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Does the influence of institutional investors depend on the institutional framework?  

An international analysis  

 

Abstract 

Manuscript type: Empirical 

Research question/issue: This paper analyzes the effect of institutional ownership in 

alleviating or exacerbating the conflicts of interests among stakeholders in different legal and 

institutional frameworks. This analysis is carried out based on two characteristics: the 

concentration of power of institutional ownership and the identification of the main types of 

institutional investors. 

Research findings/insights: In common law countries, consistent with the convergence and 

entrenchment hypotheses, we find a U-shape relation between ownership structure and firm 

performance. In civil law countries, consistent with the collusion and contest theories, we 

find an inverted U shape relation. We also find that when institutional investors are classified 

as pressure resistant and pressure sensitive according to the strength of their ties with 

managers, pressure-resistant investors, who operate more independently, are the most capable 

of improving the value of the firm. 

Theoretical/Academic implications: Our results support the view that macro corporate 

governance environments are large determinants of the effect of institutional ownership. In 

addition, institutional investors are not a monolithic group, and the differences are remarkable 

in terms of the relations between them and the managers of the firms whose shares they own. 

Practitioner/Policy implications: This study corroborates the ability of institutional 

investors to alleviate some conflicts of interests within firms. Although conditional on the 

legal framework, institutional investors can effectively improve the firm’s performance. 

Policymakers should then promote the presence of institutional investors according to 
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country-specific patterns. The capability of institutional investors to improve corporate 

governance depends on their ability to act independently of managers’ interests.    

Keywords: Corporate Control, Corporate Governance, Institutional Framework, Institutional 

Investors, Legal Framework. 

 

INTRODUCTION 

There has been a worldwide shift in capital markets from individual investors having 

the control of firms toward institutional investors playing a central role (Amihud and Li, 

2006). This trend likely has numerous causes such as financial disintermediation,1 cuttings in 

welfare state coverage,2 financial innovation along with the increasing sophistication of 

financial assets, and advancements in information technologies. All these factors have led the 

investors to rely more and more on professionalized financial institutions. This process has 

reached global proportions: By the middle of the 1990s, institutional investors held more than 

75% of the shares of British nonfinancial firms, 59% of French firms, and 39% of German 

firms (Gillan and Starks, 2002). 

This new central role of institutional investors has raised the question about whether 

these investors tend to play a passive role, focused only on the short-term financial return, or 

whether—and if so, to what extend—they actively engage in the firm’s main strategic 

decisions (Coffey and Fryxell, 1991; Cox, Brammer and Millington, 2004). This question has 

been recently stressed by the failure of U.S. investment banks and the alleged lack of banks’ 

answer in the face of firms’ financial troubles in recent months.  

A number of empirical studies (e.g., Jacobson and Aaker, 1993; Rajgopal and 

Venkatachalam, 1997) have underlined the incentives of institutional investors to sit on the 

board of directors and to engage actively in some of the corporate governance problems of 

the firms in which they participate. In so doing, institutional investors can monitor dominant 
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shareholders to avoid a possible discretional use of corporate resources and the extraction of 

private benefits . 

Bhattacharya and Graham (2007) and Li, Moshirian, Kien Pham and Zein (2006) show 

that the various attitudes and roles played by institutional investors may be attributed to their 

nature and legal status. For example, mutual and pension funds can efficiently control 

managers’ discretionary decisions if the legal framework for corporate governance enhances 

this monitoring task or if the fund holds a high enough stake in the firm. On the contrary, 

other institutional investors such as banks or insurance companies can exacerbate the 

problems of corporate governance by maintaining both business and investment relations 

with nonfinancial firms. Such conflicting relations may induce the formation of controlling 

coalitions between these types of institutional investors and managers or other stakeholders to 

extract private benefits. 

Institutional investors’ differing attitudes and level of involvement in corporate 

governance depends heavily on the legal and institutional framework and on how firms rely 

on markets or on banks to raise funds. To some extent, the large international differences in 

terms of ownership structure and a number of other financial mechanisms of corporate 

governance are due to differences in the legal and institutional framework within which firms 

operate (Mintz, 2005; La Porta, López de Silanes, Shleifer and Vishny, 1997, 1998, 2000). In 

a broader perspective, the environmental governance could determine the position of 

institutional investors within firms and their active attempts to align interests or, on the 

contrary, to seek private benefits (Li et al., 2006). 

Our paper builds on these two fields—the increasing importance of institutional 

ownership and the relevance of the legal and institutional framework—to gain new insights 

about the contribution of institutional investors to firms’ value depending on the institutional 

framework and on the characteristics of investors. Our results show that in common law 
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countries, low institutional ownership improves the value of the firms and that when 

institutional stakes become too high, firm performance may be harmed. On the contrary, in 

civil law countries, institutional ownership initially affects the value of the firm negatively, 

but, after a threshold, influences firm value positively. Our findings also cast some doubts 

about the ability of banks and insurance companies to improve the value of the firms. In 

contrast, some other institutional investors (i.e., mutual funds, pension funds, endowments, 

foundations) show a positive influence on the value of the firms.   

Our contribution is twofold. First, we show that institutional investors have a significant 

role in defining the most outstanding agency problems within firms. In common law 

countries, the role of institutional investors is best explained by the convergence and 

entrenchment hypotheses whereas in civil law countries, the collusion and contest hypotheses 

provide the best explanation. Second, we build on the concept of heterogeneity among 

institutional shareholders, who hold diverse interests that are conditional on their firm-

specific investment/business relations. 

The paper is divided into five sections. Section 2 analyzes previous research into the 

differential consequences of institutional ownership conditional on the environmental 

governance and formulates the hypotheses to be tested. Section 3 describes the sample and 

variables used and explains the empirical method. In Section 4, we provide the empirical 

results and assess the degree to which the initial hypotheses are verified. Finally, in Section 5, 

we draw some conclusions from the most outstanding results and offer some suggestions 

some directions for future research. 
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FIRM VALUE AND INSTITUTIONAL OWNERSHIP 

Institutional Ownership Across Governance Environments 

Institutional investors are considered outside shareholders interested in the financial 

return of their own shareholders. Nevertheless, the considerable stake they may hold and their 

focus on financial return can lead them to take part actively in the governance of the firms 

whose shares they own. Thus, the presence of institutional investors as shareholders may 

modify the agency relationships between managers and shareholders and between large and 

small minority shareholders. 

The influence of institutional investors and even the conflicts of interests within firms 

are not unrelated to the legal and institutional framework. Nations are divided into two 

groups based on the legal tradition: common law countries and civil law countries (La Porta 

et al. 1997, 1998, 2000; Levine, 1999; Levine, Loayza and Beck, 2000). 

In the Anglo-Saxon common law countries, the main agency problem arises from the 

separation between corporate ownership and control, the dispersion of ownership, and from a 

certain lack of shareholder activism even though prior literature has shown that common law 

countries provide better protection of investors’ rights than civil law countries. Institutional 

investors in common law countries have played a leading role as reference shareholders, and 

many firms count both mutual funds and pension funds among their shareholders. Even when 

institutional ownership is not extremely high, the disperse corporate ownership structure 

encourages institutional investors to play an active role. Thus, institutional investors in 

common law countries often help to alleviate the managerial discretionary problem 

(Crutchley, Jensen, Jahera and Raymond, 1999; Short, Zhang and Keasey, 2002). 

Conversely, in civil law countries, extremely high ownership concentration permits 

large shareholders to use their voting power to extract private benefits from small 

shareholders (Kruse, 2007; Morck, Wolfenzon and Yeung, 2005; Perrini, Rossi and Rovetta, 
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2008; Ruiz and Santana, 2009). In these countries, institutional ownership has not been 

especially high until recent years. Higher corporate ownership concentration, pyramidal 

ownership structures, and poor legal protection for shareholders have prevented institutional 

investors from having enough power to control large dominant shareholders (La Porta, López 

de Silanes and Shleifer, 1999; La Porta et al., 1997, 1998, 2000; Levy, 2009). In this 

framework, the interlocking of shares between corporations and the separation between 

voting rights and cash flow rights (Gianfrate, 2007) allow banks or other nonfinancial firms 

to build a controlling presence and to engage in a wide range of actions to detriment of other 

institutional investors. Consequently, in civil law countries, institutional investors can either 

engage in monitoring managerial discretion activities to alleviate the agency conflicts or 

collude with large shareholders to expropriate benefits from minority shareholders. 

Given the different dominant agency problem in each legal and institutional framework, 

institutional ownership could possibly have a dual influence, conditional on the governance 

environment. In common law countries, relations within firms are dominated by Agency 

Problem I, that is, the vertical dimension of the corporate governance problem (Roe, 2003). 

In these firms, the usually well-dispersed ownership structure allows institutional investors to 

take part in corporate strategic decisions with low equity stakes. Consequently, institutional 

investors’ representatives can sit on the board of directors and effectively constrain 

managerial discretion.  

Morck, Shleiffer and Vishny (1988), Hu and Izumida (2008), and Yeh (2005) showed a 

quadratic relation between firm value and both managerial ownership and ownership 

concentration as a combined result of the alignment and entrenchment hypotheses. Navissi 

and Naiker (2006) extended this logic to institutional ownership and found that active 

institutional investors exert a quadratic influence on firm value. We examine whether this 

nonlinear relation also applies to the whole institutional ownership structure. 
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The alignment effect should translate into a positive relation between institutional 

ownership and the value of firms. Nevertheless, given the disperse ownership structure of 

firms, institutional investors can achieve absolute control of firms and entrench themselves to 

extract private benefits. Thus, after reaching a certain threshold, institutional ownership 

would have a negative impact on firm value. To some extent, this relation may be an 

extension of the nonlinear relation between institutional ownership and bond yields found by 

Bhojraj and Sengupta (2003). Consequently, our first hypothesis is formulated as follows: 

 

Hypothesis 1: A nonlinear relation is expected between institutional ownership 

and the firm’s value in common law countries: a positive relation for low levels of 

ownership and a negative one for high levels of ownership.  

 

The influence of institutional investors in firms based in civil law countries differs 

remarkably from firms based in common law countries. Although institutional ownership has 

traditionally been lower, the stakes owned by banks is much greater. In addition, contrary to 

common law-based banks, in civil law countries, banks play a much broader role, acting 

simultaneously as both lenders and shareholders. Thus, by owning high stakes in firms, banks 

can create corporate groups (e.g., holdings, keiretsu, etc.) that operate in accordance with the 

banks’ interests (Morck and Nakamura, 1999; Weinstein and Yafeh, 1998). Banks’ ability to 

dominate and control corporate groups is amplified by weaker legal protection for investors 

and, thus, exacerbates Agency Problem II, that is, horizontal dimension of corporate 

governance (Ali, Chen and Radhakrishnan, 2007; Roe, 2003). 

Institutional investors may attempt alleviate this conflict of interest by contesting the 

power of other large shareholders. Maury and Pajuste (2005) showed that because 

institutional investors are under stricter supervision by regulatory authorities, they may face 
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higher costs of extracting private benefits. The contest to the large shareholders’ power by 

institutional investors may be key to avoid the collusion among other controlling shareholders 

and to improve the value of the firm (Bennedsen and Wolfenzon, 2000; Bloch and Hege, 

2001; Gomes and Novaes, 2005).  

Therefore, the more ability the institutional investors have to contest the power of the 

largest shareholders, the more influence they can exert to control dominant shareholders. This 

idea lends support to a nonlinear relation between institutional ownership and the firm’s 

value based on the collusion and contest hypotheses. That is, for low levels of institutional 

ownership, investors may collude by forming a expropriating coalition with large 

shareholders and thereby reduce the value of the firm (Pinto, 2006). However, when the level 

of institutional ownership becomes high enough, institutional investors achieve the power to 

contest the control of other large shareholders and, therefore, to engage in activities that 

improve the firm’s performance. Consequently, the second hypothesis can be formulated as 

follows: 

 

Hypothesis 2: A nonlinear relation is expected between institutional ownership 

and the firm’s value in civil law countries: a negative relation for low levels of 

ownership and a positive one for high levels of ownership.  

 

Institutional Investors Types and Corporate Governance 

Institutional investors as a group of shareholders are far from monolithic (Dong, 2008). 

Their many notable differences lead to differing attitudes toward the problems of governance 

in the firms whose shares they hold and, thus, to differential influence on firms’ value. In a 

seminal paper, Pound (1988) proposed three hypotheses on the relation between institutional 

ownership and firm performance: efficient monitoring, conflict of interest, and strategic 
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alignment. Based on Pound’s intuition, Brickley, Lease, and Smith (1988), Kochhar and 

David (1996), and Bhattacharya and Graham (2007) classified institutional ownership into 

two groups: pressure-resistant and pressure-sensitive institutional investors.  

On the one hand, pressure-resistant investors are institutional investors that only keep 

an investment relation with firms whose shares they own. These institutional investors 

include pension funds, mutual funds, venture capital firms, endowments, and foundations. 

They have a more independent position on the firm. On the other hand, pressure-sensitive 

investors are likely to keep both an investment and business relations with firms. These 

institutional shareholdings include equity holdings by insurance companies, banks, and 

nonbank trusts. Their ability to control may be weakened by keeping business and financial 

relations simultaneously with firms (Brickley, Lease and Smith, 1988). Bhattacharya and 

Graham (2007) showed that pressure-sensitive institutional investors in Finland have a 

negative influence on firms’ performance given the mix of business and investment relations. 

We expand these findings to the international arena using a 16-country sample and 

hypothesize that, because pressure-sensitive investors have both business and investment 

relations with firms, they have a more complex set of interests and, possibly, more private 

connections with firms’ managers. Given their less independent position from which monitor 

managers, pressure-sensitive institutional investors are likely to become more transient 

shareholders, to maintain strategic alliances with the incumbent managers, and even to be 

swayed in their voting behavior by their existing relationship with management. 

On the contrary, we expect that pressure-resistant institutional investors should be more 

engaged with the financial return and with the shareholders whose interests they represent 

because they are evaluated on the basis of the profitability of their portfolios. Although 

conditional on the legal and institutional framework, this kind of investors is more likely to 
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engage in corporate governance and have strong incentives for a sustained improvement in 

firms’ market value.  

Accordingly, we set our final hypothesis:  

 

Hypothesis 3: Pressure-resistant institutional investors are expected to have a 

higher effect on the firm’s value than pressure-sensitive investors.  

 

METHOD 

Sample 

We obtained the data from financial statements (balance sheet and income and 

expenditures statement), the market value of the firms and their ownership structure from 

Thomson ONE Banker database. This database provides comprehensive worldwide coverage 

of industry and firm-level data such as financial fundamentals, market data, and ownership 

profiles.  

Countries and the number of firms in each country were selected on the basis of their 

representativeness of the different legal and institutional settings. The sample, as detailed in 

Table 1, includes 1,197 companies from 16 countries from Europe, Asia, Oceania, and 

America between 2000–2006, totalling 6,852 observations. Although, given the differences in 

countries’ sizes, the sample is not balanced across countries, it is quite balanced in terms of 

the legal origin of each financial system: Civil law and common law countries count for 

approximately 52% and 48% of the observations, respectively.  

 

[TABLE 1 ABOUT HERE] 
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Variables 

Market value is measured by the equity market-to-book ratio (MTB), defined as the 

ratio of market value to book value of equity. This variable, which serves as our dependent 

variable, is widely used in the literature and, therefore, allows the comparison of our results 

with previous research. As an alternative measure, we use the assets market-to-book ratio 

(AMTB), defined as the ratio of market value to book value of total assets. Due to the usual 

problems with the market value of the debt, we define the market value of the assets as the 

sum of the equity market value plus the book value of debt (Villalonga and Amit, 2006).  

To examine the effect of institutional ownership, we define a set of explanatory 

variables. First, we build INSTIT, as the sum of the proportion of shares of the company held 

by all institutional investors. Key to this study is the definition of institutional investors given 

the remarkable differences across these institutions. We include as institutional investor a 

long series of owners such as banks and trusts, endowment funds, finance companies, 

foundations, government agencies, hedge funds, holding companies, investor advisors, 

insurance companies, pension funds, private equity firms, venture capital firms, brokerage 

firms, research firms, other nonfinancial corporations, and mutual funds. 

As previously stated, we perform a classification of all these investors into pressure-

sensitive and pressure-resistant institutional investors. Banks and trusts, finance companies, 

holding companies, insurance companies, and other nonfinancial corporations are presumed 

to keep business relations (e.g., services suppliers, customers, etc.) and are considered 

pressure-sensitive investors. Conversely, endowment funds, foundations, hedge funds, 

investor advisors, pension funds, private equity firms, venture capital firms, brokerage firms, 

research firms, holding companies, and mutual funds are presumed to be pressure-resistant 

investors. We analyze the largest reference shareholders of each firm and classify each one as 

pressure-sensitive or pressure-resistant.3 Given the computational complexity associated with 
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a large number of shareholders, we add the percentage of ownership in the hands of the five 

largest investors conditional on their role as sensitive or resistant, thereby creating the 

SENSIT and RESIST variables (descriptive statistics are reported in Table 2). 

We proxy the institutional framework with a dummy variable relative to the legal and 

institutional framework of each country and to the legal protection of shareholders (La Porta 

et al., 1997, 1998). This COMMON variable equals 1 when the firm belongs to a common 

law country, and zero otherwise. 

We also control for some financial characteristics of the firms potentially affecting the 

market value of shares: corporate debt, dividend policy, size and performance. Corporate debt 

is operationalized through financial leverage (LEV), measured as the debt-to-equity ratio. 

Dividend policy is measured with the payout ratio (DIV). Size is incorporated through the log 

of total assets (LOGAST) and firm performance through the return on assets (ROA). We also 

control for time effects with a set of yearly dummy variables. See the Appendix for complete 

definitions of all variables. 

 

Empirical Method 

The empirical analysis is divided into two stages. First, we report a descriptive analysis 

to show the main characteristics of our sample and to stress the consistency of our data with 

the results of previous research. This step provides preliminary evidence about a possible 

differential effect of institutional ownership on firm value and about possible differences 

among institutional investors. The second stage tests our hypotheses through an explanatory 

analysis to assess the extent to which institutional investors have a differential influence 

across countries on firm value. We run a variation of the following model conditional on the 

legal and institutional framework of each country4: 
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MTBit = α1 + β1 INSTITit + β2 LEVit + β3·DIV + β4·LOGASTit + β5·ROAit + ηi + ηt + εit,     

(1) 

 

where ηi represents the individual effect, ηt represents the time effect, and εit represents the 

stochastic error. The time effect includes the macroeconomic factors that impact on all the 

firms in the same period.  

In this second stage of the analysis, we also look at possible differences in the influence 

of institutional ownership depending on the type of investors. Consequently, we disaggregate 

INSTIT into the fraction of shares held by pressure-sensitive shareholders (SENSIT) and the 

fraction held by pressure-resistant shareholders (RESIST). The model to be estimated is then: 

 

MTBit = α1 +β1·INSTITit + β2·SENSITit + β3·RESISTit + β4·LEVit + β5·DIV + 

  +β6·LOGASTit + β7·ROAit + +ηi + ηt + εit. (2) 

 

Our database combines time series with cross-sectional data, allowing the formation of 

panel data, estimated with the appropriate panel data methodology (Arellano, 2003). In the 

estimation of our model, two problems could arise: constant and unobservable heterogeneity 

and the problem of endogeneity. 

Constant and unobservable heterogeneity refers to specific characteristics of each firm 

that remain constant over time as represented by the fixed-effects term ηi. Because they are 

unobservable, they become part of the random component in the estimated model. Panel data 

methodology enhances the control of this constant and unobservable heterogeneity introduced 

by the fixed-effects term. The specification of the kind of relation between the fixed-effects 

term and the other explanatory variables becomes crucial because the same relation will exist 

between the independent variables and the random component. 
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If some correlation exists, estimators would be inconsistent unless the fixed-effects term 

is removed. The within-group method—by removing this term—provides consistent 

estimators. Consequently, Tables 8–10 report the Hausman test, which is used to test the null 

hypothesis of lack of correlation between the independent variables and the fixed-effects 

term.5  

The endogeneity problem might appear when ownership structure, financial leverage, or 

dividends are affected by firms’ performance (Demsetz and Villalonga, 2001; Himmelberg, 

Hubbard and Palia, 1999; Villalonga and Amit, 2006). To address this problem, in our 

sensitivity analysis, we provide alternative estimates of our model using Blundell and Bond’s 

(1998) and Bond’s (2002) panel data system estimator. This procedure is an improved 

version of the generalized method of moments and provides efficient estimates.  

 

RESULTS 

Descriptive analysis 

Table 2 presents the mean value, the median, the standard error, and the maximum and 

minimum values of the main variables. A widely spread trend in institutional ownership is the 

increasing presence of institutional investors among shareholders (Li et al., 2006). Consistent 

with this well-documented process, in Table 3 we report the evolution of INSTIT between 

2000 and 2006. As the data show, the stake of all the institutional investors and of each kind 

of investors continuously increased between 2000 and 2006.  

 

[TABLE 2 ABOUT HERE] 

[TABLE 3 ABOUT HERE] 
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Despite this common pattern, remarkable international differences are apparent. In 

Table 4, we report the mean proportion of institutional ownership (and the percentage of each 

type of institutional investor) for each country in the sample. The analysis of variance shows 

very significant differences in terms of institutional ownership across countries. 

 

[TABLE 4 ABOUT HERE] 

 

We stress the international differences in institutional ownership by comparing the 

mean values of INSTIT, SENSIT, and RESIST between common law and civil law countries. 

Results, reported in Table 5, show that, on average, firms in civil law countries exhibit higher 

proportions of institutional presence. These results are consistent with the view that the civil 

law framework provides an environment of more concentrated ownership. Although 

institutional ownership has been traditionally higher in the Anglo-Saxon framework, recall 

that our definition of institutional investors include banks, which usually own high stakes in 

non–Anglo-Saxon firms. Nevertheless, this higher proportion of institutional ownership in 

civil law-based firms does not imply that institutional investors are less important in common 

law countries because the more dispersed ownership structure in these countries enables them 

to exert more effective control and influence with lower stakes. 

 

[TABLE 5 ABOUT HERE] 

 

In sum, although some common international patterns in institutional ownership are 

apparent, some important differences across countries and institutional frameworks also exist. 

The question is whether these institutional ownership frameworks affect firms value 

differently. For a preliminary and descriptive exploration of this question, in Table 6 we 
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provide the mean value of firms (MTB) after splitting the sample into quartiles of 

institutional ownership, both for the whole sample and for each institutional framework.  

 

[TABLE 6 ABOUT HERE] 

 

As Table 6 shows, the value of the firm exhibits a nonlinear relation with INSTIT for 

the whole sample—increasing in the first levels of institutional ownership and decreasing 

after a threshold. Nevertheless, this trend is not universal, as it depends on the institutional 

framework. That is, firms in common law countries follow this path, but firms in civil law 

countries exhibit a U-shaped relation, with an initially decreasing relation that turns positive 

after reaching a certain threshold. Although preliminarily, this finding is consistent with 

Hypotheses 1 and 2. 

We now examine whether firms value has any relation to the stake held by pressure-

sensitive and pressure-resistant institutional shareholders. In Table 7, we split the sample 

according to median values and provide the results of a means comparison test.6 Consistent 

with Hypothesis 3, the results show that pressure-resistant shareholders significantly increase 

the value of the firm in any institutional setting whereas the positive influence of pressure-

sensitive shareholders is restricted to civil law countries.  

 

[TABLE 7 ABOUT HERE] 

 

Explanatory Analysis 

Our explanatory analysis draws on the results of the descriptive analysis. According to 

our first two hypotheses, we test whether institutional ownership has a nonlinear relation with 

firm value: an inverted-U effect for common law countries (Hypothesis 1) and a U-shaped 
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effect for civil law countries. To test the nonlinear effect with panel data, we run piecewise 

regressions by creating two new variables, both of them centered on the median value: 

LOWINST equals the value of institutional ownership when institutional ownership is under 

the median value, and zero otherwise, and HIGHINST equals the value of institutional 

ownership when it is over the median value, and zero otherwise. 

In Table 8, we report the results of the estimation for both institutional frameworks. For 

common law firms (column 1), institutional ownership positively impacts on firms’ value for 

low levels of institutional ownership as indicated by the significant and negative coefficient 

of LOWINST. This influence turns negative once a certain threshold of institutional 

ownership is reached, according to the estimate for HIGHINST. These results confirm 

Hypothesis 1 and suggest a convergence/entrenchment relation between ownership structure 

and firm value. Although institutional investors initially improve the value of the firm, once 

they reach an ownership threshold, they find incentives to entrench themselves and to pursue 

their own interest even to the detriment of the other shareholders. 

 

[TABLE 8 ABOUT HERE] 

 

On the contrary, results in column 2 show the opposite influence: Institutional 

ownership has an initially negative effect on firms’ value, which changes into a positive one 

when the stakes become high enough. This result confirms Hypothesis 2 and suggests that 

institutional investors initially may be in connivance with other large shareholders. 

Nevertheless, when they have enough power to challenge the control of these dominant 

shareholders, institutional ownership contributes to improve the performance of firms. All 

these results are obtained when the largest shareholder owns less than 50 percent of shares. 

Although not reported, the results no longer hold when we allow the stake of the largest 
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shareholder to exceed 50 percent.7 This unreported finding corroborates the notion that, given 

the correct conditions, institutional investors have the ability to contest but that when they do 

not have any possibility to challenge the largest shareholder, their role becomes irrelevant. 

The Hausman test allows the rejection of the null hypothesis of incorrelation between 

fixed effects and the other explanatory variables, so the within groups method provides 

consistent estimates. We also run the variance inflation factor to test for multicollinearity. 

Our variance inflation factor scores are below 2, and, thus, collinearity does not skew our 

results (Belsley, Kuh and Roy, 2004).8 

An alternative way to test the nonlinear relation between INSTIT and MTB is through a 

quadratic specification of model (1). Therefore, we run new regressions using as explanatory 

variables both INSTIT and INSTIT2, along with the control variables. Results reported in 

columns 3 and 4 of Table 8 are fully consistent with previous findings and corroborate the 

inverted-U relation for common law firms and the U-shaped relation for civil law firms. 

Our results are not affected by the division of the sample. In column (5) of Table 8, we 

report the estimates over the entire sample when we introduce two interacted variables: the 

product of COMMON and INSTIT and the product of COMMON and INSTIT2. These new 

variables allow us to test the specific effect of institutional ownership in common law 

countries. As shown, whereas INSTIT and INSTIT2 point to a U-shaped influence, the sign of 

the interacted variables suggest the opposite relation. Thus, whereas in civil law countries 

INSTIT and INSTIT2 have, respectively, a positive and negative effect on the value of firms, 

in common law countries they have, respectively, a negative and positive effect.9 

Regarding the control variables, we simply underline the disciplinary role of corporate 

debt (LEV) in civil law firms and its positive relation with the value of the firm. Obviously, 

ROA has always a positive incidence on the firm’s value. 
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We now test Hypothesis 3, concerning the influence of pressure-sensitive (SENSIT) 

and pressure-resistant (RESIST) institutional shareholders on the firm’s value. Results in 

Table 9 support our hypothesis and show again significant differences across types of 

investors and between governance environments. 

 

[TABLE 9 ABOUT HERE] 

 

Results in column (1) show the positive and significant relation of both kinds of 

investors with the value of common law firms. On the contrary, only pressure-resistant 

investors increase the value of civil law firms. This finding is consistent with the dominant 

Agency Problem II in this framework, in which large shareholders have a higher propensity 

to seek private benefits to the detriment of minority shareholders. Because pressure-sensitive 

shareholders are more likely to keep investment and business relations simultaneously with 

owned firms and to have some ties with corporate managers, they lose independence and lack 

the ability to oversee managers. Therefore, and in accordance with Hypothesis 3, in civil law 

countries only pressure-resistant shareholders are able to improve the value of the firm. 

Analogous results can be found when we interact SENSIT and RESIST with 

COMMON to test specific effects for the common law environment. Results reported in 

column (3) of Table 9 confirms that the ownership held by pressure-resistant investors is 

positively related to the firm’s value. In addition, the effect of pressure-sensitive investors is 

limited to common law firms. In short, the results reported in Table 9 show that institutional 

investors are not a homogeneous group and that only a fraction of them may improve 

corporate governance in some frameworks.  

The results, provided in Table 10, of the regressions for each governance environment 

discriminating on the basis of the nature of the largest shareholder (resistant vs. sensitive) 
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again support Hypothesis 3. Specifically, they show that pressure-resistant shareholders 

positively affect the value of the firm in any framework irrespective of the nature of the 

largest shareholder. In contrast, pressure-sensitive investors only provide significant 

contribution to the firm’s value in a common law environment when the largest shareholder is 

also pressure sensitive.10 

 

[TABLE 10 ABOUT HERE] 

 

Sensitivity Analyses 

We run several analyses to determine whether our results are affected by the estimation 

procedure or other methodological issues. First, given the concern with the endogeneity of 

ownership structure, we run new regressions with the system estimator of the generalized 

method of moments. Results are not reported for brevity and are available on request from the 

authors. We again find that institutional ownership has an opposite effect depending on the 

level of ownership in each governance environment: a U-shaped for civil law firms and an 

inverted-U shape for common law firms. 

Another concern is whether–and if so, to what extent—this asymmetric influence of 

institutional ownership in different governance environments may be affected by the 

classification scheme.  

Therefore, we run additional analysis based on Leuz, Nanda and Wysocki (2003), who 

classify countries according to institutional features such as the level of investor protection, 

stock market development, and ownership concentration to differentiate countries. The results 

are consistent with our first two hypotheses. For countries in the first cluster (i.e., countries 

characterized by low ownership concentration, extensive outsider rights, and strong legal 

enforcement), we find an inverted-U relation between institutional ownership and the firm’s 
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value. This result confirms the convergence and entrenchment behavior of institutional 

investors. By contrast, in Groups 2 and 3, we find a significant positive relation between 

institutional ownership and the value of the firm. Investors’ legal protection is worse in these 

two groups than in Group 1, with the distinction that countries in the third cluster have worse 

legal enforcement than countries in the second one. 

In the last sensitivity analysis, we change the dependent variable from equity MTB ratio 

to assets MTB ratio. Again, the results are generally consistent with those previously 

reported. 

 

CONCLUSION 

Institutional ownership has grown substantially around the world in recent years, so that 

financial institutions have become the largest investor class in a number of countries. This 

new central role of institutional investors has raised the question concerning their 

involvement in corporate governance. Although the literature has explored the patterns of 

institutions’ shareholding across countries, little is yet known about the influence of 

institutional investors in the main corporate governance problems.  

Our research addresses this question by analyzing the effect of institutional ownership 

in alleviating or exacerbating the conflicts of interests among stakeholders in different legal 

and institutional frameworks. This analysis is carried out based on two characteristics of 

institutional ownership: the concentration of power in the hands of institutional investors and 

the identification of the main types of institutional investors. Our results support the view that 

macro corporate governance environments are large determinants of the effect of institutional 

ownership. In addition, according to our findings, institutional investors are far from being a 

monolithic group, and remarkable differences exist in terms of the relations between them 

and the managers of the firms whose shares they own.  
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In common law countries, due to legal-historical reasons, the higher development of 

capital markets, and the more disperse ownership structure of firms, institutional investors 

have traditionally had a more relevant position. Pension and mutual funds and other 

institutions become actively involved in corporate governance. Within this framework, 

consistent with the convergence/entrenchment hypotheses, we find that institutional 

ownership is two faceted. At low levels of ownership, an increase in their stake implies more 

engagement in the control of managers and increases in the value of the firm. At high levels 

of institutional ownership, investors achieve excessive power and become entrenched. As 

such, institutional investors can act in ways that harm the interests of other shareholders and 

lead to a decrease in the firm’s performance. 

Conversely, in civil law countries the main agency problem is the one between large 

shareholders and minority shareholders. In this corporate governance environment, 

institutional investors may both collude with and contest the power of the dominant 

shareholders. Our results also support this two-faceted relation. At low levels of ownership, 

institutional stakes are negatively related to firm value; once these investors achieve 

sufficient power to contest or challenge the control of the largest shareholder, they effectively 

engage in the governance of the firms to improve the value of the firm. 

We also find that institutional investors can be classified as pressure resistant and 

pressure sensitive according to their ties with managers. Whereas pressure-resistant investors 

only keep investment relations with firms (e.g., pension funds, mutual funds, foundations, 

etc.), pressure sensitive investors simultaneously keep investment and business relations (e.g., 

banks, insurance companies, etc.). By maintaining a more independent position, we find that 

pressure-resistant investors are more capable than pressure-sensitive investors to improve 

firm value. 
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Avenues for future research are numerous. We wonder whether the effect of financial 

crisis in each country can be affected by the role played by institutional investors relative to 

the macro corporate governance factors of the country. To some extent, this question is 

implicit in the end of the investment banks era. Our paper also poses the question about the 

design of regulatory oversight to align better the interest of institutional investors with other 

(minority) shareholders. Although institutional ownership shows some internationally 

common features, regulation should explicitly take into account the specific corporate 

governance framework of each country. 
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ENDNOTES 

1 In the United States, banking deposits have dramatically fallen, from 26% of total financial assets in 1976 to 
15% in 1996. In the same period, banking deposits in France have decreased from 65% to 34% and in Germany, 
from 62% to 43%. 
2 The aging of the Baby Boom generation has encouraged in many countries to develop private pension funds 
complementary to State assistance. 
3 We define reference shareholder as a blockholder who holds enough voting power to be taken into account in 
some strategic decisions, sits on the board of directors, or appoints other directors (Harbula, 2007; van den 
Berghe and Levrau, 2002). Consistent with previous research (Chen and Steiner, 1999; Short et al., 2002) and 
databases such as Thomson Financial, Marketguide, and WorldVest, we define the threshold for a reference 
shareholder as 5% of total shares. 
4 Strictly speaking, we run a variation of the model with INSTIT split up into two variables: high and low 
institutional ownership. 
5 The Hausman test distributes as a χ2 distribution with as many degrees of freedom as estimated coefficients.  
6 Because we do not find a nonlinear relation, for the sake of clarity we report the results after splitting the 
sample into only two groups according to median values. 
7 For common law firms, results hold whichever is the stake of the largest shareholder, which should be 
understood as reinforcing the view of institutional investors as monitors of other large shareholders only in the 
civil law countries. 
8 Untabulated results are available from the author on request. 
9 The tests for linear restrictions are, respectively, 5.97 and –5.38 and allow us to reject the null hypothesis of no 
significant difference among coefficients. 
10 INSTIT is not included in civil law countries given its correlation with SENSIT and RESIST. 



 -24-

 

REFERENCES 

Ali, A., Chen T. Y. and Radhakrishnan, S. (2007) Corporate disclosures by family firms, 
Journal of Accounting and Economics, 44: 238–286. 

Amihud, Y. and Li, K. (2006) The declining information content of dividend announcements 
and the effects of institutional holdings, Journal of Financial and Quantitative 
Analysis, 41: 637–660. 

Belsley, D. A., Kuh, E. And Roy, E. (2004) Regression Diagnostics. Identifying Influential 
Data and Sources of Collinearity. Wiley, New York. 

Bennedsen, M. and Wolfenzon, D. (2000) The balance of power in closely held corporations, 
Journal of Financial Economics, 58: 113-139. 

Bhattacharya, P. S. and Graham, M. (2007). Institutional ownership and firm performance: 
Evidence from Finland? Working paper, School of Accounting, Economics and 
Finance, Faculty of Business and Law, Deaking University, Melbourne. 

Bhojraj, S. and Sengupta, P. (2003) Effect of corporate governance on bond ratings and 
yields: The role of institutional investors and outside directors, Journal of Business, 
76: 455–475. 

Bloch, F. and Hege, U. (2001) Multiple shareholders and control contest. Groupement de 
Recherche en Economie Quantitative d'Aix-Marseille, Document de Travail n. 
01A16. 

Blundell, R. and Bond, S. (1998) Initial conditions and moment restrictions in dynamic panel 
data models, Journal of Econometrics, 87: 115–143. 

Bond, S. (2002) Dynamic panel data models: A guide to micro data methods and practice, 
Institute for Fiscal Studies Working Paper. 

Brickley, J. A., Lease, R. C. and Smith, C. W. (1988) Ownership structure and voting on 
antitakeover amendments, Journal of Financial Economics, 20: 267–291. 

Chen, C. R. and Steiner, T. L. (1999) Managerial ownership and agency conflicts: A 
nonlinear simultaneous equation analysis of managerial ownership, risk taking, debt 
policy, and dividend policy, Financial Review, 34: 119–136. 

Coffey, B. S. and Fryxell, G. E. (1991) Institutional ownership of stock and dimensions of 
corporate social performance, Journal of Business Ethics, 10: 437–444. 

Cox, P., Brammer, S. and Millington, A. (2004) An empirical examination of institutional 
investor preferences for corporate social performance, Journal of Business Ethics, 52: 
27–43. 

Crutchley, C. E., Jensen, M. R., Jahera, J. S. and Raymond, J.E. (1999) Agency problems and 
the simultaneity of financial decision making: The role of institutional ownership, 
International Review of Financial Analysis, 8: 177–197. 

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



 -25-

Dong, M. and Ozkan, A. (2008) Institutional investors and director pay: An empirical study 
of UK companies, Journal of Multinational Financial Management, 18(1): 16-29.  

Gianfrate, G. (2007) What do shareholders’ coalitions really want? Evidence from Italian 
voting trusts. Corporate Governance: An International Review, 15: 122–132.  

Gillan, S. L. and Starks, L. T. (2002) Institutional investor, corporate ownership and 
corporate governance, United Nations University Discussion Paper no. 2002/9.  

Gomes, A. and Novaes, W. (2005) Sharing of control as a corporate governance mechanism. 
PIER Working Paper no. 01-12. 

Harbula, P. (2007) The ownership structure, governance, and performance of French 
companies, Journal of Applied Corporate Finance, 19: 88–101. 

Himmelberg, C. P., Hubbard, R. G. and Palia, D. (1999) Understanding the determinants of 
managerial ownership and the link between ownership and performance, Journal of 
Financial Economics, 53: 353–384. 

Hu, Y. and Izumida, S. (2008) Ownership concentration and corporate performance: A causal 
analysis with Japanese panel data, Corporate Governance: An International Review, 
16: 342–358. 

Jacobson, R. and Aaker, D. (1993) Myopic management behaviour with efficient, but 
imperfect, financial markets: A comparison of information assymetries in the U.S. and 
Japan, Journal of Accounting and Economics, 16: 383–405. 

Kochhar, R. and David, P. (1996) Institutional investors and firm innovation: A test of 
competing hypotheses, Strategic Management Journal, 17: 73–84. 

Kruse, T. A. (2007) Minority expropriation and shareholder activism following Olivetti’s 
hostile takeover of Telecom Italia. Corporate Governance: An International Review, 
15, 133–143.  

La Porta, R., López de Silanes, F. and Shleifer, A. (1999) Corporate ownership around the 
world, Journal of Finance, 54: 471–517. 

La Porta, R., López de Silanes, F., Shleifer, A. and Vishny, R. (1997) Legal determinants of 
external finance, Journal of Finance, 52: 1131–1150. 

La Porta, R., López de Silanes, F., Shleifer, A. and Vishny, R. (1998) Law and finance, 
Journal of Political Economy, 106: 1113–1155. 

La Porta, R., López de Silanes, F., Shleifer, A. and Vishny, R. (2000) Investor protection and 
corporate governance, Journal of Financial Economics, 58: 3–27. 

Levine, R. (1999) Law, finance, and economic growth, Journal of Financial Intermediation, 
8: 8–35. 

Levine, R., Loayza, N. and Beck, T. (2000) Financial intermediation and growth: Causality 
and causes, Journal of Monetary Economics, 46: 31–77. 

Leuz, C., Nanda, D. and Wysocki, P. (2003) Earnings management and investor protection: 
An international comparison, Journal of Financial Economics, 69: 505–527. 



 -26-

Levy, M. (2009) Control in pyramidal structures, Corporate Governance: An International 
Review, 17: 77–89. 

Li, D., Moshirian, F., Kien Pham, P. and Zein, J. (2006) When financial institutions are large 
shareholders: The role of macro corporate governance environments, Journal of 
Finance, 61: 2975–3007. 

Maury, B. and Pajuste, A. (2005) Multiple large shareholders and firm value, Journal of 
Banking & Finance, 29: 1813–1834. 

Mintz, S. M. (2005) Corporate governance in an international context: Legal systems, 
financing patterns and cultural variables. Corporate Governance: An International 
Review, 13: 582–597. 

Morck, R. and Nakamura, M. (1999) Banks and corporate control in Japan, Journal of 
Finance, 54: 319–339. 

Morck, R, Shleiffer, A. and Vishny, R.W. (1988) Managerial ownership and market 
valuation: An empirical analysis, Journal of Financial economics, 20: 1071–1086.  

Morck, R., Wolfenzon, D. and Yeung, B. (2005) Corporate governance, economic 
entrenchment, and growth, Journal of Economic Literature, 43: 655–720. 

Navissi, F. and Naiker, V (2006) Institutional ownership and corporate value, Managerial 
Finance, 32: 247–256. 

Perrini, F., Rossi, G. and Rovetta, B. (2008). Does ownership structure affect performance? 
Evidence from the Italian market, Corporate Governance: An International Review, 
16: 312–325. 

Pinto, M. (2006) The role of institutional investor in the corporate governance. German 
working papers in law and economics. Available at 
http://www.bepress.com/cgi/viewcontent.cgi?article=1134&context=gwp, accessed 
March 23, 2009. 

Pound, J. (1988) Proxy contest and the efficiency of shareholder oversight, Journal of 
Financial Economics, 20: 237–265. 

Rajgopal, S. and Venkatachalam, M. (1997) The role of institutional investors in corporate 
governance: An empirical investigation. Research Paper no. 1436, Graduate School of 
Business, Stanford University.  

Roe, M. J. (2003) Political Determinants of Corporate Governance. Oxford University Press. 
New York. 

Ruiz, M. V. and Santana, D. J. (2009) Ultimate institutional owner and takeover defenses in 
the controlling versus minority shareholders context, Corporate Governance: An 
International Review, 17: 238–254.  

Short, H., Zhang, H. and Keasey, K. (2002) The link between dividend policy and 
institutional ownership, Journal of Corporate Finance, 8: 105–122. 

Van den Berghe, L. A. A. and Levrau, A. (2002) The role of the venture capitalist as monitor 
of the company: A corporate governance perspective, Corporate Governance: An 
International Review, 10: 124–135. 



 -27-

Villalonga, B. and Amit, R. (2006) How do family ownership, control, and management 
affect firm value? Journal of Financial Economics, 80: 385–417. 

Weinstein, D. and Yafeh, Y. (1998) On the costs of a bank centered financial system: 
Evidence from the changing main bank relations in Japan, Journal of Finance, 53: 
635–672. 

Yeh, Y. (2005) Do controlling shareholders enhance corporate value? Corporate 
Governance: An International Review, 13, 313–325. 



 -28-

APPENDIX 

Definition of Variables 

Abbreviations Variable Definition 

MTB Equity market-to-book ratio  Equity market value / Equity book value  

AMTB Assets market-to-book ratio  (Equity market value + Debt book value) / (Equity book value + 
Debt book value)  

INSTIT Institutional ownership Proportion of shares owned by institutional investors. 

LOWINST Low institutional ownership INSTIT if institutional ownership is under the median value, and 
zero otherwise. 

HIGHINST High institutional ownership INSTIT if institutional ownership is over the median value, and 
zero otherwise. 

SENSIT Pressure-sensitive investors Proportion of shares owned by pressure-sensitive investors out of 
the top five shareholders. 

RESIST Pressure-resistant investors Proportion of shares owned by pressure-resistant investors out of 
the top five shareholders. 

LEV Financial leverage  Debt book value / Equity book value.  
COMMON Legal-institutional effect 1 if the firms belong to the common law countries. 
ROA Performance of the firm Gross earnings / Total assets 
LOGAST Size of the firm Log of total assets. 
DIV Dividend payout Dividends / Earnings 
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TABLE 1 

Composition of the Sample by Countries 

 Companies (n) Observations (n) 

Civil law origin 647 3,562

French origin 349 1,793 
France 116 455 
Italy 85 488 
Portugal 19 112 
Spain 81 490 
Holland 34 179 
Belgium 14 69 
Greece 31 123 

German origin 247 1,484 
Germany 98 547 
Japan 134 842 
Austria 15 95 

Scandinavian origin 51 285 
Norway 16 67 
Sweden 14 95 
Finland 21 123 

Common law origin 545 3,290 

Australia 71 375 
United States 276 1,727 
Great Britain 198 1,188 
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TABLE 2 

Main Descriptive Statistics of the Sample 

Variable Mean Std. Dev. Median Min Max 

INSTIT (%) 33.226 22.894 28.510 0.000 99.780 
MTB 1.584 0.923 1.301 0.052 9.764 
SENSIT (%) 14.537 20.807 5.440 0.000 99.600 
RESIST (%) 15.021 20.492 6.800 0.000 99.780 
LEV 0.610 0.169 0.623 0.005 1.522 
DIV 0.016 0.037 0.001 0.000 0.599 
LOGAST 8.327 1.546 8.420 2.820 13.251 
ROA 0.080 0.092 0.073 –1.698 2.072 

INSTIT is the percentage of shares held by institutional investors; MTB is 
the ratio between the market value and the book value of the equity; 
SENSIT is the fraction of shares held by pressure-sensitive shareholders 
among the largest five ones, RESIST is the fraction of shares held by 
pressure-resistant shareholders among the largest five ones; LEV is the ratio 
between debt and equity; LOGAST is the log of total assets.  
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TABLE 3 

Evolution of Institutional Ownership (%) 

 2000 2001 2002 2003 2004 2005 2006 

INSTIT        
Whole sample 25.719 27.609 29.060 31.055 33.486 37.241 44.741 
Common law 19.529 21.418 23.039 26.537 29.646 34.599 43.754 
Civil law 31.085 32.963 34.269 35.017 36.742 39.403 45.536 

SENSIT        
Whole sample 11.403 12.563 13.439 14.165 14.959 15.972 17.842 
Common law 5.537 6.978 7.561 9.012 9.901 11.303 13.594 
Civil law 16.490 17.394 18.526 18.684 19.248 19.794 21.267 

RESIST        
Whole sample 11.433 12.101 12.535 13.403 14.814 17.154 22.029 
Common law 7.733 8.086 8.823 10.059 11.649 14.150 19.207 
Civil law 14.641 15.573 15.746 16.335 17.497 19.614 24.303 

See Table 2 for variable definitions. 



 -32-

TABLE 4 
Institutional Ownership Across Countries (%) 

 
 INSTIT SENSIT RESIST 
Australia 29.777 15.723 13.996
Austria 49.925 19.251 30.675
Belgium 34.321 16.173 18.148
Germany 37.540 16.775 20.774
Finland 29.857 18.935 10.922
France 43.273 17.504 25.829
Greece 23.832 7.175 16.657
Holland 27.246 10.855 16.400
Italy 55.791 34.766 21.026
Japan 19.324 11.952 7.372
Norway 42.226 14.466 27.760
Portugal 57.340 40.664 16.726
Spain 42.282 22.665 19.618
Sweden 27.789 12.782 15.007
United Kingdom 20.715 8.597 12.119
United States 34.660 8.522 10.935

ANOVA 135.14** 78.49** 41.49**

Notes: See Table 2 for variable definitions. Analysis of variance (ANOVA) 
is the result of the Bonferroni multiple comparison test under the null 
hypothesis of equality of means across countries. It follows a F-distribution 
function. ** denotes 99% confidence level. 
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TABLE 5 

Institutional Ownership Across Institutional Frameworks (%) 

 Civil law Common law p-value

INSTIT 36.953 29.068 0.000 
SENSIT 18.948 9.369 0.000 
RESIST 18.017 11.711 0.000 

Notes: See Table 2 for variable definitions. The p-value is the maximum 
level of significance to reject the null hypothesis of equality of means 
between both subsamples.  
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Table 6 

Firm Value and Institutional Ownership (%) 

 1st quartile 2nd quartile 3rd quartile 4th quartile 

Whole sample 1.469 1.623 1.685 1.620 
Common law 1.639 1.908 1.782 1.754 
Civil law 1.378 1.313 1.456 1.503 

Notes: See Table 2 for variable definitions. Firm value is the mean value of 
the market-to-book value of equity depending on the proportion of 
institutional ownership for each institutional framework. The p-value is the 
maximum level of significance to reject the null hypothesis of equality of 
means between both subsamples. 
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TABLE 7 

Firm Value and Type of Institutional Shareholders (%) 

  SENSIT    RESIST  
 Low High p-value  Low High p-value 

Whole sample 1.559 1.607 0.027  1.549 1.617 0.002 
Common law 1.777 1.730 0.251  1.681 1.797 0.004 
Civil law 1.366 1.461 0.002  1.379 1.448 0.026 

Notes: See Table 2 for variable definitions. Firm value is the mean value of 
market-to-book value of equity depending on the type of institutional 
investor. The p-value is the maximum level of significance to reject the null 
hypothesis of equality of means between both subsamples. 
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TABLE 8 

Results of the Estimation 

 Common Civil Common Civil Whole sample
 (1) (2) (3) (4) (5) 

LOWINST 0.361† –0.617*    
 (0.200) (0.304)    
HIGHINST –0.439† 0.658***    
 (–1.87) (0.139)    
INSTIT   0.859* –0.427† –0.550* 
   (0.330) (0.256) (0.244) 
INSTIT2   –0.010* 0.012** 0.011** 
   (0.003) (0.003) (0.003) 
COMMON*INSTIT     1.862*** 
     (0.261) 
COMMON*INSTIT2     –0.027*** 
     (0.004) 
LEV 0.162 0.378* 0.163 0.378* –0.453** 
 (0.141) (0.157) (0.141) (0.157) (0.084) 
DIV –1.305** 0.089 –1.297** 0.105 –0.853** 
 (0.422) (0.391) (0.422) (0.391) (0.287) 
LOGAST –0.442*** –0.128** –0.443*** –0.123* –0.077*** 
 (0.034) (0.039) (0.034) (0.039) (0.013) 
ROA 0.331** 2.347*** 0.331* 2.328*** 1.111*** 

(0.117) (0.192) (0.056) (0.192) (0.094) 

No. obs. 3,198 2,932 3,198 2,932 6,130 
Adj. R2 0.105 0.154 0.105 0.154 0.0752 
F-stat. 26.06*** 35.95*** 26.19*** 35.93*** 571.91*** 
Hausman test 59.57*** 98.80*** 43.32*** 110.34*** 125.19*** 

Notes: See Appendix for variable definitions. This table provides the coefficients and 
standard errors (in parentheses) of the within groups panel data estimation of model [1]. The 
dependent variable is always equity market-to-book ratio. The Hausman specification test 
compares the fixed versus random effects under the null hypothesis that the individual 
effects are uncorrelated with the other regressors in the model. It distributes as a chi-squared 
function with so many degrees of freedom as estimated variables. Confidence level: *** 
99.9%, ** 99%, * 95%, and † 90%. 
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TABLE 9 

Results of the Estimation 

 Common Civil Whole 
 (1) (2) (3) 

SENSIT 0.460** 0.189 0.016 
 (0.234) (0.171) (0.212) 
COMMON*SENSIT   0.619* 
   (0.304) 
RESIST 0.448* 0.530** 0.713*** 
 (0.213) (0.152) (0.188) 
COMMON*RESIST   –0.359 
   (0.247) 
LEV 0.173 0.377* 0.130 
 (0.141) (0.158) (0.106) 
DIV –1.298** 0.099 –0.737* 
 (0.423) (0.393) (0.304) 
LOGAST –0.434** –0.119** –0.324** 
 (0.034) (0.039) (0.026) 
ROA 0.339** 2.329*** 0.615*** 
 (0.118) (0.193) (0.096) 

No. obs. 3,198 2,932 5,935 
Adj. R2 0.1056 0.1505 0.1001 
F-stat. 26.09*** 34.94*** 38.25*** 
Hausman test 75.34*** 104.09*** 144.89*** 

Notes: See Appendix for variable definitions. This table provides the coefficients and 
standard errors (in parentheses) of the within groups estimation of model [1]. The dependent 
variable is always equity market-to-book ratio.  The Hausman specification test compares 
the fixed versus random effects under the null hypothesis that the individual effects are 
uncorrelated with the other regressors in the model. It distributes as a chi-squared function 
with so many degrees of freedom as estimated variables. Confidence level: *** 99.9%, ** 
99%, and* 95%. 
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TABLE 10 

Results of the estimation 

 Common  Civil 
 1st s/h resistant 1st s/h sensitive  1st s/h resistant 1st s/h sensitive 

 (1) (2)  (3) (4) 

INSTIT –0.011* –0.021**   
 (0.005) (0.006)   
SENSIT 0.519 2.832** 0.308 0.076 
 (1.118) (0.644) (0.856) (0.195) 
RESIST 1.591** 1.965* 0.545** 1.123** 
 (0.543) (0.800) (0.155) (0.427) 
LEV 0.058 0.349 0.472* 0.232 
 (0.184) (0.233) (0.223) (0.220) 
DIV –1.324** –0.413 –0.046 0.312 
 (0.508) (0.696) (0.516) (0.555) 
LOGAST –0.402** –0.469** –0.143* –0.133* 
 (0.048) (0.052) (0.061) (0.052) 
ROA –0.092 1.121 1.673*** 2.652*** 
 (0.137) (0.212) (0.247) (0.284) 

No. obs. 1,545 1,408 1,146 1,786 
Adj. R2 0.1005 0.1456 0.1962 0.1401 
F-stat. 10.83** 14.81*** 18.21*** 19.59*** 
Hausman test 95.61*** 39.22*** 155.56*** 21.13*** 

Notes: See Appendix for variable definitions. This table provides the coefficients and 
standard errors (in brackets) of the within groups estimation of model [1]. The dependent 
variable is always equity market-to-book ratio). The Hausman specification test compares 
the fixed versus random effects under the null hypothesis that the individual effects are 
uncorrelated with the other regressors in the model. It distributes as a chi-squared function 
with so many degrees of freedom as estimated variables. Confidence level: *** 99.9% 
confidence level, ** 99%, and * 95%. 

 


