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1 INTRODUCTION

1.1 Background and Motivation
fiLa propriété, c'est le vad* i P. J.Proudhm (French politician anghilosopher)

The Frencman Pierre J.Proudhon(18091865) coined thisexpressionn one of his
first writings, claiming that any form of ownership has to be considered as theft
Proudhorconcludel thatas long a®wnershipis connected with privilegesvhich serve

for the expropriationof others society should inhibit the resultingccumulation of
wealthand powerWith the rejection of ownership per,9eroudhon becamédé first
one t o c anarthisthandaespite fater disagreements, maintained a stimulating
intellectual partnership with Karl Marx for several yeafscordingly, Proudhors
consideredo havehad an important influence on the later writings of Maihereas

the popularity of anarchistic and Marxisiovementhas been marginalized since their
adventtheworldwide financialand economicrisis escalating since 2008 ha$ocused

the public attentio on thetopic of ownership not only, butparticularlyon its negative
aspects as already referred to by ProudhdRecently, massive interventions by
governmendl institutions including substantial nationalizations in the banking sector,
as wellas takeover battles, such &shaeffler / Continental and Porsche / Volkswagen
in GermanyJed to severe criticism of thgo calledsocialization of losses in contrast to
the maximization of personal benefits previous yearsWithin this scopethe question
aboutwho should own, m@itor, control, and benefirom companiesasattained wide
public attention.

However the fundamental topic of h e  rrbéstiohrt of o w n e r,adimghicitly
asked byProudham, is neither new nor onlyelated toeconomics. In fact, the question
for the optimal distribution of ownership rightsnd thusimplicitly for the ownership
concentration has been addressddr centuries and millennia by philosophy and
theology. Accordingly, not onlyancient authors, such as Plato or Aristotle, but also
medeval writers such as the priest Thomas Aquinas, as well as rather modern
philosopherslike John Locke, Immanuel Kant, and Georg W. F. Hedscussed a
broad range of ownership related topics in their writiiMyaldron, 2004)

! dOwnershipisthefd ( Proudhon, 1840) .
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Despite thelong tradition of this topic of ownershighe form of organizations we
consider today as normal when speaking alibwinershid of companiesincluding
different levels of management and separated owigerslatively young andazurred

for the first time in the late fcentury among the companies constructing the rail
system of AmericgChandler, 2001)Thus, ownershipi as weknow it todayi and
relaed research questiormdout the merits and downsiddsmve been dealt witfor
comparatively little time in modern management researthe area of ownership
spearheaded by the work on the separation of ownership and contiod Wwprk of
Berle and Means (1932) has been in vogue for a bit more than seven decades.
Compared to theforementionedphilosophers and theologians, which toakrather
normative perspectivia their works,BerleandMeans ok an economic perspective on
ownership, following the argument of efficienapd considering, unlike Proudhamt

only negative €ost9, but also positive aspects (benefits).

In the relatively short periocsincethe staly of Berle and Means 4932 we have
witnessed substantial change in the global ownership landscape. On the qribdsand
changes were induced by exogenous shocks, such ass war goernmental
interventions e.g.,thosecausedby the 2008 financial crsis mentioned abovén the

other handthey were called forthby continuous developmemntfor example,through

the pressure of market forcef@aily, Dalton, & Rajagopalan, 2003)These
developments provided a wide range of opportunities to study the dynamics of
ownership structures of firms, leading to a flurry of different streams of research

following up on the idesintroduced byBerleandMeans(1932)

The studies bypemsetz(1983) and Demsetzand Lehn (1985) partly challenging the
view of Berle and Means(1932) establishedwo of the most prominenbpics in the
ownership researcbf the last three decadeBhesetopicsarethe identification of the
determinants of owership structureandthe evaluation of potential performance effects
of alternative ownership structuress addressed by Berle and Means

In the first stream of research, dealing with the determinants and influence factors of the
ownership structure of firms, DemsetadLehn (1985)set the cornerstone in the search

for the keydriversof the level of evnership concentration.llding on these findings,
Thomsenand Pedersern(1998), Van der Elst(2004) and La Porta, Lopezle-Silanes,
Shleifer,andVishny (1999) amongst othersame to theonclusionthat not only firm,

but also industry and countryspecific factorssignificantly influence the ownership
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structureof firms. However, not only didcholargnvestigatedifferent types and levels

of influence &ctors, but alseariouscharacteristics of the ownership structure of a firm.
While DemsetzandLehnd s  sfdcuse&lsyon the ownership concentration of a firm in
general, others, such &tansmann(1996) Delios and Beamish(1999) and Dong,
Bowles, and Ho (2002) include the identity (e.g., employees or managers) of the

owners in their analyses.

After all, it appears thaimuch has been learned about thetermination of the
ownership structure of firms However, whereas many studies hamdependently
confirmed the effect of firm specific influence factorslatively few authors includke
industry and countrylevel determiants in their studies and barely any study
simultaneously accounts for firn industry, and countrjtevel determinants.
Furthermore, the few existing studies of this kind yieattly ambiguougesultsand
thus call for further investigatiorfLa Porta, et al., 1999; Thomsen & Pedersen, 1997,
1998; Van der Elst, 2004)

The second stream of reseagrdealing with the performance effecbf alternative
ownership structureslirectly dates back to BerlandMeans (1932). They suggested a
positive effect of ownership concentration on performance due to the increase in
monitoring efficiency. Demset¢Z1983) and Demsetzand Lehn (1985) challenged this

view by arguing that the ownership concentration does ae¢ la performance effect
since the ownership structuie endogenously determined, considering costs and
benefits.Demsetz and Villalonga (2001) confirmed this view and added, corresponding
to the first stream of research described above, that the ownership structure of a firm is
multi-faced and several characteristics have to be considered, such as the iderdity of th
owner. However, these publicatiodar from endedthe discussionregardingthe
performance effect of the ownership structufe. mentiona few studiesMorck,
Shleifer and Vishny(1988) found a significant curvilinear performance effect in
general, andThomsen, Pedersemand Kvist (2006) found a significant performance
effect only for countries with a relatively high ownership concentratioriotal, he
literature on the relationship of ownership concentration andomp@ance is
characterized by a remarkable incongruity when it comes to the questishether

there is a performance effect or nbhe metaanaly®s by SancheBallesta and>arcia

Meca (2007) and Van Oosterhou{2008) illustrate the respective results of existing

studies and show that not only the resolt studies varyput also how, and to what
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extent the studies account for the endogeneity, curvilinearity, and differences in

performance measures.

This thesis relates directty thetwo illustrated streams of researthking an economic
perspective on the topic of ownerslupncentrationThe questiorior the concentration

of the ownership structures of firms, ivéhether the ownership rights affirm are held

by just a fewshareholders, or by many, and what the relative size of the ownership
stakesof different shareholders is, @ central concern in thgovernance literatur®©n

the firm level, the level of ownership concentration and the connected blockholdings
play a cucial role for the monitoring, and thus the risk oversight of a {iBarle &
Means, 1932; Holderness & Sheehan, 1988urthermore,in terms of the overall
welfare of a society ownership concentration in combination with pyramidal chains of
control and entrenchment can have negative effects on the innovative strength and the
dynamicsof an economytinally, in terms of distributive justiceéhe overallownership
concentration in an economy has to be monit@&dne of the key indicatofMorck,
Wolfenzon, & Yeung, 2005)

Building on the status quo of current research, | paetity addresshe research gapf
industry and countrylevel determinants of ownership concentratiurthermore, |
combine the findings of the existing literature on the performancetefté ownership
concentration in order to mitigatthe ambiguity of the resultsf existing studies
Accordingly, the key objective within the scope of thigesisis to analyze and
understand thedeterminants and effects of alternative levels of ownership
concentration.In detail, | identify the key determinants influencing the ownigrs
structure of firms, the relative importance of the industigd countrylevel, and
evaluate how much of the observed variance in ownership concentration can be
explained with the help of the identified determinants. Additionallgnalyzethe
potental performance implications of alternative levels of ownership concentration
while accounting for endogeneity, international differences, curvilinearjtyand
alternative performance meassiréAccordingly, | address thee guiding research

questionscontribuing to the existing ownership research:
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Question 1: What is the relative importance of the industgnd
countrylevel for the determination othe ownership
concentration of firms?

Question 2: How much of the observed variancetde keyfirm-,
industry, and countrylevel determinantsfawnership
concentration explain

Question 3: Does the level of ownership concentration have an e

on firm performance?

1.2 Outline

The first chapter of this thesigrovidesan overview on the motivation arhsic
concepts applied in the subsequent essays. In this chapter, | describe the strtiwéure of

thesis and the key questions addressed within the different sections.

The thesis encompasses three -s&lhding essaystwo of which focus on the
determinarg and one on the performance effects of ownership concentration. The first
two essays, dealing with the relative importance of industng countryfactors for

and the key drivers of ownership concentration, have a combined literature review and
theory ®ction, butself-standingchapters for the hypotheses development, resanis
discussion. The third essay compsisan independent literature review, theory

development, resultand discussiopart

For the statistical analysescollected an initiadataset for all three essays. According

to the requirements of the analyses within the three essagseated respective
subsamples of the initial dataset. Accordingly, as all three essays essentially rely on the
same data set and the same key ownerdmiahles, a detailed description of the data
set,andthe respective subsamples and varialdgdaced in front of the three essays.

The last chapter of the thesis provides a conclusion, summarizing and discussing the key
findings of the single essaysigurel illustrates the structure of this thesis.



Introduction
Outline 6

Figure 1: Outline of the Thesis
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Looking at the existing literature of the last 25 years dealing with the topic of the
determinants obwnership concentration, and thaddressing research questions one
and two, significant advancements have been made in unubéngtahe determination

of the ownership concentration of firmnlBemsetzand Lehn (1985) set the cornetone

in this area of researcimvestigatingand identifying mainly firrdevel determinants.
Within the next yearsother authors, such as Thomsam Pedersen (1998)an der

Elst (2004) andLa Porta.et al.(1999) significantly contributed to the understanding of
the dlocation of ownership rights. They providedore insights ito the industry and
countrylevel and identified,for example the legal origin of a country and the
regulation of an industry as significant drivers of ownership concentratiofew
studies for examplethose ofCrespiCladera(1996) Lambaand Stapledon(2001)and

Jong and Semenov(2006) followed this development and focused oanfirming
existing, and identifying new industrgndcountr-factors. However, although all these
authors aséd the questioof the significance of a wide ran@é single determinants of
ownership concentration, the question for the importance of the respective induastry
countrylevel has not been asked so far. Thus, we do not know how much these two
levels contribute to the ownership structure of a firiter all, it might not be
reasonable to keep searching §woups ofdeterminantghat potentially explain only a

small part of the variance in ownership concentration.
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Accordingly, 1 complerent the existing research afitl this gapby evaluating the
relatve importance of the industryand countrylevel for the level of ownership
concentration of aifim. In the scope of the analysd address the following questions

in detail:

la) Are all industries and countries significantly different from each oth&rms

of ownership concentration?

1b) How much of the observed variance in ownership concentration between firms

can be attributed to the industrgnd countrylevel?

In the light of the results of the analysis of the relative importance of the indastty
countrylevel,in the second essalyreaddress the question for the most important-firm
industry, and countrylevel determinats of ownership concentration and their

explanatory power.

Since the study of Demsetind Lehn (1985) most of the studiefe.g., Pedersen and
Thomson(1999) Bergstrom and Rydqvig990) andGedajlovic(1993]) include firm
level determinants in their analyses. However, whereas many shadieanalyzedthe
firm andindustry effecs in detail, a better understanding of the mode of action of the
countrylevel has beethe subject ofrelativelyfew studies, such abke one olLa Porta,
et al.(1999) Many studies solely contain firms from one country, suchitatoreand
Turati (2000) or Morck and Nakamura(2000) and thereforenternational differences
are neglectedAdditionally, somestudiesinclude the international perspective in their
analysesut focus onparticular geographic regions, for exameirope(Pedersen &
Thomsen, 1999Thomsen & Pedersen, 1997, 1998, 206Q)thermore, those studies
accounting for international differences widélyl to account for firm, industry, and

countrydeterminants simultaneously.

Thus, few studies have shown to what extent dlership frameworksmostly
developedon observations based on the Unifsdtes (US)i and so the identified
determinants of wnership concentration are applicable in an internatial context.

The second essayldresses this topiansweringhe following questions.

2a) What are the significant drivers of ownership concentration on the-firm

industry, and countrylevel?
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2b) How much of the observed variance in ownership concentration can be
explained by the identified firnindustry, and countrylevel determinants?

2c) How much of the explanatory power of the legal origin of a country can be
attributed to so far identified countrylevel determinants of ownership

concentration?

The third research question, dealing with the effect of ownership concentration on
performancedirectly relates to the discussion of BealedMeans (1932)Demsetz and
Lehn (1985) Demsetz and Villalonga (2001) and Thomsen et al. (2006). The
mentionedmeta studies by Sanch&allesta and Garcilleca (2007) and Van Essen

and Van Oosterhou({2008) show thatthe inconclusive results of the existing studies
might be attributed to whether stied account for endogeneityGurvlinearity
alternativeperformance measureand differencesbetween countriesThe majoity of

the existing studies daotaccountor all of these issueéccordingly,in the subsequent
analyses | close this research gap lgonsideing the above maioned findings
regarding the relationshigf @ownership concentration and performamacel addresshe

following questios within the scope othethird essay

3a) Is there a performance effect of ownership concentration when accounting for

the endogeneitgf the ownership structures of firms?

3b) Is the relationship between ownership concentration and performance

curvilinear?

3c) Is there a different effeof ownership concentration falternative measures of

firm performanc@

3d) Does the effect abwnership concentration on performance diffenang
countries legal origins or different levels of concentration

1.3 Abstracts

Having illustrated the backgroundmotivation and structure of this thesis, |
subsequentlydescribe the research approach and igmithe abstracts of the three

essays irsectiors 1.3.1'1.3.3
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Figure 2 provides an overviewf the unit of analysis, the sample, the independent and

dependent variableandthe methodology of the three essays.

Figure 2: Overview on the Three Essays
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All three essays address the same unit of analysis, namely the firm. However, whereas

the first two essays include only a single characteristic of a firthe level of

concentration of the ownership structuirethe third essay includes the level of

ownership concentratiomnd the firm performance as dependent varighie the

analysis

The sample sizeof the three essaygary from essayto essaydue to thevarying

complexity of the applied statistical modelsdathe different number of included

variables®

For all essays| used the same dependent variables to measure the ownership

concentration of a firm, and for the third esshyncluded twodifferent variables to

“For a detailed description of the sampling, dependent and independent variables, and the
methodology refer to the respective chapters.
3Ct. chapter2.2
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measure firm performanéeln terms of indepndent variables! included only two
variables in the first essagnd substantially moréup to 16)in the second and third

essays.

In terms of methodologies, for the first esshysedanalyses of variance (ANOVAS)
and random intercept models withodd&ional covariates in combination with variance
decomposition techniques. For the second edsapplied hierarchical linear models
(HLMs). For the third essagtwo stage least squares regression (2SLS) in combination

with ordinary least squaresgressions (OLS) were the methods of choice.

1.3.1 Relative Importance of Industry- and Country-Level

In thisessayl analyzethe relative importance of the industgnd countrylevel for the
determination of ownership concentration. Using a sample 3if51firms from nine
countries estimates of a randémtercept model show a high significance of the
countrylevel (25.3% explained variance) and a subordinate role of the indeséty
(2.1% explained variance). Further analyses show that the cdeméhalso influences

the effectof industrylevel determinantsind accordingly explains why single country
studies ofthe determinants of ownership concentration frequently derive seemingly
opposing results. The varying level of shareholder protection betweetriesunith
different legal origins fommon law, Frenchcivil law, and Germancivil law) is
identified as one of the main drivers causing differences in ownership concentration

between countries.

1.3.2 Explanatory Power of Firm-, Industry -, and Country-Level Deteminants

Within the scope of this essdyanalyze and identifthe key determinants of ownership
concentration on the firmindustry, and countrylevel. Furthermore, levaluate the
explained variance by the identified determinants on the respecteis.Building on

the work ofDemsetzand Lehn (1985) ThomsenandPederser§1999; 1997, 1998)xand

La Porta, et al(1998, 1999)I derivehypotheses and tetstem on a sample &0firms
from nine countries usindpierarchical lineamodels. The results indicate that firm risk,
firm size, legal originand shareholder protection significantly influence the level of
ownership concentration. Thmdustrylevel in general and the egulation of an

industry in particular, play a subordinate role for the allocation of ownership rights. In

“Cf. chapter2.1
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total, the estimted models can explain up to9%82of the observed variance on
ownership concentration. Whereas the legal origin and the level oéhshder
protection almost explain the complete variance in ownershipudtire between
countries, up to @6 of the industry, and only8% of firm-level variance can be
attributed to the tested determinants. The results suggest, first, identifying adlditiona
firm-level determinants of ownership concentration to yield models with a higher
explanatory power and, second, decomposing the complex effect of legal omgim to

further insights in countrdevel determinants

1.3.3 Performance Effect of Ownership Concerration

In this essay | analyze the relationship between ownershipceatration and firm
performancewhile accounting for the endogeneity of the ownership structure of firms,
curvilinearity, differences in corporate governance systeand alternative performance
measures. Using a sample 1079 firms from eight countries! find that ownership
concentration has no effect on firm performgnaéier all The resultssupportthe
findings by DemsetandVillalonga (2001) and cast doubt dhe results of the study by
Thomsenegt al.(2006), who arguethat in countries with a Germam Frenchcivil law
backgroundcorporate governance systems might push ownership concentration levels
above and beyonithe valuemaximumpoint.

1.4 Research Scope

In the subsequent chapgel describe the basic theoretical concepts used throughout all
three essays, namely the concept of ownership applied and the underlying ownership

framework for the determination of the level of ownership concentration.

1.4.1 Concept ofOwnership

Generally, the concept of ownership is more complex than it appears on first sight and

canbe addressed from several different perspectives.

As mentioned in thantroduction many philosophers have addresdbé topic of
ownership. Howevelthese scholarsostlytook a normative perspective, discussing to
what extent private, compared to public or collective ownershipuld beallowed and
supported for example,in order to optimize distributive justice(Bergstrom, 1999;
Christman, 1994; Waldron, 2004)
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A second perspectiyestemming from the fieldof psychology is the so called

0 p sy ¢ h cownerghip@&wehich refers tofia state in which an individual feels as
thought he t arget of owner shbifperce, Kostova,ReDirks,s 6 (
2003, p. 86) This state of feeling is regardless of whether the individual actually
possesss legal ownership rights or ndPierce, et al., 2003; Pierce, Rubenfefd,
Morgan, 1991)

Within the scope of this thesiBowever, Itake a legal perspective oownershipand
consider any individual or institution as an owner who holds the respective constitutive
set of legal rights. Still, as pointed out bgarmountand Roberts(2006) in terms of
rights6 owner shi po6 iesnana encompassesfaavhote hattery of attributes.
It appears that in the literatyréhere is consensus about six essential rightsr
dimensions of ownership(Becker, 1977; Learmount & Roberts, 2006; Munzer, 1990;

Reeve, 1986; Waldron, 198&}hristman(1994)summarizeshemaccordingly:

fiFirst, the right to possess (the right of exclasphysical control that the nature
of the thing admits, coupled with a clamght to noninterference). Secontthe
right to use (a claipnight to exclusive use of the thing implying a general duty on
the part of all others not to use the thimghout theo w n epertission). Third,
the right to the capitakife power to make valid disptisn of the thing owned as
well as the power to transfer title; this element can be separated into the rights of
alienation, consumptiorand modification). Fourththe iight to manage (a cluster
of powers to contract with others concerning conteér various uses of the
thing). Fifth, the right to security (right against expr@tion: applies as a
qualifier of the first four elements) and sixithe right to the income (the right to
increased benefit from the ownership derived from ofigweds given in trade)

(p. 227).

According toChristman(1994) thesesix different rights of ownership can be grouped
into two categoriesrights to controlandrights to returns The firstgroup encompasses
the rights to use, possess, alienate, consame modifythe owned assetand the
secondonetherights to transfer and gain income frahe owned asseSinger(2000)
comesto a similar conclusianhowever he terms the control andeturn rights as

O6stld and Ol oncepsst ment 6 ¢

The property rights literature has already discussed ttvesefundamentalses of

ownershiprights. Accordingly, GrossmarandHart (1986) Hart andMoore (1990) and
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Hart (1995)emphasizeontrol rights more than return rights. In classical property rights
theory though Alchian and Demsetz(1972) define ownership mainly by the residual
right to returns. | argue, however, that both sets of righi@ve to be considered
Equating ownership solely with the right to residual returns would not be reasasable
owner managers would not necessarily have the control over their firm and the question
of who actually controls a firm would be unanswer8dnilarly, equating ownership
solely with the right to control would not account for the possible separation of
ownership and contrplas described by Berland Means (Jongwook & Mahoney,
2005)

Accordingly, in the followingl understand ownergh in accordance witMilgrom and
Roberts(1992) Hansmann(1996) and Richterand Schroeder(2006, 2008) amongst

others by the two previously illustrated set o§hts

(1) The right to the residual control of the asset being owiteat is, those
control rights that are not held by other parties or assigned to them by
contract

(2) Theright to appropriate any residual returns that accrue from that tsset
is, those returns that remain once all legitimate claims of all other parties
with which the firm maintains contractual relationships have been satisfied

As mentioned in the inttuction, | focus orthelevel of concentration of the ownership
structurewithin this thesisWithth e not i on of 0 o wii eferdohthep c o
distribution of the ownership rights in an asset (e.dirn@) among different parties.

Thus, &cordingto thetwo previously illustrated set of ownership rights,firms with
dispersed ownership structuresany partiesown relatively small stakesand thus

posses relatively limited rights to control and accrue residual returns of the firm
concened. At high levels of ownership concentration, relatively few parties own
relatively large stakes in the respective fiand thuspossess relatively strong control

and residual return rights.

However, to cover the full complexity of ownership,gtnot only the benefits, and

thereof the rights illustrated aboyethat have to be consideretut the costs of

®In the initial property rights theory [e.Bemsetz1967) the key ownership rights were termasus
ususufructus abusus andius abuendi According to Christman (1994), these rights can also be
grouped imo control and residual return rights.
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ownershipas well Whereas the right to control and to accrue earnings endows the
owner with privilegesthe holders of ownership rights can accaneriety of costsThe

costs of ownershimclude costs occurring with the transactions of becoming an owner,
as well as costs connected with enforcing the ownership rights, sutlorasoring,
collective decision makingand general risk bearinfHansmann, 1988; Jensen &
Meckling, 1976)°

1.4.2 Ownership Framework

Several existing economic models dealing with the whys and whereforemefship

have been developed, focusing on alternative perspectives and concepts. However, most
of the developedrameworksdeal with particular ownership related issuatherthan

with developing a general ownership frameworkor example, Coase (1937)
Williamson (1985) and Har (1995)focuson explaining ownership as alternative to
market contracting. Williamso(975)and Perry(1989) highlighted asset specifity in
connection with transaction costs as a reason for vertical and related diversification.
JenserandMeckling (1976) DemsetZ1983) and DemsetandLehn (1985)developed

a framewak to identify determinant®f ownership concentratiordansmann(1988,

1996) however, took one of the few holistic approaches to dewvgggm ownership
framework which has beemised in afew studies in the recent yeaend on whichl

base the analyses in the following ess@eenwood, Deephouse, & Li, 2007; Richter

& Schroeder, 2006, 2008Thomsen & Pedersen, 1997, 1998, 2000, 2003; Von
Nordenflycht, 2007)

According to Hansmanndés framewor k,and he o
thus optimizes the costs anoeneits connected withand influenced by alternative
ownership structures. The framework considers all costs and benefits arising within the
nexus of contracts a firm operates in. This neagsinitially refered to byJenserand
Meckling (1976) and Williamson (1990) consistsof four groups ofpatrons, namely

employeesproviders ofcapitalandsuppliers customersand the firm itsel{Figure3).

®Singer(2000, 2006}lso refers to costs of ownership as liabilities related to thecddsty business,
such as the costs of the installation of hand@eqessible facilities.
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Figure 3: Nexus of Contracts
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All four classes of patrons havecantractual relationship with the firand any type of
patroncould become anwner of the firm by acquiring the respective set of ownership
rights. The framework captures alypes of costs occurringvithin this nexus of
contracts On the one hand, theaeethe costs of market making in connection with the
transactions based on the contractual relationship, such as the costs of market
contracting,(ex post) transacain costs and informatiocosts. On the other hanchsts
occur in connection with the ownershipghts, as illustrated in the previosgction
(Tirole, 1988; Willianson, 1985)

By assigningimore or less ownershipights to a particular group of patrgribe costs

of market makingpccurring within thenexusmight be avoidedby thesechanges in the
ownership strature but with the price of incurring ownership cosiccordingly, the
costs arising from assigning ownership rights to one of the classes of pequaighe
newly occurring costs of ownershiplus the new level of costs of market making.
Under the assumption of (s@refficient marketsfirms are urged to optimizany type

of costsand benefitsn order to surviven the mid to long term or theywill otherwise

be pushed out of the market by their competi{esna, 1970)The same holds true for
the previouslymentionedcosts which can benfluenced by tle ownership structure of a
firm. Accordingly, the ownership concentration will level out at the level of

concentration where the marginal costs and the marginal benefits of the current and



Introduction
Research Scope 16

alternative ownership structures are eduktius,| agreewith the ideanitially proposed

by Demset1983)and tested by Demse#indLehn (1985)that the ownership structure

of a firmis endogenously determineahinimizing costs occurringvithin the nexus of
contracts Accordingly, any factor influencing either the costs of ownership or the costs
of market makingarising withn the nexus of contrac&so influence the ownership
structure of a firmand thusthe level of ownership concerdtion. Consequently, these

factors can be considered determinants of ownership concentration.

Whereas | consider a variety of costs and benefits arising within the nexus of contracts,
the framework of Hansmann (1996) also distinguishes between thetieteiofi the

types of ownersl disregardhis aspecin the subsequent essagsorder not to increase

the complexity of the respective models too muobktead, | use the ideas of Hansmann
(1996) and other authors mentioned in the respective parts ttfigkis to create a more
comprehensive frameworthan the one proposed by Demsetzd Lehn (1985) to
explainthe kevel of ownership concentration and respective performance effects.

Whereas the ownership structubg its natureis a firmspecific phenom®on, it is not
only firm-specific characteristicthat influence the level of wnership concentration
Figure 4 illustrates the different groups of potential influenfactors and their

interactions.

Figure 4: Determinants of Ownership Concentration
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As shown in the subsequent essays | distinguish three grotipsfluence factors
namely firm, industry, and countrjtevel determinants aswnership concentration. On

all three levelsdifferences between firms, industries, and countries, can influence the
relationshipsand thusthe costs and benefitgithin the nexus of contracts, eventually
altering the level of ownership concentratiordditionally, the three levels might not
only influence the ownership structure directly, but also indirectly affect each atier

thus influencethe respective effects tiedeterminants

In the subsequent essayk identify several firm, industry, and countrylevel
determinants of ownership concentrati@evaluate their effects theoreticallgnd test
them empirically. To derive the theoretical effectsassess the influence of the
respectivefirm-, industry, and countrycharacteristicon the owneship concentration
from severakheoreticalperspectivesSubsequently, | illustratevo exemplarydetailed
lines of argumentf different determinantsf ownership concentratioand elaborate

on the application of alternative theoretical concépts.

As afirst example, | argue at the firevel that tle size of a firmwill have a negative
effect on the level of ownership concentration for several reasons to be illustratdd next.
The price ofa certain ownershiptakeof a relatively small firmwill be lower thanthe

same ownership stake of a larger, more valuable firheoretically, any private or
institutional owner, if not in possession of the necessary funds, could take out a
respective loan to acquire any ownership stake of a firegpective ofthe priceand

the size of the firm. However, a significant stake of a large firm bought by an investor
with relatively low funding capacitiexould come along withsignificant costs
(Modigliani & Miller, 1963). First, taking out a loan is not free arak any market
transaction,connected with transaction cogSoase, 1937, 1960; Williamson, 1981,
1985) Additionally, considering the financial restrictions and itiea portfolios of
(particularly individual) investorsaccording to portfolio heory (Markowitz, 1952) a
significant stake in a large firm will almost inevitably lead to a suboptimal portfolio
diversification. This suboptimal diversification wilhcur costs eitheby a decreased

portfolio performance or byransactioncosts connected with the reallocation of the

®#The elaboration in the subsequent essays will be more condensed than these illustrative lines of
arguments. Due to the exemplary nature of the line of arguments at this point of this thesis, | will
refrain from referring to other authors following similaraodifferent lines of arguments. For a review

for the existing effects, please refer to the literature reviews in the respective chapters.

*The firm size is analyzed in both the first and the second essay as a determinant of ownership
concentration (cépter 3).
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portfolio to restore the optimal diversificatiofhe previously illustrated costs will
increase the larger tliem size is as the same share of a firm becomes more expensive
Eventually, d costs to the investor will be redirected to the firm tire form of
increased expectationsith respect to company performance / dividend payments /

stock performance.

Accordingly, the larger the firm, the higher the costs connected with acquisperdic
ownershipstake. The larger the costs for an owner connewidid the acquisition of
such an ownership stake, tless attractive larger stakes in a compaillybe, and thus
the smaller the stakes acquired by the owner. Consequently, the larger the firm is, the

lower is the level of ownership concentration.

As a second illustration, this time at the counleyel, | argue that the level of
shareholder protectiohas a negative effect on thevel of ownership concentratidh.
The level of shareholder protemmt determines which rights (minority) owners have
althaugh they do not have control over the compamnd how costly it is to carry out
and enforce their right$n terms of theoretical conceptsyel of shareholder protection
influences how severe the principal agent conflict between the owners and masagers
and how costly and efficient the respectresolution or mitigation of this situation is
(Eisenhardt, 1989; Fama, 1980; Jensen & Meckling, 1976)

The lowerthe level of shareholder protectids, the fewerrights do minority owners
have and the more difficult and costlier is the enforcement of these rights, the
lower the level of shareholder protection, the less attra¢hieesmaller ownership
stakesaredue to the relative increase in connected costs and the kinghesk of moral
hazard by the managemesvenup to potential expropriation. @akng in terms of
property fghts, the higher thelevel of shareholder protectipthe more valuable the
minority ownership stakeare and vice versgAlchian & Demsetz, 1972; Deratz,
1967; Grossman & Hart, 1986; Hart & Moore, 1990bnsequently, | argue thdtet
higher the level of shareholder protection, there attractive smaller ownership stakes

are,and hus the lower the ownergh concentration.

°The level of shareholder protection is analyzed in the second and the third essays as a determinant of
ownership concentration (chapt&$ and4).
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The two elaboratiogon the effect of firm size and shareholder protection on ownership
concentrationclearly showthat | do not use just onebut a combination of several
widely accepted guiding theoride evaluate the theoretical effect of the identified
determinants on ownership concentratidn the subsequent essaybe lines of
arguments will be related torincipalagent theory, transaction costs, properghts,

institutional economicsand porfolio theory.



Variables and Data
Variables 20

2 VARIABLES AND DATA

The empirical analyses in all three essays are based on subsamples stemming from the
same initial data set. Subsequently, | filkistrate the variables used ithe three
essaysSecond, | describe the data collectisngess of the initial sample and test the

data for representativeness. Thirghrésentthe three subsamples of the initial data set

used for the statistical analyses within the essays.

2.1 Variables

Throughout the tlee essays in this thesisuse several dpendent and independent
variables within the scope of the statistical analyses. In the subsequent chapiers

describe theneasuresf all variabks.

2.1.1 Dependent Variables

2.1.1.1 Ownership Concentration

The central perationalizationn this thesiss the measureof the concentration of the
ownership structure of a firnThis measuras particularly important as is used in all

three essays.

The ownership specific concentratioreasuresr5, and the logransformed counterpart
tcrb, capturingthe sum of e percentageownership shares held by the five biggest

owners, will be used as primary dependent vargable

In existing studies on the topic of ownership concentration, two different types of
measures of concentration are useanership specific count easures, such as5,
anduniversal concentration measures, such as the Herfihtieldgdhmanindex HHI).

In terms of ownership specific count measuseveral alternatives can be foundfie
literature, ranging from the total shares held by ttivee, five, ten or even twenty
owners with thdargestshares of ownership rightsp to blockholdings of owners with

more tharb% of the total ownership shares. The advantage of these measures is that the
demands on the ownership data are rather. |18tvthe @ame time,thee is the
disadvantagehtat all these measures only providesmall snapshot of the overall
ownership structureAlso, increasing the number of considered owners does not

enhancebut rather decreasehe precisionof the picture of the ownership structuees
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the variance between firms is decreadeence, it is hard to determine whether to use
the percentages of shares held by the ttope, five, ten or any other number or
(SanchezBallesta & GarcieMeca, 2007; Van der Elst, 2004)

Among the universal ownership measurd®e HHI is the most frequently applied
approach in both ownership and pownership related fieldsthe sum of the squared
percental sharesf all ownerscalculates this indexOn the oe hand, the HHI has a
strong advantage as measure of ownership concentratiomiHhiakes all owners into
consideration, thysirawing a precise pictte of the complete ownershgtructure On
the other hand, considering the complete ownership structakes high demands on
the ownership data used to calculate the Hticordingly, for some firms complete
ownership information is available, and for othemnly parts therefore, the
comparability of the calculated HHIs suffgiSanchezBallesta & GarciaMeca, 2007,
Van der Elst, 2004)

All of the measuresnentionedabovehave beerappliedfrequently and successfully in
the ownership literaturd. believe that the advantages of the specific ownership count
measures outweigh the advantages ofHh# measureEspecially the fact that in my
sample on average64.25% of the ownership structure is available with a relatively
high standard deviation @2.6% so thatdisqualifies the HHI due tis aforementioned
illustrated disadvantage.

Thus,in the subsequent analysésely on one of the ownership specific concentration
measuresnamelycr5, and do not use the HHI.oTaccount for the issue of deasing
variance withan increasing number of owners consideredhoose a medium number
of owners and user5 (ownership shares held by the top five owners)haprimary
measure for ownership concentratiavhich has also been used, amongst others, by
Demsetz and Lehn (1985) and Demsetz and Villalonga (2001).

However, asTable 1 shows, all of the previously illustrated ownership concentration
measurs correlate highly and significantly (on a 0.01 significance level) so that the
importance of the choice amongst these ownership measure is relativelgsialso
proposed by Van der EI€004)"*

YCalculations at this point are based on the Initial Sample as illustrated in teesemischapters.
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Table 1: Correlations of Dependent Variables

crb crl0 cr20 hhi
cr5 1
crl0 0.975*** 1.00
cr20 0.919*  0.979***  1.00
hhi 0.847+* Q0.772**  0.699** 1.00
* p<0.10 ** p <0.05 ** p<0.01

Due to thepercentageralues the dependent variabl&b, is bounded. To account for
this issuel transform the bounded dependent variabte an unbounded variabley
applying the following formula to cr5 as suggested by Demsetz and Lehn:(1985)

NQ G 0NCEE G G (e
100 NQ GEASMGEE GE G G

log

The transformed variables designated by prefixing t (tcr5). However, since the
transformed variablécr5 cannot beinterpreted asadly asthe initial cr5 variable
containing the actual percentage values, | use the transformed variable only where
necessaryfor example,in regression analyses, and the untransformedlarifor the

descriptive statistics.

2.1.1.2 Firm Performance

In the third essaythe firm performance is the pivotal dependent variable of the second

stage regressiowrlijapterd).

In the existing literature on the performance effects of ownership concentiabibn
market and accountingpased measures have been frequently .uBeth types of
measures have different advages disadvantagesnd meanings, and thusight have
different implications for the ownership concentration and firm performance

relationship™*

Accountingbased measures, on the one hand, provide sopasted view on the firm
performanceare subjet to artifacts and distortion caused by differences in accounting
systemsand can be easily manipulated by the management. Furthermore, accounting
based measures tend to undervalue firms as intangible assets are only partly taken into

account. Markebasd measures, on the other hand, provide a view on the anticipated

2SeeTable37 for an overview othe applied performance measures.
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future performance of a firmand are affected bythe psychological and behavioral
aspects of investors and the general economic environarghso are subject to forces

beyond managemenogtrol.

Neit her purely market nor a c cne wfntieimosy b a <
frequently used performance measures in the ownership litersfuoeb i n &s Q
calculated by the market value of a firm divided by the replacement value of the assets
(mostly approximated by the total assets of afifi.obi n6s Q has the
combining the pastriented view of the accounting profits with the futoréenteal view

of the market based measures, ibulso catchesthe distortions and caveats of both
types of performance measu@emsetz & Villalonga, 2001; Richard, Devinne4ip,

& Johnson, 2009; Sanch®&allesta & GarciaMeca, 2007)

Despite the different characteristics of the alternative performance measures,
accountingpased and markdiased performance measures are ajfpyiclosely linked
and, considering a certain time lag, are faimghly correlatedasconfirmed byTable
2.1 Furthermore, investors do not ignore the past pedioos,that is, theaccounting

measures, when evaluating investment opportur(ibemsetz & Villalonga, 2001)

Table 2: Correlation of tobinsg5yrand roa5yr

tobing5yr roa5yr
tobinsqbyr 1
roasyr 0.65%* 1.00
* p<0.10 ** p <0.05 ** p<0.01

In the subsequent analyseésyill use two different types of performance measuces
testthe results of the analyses for robustnessT o b (tobidsg5y)@sa combination

of market and accounting based measuaesl return on asset@oa5yr) as a purely
accounting based measure. To account for unsystematic variances and to alleviate one

time effects| use the average of the last five years (22087).

¥SeeTable37 for an overview othe applied performance measures.
YCalculations at this point are based on the Initial Sample as illustrated in the subsequent chapters.
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2.1.2 Independent Variables

In the subsequent essaysdistinguish between fira) industry, and countryevel

determinants and variables, desaiiethe three following subchapters.

2.1.2.1 Firm-Level Variables

At the firmlevel, | measure three different independent variables, namely the size

risk- and performance of a firm.

With the variabldogmarketcad measurehesize of a firm ly the logarithm of the total
market capitalizatiomat the end of 20Q7n contrast td>emsetzandVillalonga (2001) |

do not use the total assetsaameasureof firm size as | argue that the stock market
value of a firm is the much more important characteristic for potential owners than the
total assets, wbh do not necessarily correlate perfectly with the stock madae To
account for the decreasing effect of extraordinary high market capitalization on
ownership concentration use the logarithm of the total market capitalizatasthe

final measure

To measure the risk of a firnh use the variablessk andrisk_sqr. As suggested by
Thomsenand Pedersen(2000) | measure the sensitivity
compared to the movement of an underlying indexisk measurelThe sensitivity is
calculated by the slope of agression of the weekly stock market prices on a market
portfolio over one yeaf2007)(Demsetz & Villalonga, 2001)o account for a potential
curvilinear effect| also include the variablesk sqgr, containing the squared value of

risk.

In the thrd essay(chapter4), | do not only usethe firm performances dependent
variable, as described abovdyut also asan independent variableSince the same
variabke cannot be used in both stages of the 2SL8ad to choosea different
performancaneasurdhanTobi nés Q and r e usethenlogarithmafs s et
the five-year average of the earnings before interd&BIT), taxes, depreciatiorand
amortizaion (logebitSy) as alternative measure This measuréds more robust to
differences in accounting systems and influences by managémaendther accounting

based performanameasurs due to the exclusion taxes and financing c@gishard, et

al., 209). To account for the partly enormous EBITs of the most profitable companies

| use the logarithm to smoothen the effect of these outliers. As for the performance
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measure asa dependent variable, | use the fiyear average of the respective
performance indicato(20032007)

2.1.2.2 Industry -Level Variables

At the industrylevel, | measure the industry affiliation, industry regulatiomjustry
competition, life cycle stage, information asymmetries, investments into intangible

assetsand leverage.

In the subsequent essgysne essentiameasureis the industry affiliation of each
company. The categoricalvariable industry captures the respective belongings
measure for the industry use the two digit Standard Industrial Classificati@iG)
code of thendustry a company is primarily active in (according &ble3).

Table 3: Coding of Variable industry

Industry

Industry SIC code variable
Agric, Forestry/Fishing 01-09 1
Mining 10-14 2
Construction 15-17 3
Manufacturing 20-39 4
Transportation 40-49 5
Retail / Wholesale 52-59 6
Finance, Insurance /Real Estate 60-67 7
Other Services 70-89 8
Public Admin 91-97 9

However,this measure comes along with the shortcoming that diversified firms will
have a primary industryput are actuallydoing business in several industries.
Particularly in the sampdd use, including exclusively the largest listed compaimies
country, it is more than probable that the firms are highly diversified. Accorditiggy,
measures rather a rough proxy fohe industry affiliation of a company weighted
measurewould have beenht much more precise assessmémt,example,by sales,
according to the extent a company is conducting business in different industries.
Unfortunately, such eneasuravould have ledo an extreme loss in observations due to

the immense demand of daséad thuscould not be realized.

The measureof industry affiliation by means of the SIC codes has been frequently

applied in existing ownership studies and has been shown to posksgpsate



Variables and Data
Variables 26

explanatory powefAng & Cole,2000; Bergh, 1995; Carlin & Mayer, 2003; Cho, 1998;
Chung & Pruitt, 1996; Core & Larcker, 2002; Cui & Mak, 2002; Dai, 2007; D. J. Denis
& Sarin, 1999; Douma, George, & Kabir, 2006; Leech & Leahy, 1991; Mak & Li, 2001,
Maury, 2006; Mingfang & Simerly, 1998ylontgomery, 1982; Ramaswamy, 2001;
Singh & Davidson lii, 2003)Thus,in light of the wide acceptance of this measaed
additionally indefault of an applicable alternatiMeuse the industry affiliatiomeasure

as described abowe the subsequent essays

| measure the industry regulation by the dummy variabtgilation which takes the
value 1 (regulated) for SIC codesi®F (Financial Servicesy9 (Utilities), and 0
(unregulated) for all other industrieshis has been the method of choice sveral
publications in the ownership resear€fhomsen & Pedersen, 1998; Van der Elst,
2004) Despite this mesurehas beetfirequently applied, it has several shortcomings, as
for example,illustrated by Van der Elst (2004). First, tineeasureby means of a
regulation dummy is rough at beas it does not give indication about the type of extent
of regulation Second, the applied operationalization does not accfmsntountry
differences in regulatian However, in due of a better alternative, as for exangie
industry regulation index per country, and in the light of the wide acceptance of the
applied measa, | rely on the previously illustrated method despite the presented
shortcomings.

Within the scope of the second essakapter3.5), | include the competition oén
industry, the information asymmetries, and the life cycle stage of an industry in the

analyses, following the suggestionshyomserandPedersen (1998pr themeasurs.

Accordingly, the intensity of competition in an industris represented by the vable
industrycompetitionand capures the average profit margin (return on sales) in an
industry (measured by the two digit SIC cod&Epm 2003 2007. As suggested by
Thomsenand Pedersen (1998) argue that the profit margin in an industry decreases
with an increase in competition and thus thee profit margin in the respective industry

as a proxy for competition.

Due to the nature of the construct of information asymmethesevel of asymmetries
is hard to measure and can be approximated at. beapproximate the level of
information asymmetriedy the from 20032007 averageresearch and development
(R&D) expenses over sales ratioan industry which Aboody (2000) and Shastri and

Clarke (2001) haveconfirmedasa representativproxy. According to the authors, the
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higher the research intensity in an industry, the bigger the information asymmetries
within the firms operating in the respective industry are, as the research and
development efforts ardeardly to monitor by the management due to the unforeseeable
developments and the specific knowleddée variableindustryrnd represents this

measure

The stage ofthe life cycle of an industry is approximateldy the average turnover
growth in the indusyr from 20032007 which is captured bythe variable
industrylifecycle According to Thomsenand Pedersen (1998)with an increasing
maturity of an industrythe turnover growth will decrease. Thus, measuring the turnover
growth will draw a picture of the maturity of an industry, whereas high turnover growth
rates indicate a relatively young industwith small growth ratesdicatinga relatively
mature indstry (Audretsch & Woolf, 1986)

| use the debt to asset rafaebttoassejsto control for the leverage of a company and
the according effects on the profitability of the firrand thus on the performance
measurs. The debt to assets ratio is caldath by the reported end of yeatal debts
divided by total assets at the end26D7(Demsetz & Villalonga, 2001)

Furthermore, | use the investments into intangible assets to account for distortions in the
accountingobasedpart of the performance measures. | measure the investments into
intangible assetby theR&D over assets ratjondtoassetsas tle R&D expenses are

only partially / marginally activated due to restrictions of the accounting standards
(Demsetz & Villalonga, 2001)

Also, | includethe capital expenditure over assets rétiapextoasselsto control for
differences in performance measures caused by accounting artifacts stemmitigefrom

different methods and states of deprecia{daemsetz & Villalonga, 2001)

2.1.2.3 Country-Level Variables

At the countrylevel, | measure the country affiliation, the legal originao€ountry, the
level of shareholder protection, stock market development, anduticertainty

avoidance according to Hofstede (2001).

Similar to themeasureof the industry affiliation| determinethe country of a firm by
the | ocati on o fuartes, whiah nspcaptungd s/ théaeablecquntry

This measurecomes with the same issue as the industeasureascompanies might
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be primarily registered in one country but are actually activeeweral countries.
However,as in the case dhe indusry affiliation, most of the studies cited above for
the industry affiliation widelyalsousethe measuréoy means of the headquasgeAlso,
considering the availability of data an alternatimemore precise, weighted @aotry

measure is not available

To account for country differencess terms of their legal backgrountuse the dummy
variablelegalorigin, taking the value 0 for countries withcammonlaw background
(the UK, the US, Australia and Canada), 1 for countries with a Gernaanl law
backgound (Germany, Japaand Brazil), and for countries with a Frenchvd law
background (France and Italy).

To measure shareholder protectibmise the variablshareholderprotectiontaking the

value of one of the factors of the Economic Freedom Ifyetke Heritage Foundation
(Kane, Holmes, & O'Grady, 20Q7As there is no direct measure of the complex topic

of shareholder protection, a proxy has to be used. One way is realized by the Heritage
Foundation which evaluates ten different measures of economic freedom for most of
the existing countrieannualy. Thisshareholder protection indessesses the ability of
individuals or institutions to accumulate private propeatyd how fataws go toprotect

private propertyof investors Based on information from the Economist Intelligence
Unit, Country Commerce, Country Profile, and Country Report, 2005 and 26,
Department of Commerce, Country Commercial Guide, 2005 and, 2006US
Department of State, Country Reports on Human Riftmactices, 2005 and 2Q06e

index evaluates the shareholder protection between 0% (private property is outlawed
and all property belongs to the state) and 100% (private property is guaranteed by the
government also for minority holde)s The factor sores the degree to which a
countryodés | aws protect private property
enforces those laws. It also assesses the likelihood that private property will be
expropriated and analyzes the independence of the judicidhe existence of
corruption within the judiciary, and the ability of individuals and businessesféoce
contracts.l use this assessment of the Economic Freedom Index 2007 to measure the
level of shareholder protection for the country a firm is primragistered i(Kane, et

al., 2007)

Furthermore|] measire he development of the stock markst the logarithm of the

total turnoverin 2007 of the biggest stock exchanges in the respective countifies.



Variables and Data
Data 29

variable logstockmarkettakes the value for the respective country a firm is
headquartered ifiThomsen & Pedersen, 1997)

To account for cultural differences$ use the uncertainty avoidance indelai, as
introduced byHofstede(1980, 1991, 2001)The level of uncertainty avoidance in a
country assesses how the people in the respective society cope and deal with uncertainty
and ambiguity. Generally, the higher the uncertainty avoidance inrdargpthe more

people tend to consider uncertain outcomes as undesirable and uncomfditéble.
uncertainty avoidance index can take values between 0% and 100%, 1008te

represents the highest uncertainty avoidance, and 0% the lowest.

2.2 Data

In the subsequent chaptensdescribe the target population for the statistical analyses,
how | collected the necessary dat@nd which respective database choose
Furthermore, | test the representatives of the initial dataset and describe the three

subsample used in the three essays.

2.2.1 Target Population and Method of Data Collection

To answer the previously formulated research quedtiam essential types of data had
to be gathered: First, detailed information on the ownership structure of firms, and,
second, various firm, industry, and countrycharacteristics as illustrated in the

previoussections

To gain insights not only into differences between the ownership structures of firms, but
alsointo industries and countries, a diverse international sampégjigred. In addition

to that, as will be described in the individual essays, it is not only necessary that firms
from different countries are included in the sample, but that the respective countries
stem from different legal originccgmmonlaw, Germancivil law, and Frenchcivil

law).

The total population eligible for the subsequent analyses would be all firms from any
country. To collect the respective sampdéferent methods were considered, namely
data collection via survey, interviewnd existing ownership databases. However, due
to the magnitude of the required sample Hrekensitive type of information needdd
decided tause secondary daiaom existing ownership databases.
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This collection method requires matching ownership rmftion on firms with
additional firm, industry, and countryethils stemming from differentlatabasesThe

existing and available ownership databases typically provide detailed information on
publicly listed firms from a variety of countries. The qualapd availability of
ownership information included in these databases is closely related to the size of the
respective firm and the economic development of the respective colintry, for data
availability reasonsl will, as for exampleThomsenand Pecersen(1999; 1996, 1997,

1998, 2000, 2003¥id, focus on the largest publicly firms in the most economic
developed countries. In additido better data availability, focusing on gecompanies
enhances the cover age o (Thomserc&Redetsenyl®9%) e c o

Moreover, ThomseandPeder sen correctly point out t

patterns [an be expected] for | arge [than for
consistent with the view dfaccioandLang (2002)wh o i ndi c atcantry h a't
di fferences become | ess significant amon

Unfortunately, the selected type of ownership information does not account for the issue
of the separation of cash flow and contrghts for some type of shares. As stated in the
beginning, ownership is constituted by a set of two rights, namely cash flow and control
rights. However, the distribution of control and cash flow rights can vary either by
different classes of shares withfdrent voting rights for given cash flow rightsr by
pyramiding and chains of contr(faccio & Lang, 2002; Morck, et al., 200%Yhereas

the chosen databapeovider tries to account for chains of control to a certain exteat, t
sample does not account for the differences between cash flow and control rights (dual
class shares). Accordingly, some of the owners included in the database might only
possess cadtow rights withoutany right to control the firm. However, | argue that this

will not affect the subsequent analysis in a substantial, vaaythe basic underlying
ownership concept, considering costs and benefits of alternative form, holds true even if
only parts of the potential costs and benefits are considénadhermore, for most
countries,although becoming more and more popular, preferred stmekselatively

sparsely used and thus only a minor issue in my safHpleston & Houston, 1990)

2.2.2 |Initial Sample

To wllect the respectiveamplefrom existing ownership databases, several database

providers were available.
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In terms of quality and availability of ownership informatidreventually decided to
retrieve the ownership details from the ownership -@idof tre Thomson One Banker
(T1B).*® Similarly, company details were retrieved from tfiBomson Datastream
Advance (Datastreamand Thomson Worldscope database and merged with the
ownership dataThe composition othe sample followed a mulsitep process describbe

as follows

In a first stepl confined the sample tirms fromthetenlargest economies ke size

of ther gross domestic producGDP) in 2007 Australia, Brazil, Canada, France,
Germany, ltaly, Japan, Spaitle United Kingdom JK), andthe UnitedStates (S).

Due to data unavailabilifythe inclusion of further countries (e.@hina Russia or

India) wouldnot havecontribued to the quality of the samplend were excludedOn

the one hand, theelection of these countries ensuresatailability of the ownership
information, and, on the other, provides more than two countries of each legal origin.
For each otheseten countries,| soughtto collect ownership information oine 150
largest(by turnover as of December 20030 blicly listed companies containéd the

database

In a second step, | cleaned the dataset from observations with missing or unreliable
information. | deleted firmsvithout any available information about their ownership
structure from the sample, eliminati@g of 1,500 firms.

Subsequently, forZfirms, the identified owners held more than 100% of a firm. By
comparing the identified ownership shares in 2007 with the previous and following year
(2006 and 2008)l was able to correct for several issues causgeadomma splices.
However, forsix firms, | was not able to identify the problem and consequently deleted

them from the sample.

Afterwards, 19 firms with no clear indication of their primary industry or headqaarter

were deleted.

Lastly, double listingsthat is, firms listed e more than one stock exchange, were
deleted from the sample, keeping only the listing in the country the firm is
headquartered in. This process ledlosing another 41 firms froneight different

countries, resulting in an overgbpultion of1,412 firms from ten countries.Table 4

®For a more detailed discussion aegjing the quality and representativeness of the data, refer to
section2.2.3
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shows the number of firms per country included in the initial sample. Due to the data
cleaning processl3 firms from Brazil, 32 firms from Italy, and 43 firms from Spain

dropped out of the sample.

Table 4: Observations per Country in the Initial Sample

Country Australia Brazil Canada France  Germany Italy Japan Spain UK USA
N 150 137 150 150 150 118 150 107 150 150

Table 5 provides basic descriptive statistics of the initial sample and shows that on
averagethe five top owners owd2% of a firm. The median is lower than the mean,
indicating outliers with a relatively high level of ownership concentnati®he

skewness and kurtosis show that the distribution differs from the normal distribution.

Table 5: Descriptive Statistics ofcr5 in the Initial Sample

N Mean Median Skewness Kurtosis
1,412 41.62 35.43 0.55 2.31

Table6 andTable7 providefurther descriptive statistics of the ownership concentration
variable cr5 by industries and countrie$he statistics show a fairly high variance in
ownership concentration between both industries and countries. For the countries, the
US and Japaiare,at 24.71% and 24.75%espectively similady concentrateéndhave

the lowest ownership concentration of the countries. Italy and Spain turn out to have the
highest ownerspi concentration in the sample%t.29% and 59.13% average holdings,
respectively. For each countfyrms with low (below 10%) and high (>60%) leveis

ownership concentration are included in the sample.

For the industries, Mining turns out to hatle lowest ownership concentratia
38.88% on averageand Constructionat 51.89% the highest level of ownership
concentration. However, the spreadveen the industries is not as high as between the
countries. Similar to the countries though, firms with high and low levels of ownership

concentration are present in all industries.
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Table 6: Descriptive Statistics ofcr5 by countryin the Initial Sample

Country N mean min max sd
Japan 150 24.75 1.01 67.81 14.23
United-States 150 24.71 0.94 72.17 9.93
United-Kingdom 150 32.47 8.90 77.01 12.79
Canada 150 34.61 1.49 93.09 20.70
Australia 150 38.31 0.75 96.27 20.99
Germany 150 48.51 1.02 99.75 27.49
Brazil 137 51.24 0.94 100.00 28.72
France 150 54.41 1.42 99.87 26.07
Italy 118 57.29 0.12 98.22 19.56
Spain 107 59.13 8.24 99.34 19.43
Total 1,412 41.62 0.12 100.00 24.15

Table 7: Descriptive Statistics ofcr5 by industryin the Initial Sample

Industry N mean  min max sd

Mining 85 38.88 7.53 97.69 24.12
Finance,Insurance, Real-Estate 240 39.09 0.75 99.97 26.43
Manufacturing 517 40.64 1.35 99.75 22.87
RetaillWholesale 171 41.40 0.94 98.24 23.75
Transportation 215 42.75 0.12 100.00 26.54
Services 123 44.66 4.58 94.02 20.93
Construction 41 51.89 10.89 97.23 23.80
Total 1,392 41.37 0.12 100.00 24.23

Figure5 illustrates the distribitin of the ownershipneasurecr5 over the total sample
and underlines the findings of the descriptive statistics by showing that the distribution
is right / positively skewed, has a relatively high peak with fat, taild differs from the

normal distribuibn.1®

'®Refer to chapte?.1for a description of the measure of ownership concentration.
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Figure 5: Distribution of cr5in the Initial Sample
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Figure6 illustrates the distribution of the transformed ownership concentration measure
tcrb. As the comparison with the in tie graphic integrated Gaussian function shows

is the transformed ownsip measure much closer to the normal distributi@m the
untransformed ownership measuHowever, being right skewed and high peakbd
histogram shows the same characteristics as the original ownership measure.
Accordingly, assuggested byigure 5and 6§ a ShapireWilk-Test (SW-Test) and a
SkewnessKurtosisTest (SkTest) for normality clearly reject the ndillypothesis on a

0.01 significance level that either measure of ownership concentration is normally
distributed (se@able A- 1 andTable A- 2 in the gpendix).
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Figure 6: Distribution of tcr5in the Initial Sample
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The three individual essays require a different amount of additional information /
variables, resulting in different subsamples of this initial dataset. | describe this
additional data collection process and the respective resulting subsampglastian
2.2.4

2.2.3 Representativeness of the Ownershipata

Several database provideoffer ownership information ofirms. For reasons of
availability, quality and represenativeness | eventually used the relatively new
Ownership Adeon of the T1B.

The T1B ownership data combine aae@ retrieved from a varietyf different sources.

For institutional owners, thes®urcesnclude official filings mutual fund reports, and
shareholder reports. The majority of the mutual fund data is sourced directly from the
institutions with which Thomson Reuters has established lasting working relationships
overthe years.Ownership informations also sourced &i stock exchanges and official
regulatory bodies. For substantial and declarable stakesownership data is also
sourced from annual and interim reports, stock exchanges, official regulatory bodies,
third-party data vendors, company websites, news squaad through direct contact

(via email and telephone) with established contacts at company investor relations
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departments$’ The combinatiorof the various sources should ensamecent and by
other databasaunmatchedoverage of the ownership structof thefirms included in

thedatabase.

To my knowledge the T1B ownership database itself has get been tested for
reliability and representativeness. However, according to Thonksoancial the
ownership information provided in the T1B Ownership-adds widely congruent with

t he di scontinued Thomson ACompact andi s c |
similar methods are used to collect the ownership details. Thus, | use existing studies
acaessing the reliability of the data available in the Compact Disclosure and Spectrum
database as a proxy for the T1B data.

Two studies by Kolg(1995) and Andersonand Lee (1997) have analyzed various
sources ownership sour¢edsoincluding Compact Disclosarand SpectrunHowever

the studies by Kole, Anderson and lfeeused skely on the managemehbldingsof
firms, and thus possess limited explanatory power for the overall ownership data
available in the T1B.

Kole (1995) tests three different sources of mevship data used in various papers,
proxy statements, Corporate Data Exchange Volumes, and the Value Line Survey, and
concludeghat each of them is equally well suited for ownership research and that the
nature of the database does not influence thiststat analyses.

When testing the managerial ownership information available in the Compact
Disclosure, Value Line Survey, Corporate Text, and Spectinderson and Lee

(1997) come to a different conclusiofhey actually do find qualitative itferences
between the alternativdata sources. Whereas yhete the Compact Disclosure data
second and highly reliable, they find certain differenceshaamanagerial holdings

among a few databases, including Spectrum. Andexsdhee base their results on the
finding that they were not able to reproduce thevitinear effect of management

hol dings on perfor man aeproposed byMcComelland To b

Servaeg1990). | argue, however, that this finding provides only weak evidence that the

YInformation according to Thomson Customer Suppdable A - 3 provides a more detailed
description of the datmcluded in the ownership data. The illustration, however, is only exemplary
and mainly includes detailed descriptions of the respective S&BE UK RNS filings. The actual
ownership data included in the database goes far beyond the listed sources.
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data might noberepresentative. First, as illustrated in the literature review of the third
essay in this thesis, the effects of ownership concentration on perforarariae from
consistent and the study of McCornahd Servaes is one of plenty studies, many of
which yield conflicting results. Second, contrary to Anderaad Lee, | was able to
reconstruct several effects of the existing ownership research, as you witl gee

subsequent essays.

Furthermore, comparing my ownership data with existing studies using alternative
sources, no reason is provided to doubt the representativeness of the ownership data
available in the T1B.Table 8 shows the average ownership concentratiorncrdf
summing up the percental ownership rights held by the top three owners of the initial
dataset and the data used in the seminal wokk 8% (1998)*®

Table 8: Comparison of the Ownership Data with La Portg et al (1998)

CR3 (Mean) CR3 (Mean)
This Study La Porta et al (1998)

United-States 22 20
Japan 22 18
United Kingdom 27 19
Canada 32 40
Australia 35 28
Germany 44 48
Brazil 46 57
France 51 34
Italy 52 58
Spain 53 51

Despite the studies by LLSY{1998) being published over ten years ggnd thusthe
ownership datas even older, and although they oragalyzedthe €n largest firms in
each countryand excludedinancial companies, the average ownership concentration of

the top three owners is remarkably similar to the data used in this study.

Similarly, the ownership data gathered in 19990Ma n d e (2008)stuslytbésially

shows the same characteristics for thoserdoes in common with this thegj$able9).

¥Unfortunately, LLSV (1998) do not precisely mention their data source.
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Table 9: Comparison of the OwnershipData with Van der Elst (2004)

HHI (Mean) HHI (Mean)
This Study Van der Elst (2004)

United-States 350 402

United Kingdom 524 736

Germany 1,956 3,062
France 2,420 3,518
Spain 2,296 2,409
Italy 2,290 2,973

Although the differences between the two data sets are slightly higher than in the first
comparison, in generahe countries show the same characterigtitisat is, whether
countrieshave typically a high or a low owrsdtip concentrationelative to each other

The change in ownership concentration in the last ten years and the number of the
identified ownersmight explain the slight differencesAs mentioned above, | could
identify, on average60% of the owners of arfn. However, Van der Elst (2004) might
have been able to identify more owners, which would have led to a higher HHI,

explaining the higher values for all countries.

Summing up,the T1B OwnershypAdd on appears to provide high quality and
representative overship data. Comparing the initial sample with the data of two
existing studies shosvonly minor differences. Thesmightbe explainedby that the

data in the other studiegsere gathered over ten years ago and that different kinds of
data were collected by the ten largest firms, no financial companies). Furthermore,
although not specifically testing the T1B and focusing solely on managerial holdings,
the study by Kole (1995) does not find significant differences between alternative
ownership sourcestill, AndersonandLee (1997) mention discrepancies in managerial
holdings among different sources. However, | argue that these findings provide only
weak evidence and thtteyare not necessarily transferrable from managerial holdings
to the complete ownship structureln addition | could not confirm the limitations
brought forward by Andersoand Lee, since | was able to reproduce the results of
existing studiesas you will see within the scope of this thegiarthermore, according

to the Thomson Cusier Supportthe introductiorof the T1B has further improveate
guality of the ownership data. In addition, several existing studies in the ownership area
rely on the Compacbisclosure and Spectrum databases for their analyses, yielding
robust results (Asquith, Pathak, & Ritter, 2005; Bergh, 1995; Brush, Bromiley, &
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Hendrickx, 2000; Cheung & Wei, 2006prnett, Marcus, Saunders, & Tehranian, 2007;
Duggal & Millar, 1999; Gaspar & Massa, 2007; Holderness, Kroszner, & Sheehan,
1999; Holderness & Sheehan, 1988; Sias, Starks, & Titman, 2006; Thomsen &
Pedersen, 2000)

2.2.4 Subsamples

Compared to the initial sample described above, the actual samples analyzed within the
scope of the three individual essays vary due to different requirements inderms
variables. In the followingection | describe the samples used in the three essays and

provide descriptive statistics.

2.2.4.1 Sample of the First Essay

In thefirst individual essaythe statistical analyses do not require additional information

I and thus wariablesi thanthoseincludedin the initial sampleTable4 shows that the
number of firms per countrwas reduced for Brazdn, Italian, and Spanishfirms
within the process of the data cleani@g described for the initial sampkeor Brazil

and ltaly the number of missing firms is hardBignificant and mediocre, respectively.

In Spain, however, the number of firms per country was reduced by almost 30%.
Accordingly, to ensure the comparability between the countries, Spain dropped out of
the sample, resulting in a final sample for the first essayirad countries and ,B05

firms. Table10 shows the final distribution of firms per country in the first sample.

Table 10: Observations per Country in the First Sample

Country Australia Brazil Canada France  Germany Italy Japan UK USA
N 150 137 150 150 150 118 150 150 150

Table11 providesbasic descriptive statisticahich differ only slightly from the initial
sample. Compared to the initial samplaly Spain dropped out of the samphdich is
why the first sampléias a similar mean and median ownership concentrasotne
initial sampleand the distribution is similarly skewed and peakédure 7 graphically
illustrates the tribution of the ownership variabtab. Again, the distribution is quite
comparable to the orfeom the initial samplgFigure5 andFigure6). The distribution

is right / positively skewecdhas fat tailsand thusdiffers from the normal distribution.
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For further descriptive statistics of this samkease refer to the respectisectionof
the first essaysction3.4.4.)).

Table 11 Descriptive Statistics ofcr5 in the First Sample

N Mean Median Skewness Kurtosis
1,305 40.18 33.28 0.65 2.45

Figure 7: Distribution of cr5in the First Sample
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As for the initial data setFigure 8 illustrates the distribution of the transformed

ownership concentration measure. Although the distributicrrsffor this first sample

appears to be closer to the normal distribution than the initial sample, it still differs

significantly. Again, aSW-Test and a SKest for normality clearly reject theull-
hypothesis of normality on a 0.01 significarieeel for bothcr5 andtcr5 (seeTable A-

1 andTable A- 2in theappendix).
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Figure 8: Distribution of tcr5in the First Sample
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An analysis of variance (ANOVA) between the initial and the first sanaglesported
in Table 12, shows that the sample of the first @s3s in terms of ownership
concentrationwith a pValue of 0.12not significantly different from the initial sample.

Accordingly, the representativeness of the ownership data should be €fisured.

Table 122 ANOVA of cr5in the First and Initial Sample

Number of Observations 2717  R-Squared 0.001

Root MSE 24.048 Adj. R-Squared 0.001

Source Partial SS df MS F Prob > F
Model 1397.43 1 1397.43 2.42 0.1202
sample 1397.43 1 1397.43 2.42 0.1202

Residual 1570112.26 2715 578.31
Total 1571509.69 2716 578.61

2.2.4.2 Sample of the Second Essay

For the second essay, also dealing with the determination of the level of ownership
concentration, | used the first sample astarting point. However, the statistical

analyses requicemore variableshan in the first essay.

®The results of the ANOVA were robust to using eittoe5 or cr5.
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Adding the necessary company, industry, anchty details to the data set resultecin
significant reduction in observations per country duethe unavailability of the
respective data foseveral companies. Including the admhal information in the
dataset and merging them with the retpve ownership information letb the number

of firms per country in Australia, Brazil, France, and lItaly dropping close to 100.
Accordingly, to ensure comparability amongst the counttiesstricted the sample to
the 100 largest firms with complete information, leading to a final sample of 900 firms
from nine countries for the second essdayable 13 illustrates the observations per

country in this sample.

Table 13: Observations per Country in the Secondsample

Country Australia Brazil Canada France  Germany Italy Japan UK USA
N 100 100 100 100 100 100 100 100 100

Figure 9 illustrates the disibution of this subsampleand Table 14 provides basic
descriptive statistics. Botthe mean and median of the second sample are slightly lower
than in the first andhe initial sample. The distribution more right skewed and higher
peakedthan the previous sampleslowever, the distribution clearly shows the same
characteristics as the two previously illustrated samples and differs from the normal
distribution. For further descriptive statistics of this samplglease refer to the

respective chapter of the second essagt(on3.5.4.].

Table 14: Deriptive Statistics of cr5 in the Second Sample

N Mean Median Skewness Kurtosis
900 38.71 30.98 0.73 2.51
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Figure 9: Distribution of cr5in the Second Sample
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Figure 10 shows the distribution of the transformed ownership concentration measure
for the sample of the second essay. As this sample was based on the first sample, the
histogram unsurprisingly dravessimilar distribution as for the first sample and the-SW

and SK-Tess for normality reject normality on a 0.01 significance for both measures of

ownership concentration (s&able A- 1 andTable A- 2 in theappendix).

Figure 10: Distribution of tcr5 in the SecondSample
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According to Table 15, which showsthe results of an ANOVA of the ownership
concentration between the initial sample and the sampleecdecond essay, with a p
value of 0.15 there is no systematic difference between this sample and the initial

sample?°

Table 15: ANOVA of cr5in the Second and Initial Sample

Number of Observations 2312  R-Squared 0.001

Root MSE 23,885 Adj. R-Squared 0.001

Source Partial SS df MS F Prob > F
Model 1156.00 1 1156.00 2.03 0.1547
sample 1156.00 1 1156.00 2.03 0.1547

Residual 1256796.80 2310 570.49
Total 1256952.80 2311 570.76

2.2.4.3 Sample of the Third Essay

For the third essay, dealing with the performance effects of ownership concentration,
the initial sample was used as starting point. However, as in the case of the second
essay, several additional company details were necessary and added to the data set.
Unlike the second essay, the third essay requirednclusion ofvarious performance
indicators forseveral years, which turned out to be particularly problematic in terms of
data availability. In this processompared to the initial samplée number bfirms for
Australia and Italydropped by 69 and 78espectivelyand thusl had to excluddoth
countries fronthe sampleAdditionally, 36 firms from Brazil, and 29 firms from France

had to be deleted due to missing information. Accordingly, SpairzilBeand France

have signiicantly less firms per countryfhus, not tofurther decrease the number of

total firms included in this sample, | decided to keep these three countries in the sample
despite the lower number of firms. Dropping Spain, BrarilFrance from the sample
particularly would have caused issues in terms of legal origimy @suntry would have

been left torepresenthe Frenchcivil law. The process led to a final sample @79

firms fromeightcountriesTable16 illustrates the composition of this data set.

“The results of the ANOVA were robust to using eittoe5 or cr5.
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Table 16: Observations per Country in the Third Sample

Country Brazil Canada France Germany Japan Spain UK USA
N 101 150 121 150 150 107 150 150

Table 17 and Figure 11 provide basic descriptive statistics of the third essay and
illustrate the distributiorof the ownershipconcentration. The mean of %0and the
median of 3% are almost equal to those of the initial and first sajgohel the right
skewed and high peaked distribution is close to thefromethe second subsampleor
further descriptive stattics of this samplelease refer to the respectisectionof the

first essaygection4.5.1).

Table 17: Descriptive Statistics ofcr5 in the Third Sample

N Mean Median Skewness Kurtosis
1,079 40.41 34.52 0.75 2.74

Figure 11: Distribution of cr5in the Third Sample
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Figure12 shows the distribution dtr5 for the sample of the third essayhich, so far
is the closest approximation to a normal distribution. However, the &M/ SkTest
for normality reject normay on a 0.01 significance for both memes of ownership

concentration, stil{seeTable A- 1 andTable A- 2 in theappendix).
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Figure 12: Distribution of tcr5in the Third Sample
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As suggested by the descriptive statistics, according to an AN@WAsample of the
third essay is not significantly different from the initial sample in teofnewnership

concentrationTable18).%*

Table 18: ANOVA of cr5in the Third and Initial Sample

Number of Observations 2491  R-Squared 0.001

Root MSE 23.45 Adj. R-Squared 0.000

Source Partial SS df MS F Prob > F
Model 889,221 1 889,221 1.62 0.2038
sample 889,221 1 889,221 1.62 0.2038

Residual 1369798.43 2498 550,340
Total 1370687.65 2490 550.48

“The results of the ANOVA were robust to using eittoe5 or cr5.
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3 DETERMINANTS OF OWNERSHIP CONCENTRATION

In this chapterl address the first two research questions dealing with the determination
of the level of ownership concentration of firms. dmapter 3.1, | provide an
introduction into the fieldandsection3.2 reviews the literature on firm industry, and
countrylevel determinants. Subsequently, | address the first research question dealing
with the relative importance of the industgnd county-level in chapter3.4, and the
second research question, identifying the key drivers of ownership concentnation

their explanatory powem chapter3.5.

3.1 Introduction

In the current ownership reseayéhappears commonly accepted that the ownership
structure of firms, and so the level of ownership concentration, isgendasly
determined following economics laws. Several studies, sucbDeassetzand Lehn
(1985) Thomsenand Pedersen1999) and Demsetzand Villalonga (2001) yielded
respective radts that for the determination of the ownership structure of a firm costs
and benefits are considered, resulting in an equilibrium stru@erasetzandLehnset

the cornerstone in the search for the key drivers identifying factors influencing this

equilibrium, leading to a higher or lower level of ownership concentration.

In the last 25 years of research on the drivers of ownership concentisdiaaral
studies have showthat the level of concentration, despite being a-Bpacific factor,

is not onlyinfluenced by firmlevel, but also by industryand countrylevel factors.
Specifically,in their seminal worlDemsetzandLehn (1985)showed theoretically and
empirically that the firm size, firm riskand industry regulatiminfluence the ownership
concentration of a firmWhereas Demsetand Lehn focused mainly on the firhevel,
Thomsenand Pederser§1998)andVan der Hst (2004)identified exclusively industry

level drivers of ownership concentration, namely industry firm size, industryatgk
regulation. A third stream oEsearch, spearheadedlySV (1998)andLa Portaet al.
(1999) focused on countrievel determinants of ownership concentration and reasoned
that via the shareholder protecton he or i gi n of a country

ownership concentration.

Despite the progress in the research of the determinants of ownership concentration,

several questions remain unanswered. Whereas many studies includevéirm
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determinants in theanalyses, relatively few studianalyzedhe industrylevel and/ or
the countrylevel. Additionally, most of the studies focus only on orighese levels,

disregarding a potentiaiteraction of the different groups of determinants.

This gap in the esting research raises a question about the theoretical foundation of the
existing ownership frameworks. Most studies focusing on the fama industrylevel

rely on the conceptdeveloped by DemsetndLehn (1985)which is widely based on
agency theoryWith the insights gained from studjesich asvan der Elst(2004)and

LLSV (1998) the institutional economics perspective gained constantly more
importance. However, due to the wide default of studies combining both views,
comparative assessments of both theoretical approaches are largely rmstiagwo
subsequent says | analyze the determings of ownership concentration and
simultaneously account fdirm-, industry, and country level differences and their

interrelation

3.2 Theory & Literature Review

In the followingsection,| provide a review on the theoretiGrguments and empirical

results of existing studies analyzing finmdustry, and countrylevel determinants.

3.2.1 Firm-Level Determinants

The seminal study of Demsetand Lehn (1985) focuses mainly on firlavel
determinants of ownership concentratione ®uthors identify the risk and the size of a

firm as thekey drivers of ownership concentration.

According to Demsetand Lehn (1985),a f i riskih@assa curvilinear, inverted
shaped effect on the level of ownership concentratith respecto the risk of a firm,
Demsetz and Lehn (1985) propose the basis of two consideratiotigat risk has a
curvilinear, belshaped déct on ownership concentratiorFirst, they argue that
relatively large ownership stakes provide incergif@ blockholders to monitor the
firm and its managemefffichian & Demsetz, 1972; Berle & Means, 193Ejjualling
risk with volatility, the benefits of monitoringhe management should be higilee
more volatile a businesis, as a high volatility necessitates frequent dexss and
changes by the managemenhus, firms with a higher firrspecific risk favor a higher

ownership concentration due to the increase in monitoring incentives.
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Second, Demsetz and Lehn (1985) argue that at high levels, firm risk may have a
decreasig effect on ownership concentration. The higherrisleof a firm, the smaller

the stakes owners can acquire while maintaining optimal portfolio diversification.
suboptimal portfolio diversification leads either to decreased portfolio performance, or
to costs connected with the reallocation of the assets in order to reestablish the optimal
level of diversification.Therefore, increasing firmsk renders larger ownership stakes
less attractive, resulting in a negative effect of firm risk on ownershipecdration
(Markowitz, 1952)

According to Demsetz and Lehn (1985), the marginal increase in monitoring incentives
is relatively high at low ris#evels, but decreases with increasing risk. The marginal
negative effect of risk on portfolio diversification is relatively small for low levels of
risk, but rises with increasing risk. Therefore, at low risk levels, the mhipe
increasing effect of monitoring incentives will outweigh the decreasing effect of firm
risk, whereas for higher risk levels, the opposite effect hdldas, m aggregate, the

relationship between firm risknd ownership concentrationbell-shaped.

With regards to firm sizedDemsetzand Lehn (1985) argue that thiarger the size of a

firm, the larger theinvestment required to obtain a particular fraction of equity.
Increasing firm size will be associated with the acquisition of relatively smajletye
stakes by a greater number of investors, and hence with lower ownership concentration,
for two reasons. First, acquiring a significant share in a large firm likely leads to a
suboptimal portfolio diversification of the investor concerned. The invegtbincur

the resulting costs either in form of decreased portfolio performance or in form of
transaction costs associated with reestablishing optimal diversificBankowitz,

1952; Miles & Ezzell, 1980; Modigliani & Miller, 19635econd, although an investor

may use debt capital to acquire a given share in a firm, acquiring debt is connected with
transaction costs and interest payments. These costs increase with the amount of debt
necessary to leverage the acquisition ohewhip stakes e.g., as debt providers may
expect additional securities for the provision of larger amounts of(deland & Toft,

1996) Both arguments support the hypothetiiat, ceteris paribus firm size should

have a negative effect on ownership concentrafiesting their hypotheses on a sample
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for 511 US firms, Demsetzand Lehn find significant evidence for both arguments
discussed abov&.

Several authors have tested the hypotheses dedelppBemsetz and Leh{1985)in
different settings and on alternative samples laane confirmed the results to a large
extent.Bergstromand Rydqvist(1990)confirmed the firm size and risk effects using a
sample of about 600 Swedish, afuespiCladera(1996) used panetiata of 193
Spanish firms andame to the same result. However, some studies yielded conflicting
results.Gedajlovic (1993) found a significanfirm-size effect using a sample 600
Canadian firms. HowevefGedajlovic did not find the predicted effect of fuspecific

risk, which might be explained by the fatiat he did notaccount for thepotential

curvilineaity of the relationship

3.2.2 Industry -Level Determinants

In addition to the firmspecific factorsDemsetzand Lehn (1985) alsoinvestigatedhe
regulation of an industry and argued thegulationhas a negative effect on the level of
ownershp concentration.Demsetz and Lehn hypothesizethat in the absence of
regulation bigger ownership stakes ensure higher power of control for owners.
Regulation, however, restricts the options available to owners and renders the benefits
of majority ownershigdess attractiveand thus, as proposed by property rights theory,
rencers blockholdings less valuall€oase, 1960; Demsetz, 196Accordingly,fewer
owners will acquire blockholdings, whiclheads to a decrease in ownership
concentration. Testinthis hypothesis on a sample for 3% firms, DemsetzandLehn

find significant evidence for their argument.

However, the effect of industry regulation on ownership concentration is disputable.
Van der Elst (2004) argues that the industry effect variésdam countries as the
institutional conditions for the respective industries, examplethe regulation, varies
from country to country, and that the general conditions, as the possibility to
accumulated private benefits in the light of the legal / aaeogovernance systems, are
not the same in all countries eit{@&ebchuk, 1999)Using a sample of 2,204 European
firms Van der Elst confirms his line of arguments and finds significant industry

differences for some countries, amat significantdifferences for others.

“For a more detailed theoretical elaboration on the effect of firm risk and firm size please refer to
chapterl.4.2
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Furthermore whereasseveralother authors followed the suggems of Demsetand
Lehn and tested and confirmed the initially developed hypotheses on alternative

samplesothersfind contradicting results

Bergstromand Rydqvist (1990) confirm a significant negative effect of regulation on
ownership concentration with a sample6ff0 Swedish firms.Kole and Lehn (1999)
analyze 22 yearsof the US airline industry aftethe Deregulation At in 1978 and also
find the predicted increase in ownership concentration after deregul&gatajlovic
(1993) however,uses a sample db00 Canadian firms and finds no statistically
significant effect of industry regulation on ownership concentration. Simil@rigspt
Cladera(1996)does not find aeffect ofregulation in193 Spanish firms.

Aside from the regulation of an industifhomserandPederser{1998)investigatedhe
industrylevel in detail and dund further significant industry effest on ownership
concentration. Using a samplef 1,200 European firmsThomsen and Pedersen
attribute the industry effect to the lifecycle stage of an industry, differences in

information asymmetries beeen industries, and the intensity of competition.

Thomsenand Pedersen(1998) hypothesize thaentrepreneurial ownershifypically
characterize the early stages ofan industry life cycle that is, majority / highly
concentrated ownership. Accordinglthe younger an industry ,ighe higher the
ownership concentrath is (DeJong, 1989; Mueller, 1972, 1988)n terms of
information asymmetries, Thomseand Pedersen hypothesizén accordance with
Zeckhouserand Pound (1990) that in R&D intensive industries the information
asymmetries will be highehanin industries where &D plays a less important role.
R&D activities are typically hard to monit@as the progress and status is hardly to
evaluateby not directly involved persons, such as theners Thus, the gain from
larger ownership stakes imrtns of increasing monitoring efficiency decreases with
increasing research intensity, leading to a lower ownership concentration. Lastly,
ThomsenandPedersen propose that the intensity of competition is an industry inherent
monitoring of the management a company and Frick (2004) argues that a higher
competition enables the owners to monitor more efficiently by comparing the results of
their firm with the competitionFor both reasons a higher competitaiminishesthe
agency problems of dispersed ownership. Accordingly, a high intensity of competition
allows for a higher ownership dispersi@ickel, Nilotisas, & Dryden, 1997; Stickney,
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1993) Unfortunately, excepor the study of Thomseand Pedersen itself, no other
study followed up on tleehypotheses.

3.2.3 Country-Level Determinants

The youngesstream of research in the field of determinants of ownership concentration
is the one dealing with the effect of country differences on the lewwainafentration. As

one of the precsgorsin this field Thomsenand Pedersen1997) spearheaded the
analysis.The authorgeason that the degree of ownership concentration in a country is
negativelycorrelated with the ge of the stock market. They propose that companies in
countries with welldeveloped stock markets search more financing via the stock market
due to the decrease in capital costs. The better a stock market is developed, the stronger
the decrease in capitabstsis and the more firms will search financing via the stock
market (Claesses, Klingebiel, & Schmukler, 2006)Going public itself will almost
inevitably lead to higher ownership dispersion due to the significant increase in minority
owners. Therefore, an increase in the probability for a firm seeking stock market
financing wil lead to higher ownership dispersion. Additionally, an important feedback
loop further increases the effect. A higher stock market development leads to a
disproportionate increase in investors compared to a relatively constant number of listed
firms. Themore investors participate in the stock market, the smaller the ownership
shares of firms available for every owner. For both reasons, ThoamERedersen
propose a causal relationship from stock market size to ownership dispersion. Using a
sample of 1200 firms from 12 European countrighe authors find significant support

for their hypothesisJong and Semenov (2006) folloed up on the stock market
hypothesis andlso found confirmatory evidence.

Furthermore,n their seminal workLLSV (1999; 1998)rgue that the legal origin of a
countly has a significant influence dhe level of omership concentration of a firm
LLSV find that countries with a&common law background typically have a lower
shareholder protection than countries witltial law backgroungdand that German

civil law countries typically have a lower level of shareholder protection than French
civil law countries® According toBeck (2003a, 2003b)the shareholder protection is

influenced by the legal origirascommonlaw countries adapt faster to thefranging

ZCommonlaw countries considered in this study: Australia, Canadaad# USA Germarcivil law
countries considered in this studfrazil, Germany, and Japarkrench civil law countries
considerd in this study: France and Italy
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environment than civildw countriesdo. According to Beckcommonlaw i based on

case lawi adapts incrementally to meet the needs of the economy as they change over
time. The civil law however, based on codes and statutory texts, adapts significantly
more slowly due to relatively infrequent revisions of the underlying cdscep
Furthermore, whereas Germainil law countries accepted the need for jurisprudence
and designed the legal systam adapt incrementally, Frenchvit law countries
followed to a large extent the Napoleonic doctrine and thus refrained from interpreting
the legal rules according to the development over time, but focused on applying the
legal rules as they were. Accordingly, the authors argue that the protection of minority
owners is a relatively new issue in terms of legislation, which is why the aspting
common aw countries will have integrated a better shareholder protection thaivithe

law countries, and that the Frenclvil law countries possess a lower level of
sharehader protection than the Germarivit law countries®® A high level of
shareholder protection favors the rights of minority owners by protecting them from
expropriation and strengthening their positiorek@cute their ownership right§hus

the costs connected with the enforcement of minority owner rights decreases with an
increase in shareholder protectidwcordingly, a higher level of shareholder protection
renders small ownership rights more attractive and therefors teaa lower level of

ownership concentratiofandvice vers).

LLSV (1998)successfully test theirypothesis on roughly 500 firms from 49 countries.

La Porta, et al.(1999) confirm the negative effect of shareholder protection on
ownership concentration using a sample containing up to 540 firms from 27 countries.
Also, Faccio and Lang (2002) find similar results for 5,232 corporations from 13

Western European countries.

Despite the clear empirical evidentke line of arguments brought forwdaby LLSV
(1998, 1999 the legal origin hypothesiss disputed(Braendle, 2006; Chirinko,
Garretsen, Van Ees, & Sterken, 2004; Coffee, 1999, 2001a, 2@HaNndle(2006)
arguesby a fic onyv e rthgtehe eféect of hegabrigity i6 not as distinct as
assumed and has actually disappeared in the course othumgedifferent legal origins
would never be able to influence shareholder protection smdthe ownership
concentration significantly. Also, Coffed999) doubts thefindings of LLSV as the

%For a detailed discussion s&emour, Deakin, Sarkar, Siems, & SingR009)
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dispersed ownership arose in the US and UK in complete absence from what we know
today as shareholder protection. Coffee even puts the consideration forward that the
shareholder protection and ownership concentration relationstigloged vice versa,

that is,that first the dispersed ownership structures emerged, andrtlassecond step

led to the development of a corporate governance system with a strong protection for
minority ownersChirinko, et al.(2004)follow this idea and do not confirm an effect of
shareholder protection on ownership concentration for the Netherldnétstunately,

all threeauthorsfail to provide an alternative concept within their criticisms.

Using a different line of argumenthanLLSV (1998 1999) Roe(2004) provides an
additional explanation for a similar country related effect on ownership concentration.
According to Roe, the ownership concentration should be higheCointinental
European countries than in Anghanerican countries, which is largely congruent with
the effect illustrated by LSV (1998) Roe argues that in the CorgirtatEuropean
social democracieghe relatively strong influence by the states and employees might
lead to suboptimal shareholeeglue maximization. This calls for a higher influence of
the shareholders on the company, realized by blallings, leadig to an overall
higher ownership concentration. Roe argues that the influence of employqesiacs

on firms is lower in ommon law countries, allowing a more dispersed ownership
structure. Except for the studiéy Roe himself(Roe, 2004, 2006; Roe & Gordon,
2004) his approach has not been further invegéd within the scope of the ownership
literature. However, he empirical tests for the hypotheses brought forward L8V
(1998) partly confirm the concept of Roe, as the legal origin of a country mostly
coincides with the classification according to Roe.

Anyhow, even when focusing particularly on the ContineBtalopean corporate
landscapeBarcaand Becht(2001)found significant differences in the median voting
block of the largest shareholder betwettie UK, Austria, Germany, and ItalyThese
results suggegshat there must be even more to the couldwel thanpredicted by the

concept of Ro€2004) as his theory cannot expldimese differences

One additional cautry factor potentially explaining the so far unexplained country
variance is analyzed by Joagd Semenoy2006) being the first studyo analyzethe
effects of cultural differences on the levef ownership concentrationlong and
Semenov argue thahe norms and values in a country, determined by its culture,

determinethe behavior of owners / investorand by means of thatinfluence the
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institutional environment in terms of legal fnework and corporate governance, and so

the level of owneship concentratian

The const rismpled and hatd toigrasp and, as illustratelibyandGray
(2009) a variety of frameworksvith different approaches have been develogeag
and Semenov (2006) rely on the widely usedltaral dimensions byHofstede(1980,
1991, 2001§°

Among the differentdimensionsintroduced by Hofstede, caording to Jongand
Semenoythe level of unceainty avoidance in a countiwill havethe most direct and

thus strongest(positive) effect on the level of ownership concentratiém.countries

with a relatively high level of uncertainty avimance people feel more threatened by
uncertainty and try to protedhemselves against uncertaievelopmentsln those
countries, stock marketsill be less developedas more people will refrain from the
uncertainty connected with investments into stocks, and the level of shareholder
protection will be lower as the need for protection of the relatively few minority owners
is not as high as in catries with more developed stock marketés argued above, a

less developed stock market and a lower shareholder protection will lead to a higher
level of ownership concentration, which is why Jamgl Semenov predict the positive
effect of uncertainty asidance on ownership concentration. Jang Semenowuest the

effect of uncertainty avoidancen ownership concentration with a sample containing
the average ownership concentration of 27 countries and find confirmative evidence for

theirline of arguments

2Cf. Schwartz(1994, 2003) House, Hanges, Javidan, Dorfmamd Gupta (2004) and Kogut and
Singh(1988)for alternativeframeworks.

%fThe Uncertainty Avoidance Index (UAI) deals withsacietys tolerance for uncertainty and
ambiguity; it ultimately referdo marts search for Truth. It indicates to what extent a culture
programs its members to feel either uncomfortable or comfortable in unstructured situations.
Unstructured situations @movel, unknown, surprising, different from usual. Uncertainty avoiding
cultures try to minimize the possibility of such situations by strict laws and rules, safety and security
measures, and on the philosophical and religious level by a belief in @&b%alth; ‘there can only
be one Truth and we have it. People in uncertainty avoiding countries are also more emotional, and
motivated by inner nervous energy. The opposite type, uncertainty accepting cultures, are more
tolerant of opinions different from lat they are used to; they try to have as few rules as possible,
and on the philosophical and religious level they are relativist and allow many currents to flow side
by side. People within these cultures are more phlegmatic and contemplative, and otdelzpe
their environment to express emotiorislofstede, 2001)

#"According to thediscussion of LLSV and Beadle (2006), it remains unclear whether the size of a
stock market influences the levelsifareholder protection or vice versa.
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3.3 Methodology

In the two subsequent essagigferent econometric methods will be applied to answer

the research questions.

In a first step) use univariate statistid® describe the samglgillustrating the level of
ownership concentration in tlrespective industries and countriégterwards,l apply
analyses of variance (ANOW\ to test the sample for significant differences in
ownership concentration between various groups of firsaeh as industries and
countries. In a third steg estimatehierarchical linear models (HLMS) including
fixed and random effectdp determine the significance of the individual determinants.
Based onthe estimations of the HLMd use variance decomposition techniques to

assess the different mod@éxplained vaance.

Existing studies on the determinants of ownership concentration largely refdioary

least squaresQLS) regressiongo evaluate the significance of the identified drivers
However, as soon as industry and country factors are included, OlgSsiegis do not
account for the hierarchicélnested structure of the data. As standard errors of OLS
regression coefficients are typically too small for clustered data, statistical significance
tests of individual coefficients involving division by theustlard error tend to exceed

the level of Type | errors (alpha inflatiorn intraclass correlation (ICC) as low as
0.01 or 0.05 can lead to significant distortion in estimation results of an OLS model, and
the bias increases with ICC and sample g&ghen, Cohen, West, & Aiken, 2002)

To accountfor the clusterirg of the data and to yield as unbiased results as pgdsible
use HLMs to address research questoone and two, determining theelative
importance of the industryand countrylevel and the key determinants of ownership
concentration. For the first egsa randorrntercept model with two random intercepts
will be estimated® For the second essay, fally-fledged HLM with two random
intercepts and various covariates / fixed effects will be &5ed.

Considering that | only included the largest firms of a country in the sample and taking
the criticism of Holdernes@009)into accountthe analyses of the largest firms might

not be representative for smaller firn@d thus the total population. Accordingly, |

“Also referred to akierarchical mixed model, depending on whether random and fixed effects are
included or not.

Cf. section3.4.3

%0Ct. section3.5.3
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refrain from generalizing the estimation results for the tptgdulation and therefore

use fixed effect modelor the determinants of ownership concentratMith respect to

the randomintercepts | argue that the average concentration per industry and country
can vary from case to case, which is why | use randondnot fixedintercepts in the
models(Marchenko, 2006; Snijders & Bosker, 1999; Wooldrige, 2001)

To estimate the model$ use theRestricted Miximum Likelihood Method (REML),
which provides more robust estimators than the Maximum Likelihood (ML) method,
particulaty when usingan unbalanced dataset (differevumber of observationger

grouping variable (countries and firm{8jlarchenko, 2006)

To determine the explained variance by the covaridtese @ establishedvariance
decomposition technique, similato the one introduced by the discussion of
Schmalense€l985; 1989rand Rumelt(1991) to evaluate the importance of industries
and business umitfor the performance of a firnThis methodhas been the variance
decomposition technique of choice of several stu(Bessh & Bromiley, 1997; Fitza,
Matusik, & Mosakowski, 2009; Hawawini, Subramnian, & Verdin, 2003; Makino &
Isobe, 2004; McGahan & Porter, 1997, 2002; Powell, 1996; Roquebert, Adrisani, &
Philipps, 1996; Sedin & Singh, 2000)

| follow the approach suggested Byijdersand Bosker(1999)and RabeHeskethand
Skrondal(2005)anduseHLMs to calculate the respective PsetiRibto determine the
explained variance by the respective variableOLS, the R2 is approximated by the
estimated residual variance of the null model minus the estimated residaaceanf

the full model divided by the estimated variance of the null mdel

_ By @7 Bfuin &> 2 .7

Y2 —
Bgo, @)? wé

For a randorintercept modelthe residual variance is given byid  z:,+ T = +
— leading to the followingalculation of the total R2 by determining the proportional
reduction in the estimated total variance by comparing the null model with the full

model  +-—yare the estimates for the null modahd ; +— are theestimates for

the full model to be evahted:

$Example for a two level model with one random intercept.
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N2 = ot—w (1+-1

As suggested by Raudenbusaid Bryk (2002) | consider theproportional reduction
for each random intercept separately to determine the reduction in variance for the

separate levels. Accordingly,follows for a two level model:

Yo=-221 and V=22
0 -0
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3.4 Relative Importance of Industry-, and Country-Level

In the previousections] provided a literature review on the determinants of ownership
concentration and presented the statistical methods for the subsequent analyses. The

following sectionsconstitute the first of three essays in this thesis.

3.4.1 Introductio n

Generally, the level of ownership concentration is a-fesel phenomenon. However,

the literature reviewprovidesclear theoretical and empirical evidence that not only
firm-, but also industry and countrycharacteristics influence the ownership
concentation. Looking at the existing ownership researte analyses of the three

levels of influence factors general, and the choice of whetl@restigatingthe firm-,

industry or the countrylevel, seens quite deliberateand without clear guidancef

which level(s) of determinants i$ are the most important one(s). Accordingly,
answering the research question forrélativeimportance of the industryand country

levels for the determination of the actual fummpeci f i c character.i
concem r ati ond seems to be particul,andmost wor t
importantly, determining the relative importance of the industng countrylevel will

help to pave the way for improved theoretical frameworks for the determination of
ownership concentration. Understanding the relative importance of the two levels
enables us to focus future research on the most meaningful level of ownership
determinantsParticularly n terms of institutional economidbe insights from the
subsequentraalyses will shed light on the importance of the different institutional levels

for the ownership structure of firm$Second, with respect to policy implications
understanding the respective influence of courdnd industrylevel on the ownership
strucure and thus corporate governancecan help to render respective laws and

regulations more efficient.

Accordingly, he aim of this paper i® answer the question for the relative importance
of theindustry and countrylevel andto analyzetheinterplay of both levels. The results
help to pinpoint the path for future researday the foundation for further policy
implications, and give practitioners further insights in the market dynamics regarding

the ownership structure of firms.
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The structue of the subsequent essayass follows:Having provided the description of

the data set, a literature revieand the econometric methods upfrdnfirst formulate
expectations about the relative importance of the indusing countrylevel on the

bass of the existing ownership frameworkSecond, | provide an overviean the
statistical modelised in the empiricalnalysesThird, | describe the results, and discuss
their importance with respect to the theoretical propositions developed at the outset.

Lastly, | derive implications and recommendations for future research.

3.4.2 Development of Hypotheses

The theoretical frameworksuch as those of Demsetnd Lehn (1985),Hansmann
(1996) or LLSV (1998) have proven to possesignificant explanatory power for the
identification of firm, industry, and countryspecific determinants of ownership
concentrationHowever, noneof these findings or frameworkzrovides a theoretical
explanatiom how the industy- and countrylevel relate to each other and what the
relative importance is, regardless of individually identified determinants of ownership
concentration. To derive aestimatebased onthe already identified industryand

countrylevel effects, | will discuss the findings of the respective studigssequently

Just by boking at the different industigpecific influence factors of ownership
concentrationdentified in the literatur@eview, it turns out that the industry regulation

is the only solely industrgpecific factorwhich has been identifiedo far the other
factorsare actually firmspecific factorsalso potentially influenced by the industry a
firm is active in. Accordiny y , I ar gue t hatseeffestesholld leen 6 s
captured by the firakevel, and consequently industrggulation will be the most
significant driver of the industrevel. However, as for exampldustrated by Van der

Elst (2004) or by theniconclusive results byedajlovic (1993) and CrespiCladera
(1996) this supposdly strongest industreffect appears not to be significamtr fall

countries, suggestirnga the total industrneffectover all countriess rather small.

The results of the existing studies on couhenel determinantsof ownership
concerration suggest thaaccording td_LSV (1998)and Roe (2004xhe legalorigin,
and respective effects on therporategovernance systenmave a significant effect on
the level of ownership concentration of firms. The resuitthermore implythat even
further important countrjevel driversof ownership concentratigisuch as the cultural

factorsanalyzedby Jongand Semenov (2006)xist but have not been identified yet.
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Overall, even the identified countigvel determinant§ and so the countrievel in

totalT appear to have a strong effect on the level of ownership concentration of a firm.

Summarizing the previous findings, the evide of the existing research on the
industry and the count®evel suggests thatvhereas the countigvel has a strong
influence on the level of ownership concentration, the indusugl appears to play a
subordinate role. These results indicate thegtitutional theory in general is an
important instrument to explain the level of ownership concentration of firms and is a
valuable addition to ownership frameworks solely based on principal agent theory.
However, the institutional differences on theusttylevel seem to be less striking and
relevant for the ownership concentration than the highly significant coelaviel
Unfortunately, these results do not necessarily provide indication for the actual relative
importance of the two levels. Severabtentially important drivers of ownership
concentration of both levels might have been disregarded so far. Thus, in default of a
respective theoretical frameworldo not formulate specific hypothesdsstead, luse
explorative analyses to answer the agsk question of the relative importance of the

industry and countrylevel.

3.4.3 Statistical Model

In this chapterl describe the statistical model applied in the subsecu®adysesThe
sampleand the variablewill not be explaineds they haveeen illustated inchapter2.

As described in the methods sect{gection3.3), a randomintercept modelthat is,a
HLM with two random intercepts and without additional covariates wilubed To
assess the relative importantesvaluate theéby thetwo random intercepts explained

varianceThe analyses relgn the following(empty) randorinterceptmodet®
log= 01+ 25+ Z) + 1w

In this equationdm:, represents the ownership concentration of firprimarily active

in industry i, and headquarteredn country c. The first righthandside term isthe
constant terrh 1, the overall averageoncentration for all firms over all industries and

all countriesz.4 represents the random intercept for an industry, captthingffect for

the respective industry, in country ¢, on ownership concentration. Accordingly, |

#Notation according tRRabeHesketh and Skrond&2005)
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assume that industrieseanested in countrie®©n the one hand, firms are located in
specific countriesasare the industrie©n the other hand, most industries can be found
across the world in almost any countand so | could argue in favor of countries being
nested in indusies. However | postulatethat most industries have country specific
characteristicssuch as regulationgindVan der Elst(2004) empirically confirms this
observation.Therefore, | treat the industries as nested in countries and not vice versa.

Lastly, z; represents the random intercept for each country to metsi@vnership
concentration effect of the countigvel. The final ternd, g, is theresidual/ errorterm

of the overall model.

3.4.4 Results
3.4.4.1 Descriptive Statisticsand Analyses of Variance

Table 19 shows the number of firms in each countepresented in the sample and
respective descriptive statistics for the variabté. Looking at the mean, standard
deviation, minimumand maximuml see thatountries with dow, medium as well as

high average ownership concentratare included intte sampleFurthermore, \wereas

in all countries companies with highly dispersed and highly concentrated ownership are
represented, mean values and standard deviations differ significantlySi$teows the

lowest average concentrati@t 24.71% and lItaly the highestat 57.29%. Another
interesting observation is that the standard deviation of the ownership concentration
does not seem to correlate with the ownership concentration itself. Brazil, on the one
hand, hasat 51.24% a relatively high concentrain, and at 28.726, a quite high
standard deviation. Italy,nothe other hand, ,iat57.2%%, similarly highly concentrated

but has a much lower standard deviation of 1%56
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Table 19: Descriptive Statistics ofcr5 by country

Country N mean min max sd
Japan 150 24.75 1.01 67.81 14.23
United-States 150 24.71 0.94 72.17 9.93
United Kingdom 150 32.47 8.90 77.01 12.79
Canada 150 34.61 1.49 93.09 20.7
Australia 150 38.31 0.75 96.27 20.99
Germany 150 48.51 1.02 99.75 27.49
Brazil 137 51.24 0.94 100 28.72
France 150 54.41 1.42 99.87 26.07
Italy 118 57.29 0.12 98.22 19.56
Total 1,305 40.19 0.12 100 23.94

Looking at the industriesTable 20), the difference between high and lowy-
concentrated industries is not as distinct as between coumiriesen between single
firms. With an average concentration of 484/4the Construction industry has the
highest ownership concentraticand at 35.926 the Financial Service industhasthe

lowestaverage ownership concentration.

Table 20: Descriptive Statistics ofcr5 by industry

Industry N mean min max sd

Mining 81 37.65 7.53 96.27 22.86
Finance, Insurance, Real-Estate 213 35.91 0.75 99.97 25.22
Manufacturing 487 39.92 1.35 99.75 22.87
Retai/Wholesale 163 40.74 0.94 98.24 23.91
Transportation 206 42.11 0.12 100 26.52
Services 123 44.66 4.58 94.02 20.93
Construction 32 46.74 10.89 97.23 23.42
Total 1,305 40.19 0.12 100 23.94

3.4.4.2 Analyses of Variance ofCountry Differences

Table 21 shows the results odn ANOVA testing for signifcant differences in
ownership concentration between countries. The ownership concentration varies

significantly between countseon a 0.01 significance level, which givesfirst
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indication for the relative high importance of the couéwel for the level of

ownership concentration.

Table 21: ANOVA of tcr5 by country

Number of obs = 1,305
Root MSE = 1.21993

R-Squared = 0.1833
Adj. R-Squared = 0.1783

Source Partial SS df MS F Prob > F
Model 429.66 6 53.7 36.09 0.0000
Country 429.66 6 53.7 36.09 0.0000
Residual 1,913.87 1,298 1.48

Total 2,343.54 1,304 1,811

Table 22 gives a more detailed view, showing pairwise ANQGVéf cr5 for all

countries.The first column provides the name of the country, the second column the

average concentration in the respecteentry. Colums 3i 8 provide the pralues of

the ANOVAs. Any pvalue lower than 0.05 indicates a significant difference in

ownership concentration between the two respective countbiesfirst sight, the

ANOVA table provides indication for two differentaups of countriesCountries with

relatively low ownership concentration (Japtre US, the UK, Canadaand Australia)

and countries wh relatively high ownership concentratio@€rmany, Brazjl France,

andltaly). Depending on the applied significanewel, there is additional evidence for

a third group of countriexomprising France and lItaly, as on a 0.10 significdecel

their level of ownership concentration is systaoally different from the one of

Germany and the ownership concentratiottaly differs from the one dBrazil.

Table 22: Pairwise ANOVAS of tcrb by countries

Country Mean (1) (3) (4) (6) (7) (8)
(1) Japan 24.75

(2) US 24.71 0.98

(3) UK 32.47 0 0

(4) Canada 34.61 0 0 0.28

(5) Australia 38.31 0 0 0 0.13

(6) Germany 48.51 0 0 0 0 0

(7) Brazil 51.24 0 0 0 0 0 0.41

(8) France  54.41 0 0 0 0 0 0.06 0.33

(9) ltaly 57.29 0 0 0 0 0 0 0.05 0.32

Overall, these results provide confirmative evidence for the two concepts developed by
Roe (2004)andLLSV (1998) As illustrated in the literature reviewg@ording to Rog
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the ownership concentration of ContinerEalropean countries will be lower than in
Anglo-American countries. The ANOVA téb shows that Germany, Franand ltaly
have a significantly different (higher) ownership concentration comparix tdS, the

UK, Canadaand Australia. However, why the ownership concentration in the US and

the UK appears to significantly different cem be explained at this point.

According to L L SV iheory the variancein ownership concentration between
countries can be partly attributed to differences in shareholder protection stemming
from varying legal origins, which allows a slightly finer grad differentiation than

R o e(B0®4)argumentTable22 shows thatgenerally the common &w countriesthe

US, the UK, Canadaand Australia) have a lower ownenghtoncentration than the
German wil law cowtries (Germany and Brazil), whichave a lower ownerghi
concentration than the French ciaW countries (Italy and Franc&urprisingly,Japan
has one of the lowest owrship concentrations among all countries includedhie
sample. Due to its Germaivit law roots | would have expected a higher ownership
concentration and the frequently analyzeKeiretsus controlling vast parts of the
Japanese economgeemed to cdimm this idea However,LLSV came to the same
resultsas | didand reasoned that the legal gystin Japan, despite its Germawil law
origin, was heavilyinfluenced by the US after WWII, shapirggrathercommon aw
oriented legal systemwith the accading increase in shareholder protection, leading to a
low ownership concentratiofrurthermoreMiwa and Ramseyef2002) actually found

no evidence for significant cross holdings of #eiretsus and Kato, Lemmon, Luo,
andSchallheim(2005)argued that the holdings by directors and marsagee relatively
low, asJapanese firms were not allowed to grant stock options until, 3#8viding
another reason for the low level of concentrati@vemll, the low ownership

concefration in Japan seems to be surpristhgugh reasonable.

The ANOVAs widely confirm thalifferences between the commawl andcivil law
countries. However, there is limited evidence for the difference in ownership

concentration between Germand Frencltivil law countries.

Table23 gives more insight into ownership differences between the three types of legal
origins. The results clearly show tl@mmonlaw counties have the lowest ownership
concentration, Germaugivil law intermeliate concentration, and Frenclivic law

countries the highest ownership concentration. An ANQ\ighlight the statistically
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significant differences between these three groups of ceandn a 0.01 significance
level, and thus, clearly confirms the concept of LLS¥I{le24).

Table 23 Descriptive Statistics oftcr5 by legalorigin

legalorigin N mean min max sd
Commow Law 600 32.52 0.75 96.27 17.5
German Civil Law 437 41.21 0.94 100 26.98
French Civl Law 268 55.68 0.12 99.87 23.43
Total 1,305 40.19 0.12 100 23.94

Table 24: ANOVA of tcr5 by legalorigin

Number of obs = 1,305 R-Squared = 0.0911

Root MSE = 1.30344 Adj. R-Squared = 0.0897

Source Partial SS df MS F Prob > F
Model 221.76 2 110.88 65.26  0.0000
legalorigin 221.76 2 110.88 65.26  0.0000
Residual 2,212.05 1,302 1.69

Total 2,433.05 1,304 1.86

3.4.4.3 Analyses of Variance ofindustry Differences

The descriptive statistics by industriegable 20) already gavean indication that the
industrylevel might not be as important as other factors influencing the level of
ownership concentration, as the variance between industries was loathéstill, an
ANOVA (Table 25) confirms a significant difference between industries on a 0.05

significance level.

Table 25: ANOVA of tcr5 by industry

Number of obs = 1,305 R-Squared = 0.010¢

Root MSE = 1.34175 Adj. R-Squared = 0.0059

Source Partial SS df MS F Prob > F
Model 24.75 6 412 2.29 0.0330
Industry 24.75 6 412 2.29 0.0330
Residual 2,319.79 1,298 1.80

Total 2,343.54 1,304 575

As for the countries| calculated paiwwise ANOVAs for the industries Table 26
illustrates the results
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Table 26: Pairwise ANOVAs of tcr5 by industry

Industry Mean (1) (2) (3) (4) (5) (6)
(1) Mining 37.65

(2) Finance, Insurance, Real-Est8&91 0.73

(3) Manufacturing 39.92 0.44 0.1

(4) Retail 40.74 0.24 0.09 0.44

(5) Transportation 42.11 0.15 0.03 0.13 0.57

(6) Services 44.66 0.03 0.01 0.06 0.31 0.74

(7) Construction 46.74 0.05 0.06 0.08 0.22 0.48 0.46

Overall, the pairwise ANOVASs show a relatively diverse pictwieich is not aslear

cut as the ondor the countries. With the expgon of the group of Financi@ervices
companieg2), mog of the industries do not differ systematically from each other in
terms of ownership concentration. On a 0.10 significance,léwelFinancial Services
industry has a differerftower) ownership concentration than all other industreesept

for Mining. As Financial Servicesndustrytypically is one of met strictly regulated
one (Demsetz & Lehn, 1985his partly confirms the importance of regulation for the
level of the ownership concentration. However, taking a closer look, the evidence turns
out o be only mediocre. In the light of a 0.05 instead of a 0.10 significance evst

of the ANOVAsare not fatistically significant Still, an ANOVA on the full sample
using theregulationdummy variableandtcr5 confirmsthe significance of the regulation

for the level of ownership concentration on a 0.05 significance level.

Table 27: ANOVA of tcr5 by regulation

Number of obs = 1,305 R-Squared = 0.0047

Root MSE = 1.33793 Adj. R-Squared = 0.0040

Source Partial SS df MS F Prob > F
Model 11.09 1 11.09 6.20 0.0129
Industry 11.09 1 11.09 6.20 0.0129
Residual 2,332.44 1,303 1.79

Total 2,343.53 1,304 1.79

Table 28 shows he results of ANOVAs of industry regulaticand cr5 for different
countries, the average concentration per country in regulated and not regulated

industriesas well as the number of regulated firms in each country.
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Table 28: Comparison of cr5 by regulation and country

Average cr5
Countries ANOVA regulated unregulated Freq.
United-Kingdom 0.01 22.76 25.24 32
United-States 0.02 29.22 33.28 30
Canada 0.04 32.18 35.56 42
Australia 0.00 31.51 40.78 40
Japan 0.37 22.81 25.25 31
Germany 0.13 53.08 47.37 30
Brazil 0.21 55.34 49.37 43
France 0.33 47.86 55.66 24
Italy 0.35 51.17 58.70 22

Although the number firms in regulated industries are similarly spread over all
countries, the results show that only for th®, the UK, Canadaand Australiaindustry
regulation appears to have a significant effect on ownership concentration. Interestingly,
all countries where industry regulation has a significant effect on ownership have a
commonlaw origin, which was not predid by the theoretical concepitRoe (2004)

or LLSV and needs further discussion in subsequent parts ey

3.4.4.4 Regression Analyses

The previousresults of the analyses industry andcountrylevel show the relevance
of both levels for the determination of the ownership conagatr of a firm. The
results, however, are more distinct for the coutgrel than for theindustrylevel,
which leads mdo the conclusion that the relative importance of the codatgl is
higher than the ontr the industrylevel. Nevertheless, anngpirical evaluation of the

specific relative importands still missing and to be addressed in the next paragraph.

In the following, theresuls of the estimation of model (1)and a variation of this
model, using the legal origin and the regulation dynas random intercepts instead of
the country and the industry dummiesge presentedCalculating the ICC for both
grouping variablesndustry (ICC of 0.01)and country (ICC of 0.19) strengthens the
preliminary findings of previous analysis that tb@untry, compared to the industry
level, has a highr relative importance for the ownership concentration. On the other
hand, both levels of ICCs highlight the necessity for a random intercept model to avoid
the explained alpha inflation.
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Table 29 shows thecalculated variance components, standard errors (in brachketk)
residuals for the random intercepisdustry and countryfor model (1) andeguation

andlegalorigin for model (2)].

Table 29 Variance Components of Random Intercept Model

) (2)

cr5 cr5
industry 12.51 (6.89)
country 150.18 (78.06)
regulatiort 11.80 (13.26)
legalorigin 118.56 (127.0(
Residuals 430.23 493.60
Total Variance 592.92 623.96
&= Dummy Variable Standard Errors in Parentheses

The overall variance ahodel(1) sums up t®%92.92 whereasountryexplains150.18
andindustry(in interaction withcountry) 12.51 of the total variance of the model. This
equals an explained variance of 2.11% (12.51 / 592.9R)dmstryand 25.3%6 (150.18
/ 592.92) bycountry.The relatively low standard errors (6.89 and 78r@8pectively
of both industry and country highlight the significance of both levels for the
determination of ownership concentratihese results ultimately confirthe theory
and the impression of the previously conducted anglgsesshow the high importance

of the countrylevel and the relativeolv importance of the industigvel.

Existing studiesand the analyses of the previous paragraphs suggest that for the
countrylevel the legal origin, and for the industigvel the regulationare the key
drivers of ownership concentration for the respeclevels. Accordingly, model (2)
uses two different random intercepteamely the already previously useegulation
dummy and a new dummy variahléegalorigin. According to the estimated variance
components legalorigin explains 118.56 of the totalaviance, equaling 19% of
explained varianceRegulation in interaction withlegalorigin, accountsfor 11.80 or

1.9% of the total variance. Compared to modelifigdel (2) shows that both dummies

%*The model with the alternative structusécountries being nested industries did not converge
(i.e., could not be estimatedyhich strengthens the assumptions underlying model (1).
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account for major variance of the countand industrylevel; paticularly regulation
seems t@explainmost of the industry effecBimilarly, thelegaloriginvariable explains

a significant share of the countigvel.

3.4.5 Preliminary Conclusion

3.4.5.1 Discussion

The aim of thisessaywasto assess the relative importance of indusanyd country
levelfactors forthe determination adwneiship concentratianVithin the course of the
investigation | used ANOVAs and hierarchical randosimtercept model to dermine

the explained variancd the industry and countrylevel. Using a sample of 1,305 firms
from nine countriesthere is theoretical and empirical evidence that both country and
industry matter significantly for the determination of ownership concentration.
However the analyses shv that whereas the countievel haswith roughly 25%a
strong effect on the ownership concentration, the indis#si has with 2%only minor
impact. Furthermore, among the couryel determinanisthe legalorigin of a

C 0 u n torpgrdtegovernancesystem ¢ommonlaw, Germarcivil law, or Frenchcivil

law) significantly influences the ownership concentration. On the indiestey, there is
evidence thathe irdustry regulatiorplays the most important role of all industeyel
determinants; stilithe total effect is weak.

Although the empirical results of ttereadyexisting studies partly suggesitthat the
importance of the countigvel outweighs the importance of the indudavel, the
actual magnitude of the difference in the relativeartgnce is somewhat surprising, as

I compared to the influence of the counteyel i the industrylevel plays an almost
negligible role. In the light of the results it is questionable, whether the analyses of the

industrylevel actually promise valuable ights into the allocation of ownership rights.

At the countrylevel, it appears thathe differences between commoiierman wil -,

and Frencltivil law strongly drive the ownership concentration in a country. However,
as illustrated in the literature rew, the hypahesis initially formulatedby LLSV
(1998)is not undisputedStill, despite the criticism brought forward lpth Braendle
and Coffeethe theoreticahypotheses and the empirical evidence matohatell than

that 1 woulddismissL L SV 6 s cparticdaglypsinseneither Braendle nor Coffee
provide viable alternative concepts.
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For the industnfevel, the literature review identified several industry facemBaving

an influence on the ownership concentration. Despite the relative high number of
factors, my analyses show that the total importance of industry factors for the
determination of owership concentration is relatively lp@ndthatindustry regulation
appears to account ftne largest part of the total industry effedtiowever, the effect of
industry regulation appears to be statistically significardoimmonlaw countrieonly

and rot in German or French wil law countries. This coulde explained eitheby a
particularly high regulation in theommon aw countries or by an alternative so far
unobserved moderating country effeathich influences industryand firmspecific
driversof ownership concentration. | argue that the differences in shareholder protection
due to different legal origins outweigh the effect of industry regulation on ownership
concentration. The ownership increasing effect of a lower shareholder protectien in t
civil law countries renders smaller ownership stakes so unattractive, that the ownership
increasing effect of regulated industries has no significant effect. However, to address
this questionin detail an industry regulation index for a variety of ctnigs would be

necessary.

When interpreting the identifiethdustry-effect an issue to be considered is the tested
sample. All included firms are largend publicly traded firms which are typically
highly diversified and thus active in several indusés. Accordingly, it is not too
surprising that the identified industeffect is rather small, as the high diversification

necessarily dilutes the effect of single industries.

Evaluating the key contributions of this studywas one of the intentions f@npoint

the direction for future research of the determinants of ownership concentration. On the
one hand, looking at the results of the cowtemel analyses, compared to the relative
high importance of this levetemarkably few studieBavefocused a this particular
group of influence factors. On the other hand, despite the relatively low importance of
the industrylevel, many studies include the effect of industpecific factors. This
clearly shows thasome of the existing studiesfocused exclusely on a grap of
influence factors hardlgossessing explanatory power. Accordingly, to proceed with the
research on determinants of ownership concentration, | suggest that more attention
should be paid to the countlgvel determinants of ownership camtration.
Particularly a better understanding of the effectscofporategovernance systems on

ownership concentration, potentially in
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promises valuable insights with meaningful implications. Furthermoreditazhal
determinants of ownership concentration might be identifeadexamplethe study of
Jongand Semenoy2006) who focus on cultural differences and potential implications
for ownership conceration.

Looking at the industrevel determinants, particularly the interplay of the courdnd
industrylevel provides room for extensive researdtarticularly, constructing the

alreadymentioned industry regulation inderuld provide valuable inghts in this area.

In terms of policy implicationsthe interdependence of industry and country rules and
the respective moderating effects for the determgahbwnership concentration is the
most important finding. Disregarding this significance o€ thational corporate
governance system for regulation will lead to inefficient or even useless policy making

in terms of regulation.

In terms of theory developmerthe analyses confirm what | indicated in the hypotheses
development chapter. The resu#tsow that institutional economics is of significant
importance for the determination of the level of ownership concentration of a firm and
besides the principalgent viewhas to be included in any future ownership framework.
However, the institutional fferences between industd are not as pronounced or are

simply less important thathe institutional differences betweeauntries.

Looking at implications for practitioners, the results provide dintyted guidance.n
terms of corporate governancey results question the effectiveness of industry
regulation Furthermoreit becomes clear that the counteyel has to be considered for
foreign expansions and investments. The ownership structures of firnepparently
differ substantially from thos@ the home country for good reasons.

3.4.5.2 Limitations

The study is subject to several limitations to be addressed in future research. First, as
mentioned before, theneasureof the industry and country variables is relatively
imprecise. To get a better picture of the main industry and country a firm is active in,
more details on the revenues generated in the respective industries and countries would
have been helpful to create a weighted industry and country.ibkidortunatelyto my
knowledge such a sample withthis kind of information for a large sample of

international firmdgs not available.
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Second, the sample comprises only relatively large and publicly listed firms, and even
for those the complete ownéip structure is1otavailable. An even bigger sample than
the one used, including ownership information on smaller andisted firms would

potentiallyprovidefurther insights intdhe determination of ownership concentration.

Third, the sample inclugemostly highly developed countries. Brazil is the only country
included in my analysjswvhich is widely considered an emerging economy. Future
analysis might be able to gather more ownership information fromd&sadoped
countries, such as China, ladand Russia, and potentially gain valuable insights from
analyzing the ownership structure under these circumstances. As there are more
dynamics in a less developed market and the institutional environment is typically
changing much faster, importansights in the allocation of ownership rights might be

gained.

Fourth, additional countrgpecific determinants of ownership concentration should be
included in the analyses. As described above, some authors identified ieuskry
factorsbased orfirm-level factors (e.gfirm size and industrgpecific firm size). The
same technique can be applied to identify additional codenssl factors. The industry
regulation, for example, has attracted a lot of attenbaba countryspecific regulation
has sdar not been analyzed.

Finally, the study relies on crosectional data. Adding a tirerspectivethat is,using
panel data over severdécadesvould enable the research to gain valuable insights into

the changes in ownership structure over time.
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3.5 Explanatory Power of Firm-, Industry -, and Country-Level

Determinants

The followingsectiors constitute the second essay of this th&igding on the results
of the previous chapterits essay addresses the second research question dealing with
the identification and analysis of the key deteramts of ownership concentration and

their explanatory power.

3.5.1 Introduction

Since the seminal work of DemseizdLehn, several studiegsuch aghose ofThomsen
andPederserf1998) Van der Elst(2004) andLa Porta,et al.(1999) showedthat not

only firm-, but also industryand countryspecifc factors drive the level of ownership
concentration of firms significantly.

Comparing the relative importance of these different levels of influence factors, the
analyses in the previous essay found that, besides théefrehithe countrylevel has a
strong influence on the determination on ownership concentration, whereas the
industrylevel plays only a subordinate role. Yatbetter understanding of the mode of
action of the countrevel has beethe subject of relatively few studies. Many of the
existing studiesanalyzed samples soletpntaining firms from one countrye.g, from

the US in the study of Demseand Lehn (1985) or Japan in the study of Prowse
(1992], neglecting international differences at all. The few studies including several
countries in their analyses frequly focused on particular geographic regions, for
example Europe (Pedersen & Momsen, 1999; Thomsen & Pedersen, 1997, 1998,
2000) Additionally, most studies focused solely on one of the raeatl levels, while

not controlling for the effects of the other two levels. Accordingly, we do not know how
much the identified drivers of ownership concentration eventually explain of the
observed variance in total, and on the firmdustry, and county-levels, respectively.
Furthermore, in terms of statistical methods, most of the existing studies rely on OLS
regressions. However, due the nested structure of firms, industries, and countries, OLS
estimatorscan yield biased results, which is why | repn HLMs to assess the
explanatory power of the identified determinants.

The subsequent study accounts for the previously identified issues. In the following,
based on the results of existing studies, | will identify the most significant drivers of

ownershp concentration of the firm industry, and countrylevels. Afterwards, |
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evaluate the by the identified factors explained variance. Using a cross sectional,
international sample of 900 firms fromine countries the empirical analyses will
account for lhe nested structure of the daéad | will control forinteractioneffects of

the respective levels.

The results of the analyses contribute to the existing research on the ownership structure
of firms. Identifying the most important drivers of ownershipncentration and their
explanatory power will help to focus future reseaochthe most meaningful factors
potentially decomposing the effect in separptets togain further insights in the
allocation of ownershipights The analyses will help to undgand where we actually
stand in the research of the determinants of ownership struatdeandicate how far

we eventually might be able to go in explaining the observed variance in ownership
structure across firms, industries, and countries. In termmolady implications, the
determination of the key factors will help to evaluate which regulatory measures might
be effective and whichightnot.

The essayis structured as followsin one of the previousestions | reviewed the
existing literature demlg with the determinants of ownership concentration and
described the econometric methods used in the subsequent anabjsesliustrated

the data set for this essay iretbeginning of the thesis. Thus, subsequentigrive
hypotheses anéxplain the statistical modelAfterwards, | describe the resuléd
discuss their importance with respect to the theoretical pitipusideveloped at the
outset. Lastly, | derive the key conclusions andmplications, providing

recommendations for future reselar

3.5.2 Development of Hypotheses

Based on the theory and literature revievséttion3.2, | formulate hypotheses for the
firm-, industry, and countnjfevel determmants inthis section The hypotheses will be

tested within the scope of the statistical analyses.

3.5.2.1 Firm-Level

From all three levelghe results illustrated in thaeraturereview show thatirm-level
determinants of ownership concentratayethe mostconsistent and least doubted ones.
As mentioned in the reviewgeveral studies have confirmédth hypotheses initially
brought forward by Demsetand Lehn (1985) predicting a negative effect of firm size
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and an invertedi-shaped effect of firm riskSincethere is neithetheoretical nor
empirical evidence questioning the predicted effects, | agree with the presented line of

arguments and accordingly formulate the following two hypotheses for théefieh

Hypothesis 1la: The size of a firm has a negagiffect on the level of ownership

concentration.

H