JGPG (2021) 10(2): 3-20
DOI 10.14666/2194-7759-10-2-001

PAPER

The Impact of Ownership Concentration on Bank Profitability:
Is the Effect Linear or Non-Linear?
An Empirical Evidence For Turkey

Mustafa Kevser® * Mesut Dogan™

Abstract In this study, the linear/non-linear impact of ownership concentration (OC)
on financial performance was investigated. In this context, the data of 8 deposit banks
trading at BIST were analysed with a fixed-effects model over the period 2005-2020.
The research study used the return on assets ratio (ROA) and return on equity ratio
(ROE) as financial performance indicators. According to the research results, OC had
negative linear impacts on both ROA and ROE. These impacts had higher significance
in the four largest banks. Moreover, the interaction between OC and bank size is
significant because bank size positively affects ROA. Furthermore, the ownership
concentration of the banks subject to the study was determined.

Keywords: Corporate governance, ownership concentration, financial performance,
banking sector, Borsa Istanbul.
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1. Introduction

Since ownership structure is one of the essential tools of corporate governance, the
relationship between ownership structure and corporate performance in transition
economies and market economies is one of the most studied subjects (Claessens and
Djankov, 1999: 498). Major studies conducted on the subject reveal that a high level of
ownership concentration exists from large organizations in the USA to both developed
and developing countries (Demsetz, 1983; Shleifer and Vishny, 1986; Laporta et al.,
1999). However, the impacts of ownership concentration on corporate performance
are complex and uncertain (Earle et al., 2005; Huang, 2020). La Porta et al. (1998)
attributed the main reason for this situation to the lack of adequate legal grounds for
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protecting shareholders in both developed and developing countries. Berger et al.
(2009) stated that developing countries could not achieve sustainable growth if they
failed to maintain the necessary reforms in the banking system, and many studies
reveal a positive relationship between economic growth and the existence of effective
legal systems (King and Levine; 1993; Laporta et al., 1998; Beck et al., 2005).

This research study evaluates the banking sector, which partially accounts for
the 2001 financial crisis, within the framework of ownership concentration, as one
of the important corporate governance mechanism. Due to lack of transparency and
concentrated ownership structures, Turkey is a developing country characterized
by weak shareholder protection and various corporate governance issues (Selguk,
2019). Nonetheless, following the 2001 financial crisis, Turkey has maintained its
most essential reforms in the field of banking and implemented its effective corporate
governance approach in the banking sector (Bektas & Kaymak, 2009; Bakir & Onis,
2010). The Turkish banking system is the leading catalyst of the economy and Turkey
has many similar characteristics to developing countries. In this regard, the obtained
results of the research study are important in providing new evidence not only for bank
managers or policymakers but also for similar developing countries.

Previously conducted research studies firstly investigate the existence of a high
level of ownership concentration in Turkey (Giirsoy and Aydogan, 2002; Demirag and
Serter, 2003a; Mandac1 and Gumus, 2010). Giirsoy and Aydogan (2002) stated that a
high level of ownership concentration enhanced market performance, but deteriorated
accounting-based performance.

Bektas and Kaymak (2009) concluded that ownership concentration was not an
important factor for the Turkish banking sector, and explained this situation by the fact
that the principal-principal conflict between the majority shareholders and minority
shareholders in the Turkish banking sector was not fully settled. Similarly, Tiikenmez
et al. (2016) asserted that dominant shareholders acted without considering minority
rights due to conflict of interests. Therefore, the rise in the ownership concentration
for BIST banks negatively affected financial performance. Although the studies given
above examine the relationship between ownership concentration and firm performance
in the context of Turkey, they did not examine the effect of ownership concentration on
firm performance in terms of linearity.

La Porta et al., (1999) stated that corporate governance structure was different in
developing countries, while the differences in legal differences, corporate culture, and
ownership structure indicated that the relationship between ownership concentration
and firm performance might have led to different results in developing countries (Chow
and Fung, 1998; Claessens and Djankov, 1999). In this context, the results obtained
from the research studies on the relationship between ownership structure and firm
performance in developed economies cannot be generalised in terms of developing
countries (La Porta et al., 1998). These findings background in the context of Turkey
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constitute the subject of the research studies investigating whether or not ownership
concentration increases bank profitability.

Although there are many previously conducted studies investigating the impact of
ownership structure on bank profitability (Tanrioven et al., 2006; Kevser, 2018), the
number of studies directly investigating the linear/non-linear impact of ownership
concentration on financial performance is quite limited. In this study, the linear/non-
linear impacts of ownership concentration on corporate performance are examined
within Borsa Istanbul framework (BIST). According to Fama and Jensen (1983),
once ownership concentration reaches a particular degree, managers will be able
to entrench themselves and expropriate the wealth of minority shareholders. This
hypothesis has sparked a heated debate among academics over the possibility of a non-
linear relationship between ownership concentration and business performance. In
this context studies conducted in recent years have determined the non-linear effect
of ownership concentration on corporate performance (Iwosaki and Mizobata, 2020).
In terms of developing countries, it should be noted that there is a high potential non-
linearity between ownership concentration and firm performance (Hu and Izumida,
2008; Omran, 2009; Gul et al., 2010). In this respect, the data of 8 banks operating in
BIST are analysed over the period 2005-2020. In the research study, firstly, the impact
of ownership concentration on bank profitability is investigated over the period 2005-
2020, and then the analysis results indicating whether the aforementioned impact is
linear/non-linear are presented. Moreover, the fixed effects model is used as the
method. The results obtained from the research study reveal a significant and negative
linear relationship between ownership concentration and ROA. Furthermore, the
results indicate that bank size has a positive impact on ROA. Another critical finding
obtained from the research study is that the OC variable is statistically more significant
for four big banks than other banks. The impact of the OC variable on profitability is
insignificant for the non-Big4 bank group.

2. Theoretical Background of the Research

2.1 Corporate Governance and Ownership Structure

Debates on ownership structure and corporate performance date back to Berle and
Means (1932) suggesting a positive relationship between ownership concentration
(OC) and profitability. Since then, ownership structures of firms have been evaluated
as a corporate governance mechanism. Corporate governance is an administrative
structure that ensures that financial providers to companies get a good return on their
investment (Shleifer and Vishny, 1997).

In 1976, Jensen and Meckling developed a theory and put forward a new era on
the separation and control issue of firms. According to this new point of view conflict
of interest occurs among shareholders and managers, and this causes agency costs
for firms. In the context of agency theory, agency costs include monitoring costs,
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bonding costs and residual costs, which negatively affect firm profitability (Jensen and
Meckling, 1976). As Claessens and Djankov (1999) stated, managers, prioritize their
benefits rather than shareholders’ value maximization. Extended literature suggests
internal and external corporate governance tools to mitigate agency problems (Arouri
et al., 2014). Afterward, as a corporate governance mechanism, the relationship
between ownership structure and firm performance has become more arguable in the
corporate governance and financial performance area. In prior researches, many types
of ownership structure have been examined as a corporate governance determinant
(Ozili and Uadiale, 2017). For instance, foreign ownership (Micco et al., 2004; Kosak
and Cox, 2008; Kobiessi, 2010), institutional ownership (Elyasiani and Jin, 2010;
Lin and Fu, 2017), state ownership (Yu, 2013; Liljeblom et al., 2019), managerial
ownership (Morck et al., 1988; Hermalin and Weisbach, 1988; Holderness et al., 1999)
ownership concentration (Antoniadis et al., 2010; Wen, 2010; Ozili and Uadiale, 2017;
Iwasaki and Mizobata, 2020) have been widely investigated whether these ownership
types have a significant impact on profitability.

The allocation of working capital among shareholders is referred to as ownership
concentration. Working capital in this context can be in the hands of a few individuals
or groups in large amounts, or it can be in the hands of minority shareholders in
small amounts. The concentrated ownership structure is mentioned in the first case,
whereas in the second case, the dispersed ownership structure is mentioned (Kevser,
2018). Since block shareholders often have power in systems with a high ownership
concentration, they may exert direct management control through their representatives
or managers with whom they have a personal relationship (Wang and Shailer, 2015).
From the corporate governance perspective Shleifer and Vishny (1994, 1997) stated
corporate governance is a straight forward ownership structure perspective, and
ownership structure influences firm performance. In this context, corporate governance
literature conceive two features ownership structure;

1. ownership concentration, which refers to the share of the largest owner; and
2. ownership mix, related to the major owner identity (Zouari and Taktak, 2014).

The primary motivation of this study is twofold. First, it aims to contribute to corporate
governance literature in terms of ownership structure and financial performance.
Secondly, the current research study aims to fill the gap in how ownership
concentration affects bank performance. Is the effect linear or non-linear? Abundant
literature investigates the effects of OC on financial performance and reaches mixed
results. These results heavily show significant/insignificant, positive/negative impacts
of OC on financial performance but a very limited study explores the linearity of these
impacts. Hence in Turkey’s context of an emerging market, the study examines if OC
has a linear or non-linear effect on banks’ financial performance.
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2.2. Ownership Structure and Firm Performance, Theoretical Background

Many studies are exploring the impact of ownership structure on financial performance.
Shleifer and Vishny (1994) indicate that ownership structure affects firm performance.
However, the impact of ownership structure varies according to the type of ownership
and country. Accordingly, findings are mixed, especially in developing countries
(Zauari and Taktak, 2014). For instance, Arouri et al. (2014) showed a positive and
significant association between family ownership, foreign ownership, institutional
ownership, and bank performance, but findings did not support this association in
terms of state ownership. On the other hand, Demsetz and Villalonga (2001) found
no significant association between ownership structure and firm performance. In terms
of agency theory, if managers do not have significant equity shares in the companies
they run, the likelihood of them misappropriating profit in the short term to benefit
themselves at the detriment of controlling and noncontrolling shareholders is higher.
When this is the case, managers can misappropriate benefits for personal gain, which
would harm the firm’s reported profit; therefore, a negative relationship between
dispersed ownership and profitability may be anticipated (Shleifer and Vishny, 1997;
Ozili and Uadiale, 2017). Stulz (1999) explains this dilemma, which is a reflection
of agency theory, in terms of firms with foreign ownership structures, claiming that
firms with foreign ownership structures appear to monitor efficiently and have superior
access to technological, managerial, and financial resources, and thus can contribute
to a firm’s performance improvement. In concentrated ownership structures in which
a particular person or group holds the company shares, the problems of agency theory
and the conflict of interest between shareholders and managers decrease. With the
increase in the ownership concentration, the shareholders follow the management more
(Jensen and Meckling, 1976, Thomsen and Pedersen, 2000).

On the other hand, ownership concentration can impose incentives and measures
to prevent managers from abusing their responsibilities while also avoiding doing
business (Shleifer and Vishny, 1986). Expropriation, on the other hand, is a significant
issue caused by ownership concentration. Large shareholders have control over
management decisions through their representatives in the case of ownership
concentration, and they can cause minority shareholders to stop investing over
time (Edwards and Weichenrieder, 2004; Santiago-Castro and Brown, 2007; Kim
et al., 2007). The legal protection factor is at the root of the problem caused by the
ownership concentration between majority and minority shareholders. According
to Shleifer and Vishny (1997), the levels of legal protection vary by country, and
ownership concentration is an effective corporate governance tool in cases where
legal protection is inadequate. According to La Porta et al. (1998), legal protection and
ownership concentration negatively correlate. As a result, as ownership concentration
increases, legal protection decreases, and as ownership concentration decreases, legal
protection increases (La Porta et al., 1998). In the literature, various rates of ownership
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concentration have been used. Although La Porta et al. (1999) used a percentage of
ownership concentration of 10% or more as a criterion, Claessens et al. (2000) used a
share control of more than 5%, and Cronqvist and Nilsson (2003) used a voting right
of at least 25%. According to Claessens and Djankov (1999), a concentration increase
of 10 percent leads to a 2 percent higher short-term work production and a short-term
profit increase of 3 percent. In another point of view, as a different type of ownership
structure, foreign ownership is widely has been discussed, mostly in comparison with
domestic ownership. It is suggested that foreign ownership performed better than
domestically owned firms in developed countries via effective monitoring, managerial
talent, strong investment power, thus contribute to increasing a firms performance
(Claessend and Djankov, 1999; Choi and Hassan, 2005; Zouari et al., 2014; Arouri et
al., 2014; Iwasaki and Mizobata, 2018).

Besides, La Porta et al., (2002) emphasise the importance of state ownership
in developing countries economic and financial development. In most transition
economies, privatisation policy influenced the transfer of assets from the state to
private hands, increasing ownership concentration (Gabrisch and Holscher, 2006,
Bian and Deng, 2017). Most research shows that state ownership harms profitability,
revealing that it operates with low profitability and high costs (Chen, 2001; Micco et
al., 2006; Iannotta et al., 2007; Berger et al., 2008, Migliardo and Forgione, 2018). In
this section, the effect of ownership types on firm performance is discussed. In the next
section of literature review, the effect of ownership concentration on firm performance
will be discussed and the conceptual framework will be presented as to whether this
effect is linear or non-linear.

2.3. Ownership Concentration and Bank Performance

The complexity between ownership concentration and firm performance has been
debated in numerous researches and reported mixed results (Shleifer and Vishny, 1986;
Claessens and Djankov, 1999; Demsetz and Villalonga, 2001; Singh et al., 2003; Bian
and Deng, 2017). As determinants of ownership structure, Demsetz and Lehn (1985)
identify value-maximizing business size, profit possibilities from greater control levels,
and systematic regulation.

Within this definition, Shleifer and Vishny (1986) argue that large shareholders
have a strong incentive to supervise and discipline firm managers, which can help
avoid the traditional “freeholder” problem associated with a company. In this context,
Huang (2020) proposed that one crucial policy implication is that banks may establish
a concentrated ownership structure in order to increase their profitability. According
to Claessens and Djankov (1999), firms with higher ownership concentration is more
profitable; Huang (2020) suggested that ownership concentration affects ROA and ROE
positively; block ownership is positively associated with financial performance while
having a limited effect on reducing costs (Singh et al. 2003), Zauri and Taktak (2014)
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showed a significant and positive relationship between bank ownership concentration and
ROA and ROE. However, some studies could not find a relationship between ownership
concentration and firm performance. For instance, Demsetz and Villalonga (2001), one
of the major studies on corporate governance and finance, suggested a little relation
between OC and firm performance. Saidat et al. (2019) also indicated that ownership
concentration has an insignificant correlation with financial performance. lannotta et al.
(2007) found that profitability is unaffected by high ownership concentration, but the
quality of loans and advances is significantly improved. According to Laeven and Levine
(2009), higher ownership concentration has a significant relationship with risk-taking
tendency, affecting firm performance.

While it is stated that the concentrated ownership structure may have different
effects on corporate performance, it is also necessary to mention the financial
performance measures used in studies examining the relationship between ownership
concentration and financial performance. A bank’s performance cannot be assessed
using a single metric because banks have a wide range of objectives to achieve
( Rastogi et al., 2021) hence financial profitability can be measured using a variety
of accounting-based and market-based indicators, such as return on assets (Bian and
Deng, 2017; Ozili and Uadiale, 2017; Kevser, 2018; Saidat et al., 2019; Huang, 2020) ,
return on equity (Kosak and Cok, 2008; Antoniadis et al., 2010; Bian and Deng, 2017),
Tobin Q (McConnell and Servaes, 1990; Setia-Atmaja et al., 2009; Arouri et al., 2014).

In the literature given above, most studies exhibit the relations between ownership
concentration and profitability, but very limited studies investigated whether this
relation is linear or non-linear. Conflict and ambiguous results make more interesting
Turkey’s case as a developing country. Even studies conducted recently on the topic
in both developed and developing economies show that the alignment hypothesis is
more or less true. Even though previous empirical works have paid attention to both
the potential nonlinearity of ownership concentration and firm performance as well
as the endogeneity of the degree of ownership concentration and firm performance,
the conclusions reached by these studies are vastly different (Omran, 2009; Gul et al.,
2010; Iwosaki and Mizobata, 2020).

Despite empirical evidence that suggests a linear relationship between performance
and ownership concentration (Demsetz and Lehn, 1985; Hill and Snell, 1988; Leech
and Leahy, 1991; Morck et al., 2000), other contentious hypotheses imply that the link
could be non-linear (Shleifer and Vishny, 1986; Kole, 1995; Iwosaki and Mizobata,
2020). For instance, Jiang et al., (2009), found a non-linear effect of ownership
concentration on firm performance ROA, ROE and Tobin Q in New Zealand. For 2006-
2009, Alimehmeti and Paletta (2012) discovered a positive and non-linear relationship
between ownership concentration and firm value in Italian-listed firms. However in the
setting of Chinese listed banks from 2007 to 2018, Huang (2020) discovered that the
effect of ownership concentration on ROA and ROE is linear.
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The results obtained from prior studies have strong relations with the following main
hypotheses (Jiang et al, 2009; Zauri and Taktak, 2014; Iwosaki and Mizobata, 2020);

* convergence of interest hypothesis

+ efficient-monitoring hypothesis

* entrenchment hypothesis
According to the convergence of interest hypothesis, concentrated ownership can
increase performance by lowering monitoring costs and giving management more
power (Jensen and Meckling, 1976; Shleifer and Vishny, 1986). The incentives
and power to oversee management are in the hands of large owners. As a result,
concentrated ownership reduces the principal-agent agency dilemma caused by
the separation of ownership and control, implying a positive association between
ownership concentration and firm performance (McConnell and Servaes, 1990; Zeitun
and Tian, 2007).

According to the efficient-monitoring hypothesis, a concentrated ownership
structure has more competence and can supervise management at a lesser cost than
individual shareholders. Thus, ownership concentration increases company value,
improves the long-term return-on-investment relationship, and limits earnings
management (McConnell and Servaes, 1990; Clay, 2001; Rajgopal et al., 2002).

Instead, the entrenchment theory contends that the presence of significant
controlling stockholders can result in expropriation. According to La Porta et al.
(1999), a higher level of ownership concentration increases owners’ motive and power
to expropriate minority shareholder money because the ultimate owner has the power
to extract private gains and expropriate minority interests.

The literature given above shows both linear and non-linear positive effects of
ownership concentration. In this regard, we should note that the effects of ownership
concentration may vary country by country. As La Porta et al. (1998) state, due to lack
of legal protection, the ownership structure is concentrated in developing countries.
Turkey is a developing country, and therefore the authors develop the following
hypotheses in line with the theoretical background given above.

H,: Ownership concentration has an impact on bank profitability.

H, : Ownership concentration has an impact on ROA

H,,: Ownership concentration has an impact on ROE

H,: Ownership concentration has a linear impact on bank profitability.

In the following sections, data and methods, findings and conclusions will be
given, respectively.

3. Data and Methodology

This study aims to explicate the impact of ownership concentration on bank
profitability. In the study, bank profitability is estimated by fixed effects model with
heteroskedasticity- robust standard errors:
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Profitability, =, +p,OC —1 +BX —1 +u +) +e. (D

Profitability refers to the profitability of the i bank in year t; OC denotes ownership
concentration; X refers to a set of control variables. u, and A are unobserved bank
and year fixed effects and the error term, respectively. Nevertheless, the impact of
ownership concentration on bank performance may not be linear (Huang, 2020;
Iwasaki and Mizobata, 2020). In this context, this study also analyses whether or not
ownership concentration has a non-linear impact on bank profitability for Turkish
banks. In order to analyse a nonlinear impact, the following equation is developed by
squaring the ownership concentration (OC) variable:

Profitability = §,+ B,0C,— 1+B.OC* — 1 +BX —1+) +u +¢, @)

Also, the impact of ownership concentration on the performance may differ by the size
of the bank. In other words, large and small size banks may have different business
models and ownership concentrations (Bian & Deng, 2017; Huang et al., 2019; Huang,
2020). To test this assumption, ownership concentration term interaction and bank size
are included in the model:

Profitability = f,+B,0C ~1+p OC —1-Size, — I+ X —I+.+u+te, 3)

In the study, two variables are used as the indicator of bank profitability, namely;
return on assets (ROA) and return on equity (ROE) (Lin & Zhang, 2009; Jiang et
al., 2013; Boateng et al., 2015). In the study, as in the literature, ROA is used in the
primary analyses and ROE is used for robustness check (Lin & Zhang, 2009; Huang,
2020). In terms of ownership concentration, the percentage measurement of the largest
shareholder of each bank is obtained (Leafio & Pedraza, 2018; Huang, 2020). Control
variables consist of the natural logarithm of total assets (Size), the total debt / total
assets ratio (Debt), the annual growth of a bank’s total assets (Growth), and the number
of board members (Board).

The study uses data of 8 banks operating in the Turkish banking sector
uninterruptedly over the period 2005 - 2020. According to the International Accounting
Standards, standardization of the banks’ financial statements accounts for determining
2005 as the beginning year of the dataset period. Moreover, following this period, the
Turkish banking sector grew rapidly and became more attractive to foreign investors.
In the study, participation, development, and state banks are not included in the
analysis due to their distinctive structures, and a sample is generated for only deposit
banks. As a result, the generalisability and homogeneity of the results for the period
mentioned above and selected banks are provided. Financial data utilized in the study
are obtained from the Banks Association of Turkey, whereas information regarding
the ownership and board structure is obtained from the banks’ annual reports. Table 1
presents the descriptive statistics of these variables.
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Table 1. Descriptive Statistics

Variable # of Obs. Mean Std. Dev. Min. Max.
ROA 128 -6.37 4.90 1.5296 1.11845
ROE 128 -49.56 40.44 13.6271 8.97882
oC 128 44 1.00 7402 18546
Size 128 20.95 27.19 24.7310 1.51862
Debt 128 .59 1.57 .9404 11837
Growth 128 -27.77 105.61 19.3558 15.78745
Board 128 6.00 14.00 10.1641 2.04584
4. Findings

Firstly, the relationship between ownership concentration and bank profitability
is examined. The linear relationship between ownership concentration and bank
profitability is tested with Equation 1, whereas the existence of a nonlinear relationship
is tested with Equation 2. In Table 2, Columns I and III indicate the change in
ownership concentration (OC) coefficient. Upon examining the results, it is understood
that a negative and significant relationship exists at a 5% confidence level between
ownership concentration and ROA. The coefficient of the OC variable ranges between
-1.12 and -1.31. Upon developing the model by squaring the OC variable, the
statistical significance of the OC variable remains (t = -4.83), whereas the OC variable
is not statistically significant (see Column IV). These results indicate that ownership
concentration has a negative and linear impact on the ROA of Turkish banks regardless
of the model specifications.

If the relationship between ownership concentration and ROA is affected by the
size of the bank will be tested in 2 ways. First of all, it is determined whether or not
the impact of the interaction between OC and SIZE is significant (Equation 3). The
results reveal that the coefficient of the interaction term (OC x Size) is 0.66, and it
is significant at a 10% level (see Table 3, Column I). In other words, bank size has
a positive impact on ROA. Secondly, the banks are divided into two groups such as
the most significant four (Big4) and the remaining (Non-Big4) (Equation 1). The OC
variable becomes more significant for the Big4 group. However, it loses its importance
for the Non-Big4 group. These results indicate that the relationship between ownership
concentration and ROA is quite evident for larger banks and the value of R-squared
increases from 11.1% to 58.5%.
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Table 2. The Impact of Ownership Concentration on ROA: Linear or Nonlinear?

Linear Nonlinear
| 11 111 v
-1.12™ -1.19™ -1.31™ -1.54"
oC
(-2.13) (-2.96) (-3.50) (-4.83)
0.13" 0.05 0.03
Size
(2.04) (0.77) (0.65)
-2.38" 2917 -2.83"
Debt
(-2.84) (-3.31) (-3.21)
0.00 0.00 0.00
Growth
(0.99) (1.09) (1.03)
0.11" 0.13"
Board
(1.83) (1.74)
0.03
0Cx0C
(0.74)
b 236 1.13 2.52 2.43
0 (5.87) (0.66) (1.36) (1.23)
R-Square 0.035 0.111 0.135 0.136

Note: All models are estimated with fixed effects by bank and year, and robust standard errors are clustered

at the bank level. T statistics are in parentheses. *, **, and *** indicate significance at 10%, 5%, and 1%

levels, respectively.

The results regarding the impact of ownership concentration on ROE as an alternative
to performing robustness control are presented in Table 4. Similar to ROA, ownership
concentration negatively affects ROE. As a result, it is determined that ownership
concentration has a negative and linear relationship with ROE. Similar to ROA, the
OC variable has become more significant for the Big4 group, whereas it is insignificant

for the Non-Big4 group.
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Table 4. Using ROE as an Alternative Measurement of Bank Profitability

Linear Non-Linear Interaction Big4 Non- Big4
oC -7.157 -7.157 -8.68™ -19.05™ -1.99
(-2.32) (-2.32) (-1.82) (-2.60) (-0.35)
0.54 0.43 4.61 457 0.97
Size ,
(1.23) (1.12) 237" (-4.10) (1.13)
-15.11 -12.42™ -18.35™ -65.42° 12.65
Debt
(-2.98) (-2.32) (-3.57) (-9.99) (1.95)"
0.08" 0.07™ 0.08" 0.16™ -0.01
Growth
(2.35) (2.23) (2.55) (3.395) (-0.42)
0.82 0.75 0.33 -0.01 0.37
Board ,
(2.40)" 221" (0.87) (-0.01) (0.97)
0.01
0Cx0C
(0.08)
7.59"
OCxSize
(2.72)
B 9.55 2.21 14.69™ 19.35™ -19.28
’ (0.89) (0.53) (2.85) (6.68) (1.32)
R-Square 0.093 0.105 0.119 0.507 0.176

Note: All models are estimated with fixed effects by bank and year, and robust standard errors are clustered
at the bank level. T statistics are in parentheses. *, **, and *** indicate significance at a 10%, 5%, and 1%

levels, respectively.

5. Conclusion

This paper aims to provide a different view of the current literature investigating the
relationship between corporate governance and bank performance. First of all, the
research differs from previous research with its approach. While previous studies
mainly investigated the positive or negative effects of ownership concentration on
bank profitability, the current study examines the linearity of this effect and is novel for
Turkey. In this context, the study answers whether bank profitability increases linearly
as ownership concentration increases. Secondly, while investigating the linearity
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effect in question, we divided the banks into two groups and compared the linearity
effect between the four largest banks and the other group. This approach constitutes
another original aspect of the research. Ownership concentration is an important
instrument of corporate governance in various countries. Nonetheless, the obtained
findings regarding the impact of ownership concentration on corporate performance
differ by country and are theoretically and empirically complex (Wang and Shailer,
2015). This research study examines the impact of ownership concentration on
profitability by analyzing the data of eight banks operating in the Turkish banking
sector and BIST over the period 2005-2020. According to the fixed effects models with
heteroskedasticity robust standard errors, the results obtained from the research study
revealed that the ownership concentration has a negative and linear impact on both
ROA and ROE; in addition, bank size has a positive association with ROA. For all
three models, ownership concentration was found to decrease the profitability while
bank size increases ROA. Moreover, another remarkable result of the research is that
the effect of ownership concentration on bank profitability is more significant for the
four largest banks. The obtained results comply with that of La Porta et al. (1999) and
Claessens et al. (2000) but differs from Alimehmeti and Paletta (2012), Huang (2020),
which showed that ownership concentration has a positive and linear impact on the
case of Italy and China.

We found a robust evidence that ownership concentration has a negative and linear
impact on bank profitability. A concentrated ownership structure exists where the legal
protection is law and concentrated ownership is predominant in the Turkish banking
system. In Turkey, the weakness of legal protection and concentrated ownership
deactivate the professional managers, as Berle and Means (1932) indicated.

From this perspective results obtained from the study also support the entrenchment
hypothesis. As La Porta et al. (1999) stated, owners are more motivated and powerful
to expropriate money from minority shareholders when there is a higher concentration
of ownership. Because the ultimate owner has the power to expropriate minority
interests and earn private gains therefore, as ownership concentration increases,
profitability does not increase at the same level.

Our findings also have various policy implications. Turkey is a developing country
with a transition economy. Every day, remedial arrangements are made for banking
and capital markets. In this context, the new regulations should be in a structure that
will protect the rights of all banks’ stakeholders. In addition, the ownership structure of
banks characterised by diseconomies, or those with a risk profile that could jeopardise
the financial system’s stability, should be taken into account by bank authorities and
regulators in their monitoring activities. Overall also it should be stated that bank
managers must focus on sustainable profitability.

The research has some limitations. First of all, the inclusion of eight banks operating
in the stock market is the main constraint. Banks operating in the stock market but
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with different balance sheet structures were not included in the research. Secondly, the
research covers the period of 2005-2020 and the results obtained belong to this period.
Finally, this research covers banks traded on the stock exchange. The inclusion of all
banks operating in the banking sector in future research is important in terms of testing
the results of the research and testing the validity of the robustness of the research model.

References

Antoniadis, 1., Lazarides, T. & Sarrianides, N. (2010). Ownership and performance in the Greek
banking sector. International Conferance on Applied Economics.

Arouri, H., Hossain, M. & Muttakin, M.B. (2014). Effects of board and ownership structure on
corporate performance: evidence from GCC countries. Journal of Accounting in Emerging
Economies, 4(1), 117-130.

Bakir, C. & Onis, Z. (2010). The regulatory state and Turkish banking reforms in the age of
post-Washington consensus. Development and Change DOI:10.1111/j.1467-7660.2009.
01634 x.

Beck, T., Demirguc-Kunt, A. & Maksimovic, V. (2005). Financial and legal constraints to firm
growth: Does firm size matter? Journal of Finance, 60, 137-177.

Bektas, E. & Kaymak, T. (2009). Governance mechanism and ownership in an emerging
market: The case of Turkish banks. Emerging Markets Finance & Trade, 45(6), 20-32.

Berger, A.N., Klapper, L.F., Peria, M.S.M. & Zaidi, R. (2008). Bank ownership type and
banking relationships. Journal of Financial Intermediation, 17(1), 37-62.

Berger, A. N., Hasan, I. & Zhou, M. (2009). Bank ownership and efficiency in China: What will
happen in the world’s largest nation. Journal of Banking and Finance, 33, 113-130.

Berle, A. A. & Means, C. G. (1932). The modern corporation and private property. New York:
Harcourt Brace and World Inc.

Bian, W. & Deng, C. (2017). Ownership dispersion and bank performance: Evidence from
China. Finance Res. Lett, 22, 49-52. doi: 10.1016/j.fr1.2016. 12.030.

Boateng, A., Huang, W. & Kufuor, N. K. (2015). Commercial bank ownership and performance
in China. Appl. Econ, 47, 5320-5336. doi:10.1080/ 00036846.2015.1047089.

Chen, R. (2001). Ownership structure as corporate governance mechanism: Evidence from
Chinese listed companies. Economics of Planning, 34, 53-72.

Choi, S., & Hasan, 1. (2005). Ownership, governance and bank performance: Korean
experience. Financial Markets, Institutions & Instruments, 14(4), 215-242.

Chow, C. K. W. & Fung M. K. Y. (1998). Ownership structure, lending bias and liquidity
constraints, evidence from Shanghai’s manufacturing sector. Journal of Comparative
Economics, 26, 301-316.

Claessens, S. & Djankov, S. 1999. Ownership concentration and corporate performance in the
Czech Republic. Journal of Comparative Economics, 27, 498-513.

Claessens, S., Djankov, S. & Lang, L. (2000). The seperation of ownership and control in East
Asian corporations. Journal of Financial Economics, 58(1), 81-112.

Clay, D.G. (2001). Institutional ownership, CEO incentives, and firm value. Unpublished PhD


https://doi.org/10.1111/j.1467-7660.2009.01634.x
https://doi.org/10.1111/j.1467-7660.2009.01634.x
http://dx.doi.org/10.1080/

The Impact of Ownership Concentration on Bank Profitability: 17
Is the Effect Linear or Non-Linear? An Empirical Evidence For Turkey

dissertation, University of Chicago, Chicago, IL.

Demirag, I. & Serter, M. (2003). Ownership patterns and control in Turkish listed companies.
Corporate Governance, 11(1), 40-51.

Demsetz, H. (1986). Corporate control, insider trading, and rates of return. American Economic
Review, 76(2), 313-316.

Demsetz, H. & Lehn, K. (1985). The structure of corporate ownership: Causes and
Consequences. Journal of Political Economy, 93(6), 1155-1177. doi:10.1086/261354

Demsetz, H. & Villalonga, B. (2001). Ownership structure and corporate performance. Journal
of Corporate Finance, 7(3), 209-233.

Earl, J. S., Kucsera, C. & Telegdy, A. (2005). Ownership concentration and corporate
performance on the budapest stock exchange: Do too many cooks spoil the goulash?
Corporate Governance, 13(2), 254-264.

Edwards, J.S.S. & Weichenrieder, A.J. (2004). Ownership concentration and share valuation.
German Economic Review, 5(2), 143-171.

Elyasiani, E. & Jia, J. (2010). Distributon of institutional ownership and corporate firm
performance. Journal of Banking and Finance, 34(3), 606-620.

Fama, E. F. & Jensen, M. C. (1983). Separation of ownership and control. Journal of Law and
Economics, 26(2), 301-325.

Gabrisch, H., & Holscher, J. (2006). The successes and failures of economic transition: The
European Experience, Palgrave Macmillan: Basingstoke.

Gul, F. A, Kim, J.B. & Qiu, A.A. (2010). Ownership concentration, foreign shareholding,
audit quality, and stock price synchronicity: Evidence from China. Journal of Financial
Economics, 95(3), 425-442.

Giirsoy, G. & Aydogan, K. (2002). Equity ownership structure, risk taking and performance.
Emerging Markets Finance and Trade, 38(6), 6-25.

Hermalin, B. & Weisbach, M. (1988). The determinants of board composition. RAND Journal
of Economics, 19, 589-606.

Holderness, C., Kroszner, R. & Sheehan, D. (1999). Were the good old days that good?
Evolution of managerial stock ownership and corporate governance since the great
depression. Journal of Finance, 54, 435-469.

Hill, C. W. & Snell, S. A. (1989). Effects of ownership structure and control on corporate
productivity. The Academy of Management Journal, 32(1), 25-46.

Hu, Y. & Izumida, S. (2008). Ownership concentration and corporate performance: A causal
analysis with Japanese panel data. Corporate Governance: An International Review, 16(4),
342-358. doi:10.1111/j.1467-8683.2008.00690.x

Huang, Q. (2020). Ownership concentration and bank profitability in China. Economic Letters,
196, 109525.

Huang, Q., De Haan, J. & Scholtens, Bert. (2019). Analysing systemic risk in the Chinese
banking system. Pacific Economic Review, 24, 348-372. doi:/10.1111/1468-0106.12212.
Iannotta, G., Nocera, G. & Sironi, A. (2007). Ownership structure, risk and performance in the

European banking industry. Journal of Banking and Finance, 31(7), 2127-2149.
Iwasaki, I. & S. Mizobata. (2018). Post-privatization ownership and firm performance: A large
meta-analysis of the transition literature. Annals of Public and Cooperative Economics,



https://doi.org/10.1086/261354
https://doi.org/10.1111/j.1467-8683.2008.00690.x
http://dx.doi.org/10.1111/1468-0106.12212

18 Mustafa Kevser « Mesut Dogan

89(2), 263-322. doi:10.1111/apce.2018.89.issue-2.

Iwasaki, I. & Mizobata, S. (2020). Ownership concentration and firm performance in European
Emerging Economies: A Meta-Analysis. Emerging Markets Finance and Trade, 56(1), 32-
67. doi:10.1080/1540496X.2018.1530107.

Jensen, M. C. & Meckling, W.H. (1976). Theory of the firm: Managerial behavior, agency costs
and ownership structure. Journal of Financial Economics, 3(4), 305-360.

Jiang, H., Habib, A. & Smallman, C. (2009). The effect of ownership concentration on CEO
compensation-firm performance relationship in New Zeland. Pacific Accounting Review,
21(2), 104-131.

Jiang, C., Yao, S. & Feng, G. (2013). Bank ownership, privatization and performance: Evidence
from a transition country. Journal of Banking and Finance, 37, 3364-3372. doi:10.1016/j.
jbankfin.2013.05.009.

Kevser, M. (2018). The relationship between ownership structure of banks and financial
performance: An emprical research for Turkey, Doctoral Thesis, Yalova University, Turkey.

Kim, K.A., Kitsabunnarat-Chatjuthamard, P. & Nofsinger, J.R. (2007). Large shareholders,
board mndependence, and minority shareholder rights: Evidence from Europe. Journal of
Corporate Finance, 13, 859-880.

King, R. G. & Levine, R. (1993). Finance and growth: Schumpeter might be right. Quarterly
Journal of Economics, 108, 717-738.

Kobeissi, N. & Sun, X. (2010). Ownership structure and bank performance: Evidence from the
Middle East and North Africa Region. Comparative Economic Studies, 52(3), 287-323.
Kole, S.R. (1995). Measuring managerial equity ownership: A comparison of sources of

ownership data. Journal of Corporate Finance, 1(3-4), 413-435.

Kosak, M. & Cok, M. (2008). Ownership structure and profitability of the banking sector: the
evidence from the see region. Journal of Economics and Business, 26(1), 93-122.

La Porta, R., Lopez-de-Silanes, F., Shleifer, A. & Vishny, R. (1998). Law and Finance. Journal
of Political Economy, 106, 1113—-1155.

La Porta, R., Lopez-de-Silanes, F. & Shleifer, A. (1999). Corporate owneship around the World.
The Journal of Finance, 54(2), 471-517.

Laeven, L. & Levine, R. (2009). Bank governance, regulation and risk taking. Journal of
Financial Economics, 93, 259-275.

Leafo, M. & Pedraza, A. (2018). Ownership concentration and market liquidity: Evidence from
a natural experiment. Economics Letters, 167, 56-59. doi:10.1016/j.econlet.2018.02.024.

Leech, D. & Leahy, J. (1991). Ownership structure, control type classifications and the
performance of large British companies. The Economic Journal, 101(409), 1418-1437.

Liljeblom, E., Maury, B. & Horhammer, A. (2019). Complex state ownership, competition, and
firm performance—Russian evidence. International Journal of Emerging Markets, 15(2),
189-221.

Lin, X. & Zhang, Y. (2009). Bank ownership reform and bank performance in China. Journal of
Banking and Finance, 33,20-29. doi:10.1016/j.jbankfin.2006.11.022.

Lin, Y.R. & Fu, X.M. (2017). Does mstitutional ownership mfluence firm performance:
Evidence from China. International Review of Economics and Finance, 49, 17-57.

Mandaci, P. E. & Gumus, Kurt, G. (2010). Ownership concentration, managerial ownership and


http://dx.doi.org/10.1080/1540496X.2018.1530107

The Impact of Ownership Concentration on Bank Profitability:

19
Is the Effect Linear or Non-Linear? An Empirical Evidence For Turkey

firm performance: Evidence from Turkey. SEE Journal, 57-66. doi:10.2478/v10033-010-
0005-4.

McConnell, J. & Servaes, H. (1990). Additional evidence on equity ownership and corporate
value. Journal of Financial Economics, 27(2), 595-612.

Micco A., Panizza, U. & Yafiez-Pagans M. (2004). Bank ownership and performance. Inter-
American Development Bank. Research Department. Working Paper.

Micco, A. U., Panizza,U. & Yaiiez-Pagans, M. (2006). Bank ownership and performance. Does
politics matter? Journal of Banking and Finance, 31, 219-241.

Migliardo, C. & Forgione, A.F. (2018). Ownership structure and bank performance in eu-15
countries. Corporate Governance, 18(3), 509-530.

Morck, R., Shleifer, A. & Vishny, R. (1988). Management ownership and market valuation: An
empirical analysis. Journal of Financial Economics, 20, 293-315.

Morck, R., Nakamura, M. & Shivdasani, A. (2000). Banks, ownership structure, and firm value
in Japan. The Journal of Business, 73(4), 539-567.

Omran, M. (2009). Post-privatization corporate governance and firm performance: The role
of privatisation ownership concentration, identity and board composition. Journal of
Comparative Economics, 37(4), 658—673. doi:10.1016/].jce.2009.02.002.

Ozili, PK. & Uadiale, O. (2017). Ownership concentration and bank profitability. Future
Business Journal, 3, 159-171.

Rajgopal, S., Venkatachalam, M. & Jiambalvo, J. (2002). Institutional ownership and the extent
to which stock prices reflect future earnings. Contemporary Accounting Research, 19(1),
117-136.

Rastogi, S., Gupte, R. & Meenakshi, R. (2021). A holistic perspective on bank performance
using regulation, profitability, and risk-taking with a view on ownership concentration.
Journal of Risk and Financial Management, 14(111): doi:10.3390/jrfm14030111

Santiago-Castro, M. & Brown, C.J. (2007). Ownership structure and minority rights: a Latin
America view. Journal of Economics and Business, 59, 430-442.

Selguk, E. A. (2019). Corporate social responsibility and financial performance: The moderating
role of ownership concentration in Turkey. Sustainability, 11. doi:10.3390/sul1133643.
Setia-Atmaja, L., Tanewski, G.A. & Skully, M. (2009). The role of dividends, debt and board
structure in the governance of family controlled firms. Journal of Business, Finance and

Accounting, 36(7/8), 863-898.

Shleifer, A. & Vishny, R.W. (1986). Large sharcholders and corporate control. Journal of
Political Economy, 94, 461-488.

Shleifer, A. & Vishny, R.W. (1994). Politicians and Firms, The Quarterly Journal of Economics,
109(4), 995-1025.

Shleifer, A. & Vishny, R. (1997). A survey of corporate governance. The Journal of Finance,
52(2), 737-783.

Singh, M. & Davidson, W.N. (2003). Agency Costs, Ownership Structure and Corporate
Governance Mechanism, Journal of Banking and Finance, 27, 793-816.

Stulz, R. (1999). Globalization of equity markets and the cost of capital. NBER working paper.

Tanridven, C., Kiiciikkaplan, 1. & Basc1, E. S. (2006). Kurumsal Y6netim A¢isindan Sahiplik ve
Kontrol Yapisi ile Ust Diizey Yonetici Durumunun IMKB’de Faaliyet Gosteren Bankalarda


https://ideas.repec.org/a/iif/iifjrn/v21y2006i241p87-104.html
https://ideas.repec.org/a/iif/iifjrn/v21y2006i241p87-104.html

20 Mustafa Kevser « Mesut Dogan

Incelenmesi. Tktisat fsletme ve Finans, 21(241), 87-104.

Thomsen, S & Pedersen, T. (2000). Ownership structure and economic performance in the
largest European companies. Strategic Management Journal, 21(6), 689-705.

Tiikenmez, N. M., Gengyiirek, A. G. & Kabakei, C. C. (2015). Tiirk bankacilik sektoriinde
sahiplik yogunlastpam ile ﬁnat}sal performans iligkisinin incelenmesine yonelik ampirik bir
calisma. Atatiirk Universitesi Iktisadi ve Idari Bilimler Dergisi, 30(3), 625-644.

Wang, K. & Shailer, G. (2015). Ownership concentration and firm performance in emerging
markets: A meta—analysis. Journal of Economic Surveys, 29(2), 199-229.

Wen, W. (2010). Ownership structure and banking performance: New evidence in China.

Europen Doctoral Programme in Entrepreneurship and Small Business Management
Research Work. (1-42).

Yu, M. (2013). State ownership and firm performance: Empirical evidence from Chinese listed
companies. China Journal of Accounting Research, 6(2), 75-87.

Zeitun, R. & Tian, G.G. (2007). Does ownership affect a firm’s performance and default risk in
Jordan? Corporate governance, 7(1), 66-82.

Zouari, S.B.S. & Takta, N.B. (2014). Ownership structure and financial performance in Islamic
banks: Does bank ownership matter? International Journal of Islamic and Middle Eastern
Finance and Management, 7(2), 146-160.

Conflicts of interest/Competing interests

There is no conflict of interest among the authors.


https://ideas.repec.org/a/iif/iifjrn/v21y2006i241p87-104.html
https://ideas.repec.org/s/iif/iifjrn.html

	Table of Contents
	The Impact of Ownership Concentration on Bank Profitability: Is the Effect Linear or Non-Linear?  An
	Mustafa Kevser- Mesut Doğan

	Containership Charter Rates: Analysis of Unprecedented Growth After Covid-19 Pandemic Outbreak
	Grigoriy Zaidman- Giorgio Dominese-Sergey Yakubovskiy-Tetiana Rodionova

	The Concepts and Practice of China’s Participation in Global Climate Governance in the Post-Paris Er
	Haohui Xu-Hongyu Wang

	Non-traditional Security Complex in the South China Sea: Vietnam’s Perspectives and Policy Implicati
	Nghiem Tuan Hung-Nguyen Xuan Cuong

	Rising Strategic Competition Between the United States and China in Mekong River Subregion 
	Duong Van Huy-Tran Thi Hai Yen

	The United States’ Multilateral Security Cooperation  in Southeast Asia in the First Two Decades of 
	Bui Thi Thao-Le Van Anh-Nguyen Tuan Binh

	Food Policy, Governance and the South African Food Security 
	Adrino Mazenda

	The Relationship between SME’s Organizational Culture  and Training and Development as a Human Resou
	Kushtrim Gashi


