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BJIMSAHUE HAJIMYUSA BIIAJAEJIBINEB BJIOKUPYIOIIEI'O ITAKETA
AKIIMU B CTPYKTYPE BJIAJJEHUSA KOMITAHUU HA EE
OUHAHCOBBIE ITIOKA3ATEJIA

AHHOTaLUA
IIpenmer/Tema. PasnnuHele nccnenoBanus GakTopoB CTPYKTYPhl COOCTBEHHOCTH
KOMITaHMM IIOKa3bIBAIOT CMEIIAaHHBIE pe3yibTaThl. Bompoc o BIMSHHUK
MHCTHTYLIMOHAIBHBIX (DAKTOPOB U JeprkaTesiell OJIOKUPYIONIIUX [TAKETOB aKIUi Ha
CTPYKTYpY KanuTaja KOMIIAaHHU OCTaeTCsi OTKPBITBIM st 00CykaeHus. B aToit
paboTe paccMaTpHUBaeTCs BIUSHUE AepiKaTelieil ONOKMPYIOMINX TaKeTOB aKIuil Ha
pe3ysnbTaThl  ESTENIbHOCTH KOMIIAHMM W BBOJAHBIM 0030p Jepxareneid
ONMOKMpYIONMX TIAKETOB aKIMH Ha CTOMMOCTh KoMmmaHuH. CyliecTByeT
MHO)XECTBO Pa3IMYHBIX MEp IO PACUeTy BIMSHHS AEpXKaTesedl OIOKMPYIOUIMX
MIAKETOB aKIWH HA pe3yNbTaT KOMIAHUH, HEKOTOPHIC JBOMYHBIE W HEKOTOPHIC
rpajiMeHTHBIe, Takue Kak Kod(h¢uuueHt penrabenpHocTu aktuBoB (ROA).
Bnusane kommuecTBa nepkartenel  ONOKMPYIOIIMX IIAKETOB aKOWi, UX
NPOLIEHTHOTO BNIAJACHHS Ha pE3yJbTaThl JAEATEIBHOCTH (QHUPMBI BO BpeMms
(hMHAHCOBOTO KpH3KCa U3YUEeHBI B JaHHOH padoTe.
Hesmn/3agaun. Llens uccienoBaHus 3aKJII0YAETCSA B OLICHKE BIUSHUS CTPYKTYPBI
COOCTBEHHOCTH KOMIIAaHMU Ha (PUHAHCOBBIE TOKa3aTeNny MyOJMYHBIX KOMIAaHHUIt
CIDA ¢ HCTIONB30BaHUEM METOZOB 9KOHOMHKO-MaTeMaTHYECKOTO
MO/ICTTMPOBAHUSI.
MeTtonoJorusi. [Ipy Hanmcanuu padOTH MPUMEHSUINCH OOIINE U CIICIHAIbHbBIE
METOJIbl MCCIICIOBAHUS, B TOM YHCJIC aHAIIN3, CHHTE3, 0000IIeHne, SKOHOMHUKO-
(mHAHCOBOE MOJETMPOBaHHE C HCIOJIb30BaHWE mporpammbl SAS. Bpoansle
nmaHHbIe OpUTH coOpanbl U3 cuctem WRDS u Compustat.
BbiBoA. YCTaHOBJIEHO, YTO MEXAY JOXOAHOCTBIO aKTHBOB W HAIWYHEM
Jepxatenell OJOKMPYIOMMX MAaKeTOB AKIMH HET CYIIECTBEHHOW B3aMMOCBSI3H.
Koppensiuss koMmmaHuidi ¢ JepKaTelsiMA  OJIOKMPYIOLIMX I1aKeTOB aKIIMH,
MOHECIINX MEHbIINE YObITKH BO BpeMs (pMHAHCOBOTO KpH3HCa, HA CaMOM JIeiie
o0yciioBneHa pa3mMepoM GupMbl. BimsiHne nepixareneil GJOKHPYIONMX MaKEeTOB
aKIuil Ha pUCK (pakTOp KOMIAHUHU OBLIO H3YYEHO; OBIJIO YCTAHOBIEHO, YTO MEXTY
HUMH €CTh CYIIECTBEHHas M MOJIOKUTENbHAsi CBs3b. Takxke, PEHTaOEIbHOCTD
aKTHBOB ObUIa HM3MEpeHa KaK Mepa IPHUBICKATENIbHOCTH Ul JAepiKareneit
OJIOKMpYIONMX IIAKETOB aKUWi BO BpeMs (HHAHCOBOTO KpH3uca, W Obuia
oOHapy)keHa 3HauUTENbHAst B3AUMOCBSI3b.
KaloueBble cioBa: Oepoicamenu OROKUpYIOWuUx nakemog axyuud, Cmpykmypa
cobCmMBEeHHOCMU — KOMRAHUY,  IPDEKMUSHOCTb  KOMNAHUU,  KOHYEHMPAYUsl
cobcmeeHHOCmU
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THE EFFECT OF BLOCKHOLDERS ON COMPANY PERFORMANCE

Abstract
Subject/topic: Different researches on the company's ownership structure factors
show mixed results. The question of the influence of institutional factors and
blockholders on the capital structure of the company remains open for discussion.
This paper examines the effect of blockholders on the company performance and
provides an introductory look at the effect of blockholders on company value.
There are related several different measures for blockholders, some binary and
some gradient, such as ROA. The impact of block-holder dummy variable, share
percentage hold by block-holders and the number of block-holders on a firm’s
performance during a financial crisis were examined empirically.
Goals/objectives: To assess the impact of the ownership structure of the share
capital on the financial performance of US public companies using the methods of
economic and mathematical modeling.
Methodology: In this work general and special research methods were used,
including analysis, synthesis, generalization, economic and mathematical
modeling. Data was collected from WRDS and Compustat systems.
Conclusion and Relevance: It is found that there is no significant relationship
between return on asset and blockholder presence in the firm. Results indicate that
block-holder variables cannot significantly influence firms’ performance. The
correlation of firms with block-holders suffering a smaller loss during a financial
crisis is actually due to firm size. The effect of blockholders on risk was measured
and it was found a significant and positive relationship between the two. Finally,
return on assets was measured as a measure of attractiveness for blockholders
during the financial crisis and a significant relationship was found. Finally, the
study indicates that there is a bunch of other measures that can be studied to
interpret the effect of blockholder investment on a company.
Key words: blockholders, structure of company ownership, company
performance, ownership concentration

JEL classification: G14, G32

The intention of research is to investigate the relationship between
blockholders and company performance. At the onset of the research due to
the literature review on this topic it was assumed a thought that blockholders
would have a stabilizing effect. Blockholders are more experienced investors.
[1] They have more access to financial resources, more access to information
and more access to capital. All of these factors lead to a more professional
level of investor research. So, the goal was to test what impact blockholders
would have on a company performance. With all of these additional tools at
their disposal it was expected to see a significant effect on company
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performance if there were blockholders. [2] As it will be seen, through literature
review and subsequent testing, blockholders do have an impact but one that is not
expected. Intuitively it is assumed blockholders adding stability and a safety net
to a company. In a financial crisis it would not be expected blockholders to cut
and run as you would retail investors. [3] At least this is what is thought prior to
beginning the research.

As for methods and applications, used in this research, the data was collected
from Wharton Research Data Services (WRDS) using filter “Blockholder” and
“number of companies”. Excluding financial companies in the sample there were
about 700 for all four years studied (1998-2001). Return on Assets (ROA) in the
model is independent variable, which was collected form Compustat and was
calculated as EBITDA divided by Net Income. There were used total assets,
dividends, leverage, and market to book value as control variables. These control
variables are intended to account for size differences, dividend effects, leverage
effects and growth opportunities, which other papers in literature reviews indicate
would have a significant effect of ROA.

There were two primary hypotheses investigated:

1. do blockholders increase company performance during financial crisis?

2. do blockholders switch their positions to better performing companies
during a financial crisis?

As for results, first hypothesis was inspired by the below Table 1.

Table 1 — Presence of blockholders in US firms from 1998 to 2001

1998 1999 2000 2001
Firms have 0.10706044 0.10011260 0.10213610 0.0877939
block-holders
Firms without | 0.10537770 0.09642193 0.09244127 0.0696058
block-holders
All firms 0.10686314 0.09995140 0.1014301 0.0861007

Source: author’s calculations using SAS

In table 1 it can be seen that blockholders seem to have a significant impact on
ROA. Consistently, it is also seen that in the presence of blockholders ROA is
increased. It was expected that this relationship would be statistically significant.
Also, that having observed the above table, blockholders would play a significant
relationship in company performance. The idea was that the expert blockholders
would not be so easily swayed by short term performance during a financial crisis
and that they would ride out the storm. [4]
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Table 2 — Effect of Blockholders on ROA

1998-2000

Variable Parameter Standard Error t value p value

Estimate
Intercept -0.2555 0.03343 -7.64 <.0001
% owned by 0.000287782 0.00080684 0.36 0.7214
blockholders
Number of 0.00171 0.00939 -0.18 0.8557
blockholders
Binary 0.00171 0.03642 0.19 0.8506
Blockholder
variable
Total assets 1.165683E -7 7.318498E -7 0.16 0.8735
Dividends -0.00001494 0.00003951 -0.38 0.7056
Leverage 0.29813 0.05312 5.61 <.0001
Market value to | 0.06206 0.0012 51.86 <.0001
Book value

Source: author’s calculations using SAS Studio

The results can be seen in Table 2. Unfortunately, and contrary to
expectations, there was no significant relationship between blockholders and
ROA (or company performance). The dependent variables each measure
different levels of involvement and ownership of blockholders and are all not
significant at any level. Even when the regression is run on each year between
1998 and 2001 independently it still can be foind that the results are
insignificant.

Therefore, it can be concluded that blockholders do not have a significant
impact on company performance. However, the sample size is small. Only
those four years were available in WRDS to run analysis. However, by running
the regression independently on all different years it can be concluded with
confidence that there is no relationship. It is believed that the reason this is the
case is because of measure of company performance. While it is believed that
ROA is an adequate measure of company performance, it may not be
representative of blockholder intervention. [5] It is not assumed that just
because there is no impact of blockholders on company performance, that there
is no impact of blockholders on the company at all. That would be a complete
contradiction of entire literature review. Even though some papers say there is
a positive relationship and some say that there is a negative relationship, there
are not many that would dare say that blockholders do not affect a company at
all.

Therefore, it was decided that to investigate more. Looking at the literature
and falling back on original idea of what a blockholder is, it was decided to
measure the effect of blockholders on risk. [6] Measures of risk would be beta
and annualized standard deviation, both of which were downloaded from
WRDS. Regression now had blockholders as the independent variable and
measure of risk as the depended variable. The results came out to be
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significant. Table 3 shows blockholders as the independent variable just for the
sake of simplicity it can be seen the different risk measure regressed against
blockholder ownership.

Table 3 — Results of test on significance of risk measures taken by
blockholders

1998
Variable Parameter Standard t value p value
Estimate Error
Beta -0.095 0.03185 2.98 0.003
Standard 5.04547 1.54293 3.27 0.0011
Deviation
R-Square 0.0673
Coeff Var 39.04417
1999
Variable Parameter Standard t value p value
Estimate Error
Beta -0.03087 0.02974 -1.04 0.2997
Standard 4.59527 1.30144 3.27 0.0005
Deviation
R-Square 0.0239
Coeff Var 35.98222
2000
Variable Parameter Standard t value p value
Estimate Error
Beta 0.06312 0.03015 2.09 0.0368
Standard 1.86844 1.03999 1.80 0.073
Deviation
R-Square 0.0225

Source: author’s calculations using SAS Studio

Table 3 shows the significant results regarding the effect of blockholders on a
company. It can be seen that for all year’s block holders have a significant positive
impact on standard deviation. The independent variable was a simple binary of
whether or not the company had blockholders. Again, the appropriate regression
would be to have the independent variable as the blockholder dummy but for the
sake of illustrating the effect of the different measures of risk it can be seen the
opposite in Table 3.

The results are the same when they’re swapped. In table 3 it can be seen that
beta is only significant in tow of the three years and that its coefficient changes. It
is believed that this is because the exact relationship between beta and risk is not
as clearly defined. [7] Beta represents a company’s movement with the market but
does that necessarily represent risk? The author believes that no it does not. Betas
significance however is a starting point for further research. How blockholders
affect a company’s movements in relation to the market would be another
interesting topic of research. Another area for future research in this topic would
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be to use different measure for blockholders. It would be useful and significant
to use gradient measures for blockholders rather than the binary dummy
variable when assessing the effect on risk.[8]

With a significant positive coefficient, it can be said that the presence of
blockholders increases a company’s risk. There are many reasons why this
could be but the author believes it has to do with a blockholders exit ability as
seen in Edmans 2014. [1] Blockholders have the ability to significantly alter a
stock price if they sell off their positions. [9] This creates a looming threat that
could alter a company’s financial standing in an instance. This potential for
drastic change is why the author believes that there is a significant and positive
relationship between risk and blockholders. [10]

The second hypothesis is that blockholders prefer companies with higher
ROA’s, or less decrease in ROA, after a financial crisis. In this case it was used
a logit regression with a dummy variable for blockholder as the dependent
variable and ROA as the independent variable. [11] Again, total assets,
leverage, dividends, and market to book growth are used as control variables.
In this case it can be seen that ROA is significant. [12]

Table 4 — Results of test on significance of ROA for blockholders

ROA Total asset Dividend Leverage Q-ratio
3.0753 -0.00003 -0.00139 -0.1328 -0.1486
(0.1133) (0.0663) (0.0465) (0.8988) (0.2241)
ROA Total asset Dividend Leverage Q-ratio
changes changes changes changes changes
7.1242 0.000013 -0.00242 -0.2959 -0.0976
(0.0017) (0.7630) (0.1865) (0.8349) (0.5438)

Source: author’s calculations using SAS Studio

As it can be seen in Table 4, ROA is a significant predictor of the dummy
variable for blockholders. What this means is that during the financial crisis of
2000, blockholders preferred companies with no change in ROA. If a company
had a higher ROA, then they were more likely to be invested in by
blockholders.

The significance of these results shows that blockholders use ROA as a
measure of company performance. [13] Even though we have shown that they
do not have a significant impact on ROA themselves, blockholders prefer
companies that have a stable ROA and therefore use it as a measure of
company performance. [14]

Conclusion

The study provided with a large basis for further study. To sum up the
results, blockholders do not affect ROA but prefer companies with stable ROA,
and blockholders have a positive relationship with a company’s risk not
because of their managerial prowess but because of their ability to swiftly and
brutally exit a company should they decide that performance is inadequate.
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It is worth noting the limitations of the research. It can be concluded that
blockholders research is very limited for multiple reasons. The first limitation
was the quantity of data available in WRDS. Moreover, there is room for
further analysis when comparing outsider and insider blockholders, analyzing
blockholders both in quantity and percentage and change in blockholder
concentration.

Thus, in conclusion, it can be said that blockholders are not able to significantly
influence company’s’ performance but are positively related to risk measures. It
was also seen that company’s’ performance change is a dominant variable during
financial crisis. Moreover, the blockholder factor does not affect return on assets
during crises as blockholders do not buy shares of companies with high return on
assets but buy shares from large companies that have high dividends. These
companies happen to be companies with high return on assets. [15] The author
looks forward to future research in this area as there seems to be much more to be
done. The impression from reading the literature in the field is that there are a
variety of ways of measuring similar things. Company performance can be
measured by stock performance or ROA. Company risk can be measured by beta
or standard deviation. There are many ways of trying to measure the same thing
and we’ve only tried several. Further research using many different metrics will
provide a myriad of interesting results which we believe can be compounded even
more into further research.
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