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Ultimate owner and risk of company performance
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ABSTRACT
The purpose of this paper is to investigate the links between a
company’s ultimate owner and the risk involved with financial per-
formance. The study tests hypotheses on the relation between
ultimate ownership origin and risk of return on assets. The research
adopts cross-sectional data from a unique sample of 32,614
companies across 43 European countries with ultimate owners
from 105 countries. The results indicate that the domestic
ultimate owner is, in general, less likely to be a risk-taker than
overseas investors. The research develops the nature of ownership-
performance relations in the specific economic context of Europe.
The results add robust evidence on attitudes towards performance
risk of Europe wide ultimate owners.
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1. Introduction

This study asks whether the level of risk involved with the performance of European
companies is associated with the origin of the ultimate owner. An ultimate owner is a
shareholder who has determining voting rights in the firm and who is not controlled
by anyone else (Haw, Hu, Hwang, & Wu, 2004, p. 437).

Effective decision-making within the company is a widely discussed area both in
practice and within the research community. The separation of ownership and con-
trol has encouraged agency conflict between managers and owners (Fama & Jensen,
1983; Grossman & Hart, 1988; Jensen & Meckling, 1976; Mirrlees, 1976; Ross, 1973;
Stiglitz, 1974, 1975). Thus, a central focus for corporate governance is the reduction
of agency costs produced due to manager and shareholder information asymmetry.
The reduction of those costs should increase a firm’s value (S�anchez-Ballesta &
Garc�ıa-Meca, 2007). One aspect of corporate governance is the relationship between
ownership structure and company performance.

This paper applies the agency theory framework to characterize the principal. It
addresses the limitation in the current literature on the relationship between ultimate
owners and company risk. As immediate ownership is insufficient for defining the
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ownership and control structures, this study enhances prior research (Aluchna &
Kaminski, 2017; Laeven & Levine, 2008) by testing the existence of a relationship
between the ultimate owner and company performance risk.

Using the regression model, we test hypotheses and analyze the relation between
ownership structure and company performance risk by measuring absolute return on
assets (ROA). We sampled 32,614 firms from 43 European countries with ultimate
owners from 105 home countries. Our study provides a host country perspective and
is, to our knowledge, the first attempt to track the relationship between the ultimate
owners and performance of European companies on a large scale.

This paper contributes to the literature on ownership and performance research in
several ways. Firstly, it provides robust evidence of the risk attitude asymmetry
between domestic and overseas ultimate owners. Domestic ultimate owners are sig-
nificantly more risk-averse. Secondly, this study also provides evidence that risk per-
ception changes when the ultimate owner accepts a direct holding in contrast to
being indirectly engaged. Thirdly, we advance Aluchna and Kaminski’s (2017) find-
ings in both the Europe and risk dimensions. Fourthly, we provide a more compre-
hensive picture of the real effects of concentration as many existing studies analyze
immediate ownership and firms from a single country or focus on listed compa-
nies only.

2. Literature review and hypotheses development

It has already been noted by Berle and Means (1932) that managers’ interests tend to
be contradictory to the interests of shareholders. The impact of owners can be
broadly associated with two views: global advantage hypothesis and home advantage
hypothesis (Duqi & Al-Tamimi, 2018). External owners might outperform domestic
in numerous aspects e.g. better access to capital, excessive liquidity, efficient risk
diversification, or know-how and technology development. Consequently, the foreign
investor is at an information disadvantage in comparison to local shareholders
(Berger, Dai, Ongena, & Smith, 2003; Choe, Kho, & Stulz, 2005).

Research that has looked at the relationship between ownership structure and com-
pany performance has focused on the attitudes of owners in relation to the company’s
performance risk (e.g. G€ursoy & Aydogan, 2002). Existing studies reveal mixed
results when looking at ownership concentration and company performance risks
(Kapopoulos & Lazaretou, 2007; Saona & San Mart�ın, 2016). The prior studies con-
centrate mainly on concentration-performance aspects of immediate ownership with-
out looking specifically at ultimate ownership. As a consequence of the above the
literature has not provided conclusive results about ultimate owner concentration-risk
performance issues.

2.1. Concentration

The agency theory implies that a reduction in agency costs results in an increase of
corporate value, but the existing evidence on the link between shareholder structure
and performance, where there is any, is inconclusive (Kapopoulos & Lazaretou, 2007)
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and marginal (Thomson & Pedersen, 2000). In the diversified structure of sharehold-
ing, the majority and minority shareholders might earn different benefits. While the
minority enjoy the dividend payouts and capital gains, the majority might benefit
as well from the related party transactions (Bona-S�anchez, Fern�andez-Senra, & P�erez-
Alem�an, 2017). A tradeoff exists between the reduction of the agency costs and
disposal of the shares in companies with both groups of shareholders. Majority share-
holders have more incentive to reduce the information asymmetry instead of selling
stocks or even to challenge the minority holders. This observation hinders the ability
to generalize all shareholder behavior. In fact, Bedo and �Acs (2007) report that the
dominant shareholders may gain private benefits at the expense of minority investors.
The inefficiency of the financial market information mechanism combined with a
weak institutional environment supports those incentives (La Porta, Lopez-De-Silanes,
& Shleifer, 1999; Thomson & Pedersen, 2000; Wang & Shailer, 2015). On the other
hand, the dominant shareholders might both decorate and support the value of the
entity (Uddin, 2016). The dominant shareholder might impact the company both dir-
ectly and indirectly.

2.2. Ultimate owner

Agency problems and shareholder structures are multifold. The existence of the infor-
mation asymmetry and differences in motivation between the management and share-
holders implies only that management should receive performance-based compensation
(Grossman & Hart, 1988). The relationship is clear in the case of one shareholder as
the principal versus one manager as an agent. In reality, we deal with structures of
shareholders, thus a minority shareholder might not necessary effectively monitor man-
agement because of free rider problems (Easterbrook & Fischel, 1983). Thus, the large
and dominant shareholders are motivated to do this monitoring, but they face the
agency costs as well. In liquid markets instead of providing guidance to managers, the
shareholders can reduce their engagement in the equity by disposing of stocks. In add-
ition, the composition of the immediate ownership can differ from the structure of the
ultimate owners. The first might fluctuate as the results of the business framework
changes (e.g. tax topicalization) while the second can be persistent (e.g. due to the con-
trol premium). Thus, the motivations of direct and ultimate owners might not neces-
sarily be the same. Following Haw et al. (2004) we apply the ultimate owner
perspective as immediate ownership is insufficient for defining the ownership and con-
trol structures. The ultimate owner’s voting rights level is set at 50.01% and is not
traced any further, assuming an absolute majority of voting rights beyond 50.01%. If a
company has more than one ultimate owner, consistent with prior studies (Fan &
Wong, 2005; Haw et al., 2004), we consider the largest ultimate owner.

2.3. Risk attitude

Risks can be viewed both as a negative (threat) and a positive (opportunity). Risk per-
ceptions impact decision making under risk and help us understand results that can-
not be explained by the standard model of expected utility delivered by von
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Neumann and Morgenstern (1944). Thus, a combination of the choice and risk
aspects attracts ample research (Sarin & Weber, 1993). Heaton and Lucas (2000)
showed that poorly diversified entrepreneurs should require a large return premium
over public equity. Kerins et al. (2004) applied simulation and suggest that exposure
to idiosyncratic risk is expensive while Mueller (2011) confirmed this relation with
empirical evidence. G€ursoy and Aydogan (2002) examined the impact of concentration
of ownership on the performance and risk-taking behavior of Turkish non-financial
companies. They reported that higher concentration leads to better market perform-
ance. Tykvov�a and Borell (2012) examined financial distress risks of European compa-
nies around the buyout event. They asked whether buyout companies go bankrupt
more often than comparable non-buyout companies. The authors concluded that pri-
vate equity investors select companies which are less financially distressed than compar-
able non-buyout companies and when companies are backed by experienced private
equity funds, their bankruptcy rates are lower.

Based on 156 responses to an opinion questionnaire survey, Zhang and Qian
(2017) indicate that not only risk itself but the risk perception impacts the cooper-
ation between agent and principal. The relational risk perception and the perform-
ance risk perception of contractors build up obstacles to collaboration. Within the
agency theory, risk attracts attention in cases of the principal-principal aspects
(Boubakri, Cosset, & Saffar, 2013; Mahto & Khanin, 2015; W. Su & Lee, 2013; Uddin,
2016), but the literature is less abundant on the risk aspects of the ultimate owner
and risk performance. Uddin (2016) traced principal-principal conflict between gov-
ernment and private owners and firm risk attitude. He observed that the link between
government ownership and risk taking is non-linear. Duqi and Al-Tamimi (2018)
examined the impact of the owner’s identity on banks’ capital adequacy and liquidity
risk for banks domiciled in the Middle East and North Africa. They concluded that
private and foreign investors have a stronger preference for higher levels of capital.
The mentioned study concentrates on the impact of the ultimate owner on a firm’s
performance or risk. With this study we applied the absolute value of ROA as the
risk instrument to capture the risk perception of the ultimate owner. We would like
to shift the attention from the entity to the owner perspective, which led us to the
following working hypothesis:

H1.1 Ultimate owner control is negatively related to firm performance risk.

Wang and Shailer (2015) applied meta-analysis of 42 papers on public companies
from 18 emerging economies and concluded that ownership concentration has a
negative link to firm performance. However, that study does not distinguish differen-
ces in the way the owners, direct or not, control the entity. With this research we
would like to address this aspect, which led us to the next working hypothesis:

H1.2. Direct ultimate owner control is negatively related to firm performance risk.

This eclectic theory states that the extent, form, and pattern of international pro-
duction are determined by ownership concentration, location, and internalized advan-
tage (Dunning, 1988). We challenge this framework with the hypothesis that the
location of the owner affects the type of risk profile the firms have. External owners
might outperform domestic in numerous aspects e.g. better access to capital, excessive
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liquidity, efficient risk diversification, or know-how and technology development. On
the other hand, the foreign investor is at an information disadvantage compared to
local investors (Berger et al., 2003; Choe et al., 2005). Weak investor protections and
less developed institutions enhance investor risk, agency costs, and create an incentive
to engage in private benefits and related party transactions (La Porta et al., 1999;
Wang and Shailer, 2015). This in turn, might lead to differences in the risk environ-
ments and behaviors for domestic and foreign investors due to information asym-
metry. Looking at three theories of capital structure, namely: the trade-off, market
timing models, and pecking order. The last postulates that the cost of financing
increases with asymmetric information (Donaldson, 1961; Myers & Majluf, 1984).
The entrenchment theory implies when managers hold some equity and shareholders
are too dispersed to take action against non-value maximization behavior, insiders
may deploy corporate actions to obtain personal benefits (Farinha, 2002). Since
the impact of the ultimate shareholder information asymmetry resulting from the
geographic location has not been widely studied, we challenge that domestic owners
outperform foreigners with local knowledge and risk assessments. Thus, the next
hypothesis is:

H2. Domestic ultimate owners are negatively related to firm performance risk.

The geographical evidence of the links between ownership structures and perform-
ance have been studied before. There are a number of studies focusing on a particular
economy: Brazil (da Cunha & Bortolon, 2016), Czech Republic (Konecny & Castek,
2016), China (Liang & Wang, 2017; Ruiqi, Wang, Xu, & Yuan, 2017), Greece
(Kapopoulos & Lazaretou, 2007) to name a few. Some studies refer to regions, includ-
ing: Asia (Heugens, van Essen, & (Hans) van Oosterhout, 2009), Europe (Renders,
Gaeremynck, & Sercu, 2010; Thomson & Pedersen, 2000), Western Europe (Luis
Gallizo, Moreno, & Salvador, 2014), East Asia and Western Europe (Haw et al.,
2004), Central and Eastern Europe (Bedo & �Acs, 2007; Szarzec & Nowara, 2017).
Those studies focus mainly on the performance response to the concentration in spe-
cific countries or regions, we aim to reverse the perspective towards performance risk
and the origin of the ultimate owner not the company itself.

Boubakri et al. (2013) examined the impact of shareholder identity on corporate
risk-taking behavior. They concluded that foreign ownership is positively related to
corporate risk-taking. The impact of home country effects on firm performance
(home bias) (Hawawini, Subramanian, & Verdin, 2004) was widely discussed in inter-
national business, international economics, and finance. McGahan and Victer (2010)
studied the relative importance of home country, industry, and firm influences on
corporate profitability they concluded that home country and industry effects are
more important to domestic firms than to multinationals. Xia and Walker (2015)
sampled manufacturing firms and examined how much ownership contributes to
firm performance. They concluded that ownership interacts with region and time.
We follow the perspectives of Renders et al. (2010), and Thomson and Pedersen
(2000) as our study focuses on Europe as the host region for global investors, thus
we formulated the following hypothesis:

H3. Origin of the ultimate owner is negatively related to firm performance risk.
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There have been a number of empirical studies showing how differences between
owner types influence firm performance e.g.: state (Chen, Firth, & Xu, 2009; Goldeng,
Gr€unfeld, & Benito, 2008; Y. Su, Xu, & Phan, 2008; Thomsen, Pedersen, & Kvist,
2006), industry investors (George & Kabir, 2012; Renneboog, 2007), managers
(Cheng, Su, & Zhu, 2012; Davies, Hillier, & McColgan, 2005; de Miguel, Pindado, &
de la Torre, 2004), and financial institutions (David, Bloom, & Hillman, 2007;
Erenburg, Smith, & Smith, 2016; Ferreira & Matos, 2008; Nagel, Qayyum, &
Roskelley, 2015; Thomsen et al., 2006). However, little is known about whether the
ultimate owners are natural to the sector of the economy they are involved in, thus
this paper proposes:

H4. Ultimate owner performance risk attitudes are indifferent across industry, commerce,
and services.

We identified four areas of contradictory results and potential research deficien-
cies. The current research fails to provide evidence on the relation between the ultim-
ate owner and firm performance risk (H1). We are unsure if the above relation
difference in case of the domestic ultimate owner (H2) it’s home country (H3) or the
type of the industry (H4).

3. Data and methodology

3.1. Data and sample

We drew the source data from the Amadeus database (Bureau, 2017). This study uses
a data set on the ownership and control structures of ultimate owners, not immediate
shareholders. We center the research on medium and large European companies,
both public and private, to avoid small business governance bias. We sampled compa-
nies from 43 European countries. We limited the sample to existing companies, oper-
ating in 2016, having available data for assets, current assets, debtors, shareholder
funds, and those with at least 250 employees. Our usable sample consisted of 32,614
companies across Europe. The source data relates to all companies domiciled in
European countries. Table 1. provides the details on the data selection strategy.

The data derived from the database includes the performance measure of return
on assets (ROA) and the standard set of the controlling variables including size of the
domestic group, which follows prior studies (Aluchna & Kaminski, 2017; S�anchez-
Ballesta & Garc�ıa-Meca, 2007). The analysis was performed using the R language
(R Core Team, 2018).

Prior studies offer different specifications for ownership and structure measure-
ments, we follow broadly Aluchna and Kaminski (2017). For the risk performance
measure, we applied the absolute value of ROA, the base variable ROA follows the
prior research specifications (Aluchna & Kaminski, 2017; Thomson & Pedersen,
2000). Our sample was restricted to non-financial institutions, thus, contrary to Duqi
& Al-Tamimi (2018) we did not use the capital requirement as a risk proxy.

The ultimate ownership concentration we measured in both ways, as a percentage
of shares held irrespective of the underlying structure (GUOt) and as a percentage of
shares held directly (GUOd). We measured the stake in percentage instead of the
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binary variable to account for the differences between the ultimate owners’ engage-
ments. Prior research (Perrini, Rossi, & Rovetta, 2008; van Essen et al., 2015) applies
the size of the ownership stake as a percentage variable. To reflect the bargaining
power of the owner at a company level we control the number of shareholders. To
analyze the home bias, we grouped the 105 identified ultimate owners home countries
into broader groups namely: Europe, the USA, China, Japan, Asia (without China,
Japan), and America (both Americas without the USA). To verify the hypothesis that
the location of the owner affects the type of risk profile of the firms, we split the
entire population between ultimate owners domiciled in the same country as the
company and those not. We isolated those ultimate owners coming from the country
listed as a non-cooperative tax jurisdiction. Finally, we examined the investment
across the economy sectors: industry, commerce, and services based on the Standard
Industrial Classification codes.

We used the standard control variables like assets and debts (S�anchez-Ballesta &
Garc�ıa-Meca, 2007; Wright, Ferris, Sarin, & Awasthi, 1996), as well as the numbers of
non-ultimate owners (shareholders) and sub-groups (subsidiaries) to control the diversifi-
cation of the organizational structures. The definition of used variables is given in Table 2.

3.2. Methodology

We applied the absolute value of ROA as the explained variable in the analysis of
company performance risk. The ROA is widely used as a performance indicator
(Earle et al., 2005; E. R. Gedajlovic & Shapiro, 1998; Thomsen et al., 2006), contrary
to the market based indicators such as Tobin’s Q, which is a weak instrument if stock

Table 1. Data search strategy.
Step result Search result

1. All active companies and companies with unknown situations 21,075,464 21,075,464
2. Companies owned by an ultimate owner: def. of the UO: min. path

of 50.01%, known or unknown shareholder; global, domestic
10,700,715 10,243,526

3. Total assets: All companies with a known value, in 2016, exclusive
of companies with no recent financial data

12,312,354 6,617,139

4. Debtors: All companies with a known value, in 2016, exclusive
of companies with no recent financial data

10,945,217 5,996,127

5. Current assets: All companies with a known value, in 2016, exclusive
of companies with no recent financial data

12,262,659 5,995,656

6. Shareholder funds: All companies with a known value, in 2016,
exclusive of companies with no recent financial data

12,318,192 5,995,441

7. Capital: All companies with a known value, in 2016, exclusive of
companies with no recent financial data

13,084,458 5,799,777

8. Other shareholder funds: All companies with a known value, in 2016,
exclusive of companies with no recent financial data

11,273,687 5,799,777

9. ROA using P/L before tax (%): All companies with a known value,
in 2016, exclusive of companies with no recent financial data

6,766,162 3,003,612

10. Region/country/region in country� 20,476,935 2,553,820
11. Number of employees: min 250 in 2016, exclusive of companies

with no recent financial data
74,998 32,614

Final usable sample 32,614
�We drew the sample from the following 43 countries: Austria, Belgium, Cyprus, Denmark, Finland, France, Germany,
Gibraltar, Greece, Iceland, Ireland, Italy, Liechtenstein, Luxembourg, Malta, Monaco, Netherlands, Norway, Portugal,
Spain, Sweden, Switzerland, Turkey, United Kingdom, Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Czech
Republic, Estonia, Hungary, Kosovo, Latvia, Lithuania, Macedonia, Moldova, Montenegro, Poland, Romania, Serbia,
Slovakia, Slovenia and Ukraine.
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markets are less efficient (Worthington & Higgs, 2004). Among the different risk
measurements (compare e.g.: Altman & Saunders, 1997; Duqi & Al-Tamimi, 2018;
Staszkiewicz, 2018) we applied absolute values of ROA to capture the entire spectrum
of performance volatility.

We based our specifications on Aluchna and Kaminski (2017), however, we used
the absolute value of dependent variables to mimic the riskiness of return. We
enhanced the initial model with a set of binary variables to control the different ori-
gin of the ultimate owner. The set of variables we tested in respect of the potential
collinearity. In line with Aluchna and Kaminski (2017), we expect potentially closely
linked variables, namely assets and debts. In fact, the correlation between both varia-
bles amounts to 0.79, thus we applied the log transformation. The omission of debts
from the system did not significantly affect results. Our initial specifications suffered
from heteroscedasticity, thus we trimmed the observation on the 99th quantile and
applied a robust standard error estimator. We tested a reference model for specifica-
tions with the application of the RESET - Ramsey Regression Equation Specification
Error Test (Zeileis & Hothorn, 2002), finally, we controlled the model with quadratic,
cubic, and joint effects of the continuous variables to address the nonlinearity aspects
in the final models. Our final specifications passed the joint test of potential collinear-
ity with a variance inflation factor below two.

The abbreviated analytical form of our model shows the following specifications:

AbsðROAÞ ¼ FðGUOd, GUOt, log ðShareholdersþ 1Þ, log ðAssets þ 1Þ,
log ðDebtorsþ 1Þ, Subsidiaries, Region, DomesticÞ

We estimated the pooled model on the subsets of industry, commerce, and services
companies.

Table 2. Variables definitions.
Variables Definition

Panel A: Continuous variables
ROA Return on assets
GUOd Global ultimate owner direct percentage share in capital
GUOt Global ultimate owner total percentage share in capital
Shareholders Number of shareholders
Debtors Debtors (in thousands of Euro)
Assets Assets (in thousands of Euro)
Subsidiaries Number of subsidiaries

Panel A: Dummy variables
Region Set of the dummy variables representing the country of origin for the ultimate

owner: 1 for Europe, USA, China, Japan, Asia (without China, Japan),
America (both Americas without the USA), and 0 otherwise

Domestic 1 if the company and the ultimate owner are domiciled in the same country,
0 otherwise

Offshore 1 for the ultimate owner domiciled in a country on EU list of non-cooperative
tax jurisdictions, 0 otherwise.

Industry 1 for companies with Standard Industrial Classification (SIC) code equal to
or below 499, 0 otherwise

Commerce 1 for companies with Standard Industrial Classification (SIC) code between
500 and 599, 0 otherwise

Services 1 for companies with Standard Industrial Classification (SIC) code equal to
or higher than 600, 0 otherwise
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4. Empirical results

In Table 3 we report the descriptive statistic of continuous variables pooled and by type of
major branches.

We analyzed the descriptive statistics and identified four instances of negative
debtors and treated these observations as errors thus we impute the negative values
as nulls. For the model’s computation and scatterplots, we trimmed data at the 99th

quantile to eliminate outliers. Probably the most intuitive result of our examination is
the scatterplot of the continuous variables against the ROA. Figure 1 shows the men-
tioned relations on the trimmed data for ROA against the number of shareholders,
total assets, debtor values, and the number of subsidiaries.

We observed a general relation that increasing the values of debtors, assets, num-
bers of shareholders or subsidiaries resulted in a diminishing return of asset abso-
lute values. In addition, the scatterplots indicate a nonlinear relation among
variables, which reconciles to prior research (e.g. Uddin, 2016). This observation
supports the application of the absolute value of the ROA as the risk dimension for
this study.

Table 4 shows the numbers of ultimate owners by geographic regions and type of
industry they operate in within Europe. The data shows that most ultimate owners
are in Europe and the majority of them are domestic investors.

Table 3. Descriptive statistics continuous variables.
Variables Min. 1st Qu. Median Mean 3rd Qu. Max.

Panel A: Pooled
ROA �94.8 0.8 4.1 5.5 9 100
GUOd 0 0 0 34.1 95 100
GUOt 0 0 0 39.32 100 100
Shareholders 1 1 2 2.6 2 904
Debtors �620.7� 2050.7 8805.1 58684.6 26002.7 492871496
Assets 1.1 21903.1 61146.9 430934.8 175831.1 554643129.4
Subsidiaries 0 0 1 6 5 1244

Panel B: Industry
ROA �89.8 0.9 4.3 5.3 8.9 97.3
GUOd 0 0 0 30.8 85 100
GUOt 0 0 0 39.19 100 100
Shareholders 1 1 2 2.6 2 342
Debtors �620.7� 3559.1 11368.7 47434 29152.2 23296000
Assets 1.1 27984.4 70010 488516.1 189808.3 409732000
Subsidiaries 0 0 1 5.9 5 1244

Panel C: Commerce
ROA �76.7 1.1 4.2 5.3 9 72.8
GUOd 0 0 0 32.8 90 100
GUOt 0 0 0 37.94 100 100
Shareholders 1 1 1 2.3 2 101
Debtors 0 884.1 6283.4 36080.6 23880.4 8003213.4
Assets 8.7 24648.9 61221.4 261309.2 160140.5 30830714.9
Subsidiaries 0 0 1 4.2 4 434

Panel D: Services
ROA �94.8 0.7 4 5.8 9.1 100
GUOd 0 0 0 38.7 100 100
GUOt 0 0 0 40.05 100 100
Shareholders 1 1 1 2.9 2 904
Debtors �177.4� 1492 6717.9 83056.7 22564.3 492871496
Assets 23 14191.9 48767 431887.2 165498.4 554643129.4
Subsidiaries 0 0 1 6.9 5 1185

�Prepayments.
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The structure of the domicile of the ultimate owner is stable across different sec-
tors. The impact of the ultimate owners in non-cooperative tax jurisdictions is mar-
ginal. We subsequently tested specifications with and without the inclusion of the
offshore companies, we did not observe any significant effects thus we resigned to
isolating the offshore effect in the final model. The results of the estimation are dis-
played in Table 5.

Because the ROA and ROE capture different aspects of performance (Aluchna &
Kaminski, 2017; Bedo & �Acs, 2007; Wang & Shailer, 2015) and consequently

Figure 1. Scatterplots of the number of shareholders, total assets, debtor values and the number
of subsidiaries against return on assets.

Table 4. Interrelation of the binary (dummy) variables.�
Industries Commerce Services

Europe 11680 3502 9072
The USA 1147 373 868
China 124 30 64
Asia 286 51 147
Japan 287 88 113
America 353 100 271
Africa 26 25 31
Oceania 37 9 47
Offshore 33 16 29
Domestic 7282 2167 6908
�The table does not balance to the total number of observations due to the double inclusion of observations in
Domestic and Offshore variables as well as the lack of data for some of the companies.
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provide different dimensions of risk assessment we tested the specifications for
robustness. We replaced the absolute ROA with ROE in the regression equation
keeping all remaining variables and verified the signs of the parameters. Both
dimensions of the ultimate owner involvement were confirmed to have the same
sign and significance (GUOt ¼ 0.034, GUOd ¼ - 0.110). We modified the regres-
sion equation to include a control for whether the company was public or private.
The estimation of the parameters changed, however, the significance of the variables
remained unaffected.

Table 5. Estimation results.
Dependent variable:

abs(ROA)

(1) (2) (3) (4) (5)
Short Pooled Industry Commerce Services

GUOt 0.006��� 0.005��� 0.004�� 0.002 0.005��
(0.001) (0.001) (0.002) (0.003) (0.002)

GUOd �0.016��� �0.011��� �0.006��� �0.008�� �0.017���
(0.001) (0.001) (0.002) (0.003) (0.002)

log(Shareholders þ 1) �0.444��� �0.259 0.287 �1.721*** �0.363
(0.126) (0.242) (0.326) (0.602) (0.440)

log(Debtorsþ 1) �0.175��� �0.173��� �0.024 �0.215��� �0.243���
(0.022) (0.023) (0.036) (0.051) (0.037)

log(Assets þ 1) �0.729��� �0.838��� �0.630��� �0.870��� �1.028���
(0.037) (0.043) (0.064) (0.119) (0.071)

Subsidiaries �0.005 �0.059�� �0.038 �0.172�� �0.046
(0.007) (0.026) (0.035) (0.067) (0.047)

Europe 0.712��� 1.041��� 1.079��� 0.505
(0.178) (0.256) (0.376) (0.330)

The US 1.179��� 1.246��� 0.459 1.670���
(0.234) (0.331) (0.524) (0.423)

China 0.040 0.444 �1.207 0.509
(0.606) (0.745) (1.468) (1.288)

Asia �0.056 0.400 0.149 �0.774
(0.420) (0.526) (1.164) (0.834)

Japan �0.578 0.009 �1.229 �0.711
(0.422) (0.524) (0.912) (0.956)

America 1.327��� 1.508��� 1.425 0.868
(0.371) (0.511) (0.920) (0.666)

Africa �0.865 �1.181 �1.034 0.125
(0.979) (1.727) (1.595) (1.730)

Oceania 1.563� 2.455� 2.901 0.072
(0.898) (1.347) (2.658) (1.404)

Offshore �1.633 �2.724� �0.247 �1.509
(1.014) (1.483) (2.134) (1.843)

Domestic �1.231��� �1.181��� �1.618��� �1.200���
(0.126) (0.164) (0.299) (0.249)

Constant 17.993��� 18.858��� 14.387��� 20.514��� 21.857���
(0.378) (0.477) (0.697) (1.261) (0.804)

Nonlinearity controls (not
reported in the table)

… ..

Observations 31,050 31,050 14,454 4,778 11,531
R2 Adj. 0.33 0.39 0.26 0.46 0.52
Residual Std. Error 8.510 8.487 7.842 7.794 9.349

df¼ 31042 df¼ 31018 df¼ 14422 df¼ 4747 df¼ 11500
F Statistic 178.999��� 42.356��� 11.957��� 9.075��� 22.557���

df¼ 6; df¼ 30; df¼ 30; df¼ 30; df¼ 30
31042 31018 14422 4747 11500

Note: �p< 0.1; ��p< 0.05; ���p< 0.01.
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5. Discussion

Our results advance Wang and Shailer’s (2015) conclusion that ownership has a nega-
tive correlation with firm performance by disclosing a substantial variation of this
link in the case of ownership dilution. In fact, we observed a negative correlation
between the risk of performance and shareholder concentration for direct holding.
This supports our hypothesis H1.2. On the other hand, we noticed a positive correl-
ation between total holdings and performance risk, despite Wang and Shailer’s (2015)
prior observation, meaning H1.2 is supported. The evidence we gathered supports
Thomsen and Pedersen (2000) on the marginal effect of the link between ownership
and performance. The former contradictory evidence on the direction and strength of
the concentration, and performance of Hanousek et al. (2007), Earle et al (2005),
Bedo and �Acs (2007), or Moscu et al. (2015), reconcile to our scatterplots findings.
Our findings are, thus, in line with Uddin’s (2016) observation that risk relations are
non-linear.

The dichotomy in the relation between the attitudes toward risk of direct and
indirect ultimate owners implies the existence of Easterbrook and Fischel’s (1983)
concerns on the shareholder division between minority and majority. Direct involve-
ment of the ultimate owner reduces the performance risk in contrast to indirect
involvement. This evidence casts another perspective on Wang and Shailer’s (2015)
meta-analysis, which suggested that the relation is affected by the way the ultimate
owner controls the entity. Our findings reconcile to Boubakri et al. (2013) that for-
eign ownership is positively related to corporate risk-taking for the US and America
based ultimate owners, however, the link is not necessarily universal across the globe.

Our models provided support for H2. We observed significant and sustainable risk
aversion among domestic ultimate owners across different industries. These results
indicate that the tradeoff between the global advantage and home advantage hypothe-
ses (Duqi & Al-Tamimi, 2018) is unbalanced for Europe. The attitude toward risk of
the domestic owners might come from a local information advantage (Berger et al.,
2003; Choe et al., 2005), however, our setting does not allow us to derive conclusions
on this. Another plausible explanation is that the overseas investors can divest the
continental risk against a wider portfolio of investments across different continents.

Referring to the origin of ultimate owners (H3) our findings stay contrary to Duqi
and Al-Tamimi (2018), due to non-domestic investors being more likely to accept
higher risk. Investors from America, including the US, and Oceania are more likely
to be risk-takers. Our results show the same direction both for pooled and service
data, which reconciles to Boubakri et al.’s (2013) observation that foreign ownership
is positively related to corporate risk-taking. Those discrepancies might come from
different sample representation, for example, in services we sampled both banks and
other financial institutions, while Duqi and Al-Tamimi focus on only the banking
sector. On the other hand, Faccio and Lang (2002) report that widely held and fam-
ily-controlled firms dominate in Europe, thus our result suggests that overall both
instructional and private willingness to take risks dominates in English driven econo-
mies compared to the rest of the world. Our results for Europe and America (includ-
ing the US), support the home bias hypothesis. The significance of the domestic
ultimate owner supports McGahan and Victer’s (2010) conclusions. It stays contrary
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to Xia and Walker’s (2015) findings on China, however is consistent with Stiglitz’s
(1999) observation that market oriented state shareholders may be more appropriate
in countries with weak institutional environments. In general, the European compa-
nies operate in the environment with the strong institutional framework.

Finally, we did not find persuasive evidence for the link between ownership risk
consistency across branches (no support for H4). The results we report suggest that
ultimate owner performance risk attitudes are different across industry, commerce,
and services. The dichotomy in risk attitudes for the ultimate owners holds true
across all branches. We understand these results reinforce the lack of homogeneity
between the types of the ultimate owners. Even the ultimate owners differ in term of
their specializations, thus a general approach does not reveal any consistent picture of
their risk attitudes.

This study applies the percentage of votes controlled by the ultimate owner as the
proxy for the real power of the shareholder. Due to the limitation in our dataset we
were unable to observe the control leverage (for example: dual class shares, shareholder
coalitions and agreements, pyramidal ownership, golden shares), thus the results should
be interpreted only in respect to the ultimate owner voting control power.

The study relied on cross-sectional methods that embody the implicit assumption
that model parameters are stable across firms and over time. Such a method, how-
ever, allows for substantial sample size, which is not necessary achievable with other
methods, thus it anchors the economy picture and serves as the reference point for
further studies. The results suggest that the risk attitudes of the ultimate owner
depend on its origin. This observation has implications for policy setters. In the case
of an economy which attracts foreign investments, the policy should differentiate
between risk-averse and risk-taker investors. Thus, to be efficient the policy setters
might focus on matching investors from less risk-oriented countries with lower risk
potential investment opportunities in the policy setter’s economy. This observation
might be important to the transition’s economies.

6. Conclusions

With this study, we ask whether the riskiness of the performance of European entities
is associated with the origin of the ultimate owner. We identified the dichotomy in
risk attitude. The domestic ultimate owners are, in general, less likely to be risk-takers
than overseas investors. We also observe significant risk aversion of domestic ultimate
owners across different industry branches.

Our study advances the efficiency of ownership structures discussed in the corporate
governance in several ways. Firstly, we discovered a substantial difference among the
overseas and domestic owners with respect to risk acceptance. Secondly, we enhance
prior studies on concentration and performance with a risk perspective, showing the
dichotomy in terms of the direct ultimate owner influence. Thirdly, we confirmed the
nonlinear relation between concentration and risk performance. Fourthly, we provide
robust evidence from the European perspective for further research.

Our findings have policy implications as the investigation into domestic-overseas
ultimate owners’ preferences might support cross-European economic policy.
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The study results indicate potential areas for further research. We are unaware of
the causes of the risk-averse nature of domestic owners versus that of the overseas
owners. It is possible that inside-knowledge of the local environment plays a role. We
hope to be able to address this issue in the future.
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