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Abstract

Investment on the Ghana Stock Exchange has atfrd@en interest from within and outside the
country. Foreign investors have grown substagtialldeveloping markets over the last two decades,
parallel with the increase in their impact. Theseestors seek to own large proportions of equa®s
well as acquire State Owned Enterprises, and assaltrthey have become influential on the
performance of companies in which they invest. Iorey studies show no conclusive evidence on the
direction of the role of share ownership on tharicial performance of firms especially in devéhgp
economies. This research attempts to examine feet @ff share ownership and investors’ involvement
on performance of investee companies. The studycaaducted using panel data regression analysis
and Performance was measured by using Tobin's (Rahan on Asset (RoA). Significant statistical
relationships were found in this research. Thelte®f the research suggest that share ownership on
the Ghana Stock Exchange is heavily concentratethénhands of Ghanaians and that ownership
concentration, institutional and insider ownerspipcipitate higher firm financial performance. Tder

is the need to encourage concentrated ownershigctste. Also, investments by insider and
institutional ownerships should be promoted in ortie ensure proper monitoring, reduced agency
costs and improve performance.

Keywords: ownership structure, concentration, financial perfance, Ghana stock exchange

1. Introduction

Theoretically, was argued that the ownership coinaéan may improve performance by decreasing
monitoring costs or decline due to the possibithgt large shareholders use their control rights to
monitor activities of the agents (Shleifer and Vigh1986). Stiglitz (1999) also asserted that when
shareholders are dispersed, monitoring of mangsserbes a public good and hence is under supplied
which affect financial performance of the firm négealy. As a result, all owners have little control
over mangers, which may pursue goals different frm@ximizing financial performance of the
company. This is likely to impair company finangirformance.

Indeed several authors asserted that ownershipentmation act as monitoring mechanism, endowed
with incentives to reconcile the interests of shatéers and consequently a determinant in the value
maximization for example, Jensen (1986), Stiglt285) and Shleifer and Vishny (1986), They predict
the possibility of concentrating ownership in thantls of a limited number of shareholders as a
mechanism to monitor the activities of the ageml @nsure that the interest of the principal is
projected. Furthermore, concentrated ownership meguce managerial incentives to consume
perquisites, expropriate shareholders’ wealth a®salt of strict monitoring by the shareholders
(Meckling, 1976). Thus concentrated share ownerstopld improve financial performance of the
firm

78



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online)
Vol 3, No 2, 2012

Thus Shareholders attempt to concentrate thenedialding in order to have control and ensure that
their interest is served to avoid most of problehicly may emerge because of the conflict of interest
between principal and agent. On the other handsaFend Jensen (1983) argued that dispersed share
ownership may rather have adverse (entrenchmefetefin reconciling agency conflicts. This may
lead to an increase in managerial opportunism;yimglconflict of interest on the part of corporais
agents Thus , diversify ownership may prove nesgder management to have the capacity to handle
complex organisational structures, diversify rishamg shareholders and obtain large enough funds to
acquire specific assets.

Indeed empirical studies by number of researchersperformance implications of ownership
concentration have produced mixed results. For elansome empirical studies found that
concentrated share ownership affects firm's perforoe as the ownership concentration motivates
innovation that leads to value maximization (HiidaSnell,1989). Shleifer and Vishny (1986) posited
that equity concentration is more likely to haveasitive effect on firm performance in situations
where control by large equity holders may act aslsstitute for legal protection in countries witkai
investor protection and less developed stock mankbere they also classify Continental Europe.

Countering this, Fama (1983); Morck et al.(1988)npdo the possibility ofnegative entrenchment
effectson firm performance associated with high managewahership stakes. For example in areas
where legal protection of minority ownership is aits concentrated ownership is likely to be
accompanied by weak and non- transparent disclesuith negative implication for firm performance.
A study by Mayer, and Rossi (2007,) report thate of the best established stylized facts about
corporate ownership is that ownership of largedistcompanies is dispersed . . . in the U.S. and
concentrated in most other countriedispersion of ownership arises when shares arteildited
among numerous petty stock holders. However ifethe an effective mechanism for legal protection
of minority ownership rights, the problem of owrt@psdispersion may not be great. Thus the debate
on the effect of share ownership concentrationfaimis financial performance is inconclusive.

Apart from the results being inconclusive most bé tresearch on ownership concentration and
performance has been conducted in developed cesntfBergstrom, and Rydqvist. 1990;
Bebchuk,,1999; Allen, and Phillips, 2000). Howgvthere is an increasing awareness that the
theories developed in developed countries basadsmarch evidence collected on developed countries
may have limited applicability to emerging market.

This attributed to the vast differences in politicgocio-cultural and business contexts between the
developed and developing countries. For exampéergcent study on corporate governance by Zeitun
and Gary ( 2007) suggest that social, economic @itliral factors of a country affect corporate

ownership structure which in turn impacts on a fwnperformance. This, present an important

opportunity for research into ownership concertratind performance of firms listed on Ghana Stock
Exchange. Thus the main objective of this papetoisanalyse the relationship between share
concentration and performance of listed firms an@hana Stock Exchange.

2. Literature
2.1 The fundamental discourse between Ownership stcture and Firm Performance
Developed economies are largely characterized &estistence of a widely held ownership structure,
highly liquid stock markets due to good investootpction and control of companies by professional
managers on behalf of scattered shareholders (BB84a In these economies, corporate management
has more power to make decisions, and these desisiay frequently be in their own interest, which
may give rise to an agency cost. Agency theoryesdhat ownership concentration may improve firm
performance by decreasing agency costs (Shleifér\ashny, 1986). Jensen and Meckling (1976)
claim that agency costs consist of three differ@mnponents: monitoring costs, bonding costs and
residual loss. Monitoring costs are the controltsdascurred by the principal to mitigate the defcit
behavior of the manager. Bonding costs are incutce@&nsure that the manager takes decisions
beneficial to the principal. Residual loss is aitpml cost that occurs when both the above kind of
costs fails to control the divergent behavior & thanager.

In addition, Jensen and Meckling (1976) showed &lyrhow share identity can influence the agency
cost and value of the firm. Since then, the refetiop between ownership concentration and firm
performance has attracted special attention. Ag#renry perspective and empirical literature tbére
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usually considers share identity specially insidemership as the main corporate mechanism that
affects firm value. However, empirical evidence amting the relationship between ownership
concentration and the financial performance or’'Brralue has shown mix results (e.g., Agrawal and
Knoeber, 1996; Demsetz and Villalonga, 2001; Thomaed pedersen 2006). Counteracting the
convergence-of Interest Hypothesis, Fama and Jgi€88) point out that a rise in the managerial
share-ownership stakes may have adverse (entmemtheffects in reconciling agency conflicts and
these can lead to an increase in managerial oppsmty implying conflict of interest on the part of
corporations’ agents and hence hurting overall guetnce of the corporation. Furthering this
proposition Jensen and Ruback, (1983) argued likgbrincipal and the agent (agency cost theory) are
never exactly the same, and thus the agent, wthe idecision-making part, tends always to pursee hi
own interests instead of those of the principaidtans that the agent will always tend to spendrése
cash flow available to fulfil his need for self-aggdisement and prestige instead of returning it to
shareholders. Hence, the main problem faced byehbhlters is to ensure that managers will return
excess cash flow to them (e.g. through dividendpts), instead of having it invested in unprofitabl
projects (Jensen, 1986). If the principal wantsnetke sure that the agent acts in his interestsust m
undertake somAgency Cost¢e.g. the cost of monitoring managers). The moeepttincipals want to
control manager decisions the higher their ageonsysowill be.

The agency theory hypothesis that ownership coragoh and share identity may improve firm
performance by decreasing agency costs. This wsaxfiallenged by Demsetz (1983), who argues that
the ownership structure of a corporation shouldhoeight of as an endogenous outcome of decisions
that reflect the influence of shareholders on tlemagement of the firm which may influence agency to
improve value of the firm. According to Demsetz §89 there should be no systematic relation
between variations in ownership structure and viana in firm performance. Demsetz and Lehn
(1985) used profit as a measure of firm’s perforogaon a proportion of shares owned by the top five
percent shareholders to evaluate the relationstdfwden ownership concentration and firms’
performance. They found no evidence of any ratatietween the profit rate and the ownership
concentration.

2.2.Empirical studies on share ownership and firm perfomance
Shleifer and Vishny (1986) investigated the impottale played by concentrated ownership of shares,
by examining the relationship between firm’s shariee and ownership concentration. They found
positive relationship between ownership concemtragind firm value. In a related study, Morck et al.
(1988) re-examined the relation between corporateeoship structure and firms’ performance. They
used Tobin’s g as a measure of firms’ performambeir results revealed positive relationship betwee
ownership concentration and Tobin’s g.

Wu and Cui (2002) found that there is a positidatien between ownership concentration and Return
on Assets (ROA) and Return on Equity (ROE) whiah measures of accounting profits. However they
reported a negative relationship between ownerstigentration and market value of the firms which
was measured as share price per earnings rafi(E) @nd market price to book value ratio
(M/B).Studies on ownership structure and perfornsaimcdeveloped countries firms substantially rely
on the legal protection of investors consequeritéy dwnership structure of these firms is founddo b
dispersed. In other areas where there is lessoglian elaborate legal protections, share ownership
tend to be concentrated in the hands of largesiove and banks, for example Europe and Japan. In
developing countries where legal protection is weeakshare ownership is typically heavily
concentrated in hands of families.

In emerging economies, where firm ownership is igloncentrated with family ownership, a positive
and significant effect of ownership concentratianfom performance is proposed. Zeitun and Gary
(2007) examined the relationship of ownership catreg¢ion, and firm performance both in term of
accounting measures and market measures using @esafpublic listed companies in the Jordan
stock exchange, and found that there is a sigmifioglation between ownership concentration and the
accounting performance measures. Abor and Biek@®7(2 investigated whether the effects of
corporate governance and ownership structure opdghfermance of SME’s in Ghana. They found that
board size, board composition, CEO duality, insienership and family ownership have significant
positive impacts on profitability.
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However, interaction of these economic charactesistith governance and corporate structures and
performance implications of these factors have lpe¢n examined extensively even though the
empirical studies on ownership structure on firrpstformance, mostly from developed countries,
have provided divergent evidence. These contextifidrences across countries therefore, create
another dimension to the ownership structure andopeance issue. Because of the contextual
differences across countries, different relatioasMeen ownership and firm value could be expected.
The problem is compounded where shareholder caehobn only the market regulators to allocate
assets to the most productive firms Hashi (1997nhdy be advantageous to employ several measures
rather than select a single one relying on subjectissumptions about their appropriateness. For
instance Kuznetsov and Muravyev (2001) employedualproductivity, profitability, and Tobin’s q as
proxies for performance.

2.3.Determinants of firm Performance
Performance is a difficult concept, in terms ofthdefinition and measurement. It has been defised a
the result of activity, and the appropriate meassetected to assess corporate performance is
considered to depend on the type of organizatiobet@valuated, and the objectives to be achieved
through that evaluation Hunger et al (1997). Redeas have offered a variety of models for
analyzing corporate performance. However, littlessnsus has emerged on what constitutes a valid
set of performance criteria Cameron, (1981).

Lewin et al (1986) for instance, have suggested studies on corporate performance should include
multiple criteria analysis. Thus different models patterns of relationship between corporate

performance and its determinants should be usedetnonstrate the various sets of relationships
between the dependent and the independent variabilee estimated models (Schmidt,1993). Nickell

et al.(1997), have identified the following factas the drivers of performance, namely firm size,
competition, leverage, corporate control, and cafedemographic issues

The effects of firm size on corporate performanagehgained important attentions in the research of
the firm. According to common intuition, the sizktlee firm has an important role in firm performanc
for many reasons. In a certain perspective of egjdiize can be a proxy of firm resource. Sinagelar
firms have more organizational resources, they Givger firms the better equipment to achieve their
goals Penrose, (1959). Sizes can also proxy foptbeability of default and the volatility of firm
assets. It assumes that larger firms are morediffio liquidate.

Majumdar (1997) also point out that larger firmageate superior performance relative to smaller
firms. A firm’'s demographic characteristic suchrasnber of outlets and the age or life stage of the
firm as well as board size are seen by some rdsearas driver of corporate performance. If theee a
economies of scale, a larger number of outlets nadagtter performance, if not; more outlets lead to
worse performance. In a study on retail banks, &agt al. (1994) find single unit banks performing
better. They argue that a firm’s emphasis on mar&sitioning retards organizational learning.

Again the age of a firm is said to have a conseggidor performancezirms have a cycle of growth
and decline. Newly established firms generally harneenthusiastic and energetic crew, which should
enhance performance. On the other hand young fmasconfronted with start-up problems Cromie
(1991). Older firms have overcome these problems, @n rely on experience and a network of
existing suppliers and customers, which enhancdisiegicy. Birley (1990) find mature firms
performing better.

3.0. Methodology
This study employed data on listed firms at the r@h&tock Exchange over a period of ten years
spanning from 1999 to 2008. The data were coliedtem different sources including audited
accounts of the listed companies as well as froenfaélet book of the Ghana Stock Exchange. Panel
data was developed and used for this study awitases efficiency by combining time series and
cross-section data. To reveal the impact of owmgrsoncentration on firm’s performance, the
estimation procedure used by Kuznetsov and Muray2@01) was adopted modified as:
Yie = a; + B Xir + €y

)

Where
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e Y, is performance measure,

* o = refers to time-invariant firm-specific effects

* X;; are the independent (ownership concentration canttol) variables

« B, coefficients of ownership and control variablespectively

* ¢;is a random disturbance.
Based on the above general model the impact of mhipe concentration on firm performance was
evaluated using the model outlined below.
PERF; = ag + B, TOPS + B, TOP5SQ+ B:DEBT; + B4sFIRMSIZE; + BsBODSIZE+ B¢ BODSIZESQ
+ BAGE, + BAGESQ, &

2)

Where

 PERFg, isthe measure of the performance of the firms

* 0 is aconstant term that is the intercept of #gression equation

» P is the coefficient of the variables afd represents the sensitivity of a company i's

performance to changes inthe movements of theusvariables

e TOPY isthe ownership concentration of the ith firm

 TOP5SQis the square of thewnership concentration of the ith firm

FIRMSIZE; is the size of the ith firm

» BODSIZE, is the board sizef the ith firm

» BODSIZESQ is the square of board siakthe ith firm

* AGEis the length of existence — age- of the ith firm

* AGESQ is the squre of the age of the ith firm

e & isthe errorterm

e The subscripts andandt represent listed firm and time respectively.

In this study two performance measures were corgil@amely return on assets and Tobin’s g. This
choice is motivated by the assumption that thedieators may have different interpretations regagdi
firm’s performance. Return on assets is calculatedividing income after tax by total assets. Tébin

g is the ratio of market values of equity to th@lbwalue equity. Market capitalization is used esxg

for the market value of equity and is obtained fithie GSE’s trading list from 1999 to 2008.

4.0.Results and discussion
The descriptive statistics of the performance iattics and level of share ownership concentration as
well as control variables are shown in Table e Biverage Tobin’s Q for the period under study is
0.921453 with a high standard deviation of 1.552@685.27%). The results show that on the average
firms listed on the GSE achieved a Tobin's q of18% which is quite high. However, the high
deviation of 155.27% suggests that very few firnesavable to achieve the average Tobin’s g. on the
average, about 0.7644432 (76.44%) of shares @fdlisbompanies on GSE is in the hands of Top 5
shareholders. This depicts that firms are conctaatrand the result is fairly representative oféhére
observations because its dispersion is about 002ZB@12.89%). A greater percentage of the assets of
listed companies are financed with debt even thahghdeviation is very high (Mean; 0.654534 and
Standard deviation; 0.7297543). The average ofdcheae is 9.260337 with a deviation of 2.545818.
Lastly, the average of the squared board sizedliitens is 92.260337 with a very high variation of
53.0221. ( Note 1)
Augmented Dickey-Fuller unit-root test and signt tess conducted to test for the stationary and
presence of multicollinearity respectively. Theules of these tests showed that the variables were
stationery and multicolliaritity is not a seriowssiie. Furthermore, the Hausman specification tast w
conducted and the result suggests that the firedfiffects approach was the appropriate test to be
employed for the data analysis. The value of theral R-square from the regression equation
involving Tobin's g was 0.7540 representing 75.4%is means that 75% of the dependent variable is
explained by the explanatory variables. The moslelso fit for the regression since the P-valuel§Pr
>F = 0.0000) is also statistically significant. @me other hand the overall R-square from the
regression equation with Return on Assets was ®3@#t is, the explanatory variables explains
36.46% if a change in the dependent variable. Thalée (Prob. > F=0.0000) is also highly
significant. The regression results are presemtédtle 2 below (Note 2)
The results indicate that ownership concentratioopdsitively related to Tobin’s g. on the other d¢han
the square of ownership concentration has a negatiationship with Tobin’s Q. However, they are
jointly insignificant. Similarly, ownership conceation is positively related to Return on Assetslevh
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its square variable has a negative relation. Hetk boncentration and the square of concentratien a
highly significant at 1% level. Our results ardiire with theory that concentrated ownership img®ov
performance. This may be attributed to better nooiniy of managers to restrains their opportunities
pursue their own interests then smaller and disgeshareholders. The findings are also consistent
with empirical evidence from the studies of Wu abdi (2001), Kuznetsov and Muravyev (2001),
Djankov and Cleassens (1999), Pehhl. (1997), Barberiegt al.(1996) and Earle and Estrin (1996)
who in their various studies find positive relatioetween ownership concentration and firm’s finahci
performance. The negative relationship betweerstfumre of concentration and performance suggests
that concentration has a non linear relation witbrfgrmance. Performance increases with
concentration, reaches the optimum level beyondchvlainy increase in concentration results in a
decrease in performance. Besides ownership comtiemtithere may be other hidden factors that may
affect performance. Contrary to expectation firesis negatively related to Tobin's q and return on
assets. The results are statistically significani% and 5% level respectively. Theoretically it is
believed that larger firms improve performance sititey have huge capital to acquire high technology
equipment and employ highly skilled labour to imgroperformance. Our result is consistent with
empirical findings by Haines (1970), Marshal (19Gk)d Marcus (1969) who found a negative
correlation between firm size and profitability.

On the other hand the results show that age idipelyi related to RoA and Tobin’s q. However, they
are both insignificant. The results suggest that lags a positive impact on performance. It is atgue
that older firms may have built up reputation otlex years and acquired considerable experiences to
enable them compete favourably in the market. QGiwee, firms discover what they are good at and
learn to be more efficient (Arrow, 1962; Jovanovi®82; Ericson and Pakes, 1995). They specialize
and find ways to standardize coordinate and speettieir production processes. As well as to reduce
costs and improve quality. On the other hand theusziof age is negatively related to return ontasse
and Tobin’s g and in both cases they are also faeari insignificant. This suggests that old agg ma
make knowledge, abilities and skills obsolete amduce organizational decay (Agarwal and Gort,
1996, 2002). Therefore performance may get to fitenum and then decline.

The findings revealed that debt positively relatedeturn on assets and Tobin’s q. it is howeveat t

of Tobin’s q is highly significant at 1% while thaf return on assets is insignificant. The findings
suggest that debt has a positive impact on perfocmarhis is in line with theory that the introdoat

of debt in the capital structure of the firm impesv performance since it exerts pressure on
management to work harder to settle their obligatibhe finding is consistent with our expectation
and that of empirical evidence by Micheaddsal. (1999). Lastly, while board size is positivelyateld

to Tobin’s g, its square has a negative relatidre @quation with return on assets however shows tha
both board size and its square are negativelyeldiowever, the two equations reveal that they are
all insignificant.

5.0. Concluding remarks
Generally on average, firms listed on the GhanalSExchange achieved 92% ratio of market value to
book value (Tobin’s q). Also about 76% of the shaseled on the exchanged is held by Top 5%
shareholders Large proportion of asset of thesesfiare financed by debt and board size is quite hig
with average of 9.The regression result revealatl dlwnership concentration has significant positive
effect on performance (return on asset). Thus aounated ownership improves return on asset
however ownership concentration does not offeriggmt increase in market value of the firms. In
the context of the above findings and conclusiopamte ownership structure of companies should be
evaluated and monitored. In particular, concentrat®nership structure should be encouraged.
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Note 1
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Agesq 264 1275.4550 944.7545 25.0000 4096.0000
Bodsize 264 9.2604 2.5458 4.0000 19.0000
Bodsizesq 264 92.1818 53.0221 16.0000 361.0000
Source:Ghana stock exchange field data (1999-2008)
Note 2:
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Variables Logtobin’s q Logroa

Coef. t-statistic Prob. Coef. t-statistic Prob.
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Top5sq -2.1550 -0.8300 0.4060 -15.8736 -5.000 0.0000
Firmsize -0.1144 -3.2200 0.0010 -0.1074 -2.4500 0.0150
Age 0.0029 0.1700 0.8620 0.0209 0.9800 0.3290
Agesq -0.0003 -1.1600 0.2470 -0.0003 -0.8100 0.4220
Debt 1.7028 5.9400 0.0000 0.0450 0.5900 0.5570
Bodsize 0.0426 0.4100 0.6820 -0.0220 -0.1600 0.8750
Bodsizesq 0.0010 -0.1900 0.8470 -0.0015 -0.0230 0.8210
_cons -1.9645 -1.2800 0.2010 -10.9583 -6.0200 0.0000
R-sq 0.7540 0.3646
F() 59.0100 42.0001
Prob.>f 0.0000 0.0000

Source: Ghana Stock exchange (1999-2008)
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