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Abstract: This paper uses panel data to examine the impact of ownership structure index on the
financial performance of 73 listed companies of the Indian national stock exchange from 2009 to
2016. To measure the Panel Regression in this study, the FEM model was used. The different
dimensions of the ownership structure index involve ten items used as the Independent variable of
this study. Two measures have been adopted to estimate the firm performance that is; ROA and ROE.
In contrast, the control variables are firm size and leverage. This study's empirical evidence shows
that the ownership structure index has significant impact on a firm's performance measured by ROA
and ROE of Indian Nifty 100 listed companies. Findings of this study support previous empirical
studies performed and add some value in the research area of finance that explores different aspects
of the board of directors' index and ownership structure index in Indian market by using Nifty 100
as an example.
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1. Introduction

The ownership structure is usually determined by some corporate governance characteristics which
work at the country level, i.e., regulations guiding the stock market, nature of the state intervention,
stock market development (La Porta et al., 1998). Company course is affected by the ownership
structure, which affects the company's performance and achieves the company's goal to maximize
the company's value. Companies set goals within their business operations. The company's goal is
short-term and long-term; a short-term goal is limited to a specific period for generating a profit, and
the long-term goal of a company is to maximize the value of the company(Rusyda, 2018). Ownership
concentration of a firm is essential as it can limit(or influence) managers ability of a firm to divert
firms profit as a pecuniary benefit to themselves or to the controlling shareholders in the form of
private control benefit, which could hurt non-controlling shareholders of the company who does not
have any controlling stake in the firm by a reduction in the value of the firm(Ozili & Uadiale, 2017).

The ownership structure is known as the distribution of equity with relation to voting rights, capital,
and the identity of equity owners (Himmelberg et al., 1999). The ownership structure will have
different motivations to monitor the company and its management and board of directors. It will
affect the company course, and finally, a company course will have an effect on a company's
performance. During the last four decades, researchers have believed that ownership structure and
firm performance are connected somehow. Almudehki & Zeitun (2011) explained in their study that
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the firm's performance was negatively affected by the diffuseness of shareholdings through an
inverse relationship.

Financial information is provided through a primary channel that is a corporate financial statement,
which enables external investors and users to make informed decisions. The effectiveness of
operations is demonstrated by the company's performance and acts as a source for assessing the
success of company related growth, performance, and the company's value. Financial performance
was thus increased by an increase in institutional ownership that will impact the company's value by
expanding it. The empirical results from previous studies of the effects of the board of director's
index and ownership structure index on company performance have been mixed and inconclusive
(Almudehki & Zeitun, 2011; Eulaiwi et al., 2016; Fauzi & Musallam, 2015; Srivastava & Bhatia,
2020). This study contributes by increasing research on the effect of ownership structure index on
Indian listed companies' firm performance. This study also provides a better understanding of the
relationship between ownership structure index and other firms' characteristics, such as firm size and
leverage on athletic performance. Besides, this study also hopes to add further evidence on the
relationship of ownership structure index to the firm performance from the past studies in India and
other countries.

The paper is structured as follows: Section 2 presents the related literature review. Section 3
describes the data and research methodology. Section 4 provides descriptions of the data and research
methodology. Section 5 shows the econometric results and discussions. Section 6 presents the
conclusion of the study.

2. Literature Review

The positive effect of managerial ownership on company value is explained by Fauzi & Musallam
(2015) that Managerial ownership may cause managers to act according to shareholders' wishes
because managers will be motivated to improve performance to create high Company Value. The
existence of managerial ownership leads management to participate in corporate decision making
actively. Managerial ownership will align management and stockholder interests to benefit directly
from the decisions taken and bear the losses as a consequence of wrong decision making (Rusyda,
2018).

However, Al-Matari et al.,(2017) examined the direct impact of concentration and managerial
ownership on firm performance (ROA) among non-financial firms in Oman for the years 2010 until
2014. A positive and significant effect was found of ownership concentration on ROA. And a positive
and insignificant association was found between managerial ownership and ROA. Also, Almudehki &
Zeitun (2011) studied the impact on corporate performance due to the different dimensions of
ownership structure. Twenty-nine non-financial firms were listed in the Qatar Exchange for the period
between 2006-2011. This study included different dimensions of ownership structure, and those were:
board ownership, concentrated ownership, foreign ownership, and institutional ownership. In addition,
firm performance is estimated by three measures: Tobin's Q, ROA, and ROE. Results displayed a
positive impact on a firm's performance due to concentrated ownership, board ownership, and foreign
ownership. In addition, Eulaiwi et al.,(2016) outside board directorship and family ownership
concentration was studied in this research. From non-financial publicly listed firms from Gulf
Cooperation Countries, a sample of 1091 firm-year observations was collected from 2005 to 2013 and
found a positive relationship between family ownership and the number of board members holding
directorship from outside. Moreover, (Sulong & Nor, 2010) studied the outcome of governance
mechanisms of dividend, types of ownership structure, and board governance on firm value. This paper
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utilizes a panel data analysis of 403 firms listed on Bursa Malaysia over four years from years 2002 to
2005. Findings highlighted the significance of the moderating role played by board governance
variables with the kind of ownership structure to influence the firm's value.

Furthermore,(Briano-Turrent et al., 2016; Brown & Caylor, 2009) found that the corporate ownership
score has a positive and significant impact on financial performance. Similarly, Garcia-Meca &
Sanchez-Ballesta, (2011) examined the effects on Tobin's Q of various dimensions of the Spanish
ownership structure likely to represent conflicting interests: ownership concentration, insider
ownership, and bank ownership on the Spanish market. The study revealed a significant positive impact
of concentrated ownership on the firm's performance up to a certain level. Still, when that was
increased beyond that level, the influence becomes negative. However, the relationship between the
insider and institutional ownership is insignificant with the performance of the firm. Table 1 shows the
most recent empirical results of the relationship between corporate ownership characteristics and firms'
performance. Finally, various studies have investigated ownership structure in different context (e.g.,
Hashed & Almagtari, 2020; Al-Ahdal & Almagtari, et al., 2020; Almagtari & Hashed, et al., 2020;
Farhan et al., 2020; Almagtari & Shamim et al., 2020; Almagtari & Al-Hattami et al., 2020; Al Maqtari
& Farhan et al., 2020) however, these studies have examined ownership structure based on secondary
data.

Table 1. Empirical results of the relationship between ownership structure and firm performance.

Study Main Results

The findings suggested that family ownership and firm performance have a nonlinear
relationship, and family ownership positively impacts firm performance to a certain
point. After that, it starts affecting firm performance negatively. This study also found
that family involvement in governance positively affects firm performance.

Findings showed that ownership concentration positively affects firm performance
and corporate ownership leads to higher firm performance than financial ownership.
The study showed that firms in China benefit more from foreign ownership than firms
with only domestic ownership.

Findings depict that ownership structure, block-holders' ownership, institutional

Srivastava & Bhatia, (2020)

Wang et al., (2019)

Kao et al.,(2019) ownership, foreign ownership, and family ownership are all positively related to firm
value.

The study's results confirm the inverted U-shaped relationship between ownership

Altaf & Shah, (2018) concentration and firm performance and a significant positive effect of investor

protection quality on firm performance.

The study's results suggest that corporations with higher government ownership and
higher institutional ownership disclose considerably more than those that are not.
They found that ownership concentration improves firm performance. Moreover, the
large firms have a more substantial impact of ownership on firms' value.

The study results indicated that the performance of the Indian listed companies is
significantly affected by ownership structure and board composition.

Findings show a significant positive association between ownership structure and
both market-based performance measures and economic profit. The ownership
proportion of institutional shareholding and foreign shareholding is also positively
associated with firm performance.

Al-Bassam et al, (2018)
Hanafi et al., (2018)

Manna et al, (2017)

Yasser & Mamun, (2017)

The research hypotheses concerning the objectives of the study and accordance with the literature
review are as follows:

H1: There is a negative relationship between the ownership structure Index and firm performance.
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3. Research Methodology

3.1. Data collection and study period

This study is mainly conducted to examine the influence of ownership structure on Indian Nifty 100
listed companies' performance. NIFTY 100 represents the top 100 companies based on full market
capitalization. The purpose of the index is to compute the performance of large market capitalization
companies. This index intends to measure the performance of large market capitalization
companies. The NIFTY 100 Index represents about 76.8% of the free-float market capitalization of
the stocks listed on NSE as of March 29, 2019, according to the NSE (https://www.nseindia.com
accessed on April 24, 2019) focus of the present study is only on non-financial firms, a sample of 73
firms out of 100 was chosen based on the availability of the data, and they are non-financial listed
firms for the time period eight years with 584 observation from 2009 to 2016. The Prowess, QI
database was used for gathering financial data and leverage, whereas ownership structure data was
retrieved from the corporate governance reports from the annual reports of the selected sample
companies.

3.2. Concepts and measurements of variables in the study
3.2.1 Dependent variables.

Return of Assets (ROA): ROA is measured as the percentage of a year's net profit to the total assets
of the same year. ROA = Net Profit / Total Asset (Haniffa & Hudaib, 2006; Sami et al., 2011)

Return on equity (ROE): ROE is measured as the percentage of a year's net profit to the total equity
of the same year. ROE= Net Profit /Total Equity. (Aggarwal, 2013; Varshney et al., 2013).

3.2.2 Explanatory variables.

Table 2.Explanatory variables

Ownership Structure Index

1. List of major shareholders and number (percentage) of shares held
by them.

2. Information about share voting and voting agreements

3. Availability of Investor Relations contact detail

4. Disclosure of foreign ownership

5. No. of shares that directors and officers are holding has not
decreased by 10% or more.

6. No. of shares that directors and officers are holding has increased
by 10% or more.

7. Transparency of Capital structure

8. Government ownership is disclosed

9. Company has a policy against insider trading

10. Institution ownership is disclosed

(Abdallah & Ismail, 2017; Al-
Malkawi et al., 2014; Srairi,
2015; Prusty & Al-ahdal.,
2018)

3.2.3 Control variable.

i.  Firm size: Studies conducted in the past used total assets as a proxy for measuring the firm's size.
More specifically, they are commonly used in the natural logarithm of total assets to measure the
firm's size. (Arora & Sharma, 2016; Al-ahdal et al., 2020)

ii.  Leverage (LEV): Total debt percentage is divided by total assets. LEV= total debt / total
assets(Abdallah & Ismail, 2017; Al-ahdal et al., 2020).
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3.3. Model Specification

Consistent with previous literature ( Al-ahdal & Prusty,2020; Dabor et al., 2015; Fauzi & Musallam,
2015; Hussein, 2013), we developed the following model to inquire into the impact of ownership
structure on company performance.

ROAi: = a + B10OSlit + B2LEVii+ BsFSIZEi+eit (1)
ROEi: = a + B10Slit + B2LEVii+ BaFSIZEit+<it (2)
Where:

o = intercept

&ir = error term

P = beta

ROA:: = Return on asset

ROE;: = Return on equity

OSl is the ownership structure index of the companies

LEV is the corporate leverage; measured by total debt to total assets

FSIZE is the firm size

4. Results and Discussion
4.1. Descriptive Statistics

Descriptive statistics of the variables that are used in the study is shown in the descriptive analysis
table 3. The mean values for ROA and ROE from 2009 to 2016 are 11.51 and 21.45, respectively.
However, the ranges of ROA and ROE are from the lowest value of -8.78 and -18.3 to the highest
value of 38.71 and 86.91, respectively. The table also shows that the independent variable ownership
structure index mean value is a higher percentage among all variables of listed companies with a
mean of 79.87 for the period between 2019 and 2016. It is also obvious from the table that the mean
of firm size for the sample as a whole during 2019-2016 was 5.25, ranging from 2 to 10. Similarly,
the mean value of leverage was 13.33, ranging from 0.01 to 91.

Table 3. Descriptive Statistics

Particulars N ROA ROE oS FSIZE LEV
Mean 584 1151 21.45 79.87 5.25 13.33
Median 584 10.59 19.33 78.6 5.119 0.69
Maximum 584 38.71 86.91 92.9 10.13 91.20
Minimum 584 -8.78 -18.3 57.1 2.17 0.01

Std. Dev. 584 8.10 16.28 13.51 0.94 24.27



6 Alsamhilet al.: The Effect of Ownership Structure on Company Performance: Evidence from Emerging Market

4.2. Correlation analysis

— Pearson’s correlation was used in this study to measure the degree of association between the independent
variables. Results of the correlation were shown in table 4. On the basis of the products, there was no
correlation coefficient, which showed no value higher than 5, there was no problem with multicollinearity
(Judge et al., 1988).

Table 4. Correlation matrix between variables

Particulars ROA ROE OSlI FSIZR LEV

ROA correlation 1

Sig.
ROE correlation A41%* 1

Sig. 000
osl correlation .109** .048 1

Sig. 008 249
FSIZE correlation -.186** -.192** .084* 1

Sig. 000 000 042
LEV correlation -.020 -.032 .059 -.162** 1

Sig. 630 438 151 000

Variance Inflation Factor 1.01 1.03 1.03

**_Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

In measuring the association between all the variables and the ROA and ROE as a measurement of
firm performance, it was found that the ownership structure index has a significant positive relation
with ROA and positive but insignificant with ROE. On the other hand, firm size and leverage have
a positive relationship with ROA and ROE, but it is not significant in the case of leverage, while it
is significant in the case of firm size.

4.3. The unit root test

The stationary of the study variables was tested using the Augmented Dickey-Fuller (ADF) test and
Phillip-Person Test. The results of table 5 indicate that the data at the first difference is stationary at
o 1%, 5%, and 10% level of significance, respectively. Results of the ADF test and Phillip-Person
Test, at the level, indicate that all variables are stationary, which leads to the fact that the unit root
null hypothesis can be rejected. Table 5 shows the results of P-Values of ADF and Phillip-Person
Test for all variables at the level and first difference.

Table 5.Unit root test

Particulars ADF  Test Phillip-Person Test
Level Frist deference Level Frist deference
Variable t- statistic t- statistic t- statistic t- statistic
P value P value P value P value
ROA 227.57 192.111
0.0000 0.0063
ROE 242.93 183.641
0.0000 0.0019
OSlI 98.0131 97.5494
0.0001 0.0109
FSIZE 212.805 309.971
0.0003 0.000
LEV 214.162 190.731

0.0002 0.0076
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4.4. Regression analysis

The results of the impact of ownership structure on companies’ performance of Indian Nifty 100
listed companies are presented in table 6. Hence, the Hausman test was conducted to decide between
the fixed effect model and the random effect model, as shown in table 6. The results indicated that
the fixed effect model is preferred to the Random effect model in both model ROA and ROE. The
selected regressions models were performed, and the findings are presented in table 6. The two
regression models have significant explanatory power with R-squares ranging from 0.78 to 0.89.

Table 6. Regression Result

Model(1) ROA Model(2) ROE
Std.
Variables Coefficient Error t-Statistic Prob. Variables Coefficient Std. Error  t-Statistic Prob.
C 20.85 4.34 4.80 0.00 C 48.37 8.51 5.67 0.00
0Ss -0.083 0.05 -1.65 0.047 0Ss -0.26 0.099 -2.67 0.007
FSIZE -0.596 0.49 -1.21 0.224 FSIZE -1.21 0.96 -1.26 0.207
LEV 0.037 0.035 1.05 0.291 LEV 0.052 0.06 0.75 0.452
Prob(F- 0.0000 Prob(F- 0.0000
statistic) statistic)
R? 0.79 R? 0.78
Durbin- Durbin-
Watson 1.25 Watson 1.39

Models (1) and (2) in Table (6) investigated the effect of ownership structure on the performance of
the company of Indian Nifty 100 listed companies. Findings in Table (6) illustrate that OSI has an
significant impact on a firm's performance measured by ROA and ROE; this result is supported by
(Fauzi & Musallam, 2015; Ozili & Uadiale, 2017). The findings of this study also disagree with (Al-
Matari et al., 2014). Regarding FSIZE, model (1) and (2) demonstrate that FSIZE has insignificant
impact on ROA and ROE ; this result is associated with (Aggarwal, 2013; Almudehki & Zeitun,
2011; Eulaiwi et al.,2016). Moreover, there is a positive and statistically insignificant association
between LEV and ROA and ROE. This result contradicts (Ehikioya, 2016).

5. Conclusion

This paper examines the relationship between ownership structure indexes on financial performance
using panel data of 73 companies that are listed on the Indian national stock exchange during a period
of 2009 to 2016. Hence, there is little guidance from academic research on how considerable the
potential valuation benefits associated with good corporate governance, in fact, are upon the
financial performance in the method of fixed effect model to estimate the panel data regression. The
results of the study show that the effect of ownership structure has significant impact on company
performance of Indian Nifty 100 listed companies measured by ROA and ROE. Therefore, this study
supports the previous empirical results and adds value to financing research that explores the
different aspects of the board of director's index and ownership structure index in the Indian market
by using Nifty 100 as an example. Furthermore, this study will be more interested if all listed firms
in the national stock exchange market are included in the analysis.
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