

- &746£.64

=1187.20

- Z217.4&9

- £80.44

.11

(*% DESIGNATES A SIGNIFICANT COEFFICIENT AT THE

% 513,30

1146.50

*%

THE 10%

5%

25.52

F4.462

2.564

.81

r

4.66

SIZe AE SALES)
LEVEL)

LEVEL)



CONCENTRATION

HERF INDAHL

PERSONAL

FINANCIAL

F-RATIO

(FIRST LINES: SIZE AS ASSETS; SECOND LINES:
{ * DESIGNATES A SIGNIFICANT COEFFICIENT AT

(¥*% DESIGNATES A SIGNIFICANT COEFFICIENT AT

CAPITAL STRUCTURE -

109

REGRESSION COEFFICIENTS

TATAL

LIARILITIESA

TOTAL

AESSETS

(%)

= ey
* U T

17 .80
*¥*120.66

*%119 27

*% 40,728

%% 39,92

&.26
&.27
*% 10,56
*% .75

LONG-TERM

LIABILITIES/

TOTAL

LIABILITIES

(%)

10,80

13.43

BL.86

NON-METALLIC MINERAL PRODUCTS SECTOR

DERT-

SERVICE

RATIO

(%3

237.22
46.20
-380.78
-381.%90

-, -
- et

3b.46

- 63.34

~ 4 -
- HE.13

DEET/

MARKET~

VALUE

A

- 10.44

- 29.3¢&

147,47

141.462

*%1845.01

*¥179.83

* 45.87

* 45,75

** 7,53

X% 35.09

SIZE AS SALES)
THE 10% LEVEL)

THE 8% LEVEL)



CONCENTRATION

HERF INDAHL

F=-RATIO

+00an,

CAPITAL STRUCTURE
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REGRESSION COEFFICIENTS

TOTAL

LIABILITIES/

TOTAL

ASSETS

(%)

LONG-TERM

LIABILITIES/

TOTAL

LIABILITIES

(%)

BEVERAGE AND TOBACCO SECTOR

DEBRT-

SERVICE

RATIO

(%)

- 994.42

-1201.8¢

-2150.44

~2841 .22

Q.33

Q.20

(FIRET LINES: SIIE AS AESETS: SECOND LINES: SIIE

DEBRT/

MARKET-

VALUE

(A

AS SALES)

{ % DESIGNATES A SIGNIFICANT COEFFICIENT AT THE 1O% LEVEL?

(%% DESIGNATES A SIGNIFICANT COEFFICIENT AT THE

3% LEVEL:
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GROWTH

REGRESSION COEFFICIENTS

GROWTH RATE OF SALES

(%)
CONCENTRATION 20,01
) 24,31
HERF INDAHL *-133.68
*-124 .57

PEASONAL 11.32
11,18

FINANC IAL | | - 8.82
- 8.48

F-RATID *2.11
*2 .09

(FIRST LINES: SIZE AS ASSETS; SECOND LINES: SIZE AS SALES)
 * DESIGNATES A ZIGNIFICANT COEFFICIENT AT THE 10% LEVEL)
(%% DESIGNATES A SIGNIFICANT COEFFICIENT AT. THE 3% LEVEL)

L A Y el S e S i A g A4S rary WA vy S s el ey el HES 7ol S ey UTES . OD i SA ryyy AL gy S S ok S oy D . N ey S s

ONEWAY ANOVA BY INDUSTRY TYPE

BROWTH RATE OF SALES

(A

F-RATIO #%2,3312

(#% DESIGNATES SIGBNIFICANCE AT THE 5§ % LEVEL)
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GROWTH
REGRESSION COEFFICIENTS
FABRICATED METAL PRODUCTS, MACHINERY EQUIPMENT SECTOR

GROWTH RATE OF SALES

(%)

CONCENTRATION | 61.39
98,59

HERF INDAHL ~129.17
152.29
PEASONAL 14,13 .
‘ - H..09

FINANCIAL 4.8t
z.42

F-RATIO 4.a2
2.39

(FIRST LINES: SIZE AS ASSETS: SECOND LINED: SIZE AS SALES)
{ * DESISNATES A SIGNIFICANT COEFFICIENT AT THE 10%W LEVEL:

(#% DESIGMNATES A SIGNIFICANT COEFFICIENT AT THE SX% LEVEL)
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GROWTH
REGRESSION COEFFICIENTS
CHEMICQLS, PETROLEUM, RUBBER AND PLASTIC PRODUCTS SECTOR

GROWTH RATE 0OF SALES

A

CONCENTRATION | *84. 54
*35.33

HERF INDAHL G.31
$1.739

PERSONAL - 0.30
0,47

F-RATIO ‘ 1.83
2.0%

(FIRST LINES: SIZE AS ASSETES: SECUND LINES: SIZIE AS SALES)
( * DESIGNATES A SIGNIFICANT LOEFFICIENT AT THE 10% LEVEL:!

(*% DESIGNATES A SIGNIFICANT COEFFICIENT AT THE 3% LEVEL?
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GROWTH

REGRESSION COEFFICIENTS

NON-METALLIC MINERAL PRCODUCTS SECTOR

GROWTH RATE OF SALES

(%

CONCENTRATION 15,54
22,04

HERF INDAHL *124.63-
-123.73

FINANCIAL .78
.04

F-RATIO | 1.13
1.15

(FIRST LINES: SILE A8 ASSETS: SELCND LINES: SIZE AS SALES)
( * DESIGNATES A SIGNIFICANT COEFFICIENT AT THE 10% LEVEL:

(*%* DESIGNATES A SIGNIFICANT CUEFFIZIENT AT THE 5% LEVEL)
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GROWTH
REGRESSION COEFFICIENTS
FOOD, BEVERAGE AND TORACCO SECTOR

GROWTH RATE OF ZSALES

(%)

CONCENTRAT ION 49.91
-&43.70

HERF INDAHL, ~215.74
92 .38

F-RATIO 0.47
0.13

(FIRST LINES: SIZE AS ASSETS; SECOND LINES: 5IZE AS SALES)
( * DESIGNATES A SIBNIFICANT COEFFICIENT AT THE 10% LEVEL)D

(%% DESIGNATES A SIGNIFICANT COEFFICIENT AT THE 5% LEVEL)
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APPENDIX C

PERFORMANCE VARIABLE VALUES FOR THE FIRMS



COMPANY

AK-AL

AKCIMENTQ

AKSA

ALARKD HOLDING

ALTINYLINUS
MARMAR IS

ANADOLU CAM

ARCEL IK

ASELSAN

ASLAN CIMENTO

BAGFAS

BRISA

BOLL CIMENTO

CANAKKALE
CIMENTO

CIMSA

DEVA HOLDING

DOBUEAN

DOKTAS

ECZACIEASI
ILAC

EGE EBIRA

EGE ENDUSTRI

EBE GUERE

ENKA HOLDING

RETURN

ON

ASSETS

(%)

15.72
14.70
29.32
20,20

1.0Q6

G.77
20.47

7.72

31.37
10.31
10.23

23.99

- MARGIN

117
NET

PROFIT

(%)

10.99
10.82
21.41
994.09

12.78

17.47

. A d

30.76 .

8.25

4.14

RATE OF

RETURN OF

THE STOCK

(A)

141.05
127.78
100.95
227 .00

37.32

.50
179.92
134.34
159.01

160.93

131.93

124,84

145 .40

54.35

153.17
198,92
351.28

195.92

RETURN
ON
EQUITY

(%)

23.42
44 .83

A

1.02

16.89
40 .53
14.3g
1&6.58
25.88
12.69

19.98

-2.%6
33.75

14.1Z2

46,483
22.49
13.37

30.48



ERCIYAS BIRA
FENIS
ALUMINYUM
GOODYEAR
GORBON
GUNEY EBIRA
HEKTAS
INTEMA
IZMIR
DEMIR CELIK
1Z00AM
FAV
HELEDEK
MOBILYA
KOG HOLDING
KONYA CIMENTO
KORDSA
KUTAHYA
PORSELEN
MAKINA TAKIM
MARDIN CIMENTD
MARET
MARSHAL L
MARTI MARMARIS
NET HOLDING
NET TURIZM
OLMUKSA
DTOSAN
PARSAN

PEG PROFILOD

11,30

Z.43

b33

1.74

22. 64

£.4%

=1.88
Z1.14

10.67

118
21.90

i1

“

- 1.35

28.71

2.47

2.54

8.356

180.14

54.78

140,51
206,22
138.79
113.31

163.19

2537 .94 -

- 2746.81

220.80

123.70

178.80

185.45

128.40

45.00

12.44

[}
N
[
0

19.83

37.06

15.07

17.74

1.480

26.76
L2025

IT.32

z4.28

SZ2.31

19.14

20.34

~26.37

34 .30

i

.78
25.20
5.537
8.79
17.8&
8.85
40,90
-108.55

16.89



PETKIM 0.59
PINAR SU 1.82
PINAR SUT 3.76
PINAR UN 10,81
PIMAS 0,19
SABAH b.47
SARKUYSAN 18.52
THY | - B.e4
TUBORG 7.03 -
TURK SIEMENS 19,22
TELETAS 2.78
TRAKYA CAM 37.56
TURK DEMIRDOHUM 10.86
TURKIYE SISECAM 7.87
FABRIKALARI
USAK SERAMIK 7.89
YASAS 11.50
YUNSA 3.18

8.8:

84 .33

286.58

40%5.01

S553.09
335.07
—45.43
93.50
132.53
397 .28
36.83

F7 .63

23.30

206.39

166.05
190.92

100.87

-1.43

4.09
16.04
14.80

—7 -Bb

10.48

Z7.68

15.87
18.37

135.09



COMPANY

AK-AL
AKCIMENTO

AKSA

ALARKD HOLDING

AL TINYUNUS
MARMAR IS
ANADOLY CAM

ARCELIK

ABELSAN

ASLAN CIMENTO
BAGFAS

‘BRISA

BOLU CIMENTO

CANAKKALE
CIMENTO

CIMSA

DEVA HOLDING

DUOBUBAN

DOKTAS

ECZACIBASI
ILAC

EGE BIRA

EGE ENDUSTRI

EGE GUBRE

120
TATAL LONG~-TERM

LIABILITIES/ LIABILITIES/

TOTAL TOTAL
ASSETS LIABILITIES
(%) (%)
46 .86 33.59
36.88 16.42
34,43 7.31
14.43 38.88
9.55 41.99
53.54 54,35
58.73 24,52
64,354 41.79
59.16 42.43
36.08 8.19
48.14 28.09
26.02 49,42
45,77 23.05
35.87 23.32
61.79 22.25%
43.74 35.86
39.40 30.82
47,73 22.99
32.74 12.53
54.30 23.93
40,61 15,11

DERT-
SERVICE
RATIO

(%)

22.45
&.32
207 .44
116B8.54

S1.80

23. 62

4.74&

1.75

1170.79
2.98

26.5%9

DEBT/
MARKET
VALUE

{A)

50.41
32.48
&3.70
30.89

41.82

26.47
128.76
119.76

19.75

32.09

7 .57
69.9%9

83.85



ENKA HOLDING
" ERCIYAS EIRA
FENIS
ALUMINYUM
BOODYEAR
BOREON
GUNEY BIRA
HEKTAS
INTEMA
IZMIR
DEMIR CELIN
170CAM

[ =AY

MOBILYA
#OC HOLDING
KONY& CIMENTO
KORDSA
KUTAHYA
PORSELEN

Mak INA TAKIM

MARDIN CIMENTO

MARET

MARSHALL

MARTI MARMARIS

NET HOLDING
NET TURIZM
DLﬁUHSA
OTOSAN

PARSAN

23.60
Z8.95

65.41

&3.82
B1.36
I6.20
53,98
S0 .80

I4.461

43.75
44 .44

45.35

44,44

89.43

-

1.95
13.14

S.44

4,00
19.28
12,82

8.36

11.98

22.32
40 . 47

laInle
U O Y-Sy

18.46
3066

19.42

9.18

450.89

)

.20

27,44

&.33

4,20

k3

.89

7.19

1.02

1932.40

28&.84

16.81
10.03

&£3.94

14.24
13,80
33.99
45.02

143.18

272.53
66.57
24.17

41.11



PEG PROFILO

PETKIM

PINAR SU

PINAR SUT

PINAR UN

PIMAS

SARAH

SARKUYSAN

THY

TURORG

TURK, SIEMENS

TELETAS

TRAKYS CAM

TURK DEMIRDOKLUM

TURKIYE SISECAM
FABRIKALARI

USAK SERAMIK

YASAS

YUNSA

34.87

4% .88

&82.77

12

19.78
28.83
16.11
22.90
195.41

14.68

0. 34
20,40
-
d v W
14,2

i1.90

-
.
b
o

L.
[1E]
Cd

-
j
-
-
[LE)

118.48

57.44

402.43

263.27

B8.13

S60.IE2

F0.52

z4.57

H
u'\-
0'.
3

S

111,48

106.13

127 .03
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COMPANY GROWTH RATE OF SALES
(%)

Ak—-AL ' 73.74

AKCIMENTO 84,72

AKSA 846.00

ALARKD HOLDING

ALTINYUNUS
MARMAR IS
ANADOLU CAM 48.93
ARCEL IK gg.0z2
ASELSAN 113.16
ASLAN CIMENTO 72.08
BAGFAS 59,09
ERISA 79. 86
BOLU CIMENTO 96.99
CANAKKALE 103,05
CIMENTQ
CIMSA 868.96
DEVA HOLDING  7i.80
DOGUSAN 62.20
DOKTAS  77.28
ECZACIZASI 50.57
ILAC
EGE BIRA
EGE ENDUSTRI 92.34
EGE GUBRE 50,94

ENKA HOLDING
ERCIYAS BIRA

FENIS



ALUMINYUM
EO0DYEAR
GOREON
GUNEY ERIRA
HEKTAS
INTEMA

IIMIR

DEMIR DELIK

IZ0CAM
-1V
KELEBER
MOBILYA

00 HMOLDING

KONYA CIMENMTS

EORDSE

ELETAHYA

PORSELEN

MAKINA TakIM

MARDIN CIMENTD

MARET

MARSHAL L

MARTI MARMARIS

NET HOLDING
NET TULRIZM
OLMUKSA
OTOSAN
PARSAN

PEG PROFILO
PETKIM

PINAR SU

124

B81.60

44,39

v
in
>
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