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Abstract

The study aims to examine the relationship between individual ownership, institutional
ownership and firm performance. Further it comparatively analyses the impact of both
institutional and individual ownership on firm performance. For this purpose, data have been
collected from 64 firms listed on Pakistan Stock Exchange (PSX) for the period of 10 years
(2011 - 2020). Random effects model has been employed to test the research hypotheses. This
study compares the effect of individual and institutional ownership on firm performance. Result
of the study shows that both institutional and individual ownership significantly affect firm
performance. However, the degree of the effect is different for both individual and institutional
investors. The institutional ownership influences the firm performance twice than the individual
investors influence the performance. The results also reveal that the firm performance is
positively associated with the firm size while negatively related with the financial leverage.
Findings of the study are important for shareholders, managers, academicians and decision
makers. They can use information to frame investors’ friendly policies and guide sharcholders
in taking right financial decisions.
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1. Introduction

Financial performance of the organizations is a crucial concept in today’s competitive
economic environment and globalization; a complex phenomenon that represents an
indispensable initiative to implement and monitor long term strategic plans. It is considered as
a source of sustainable economic growth through which different firms can expend businesses,
create value, bring innovations, generate employment opportunities and pay taxes, thereby
improving the overall financial well-being and economic conditions (Van-Vu et al., 2018).
Examining firm performance and its antecedents can provide insights understanding and
knowledge to explore what drives the performance and offer valuable feedback to both business
executives and policy makers. In the corporate world and financial environment, institutional
investors and firm performance have gained critical attention (Abdullah et al., 2011) as
institutional investors play considerable role in making firms financial and non-financial
decisions (Ali & Hashmi, 2018). Carefully designed strategic plans and financial decisions
taken by the firm’s management along with giving equal importance to the executives,
management roles, governance and ownership structure may lead to enhance the financial
performance of the firms.

The association of ownership structure and performance has been a great concern for the
finance researchers. Recent studies revealed that ownership structure positively contributes and
influences firm performance. For example, Le and Phan (2017) reported that ownership
structure positively affects performance of different firms. Memon et al. (2012) documented a
positive association between proprietorship organization and financial performance of firms.
The relationship between ownership structure and firm performance is important for firms as
changes in ownership pattern can directly and indirectly affect performance of different
companies. According to Elyasiani and Jia (2010) more managerial ownership will lessen the
performance of the organization because their activities will reflect their benefits and ways to
increase their earnings which may lead to an increase in cost of capital and will also reduce
diversification in the investment prospects. Phung and Mishra (2016) have reported a
significant effect of ownership organization on firms’ performance while Demsetz and
Villalonga (2001) found particularly no significant evidence indicating ownership structure
effect on the performance of different firms.

Literature has identified many determinants of ownership structure affecting firms’
performance. Moreover, Lin and Fu (2017) stated that different institutional investors
positively affect performance while concentrated ownership has an inverse impact on the
performance of companies. In the hindrance sight, individual investors may also play
significant role to bring positive change in the financial performance (Thanatawee, 2013).
Cornett et al. (2007) found a significant relationship between operating cash-flows returns and
institutional investors. A study by Fauzi and Locke (2012) showed that the executives,
institutional investors and members of board committee have a significant association with
performance of firms. While Sangeerthan (2021) reported that individual ownership positively
affects firm performance. Moreover, Lee (2009) measured the firm’s performance by rate of
Return on Assets (ROA) and reported that with the increase in ownership concentration, firm’s
financial performance significantly improves, but the researcher found insignificant
relationship of both foreign and institutional ownership with firm performance. The higher
institutional holding in developed as well as developing economies is depicted from the fact
that institutional owners are considered as the most effective management monitoring devices.
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Therefore, with institutional investor’s expertise to manage and oversee the investment
activities and financial affairs, they play a superior role in improving the management decisions
and its efficiency (Fazlzadeh et al., 2011; Kuo et al., 2020).

It is worthwhile to note that since the 1980s, many emerging countries opted for privatization
and market liberalization. Miller et al. (2009) argued that individual or family ownership can
fill the institutional holes and resolve management related issues of firms. Emerging markets
are considered to have a lack of strong market factors like capital management, product, labour
and institutional loopholes that may hinder economic exchanges (Luo & Chung, 2005). More
focus on long-term projections can lead individual businesses to form close ties with their
employees, clients, business partners and suppliers, resulting in gaining more power and
incentives than other firms, thus reducing the financial risks and institutional voids. Despite
the advantages of individual or family ownership, they may be a poor alternative for the formal
establishments; as their informal norms, weak institutions and legal protections may entrench
and exploit the benefits of control, abuse institutional voids, obstruct the efficiency and efficacy
of internal and external monitoring which may hinder the market for corporate control (Gomez-
Mejia et al., 2011; Luo & Chung, 2013).

The prospective gains of institutional investors in emerging markets comprise of their
propensity for actively observing with the potential to reduce the possibility of excessive
executive compensation, overinvestment and also reducing the associated financial risks
(Ferreira & Matos, 2008). Furthermore, by effectively monitoring and motivating long term
research and development activities (David et al., 2001). Institutional ownership is linked with
improved financial performance, firm value and profitability (Thanatawee, 2013). Increase in
firm’s value and profitability is concurred with controlling the top management’s unfavourable
activities and taking appropriate decisions leading to favourable outcomes, whereas the
individual ownership cannot monitor the managerial activities effectively due to their lack of
potential in terms of exercising rights and ability (Kho et al., 2009). Although, besides major
shareholders, individual shareholders can also influence activities of the organizations. A
considerable number of shares owned by individuals affect decision making process as
minority shareholders can establish their own pressure group to maintain and product interest.
Moreover, in developing countries less protection has been observed for individual investors
which gives little space to influence management decisions. Therefore, they create their own
group to oversee management activities and firm performance.

The existing studies on the firm performance are from established and developed countries
with little evidence of such relation in emerging countries; thus, posing a barrier to
consolidating knowledge and research. Several studies have recently focused on different
ownership arrangements and their effects on performance of firms. Abbas et al. (2013) studied
concentrated ownership, Javid (2012) considered family ownership. Managerial ownership was
considered by Khan et al. (2012), whereas the study by Shah and Hussain (2012) reflected
ownership structure. On the other hand, Abdullah et al. (2011) considered more than one
ownership structures. There is a considerable literature from developed countries on the
association of firm performance and ownership structure; however, to the best of our
knowledge no comprehensive study has investigated the effect of the individual ownership on
the firm’s performance in comparison with the institutional ownership especially in Pakistan
which is a developing country having less developed corporate governance as compared to
developed countries.
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In the context of Pakistan, most of the businesses are controlled by the meditation of one or the
other dominant block such as managers, executives and institutional stakeholders, thus
reporting highly inconsistent results (Javid, 2012; Javid & Igbal, 2008). It is important to
identify better ownership pattern which the organizations should follow to avoid any ambiguity
because it will affect shareholders wealth, investment opportunities and future value of firms
in the stock market by enhancing the firm performance. In this connection, this study has been
undertaken to examine the effect of ownership on performance by taking the most updated data
of PSX listed firms. The current research adds to the existing literature by comparing the effects
of Institutional and individual ownership on the performance of non-financial companies. The
remainder of this paper is organized as: the part two describes the relevant literature review;
the part three explains the methodology, sampling, data collection procedure and data analysis
techniques, whereas the part four determines the results, study findings and discussions in the
light of relevant literature. This study finally concludes with conclusion, and directions for
future research.

2. Literature review

The association between the firms’ ownership structure and its performance has been widely
studied by various scholars, researchers and academicians. Mixed evidence has been found in
the studies leading to the conclusion that the ownership variables exert different effect on the
firm profitability and performance (Kapopoulos & Lazaretou, 2007; Ducassy & Montandrau,
2015; Sakawa & Watanabel, 2020). In contrast, some studies have stated that it has inverse or
insignificant effect on the firm performance (Lefort & Urzua, 2008; Belkhir, 2009), and still
other studies predicted significant association between the firm performance and its ownership
structure (Daily et al., 2003; Nuryanah & Islam, 2011). Mainly the studies have been conducted
to examine the effect of different corporate governance mechanisms and the ownership
variables on firms’ performance. Little literature available regarding role of individual
investors in firm performance.

Finance literature offers three perspectives regarding effect of institutional ownership on
performance of the firms. First perspective is monitoring view, Shleifer and Vishny (1997)
stated that institutional ownership actively oversees, and institutional investors vigorously
monitor company’s activities to decrease agency conflict and access to similar information
which increases profitability and performance of the firms. Second point of view is “passive
monitoring view”, here the institutional investors are only targeting the immediate gains
through taking temporary advantage based on latest information (Kochhar & David, 1996).
They are focusing on short term objectives in order to achieve portfolio goals, instead of
monitoring management and firm’s activities (Elyasiani & Jia, 2010). Therefore, weak
association could be predicted between institutional ownership and firm performance (Duggal
& Millar, 1999).

Third prospective regarding the institutional investor is known as “exploitation” view. With
this view the institutional investors may exploit small shareholders through coordination with
management to oversee the organizations activities and only emphasis on their own benefits
rather than focusing on the organization and the minority shareholders’ interests. Therefore,
there exists a considerable connection between the institutional investor and performance of
the firm (Elyasiani & Jia, 2010). It is thus, concluded that group of “active monitoring”
institutional investors continuously oversee the firm’s activities by reducing information
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asymmetry and agency problems that leads towards improvement in firm performance.
Therefore, such types of institutional investor are very important for growth and improvement
of firm operations.

It was observed that more proportion of insider ownership may lead towards poor performance.
Due to entrenchment between insider’s managers and directors, they might exercise their
powers that leads to accumulate wealth through exploitation of minority owners (Shleifer &
Vishny, 1986). Institutional investors can directly affect management activities and influence
firm performance. It was particularly true in China where firms with state ownership and
controlling shareholder were following the same steps (Bradford et al., 2013; Liu et al., 2014,
Jiang & Kim, 2015). Firm performance can be influenced by financial and non-financial factors
as well as firm specific and other factor such as financial environment of country, economic
conditions etc. Large part of the corporate finance literature focuses on firm specific factors
that influence performance of the firms. Among those factors ownership variables are
considered important for firm’s profitability and performance. Different ownership variables
such as institutional ownership, insider ownership, family ownership and individual ownership
affect firm performance differently. Institutional ownership significantly affects firm’s
activities and overall performance. Institutional investors invest money on behalf of others as
a result they have a delegated monitoring role that may push them in making an effort to
minimize the risk. They avoid investing money in firms having asymmetry information and
exercise more control over management than any other group of shareholders (Campbell &
Minguez-Vera, 2008).

According to Anderson and Reeb (2003), family-owned public companies often delegates
executive and powerful management positions to their family members despite the
disagreement from monitory shareholders. Further they argued that family members possibly
show better understanding of business nature and stewardship in achieving targets of family-
owned firm, they focus on training and development of their successors. Past researchers have
shown mixed results regarding impact of family ownership on performance of the firms. For
instance, Javid (2012) observed that family-owned firm with CEO being a family member has
put positive effect on firm performance but in contrast it is argued that it has opposite impact
on firm performance (Barth et al., 2005). In non-family firms, the CEO awards higher
compensation to board of directors but proportion of compensation is significantly lower in
family firms; this will lead towards better firm performance. Some earlier studies documented
that mutual fund in China have contributed towards the increasing firm’s performance (Yuan
et al., 2008) thus having an impact over its financial decision through voting rights (Firth et
al., 2010).

Mixed evidence has been documented in the literature about the association between
institutional investors and performance of the firms. For instance, Bhattacharya and Graham
(2009) reported that institutional ownership can positively affect firm performance. Duggal
and Millar (1999) observed a positive association between ownership proportion of
institutional investor and firm performance, while Chaganti and Damanapour (1991)
documented insignificant relationship between institutional investors and performance of the
firms. However, according to Seifert et al. (2005) this relationship is not consistent across
different economies like United States, Western Countries, Japan and Germany. Moreover,
Fauzi and Locke (2012) showed that different ownership variables and arrangements may exert
different impact on firms’ performance.
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Two groups of institutional investors exist in literature; one is called pressure resistant and the
other pressure sensitive. Whereby, the institutional investors put force to create value
maximization in firms. In most previous studies, institutional investors were considered as
monolithic group and predicted that institutional ownership is not related with firm
performance (Faccio & Lasfer, 2000). It was also found that presence of the institutional
ownership is leading towards increasing research and development expenditures. Moreover,
individual ownership is more related with dividend policy of the firm which influences
management activities and further affects the association of management policies and firm
performance. Further it is also documented that individual ownership significantly affects firm
performance in developing markets (Sangeerthana, 2021).

From above literature we can assume following hypotheses:

H1: Institutional ownership positively affects performance of Pakistani listed firms.

H2: Individual ownership positively affects performance of Pakistani listed firms.

H3: Effects of institutional ownership on firm performance is stronger as compared to
individual ownership in Pakistan.

3. Research methodology

This research aims to examine the relationship between the institutional ownership, individual
ownership and performance of the firms. Furthermore, it provides comparison by analysing
whether individual ownership exerts the same effects on the firm performance and profitability
as institutional ownership do or impact differently. The nature of this study is quantitative as
panel data have been used to compare effect of both individual and institutional on firm
performance. Panel data techniques are chosen as it combines both time series and cross-
sectional data.

3.1.  Sampling and procedure for data collection

Initially 100 companies have been selected from all firms listed on PSX. Nevertheless, after
data scrutiny only 64 companies have been included for further analysis as only those
companies have been included in the sample which satisfied study requirements. Furthermore,
following criteria has been followed to select sample of the study.

Financial firms have not been included in the sample.

At least one company has been selected from each sector.

Companies listed on PSX for 10 consecutive years from 2011 to 2020.
Availability of firm’s annual reports.

For the true representation, we have selected at least one company from each sector on the
basis of larger market capitalization. We have collected 10 years data from 2011 to 2020 to
conduct the study analysis. The data related to asset, equity and leverage have been collected
from the Balance Sheet Analysis (BSA) publish by central bank i.e., the State Bank of Pakistan
(SBP). The ownership structure data have been extracted from the annual financial reports of
64 companies. These financial reports are retrieved from the State Bank of Pakistan and
Pakistan Stock Exchange (PSX) websites.

Journal of Humanities, Social and Management Sciences (JHSMS) 155



Comparative study on the impact of individual and institutional ownership on firm ...

3.2. Measures
3.2.1. Measurement of firm performance

There exist many proxies to measure firm performance which is Dependent Variable (DV) in
this research study. Many studies employed Return on Asset (ROA) to measure firm
performance while other used Return on Equity (ROE) and Tobin Q to calculate firm
profitability and performance. Due to high correlation with profitability and data availability
we relied on ROA proxy to estimate firm performance. Based on previous studies we can drive
following formula to calculate ROA:

Firms Net income at the year end

Return on Asset = -
Firms total asset at year end

ROA tells us how much company is earning profit relative to its total asset. Every company
exists to earn profit and profit shows the financial performance of that firm. If company earns
more profit in relation to average total asset, then it means firm performance is high otherwise
company is not performing well. In other words, high ROA depicts strong firm performance
while low ROA reflects poor performance of a company.

3.2.2. Measurement of institutional ownership
Institutional ownership means number of shares own by different institutions at the end of

financial year. This is the ratio of different ownership and total outstanding shares of a
company. The common way to calculate institutional ownership is:

(Total shares owned by dif ferent institutions)

Institutional ownership =
p (Total number of outstanding shares of the company)

Only common shares are considered to calculate true institutional ownership. Total number of
common shares held by different institutions from total outstanding shares of a firm.

3.2.3. Measurement of individual ownership
Individual ownership means percentage of ownership held by individual person. This excludes

family ownership, managerial ownership and group ownership. Only individual investors have
been considered to calculate individual ownerships. It can be calculated as:

(Number of shares held by individuals)

I . . g —
ndividual ownership (Total number of outstanding shares )

Similar method has been applied to calculate individual ownership. It is the ratio of common
shares held by individuals to the total number of common shares of a company.

3.2.4. Control variables

The literature related to financial performance and ownership structure suggest following
variables other than ownership patterns that can impact financial performance. Literature
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identified firm size can also affects firm performance as firm profitability largely depend on
firm size. For example, large firm’s net income is much higher than small companies and their
asset are also more in terms of value. Therefore, they need large sales to earn comparative
profit while small and medium type firms do not need that much amount. Likewise, Dogan
(2013) reported that firm size positively associated with profitability and firm performance.
We used natural log of market capitalization of each company to measure firm size of each
company as Dang et al. (2018) suggested that market capitalization is more useful than other
indicators (e.g., total asset & total sales) to measure firm size when investigation firm
performance in relation with capital structure.

Leverage level of a company affects its financial performance. There exists a direct association
between the firms leverage and performance of the firms. Accountings’ ratio has been used to
measure the firm leverage. For instance, Ibhagui and Olokoyo (2018) used debt to equity ratio
to measure the leverage level of the firms while others calculated the leverage by using market
value of equity to book value of debt as measure of financial debt. Due to low specific long-
term debt in Pakistan, we considered all interest-bearing loans (exceeding 1 year) as total debt,
and it is divided by market value of equity to calculate financial leverage of the firm.

3.3.  Model specification/research model

By using panel data, we comparatively analysed impact of individual and institutional
ownership on performance of firms. We ran regression to estimate significance level of
relationship between variables. Following model reflects theoretical framework of the study:

Firm performance = Intercept+ Institutional ownership + Individual ownership + Control
variables + Error term ... e (1)

When we include measurement proxies detail equation becomes:

ROA.t = Bo + P1InsOit+ P2IndOir+ PsLeverageit+PaFirm Sizeit+ Ei,t...uveviviviiirenenee. (i)
Where,

ROA.i = Return on Asset at time t representing firm performance

o= intercept

B1 InsOit = Institutional ownership, the fraction of shares owned by institutions at the end of
the year t for the firm i

B2 IndOit= Individual ownership, shares owned by individual investors at the end of the year
t for the firm i

B3 LEVit= control variable Firm leverage
B4 FSi,t= control variable Firm Performance

€1i,t = vetor of error term
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Analyses have been conducted in two levels. In first stage, analysis is carried to check the
significance level of predictors and Dependent Variable (DV) while controlling other potential
variables that can influence firm performance. In the next stage, we investigated comparative
effect of both individual and institutional ownership on firm performance.

3.4. Model selection

To examine the impact of institutional and individual ownership on firm performance, we
arranged panel data and employed different diagnostic tests to check the variability of data and
identify relevant model. First of all, we run unit root test to check the stationary of data as it is
prerequisite to examine the nature of data. Then we run different tests to check the
autocorrelation, multicollinearity and heteroscedasticity. The different tests show data is
normal and we can apply relevant test e.g., common effects, fixed effects and random effects
model to data. Further, two tests i.e., Likelihood and Hausman test have been employed to
select best fit model among above mentioned three techniques. Both likelihood and Hausman
test show random effects model is the best fit model in our case. Fixed effects model presumes
that intercept and slop is constant for all cross sections while random effects model assumes
intercept is not constant across different companies and predicts that individual specific effects
are uncorrelated while fixed effects model supposed that individual specific effect are
correlated with predictors.

Table-1: Operational definitions of variables and calculations

Variables Calculations/Formulas Source

Firm Net income of firmiattimet (Le & Phan, 2017)

Performance koA = Average equity of firmiat timet (Jiraporn & Liu, 2008)

Institutional Total shares owned by institutions (Ali & Hashmi, 2018)

Ownership Ins0 = Total number of outstanding shares

Individual No.of shares owned by Individuals (Thanatawee, 2013)

Ownership Ind0 = Total No.of oustanding shares

Firm Leverage FL = (Debt)Interest bearing loans at timet  (Ibhagui & Olokoyo,
Market value of equity at time t 2018)

Firm Size FS = Natural log of Market Capitalization att (Dang etal., 2018)

Note: Proxies used to measure variables.

The table-1 shows calculations of different formulas along with relevant sources. Different
calculations and proxies have been used to measure study variables.

4. Results and discussion

4.1.  Descriptive statistics

Descriptive statistic shows the nature and behaviour of data. Below table presents descriptive
statistics of study variables. Standard deviation depicts dispersion of values from mean and

skewness shows whether data is positively or negatively skewed, whereas kurtosis explains
whether the data is platykurtic or leptokurtic (tall or flat).
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Table-2: Descriptive statistics

ROA Ig‘c\’l'fllrt:é?s%r:zl (Ijr:s:]\ggﬁ?:) Firm leverage Firm size

Mean 0.079 0.503 0.049 0.246 21.21
Median 0.048 0.503 0.039 0.183 21.22
Maximum 0.377 0.549 0.259 0.871 25.03
Minimum 0.003 0.457 0.013 0.006 17.90
Etj‘v”gi‘fgn 0.081 0.206 0.026 0.218 2.036
Skewness 1.797 0.265 2.223 1.825 0.003
Kurtoses 6.078 2.088 11.45 3.332 2.223
Total observations 640 640 640 640 640

Note: ROA= Return on Assets; due to unique characteristics managerial, state and foreign ownership not
included in either ownership types; Total firms 64; time period 10 years (2011-2020); Firm size is natural
log of market capitalization.

The table-2 shows the statistical behaviour of data for the period of 2011 to 2020. The mean
value is range from 0.0493 (Individual ownership) to 21.212 (Firm Size). The value of standard
deviation is range from 0.0266 (Institutional ownership) to 2.0368 (Firm size). Skewness
indicates that all values are positively skewed. In case of Kurtoses most of the values in the
table shows the leptokurtic behaviour, which mean data is tall and have high tail. Furthermore,
the average percentage for individual ownership is nearly 5% while intuitional ownership is
50.3% which means institutional investors hold larger proportion as compared to individual
investors.

4.2.  Correlation analysis

Below table shows correlations between firm performance and predictors. Correlation test has
been run to check the endogeneity and multicollinearity problem. When the correlation value
is “1” then we can say about the existence of strong correlation in between the variables, when
the value of correlation is “0” then there exist no association, when the value of correlation is
negative then we say that the correlation is negative.

Table-3: Correlation matrix

Firm Institutional Individual Firm Firm
Performance Ownership Ownership Leverage Size
1. Firm Performance 1
2. Institutional Ownership 0.124 1
3. Individual Ownership 0.081 -0.245 1
4. Firm Leverage -0.067 0.094 -0.066 1
5. Firm Size 0.104 -0.033 0.063 -0.082 1

Note: Negative coefficients show negative correlation while positive values show positive association;
higher values indicate strong association and low values are indicating weak correlation.

The table-3 indicates that there exists no problem of multicollinearity between explanatory
variables. Values of all independent variables are well below the threshold limit of 0.80. Results
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indicate that institutional ownership positively correlated with firm size and negatively
correlated with individual ownership, whereas financial leverage negatively associated with
both individual ownership and firm size. Result also depicts a positive association between
ownership by individuals and firm size. Moreover, firm performance negatively associated
with leverage and positively correlated will other predicting variables.

4.4. Likelihood ratio/ redundant fixed effects tests
In order to select the appropriate model from common coefficient and fixed effects model we
have run likelihood test in panel data. Table 4 shows results of Likelihood ratio/ Redundant

Fixed Effects Tests.

Table-4: Likelihood ratio test

Redundant Fixed Effects Tests Statistics d.f. p
Cross section F 4.3733 (9,626) 0.0000
Cross section Chi-square 39.0260 9 0.0000

The table-4 shows significant Chi square value is for Likelihood test, which imply that fixed
effects is the more efficient model.

4.5. Hausman test

Hausman test has been run to select best fit model from fixed and random effects model.
Below table depicts the results of Hausman test.

Table-5: Hausman test
Hausman Test Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 2.55040 4 0.6356

The table-5 shows insignificant probability value for Houseman test, which means random
effects model is the best fit model.

4.6.  Multivariate regression analysis (random effects model)

The table-6 provides results regarding regression analysis. As discussed earlier random effects
model has been selected to examine the association between dependent and predicting
variables. The value of F-statistics (probability) shows that the model is correct, and the
predicting variables significantly affect the firm performance in the cross sections. The
ownership has a significant and positive with firm performance (p<.01). There also exists a
positive and significant relationship between individual ownership and firm performance as p-
value is 0.0067, which is less than 0.01. Similarly, firm size positively related with firm
performance whereas financial leverage negatively affects firm performance. Coefficients
indicate that an increase of 1 point in institutional ownership leads to 0.62 points change in
firm performance whereas 1 unit change in the individual ownership brings 0.31 points change
in the firm performance, which demonstrate that both institutional and individual ownership
positively influence performance of the firms. The intensity and degree of effect is different
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for both individual and institutional investors. The institutional ownership influences the firm
performance twice as much as the individual investors do influence. Consistent with prior
studies, increase in firm’s value and profitability is concurred upon controlling the top
management’s unfavourable activities and taking appropriate decisions leading to favourable
outcomes, whereas the individual ownership cannot monitor the managerial activities
effectively due to their lack of potential in terms of exercising control and voting rights (Kho
et al., 2009).

Table-6: Random effects model

Variable Coefficient Std. Error t-statistics p (sig)
Intercept (C) -0.3240 0.0864 -3.7471 0.0002
Institutional Ownership 0.6275 0.1549 4.0508 0.0001
Individual Ownership 0.3195 0.1195 2.6726 0.0077
Firm Leverage -0.0303 0.0144 -2.0962 0.0365
Firm Size 0.0037 0.0015 2.4382 0.0150
R-Square .04577

Adj. R-Square .03976

(Prob.) F-Statistic .00005

Observations 640

Note: Presents the results for the panel data using random effects model; where DV is firm performance
(ROA); p-value less than 0.01 means relationship is significant at 99% confidence interval; p-value <.05
indicates relationship is statistically significant at 95% confidence interval, firms 64; periods 10;
observations = 640.

Moreover, the coefficient and p-value of firm size is positively significant (P< 0.05). The p-
value of financial leverage is 0.036 (P<0.05) and coefficient is -0.0303, which implies that 1
point change in financial leverage brings -0.030 units change (decreases) in the financial
performance. Memon et al. (2012) also reported that financial leverage negatively affects firm
performance. Based on the results, it is argued that the firm with a higher institutional
ownership strongly influences firm performance and leads to superior outcomes. While the
individual ownership significantly affects the firm performance but does not bring much
change in the firm performance. The institutions having considerable ownership directly and
indirectly affect the firm performance. It is belief that institutional investors consistently
monitor performance and perform a role of watch dogs in any firm. Overall, the institutional
investors and individual ownership affect performance of the firms even after controlling for
other variables.

The study findings show that institutional ownership positively and significantly significant
affect firm performance, thus accepting first hypothesis, which is in line with the findings of
Lin and Fu (2017) who documented a positive and significant relationship between the level of
firm performance and institutional ownership. Findings also reveal that individual ownership
directly affects firm performance however, this effect is low as compared to institutional
ownership, therefore second and third hypotheses also have been accepted. These findings are
in consonance with the prior studies which were conducted in different countries and
geographical settings (e.g. Bhattacharya & Graham, 2009; Thanatawee, 2013). The
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confirmation of the hypothesized relationships from the present study supports the
conventional interpretation that the institutional sharcholders can better improve the firm’s
value in the emerging markets.

6. Conclusion

The firms’ ownership structure and its impact on performance have endured a source of great
attention for the financial market analysts. Not only the idea of ownership dispersion and firm
performance is continuously evolved in finance theory, but it has also been widely debated.
The ownership structure must be taken into consideration to appropriately fulfil the business
needs. Factors like equity division of the company and the identity of equity owners along with
their ownership patterns may affect their performance levels. The main focus of this study was
to explore the potential effect of ownership variables on performance of firms and to
comparatively analyse the impact of institutional and individual ownership on the firm
performance. The related financial data was retrieved from the annual reports of 64 selected
firms listed on PSX for the time period of 2011 to 2020 (10 years). Moreover, panel data have
been used to compare the effect of both individual and institutional ownership on performance
of the firms. The model of the study was based on the ownership literature and tested with the
help of multivariate regression analyses. The present study observed that ownership structure
is taking a critical part in enhancing the firm’s performance. The research analysis provides
evidence regarding the role of ownership patterns in adding the value and provides a potential
lens for better understanding the effect of different ownership structures to improve the firm’s
profitability. The results are in line with the findings of earlier studies which stated that the
firm’s performance is greatly affected by changes in the ownership and overall firms’
ownership structure.

The results provide empirical support to the existing literature. Institutional as well as
individual ownership are significant non-financial factors of performance as such factors can
directly impact performance of the firms; thus, providing new insights to the association of
different ownership arrangements and firm’s performance in emerging countries. The findings
show that institutional investors have a considerable role in operating the financial markets and
firms. They have the know-how, resources and necessary skills to influence the firm’s
performance; whether institutions influence financial decisions or not is somewhat a function
of their ownership in the company. The finding of this study reveals that the individual
ownership also has an effect in determining the performance level of the firms. The overall
tendency in the research findings is that there is a positive linkage among the firm’s status,
individual ownership and firm performance. The financial strategies based on commitments,
trust and informal settlements also help the firms with individual ownership to overcome the
institutional problems thus leading them to identify substantial opportunities and efficient
allocation of its resources.

It is also worthwhile to mention that different ownership variable can affect performance of
firms. Our findings showed that both individual and institutional ownership positively impact
firm performance. Nevertheless, the intensity and degree of effect is different for both
individual and institutional investors. Furthermore, a firm with higher institutional ownership
strongly influences firm performance and leads to superior outcomes; whereas individual
ownership significantly affects firm performance but does not bring much change in the
performance of non-financial companies. The findings of the present study affirm that different

JHSMS, 2021, 2(2), 150-167 162



M. S. Alj, L. Riaz, & W. Anis

ownership structures affect the firm’s performance in Pakistan; hence, study of these factors
can provide great insight into understanding the financial behaviour of the firms in Pakistan.
This study will help firms to better understand the role of ownership structure and its impact
on firm performance.

6.1.  Policy implications

An optimal ownership structure is important for better performance of companies. This study
has highlighted the significant contribution of different ownership types and suggests that
institutional ownership should be enhanced as institutional investors consistently monitor
performance and perform a role of watch dogs in organizations. It is also recommended that
policy makers in Pakistan should develop appropriate governance rules and bring policy
reforms to strengthen firm performance. This study will provide implications for the policy
makers in improving the governance of corporate sector as it offers new insights into ownership
and agency issues that may be unique to the Pakistani corporate environment. Moreover,
protection of minority and individual investors are important for smooth functioning of firms.
Findings of the study can help firms to increase their profitability and performance. This could
be done by formulating such strategies that may enable the decision makers to take appropriate
actions regarding corporate governance mechanisms in order to avoid any expropriation of
minority shareholders’ wealth.

6.2. Limitations and directions for future research

The limitations of this study offer potential avenues for future research studies in the field of
corporate governance. Due to high correlation with profitability, we used only ROA to measure
performance of the firms. Future studies may use more than one proxy e.g., Tubin Q ratio and
ROE to check the difference in the pattern of results. Furthermore, the generalizability of the
study is only limited to the developing countries having similar financial markets and economic
conditions. This study collected data from 64 non-financial companies while the future studies
are suggested to increase the study sample by including other companies. The impact of foreign
ownership should also be tested with firm performance as firms with foreign ownership would
get the advantage of technological advancement and managerial skills. The same model can be
applied to specific sector to extend the knowledge on whether the difference in ownership
pattern would affect the firm performance in particular industry.
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