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Ownership Structure and Bank Performance
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Abstract—This paper provides evidence on the impact of
different types of ownership structure on bank performance.
Using secondary data, the empirical analysis of this study is
confined to Malaysian commercial banks during the period of
2000 to 2011. Multiple regression with fixed effects model is
used to test the research model. Testing on five categories of
ownership structure such as insider, family, government,
institutional and foreign ownership, the results suggest that
bank performance varies with different types of ownership
structure.

Index Terms—Bank, ownership structure, roe, roa.

I. INTRODUCTION

The relation between ownership structure and
performance has been the subject of continuous debate since
the original paper of [1]. Concentrated ownership structure is
viewed as reducing the agency problem between
shareholders and managers resulting from the separation
between ownership and control. Large equity ownerships in a
firm are believed to induce shareholders to monitor the
manager's activities, refute them from engaging in moral
hazard behavior and ensure that the managers work towards
maximization of the shareholders interest [2]. In the case of
banking, [3] contends that concentrated ownership enhances
banks’ control and monitoring of its activity through a better
flow of information. Large shareholders are more effective in
exercising their rights, thus having more control over the
management. The existence of large shareholders is also
associated with high performance of the bank. [4] indicates
that equity ownership by corporate blockholders is positively
related to firm value while [5]-[8] find that there are strong
positive relationships between ownership concentration and
profitability.

However, contrary to the findings, concentrated ownership
is also found to have a negative impact on performance [9].
Firms with high concentration of ownership are found to be
more prone to financial distress and crisis. [10] relates the
high concentration of ownership structure of Malaysian
banks as one of the major factors that cause the banks to
suffer severe financial distress in 1998. He argues that the
existence of large shareholders with high authority to make
decisions and control the management creates moral hazard
behavior which in the long term affects the banks’
performance. This is because large shareholders tend to
behave in a self serving behavior by making decisions that
would maximize their profits although the decisions might
increase the banks’ risks and jeopardize the banks’ long term
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performance and survival.

Nevertheless, [11]-[13] argue that the impact of
concentrated ownership structure lies in the types or the
identity of the ownership or shareholders. This is because
different types of shareholders always have different
priorities, preferences and objectives [6], [8] and [14] find
that type of ownership structure determines firm performance.
Differences in ownership structure have two obvious
consequences which are (i), the controlling shareholders
have both incentive and power to discipline the management
and (ii), the controlling shareholders can create conditions for
a new problem when their interests are not aligned with the
interest of the minority shareholders [4].

Although studies addressing the issue of ownership
structure and bank performance have increased rapidly in the
past few years, but the theoretical and empirical evidences
did not conclusively resolve the issue. Furthermore, most of
the studies are centered on non-financial firms and developed
countries and very limited study done on financial
institutions and developing countries such as Malaysia. As
developing countries are characterized with different
characteristics such as high dependency on banks as source
of funding, concentrated ownership structure, less expertise
and skills, technology, management and compensation and
wages, it creates concern whether the results of the studies on
developed countries could be generalized or applicable to the
developing countries. The situation thus, creates research
gaps on the study of ownership structure and bank
performance in developing countries. Hence, focusing on
Malaysian banks, the aim of this paper is to investigate the
impact of different types of ownership structure on bank
performance. The organization of this paper is as follows;
Section Il reviews the literature and research focus; Section
111, methodology used in the study; Section IV, findings and
Section V, concludes the paper.

Il. LITERATURE REVIEW

Recent studies on ownership structure suggest that
dispersedly held corporations as described in the model of [1]
are less commonly found in countries outside US and UK.
Concentrated ownership structure is found to be more
pronounced especially in the developing countries. [6]
indicates that more than 40 percent of publicly traded firms in
nine East Asian countries are controlled by family. [15] finds
that about 80 percent of non-financial companies in Thailand
are family owned, while [16] finds that majority of
companies listed on Bombay Stock Exchange are controlled
by families. [17] in their study of the largest ultimate owners
of East Asian countries reports that the ownership structure
of most Asian countries is highly concentrated with Malaysia
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scored the third highest percentage (30.73%) behind
Thailand (36.32%) and Indonesia (34.51%). [18] indicates
that the Malaysian banking structure consists of domestic and
foreign banks while [19] reports that the ownership structure
of domestic Malaysian banks is concentrated into family,
government and institutional ownership.

Further, [19] finds that ownership structure in Malaysian
banks in 2002-2003 are highly dominated by family and
government ownerships with shareholdings of up to 60.9
percent, and 64.4 percent respectively. They argue that the
merger exercised of the domestic banking system in the year
2000 has no significant impact on the ownership structure of
the domestic banking industry; concentrated ownership
structure with large shareholdings continues to exist in the
domestic banking institutions [19], [20] finds that
government shareholdings in Malaysian banks for the year
2000-2003 is 40 percent. They indicate that Malaysia has the
highest percentage of government controlled banks
compared to Thailand (30%), Republic of Korea (28%) and
Indonesia (26%). Further, they also find that Malaysia has
the highest percentage of family shareholding in banks which
is 30 percent, followed by Thailand (17%) and Indonesia
(9%).

Ref. [11] indicates that the different types of ownership
structure have important implications for corporate
governance and performance. While some ownership
structure focuses more on personal interest or benefits of the
largest shareholders, there is also ownership structure that is
more concern for the long term survival of the banks. Hence,
the objectives, interests and priorities of the large
shareholders results in a different impact on bank
performance. [8] argues that the value of a firm depends on
the internal sharcholder’s shares or type of ownership
structure, while [12] finds that the identity of large owners
has significant effects to bank performance. Similarly, [14]
and [6] find that the type of ownership structure determines
firm performance. However, the studies on the impact of
each type of ownership on firm performance provide mixed
results and still unclear [21].

Ref. [22] finds that the existence of insider ownership in a
firm increases the firm’s performance. [23] in their study of
firms in Japan finds a positive relationship between insider
ownership and performance. Similarly, [24] in their study of
UK firms, and [25] in his study of firms in Switzerland find
that insider ownership has a positive relationship with firm
performance. However, a study by [26] finds that insider
ownership has an unambiguous negative effect on firm
performance while [27] indicates that insider ownership
boost risk taking strategies among managers.

A study by [28] on Standard & Poors 500 firms finds that

family-owned firms perform better than the non-family firms.

They indicate that family ownership is an effective
organizational ~ structure as compared to the
non-family-owned firms. [29] finds that firm’s profitability is
lower when the controlling family’s ownership is lower.
Other studies such as [30] and [31] conclude that
family-controlled business perform better than the other type
of businesses. However, a study by [13] finds that
family-owned firms have lower performance and lower risks
while [4] argues that due to the high concentration of wealth
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in the business and the concern for the family legacy,
family-owned firms tend to display an excessive risk
aversion and forego profitable expansion strategies.

As for the impact of government ownership to
performance, [32] in their studies of ownership structure of
179 countries around the world finds that government-owned
banks in developing countries have lower profitability and
higher costs than their private counterparts. [14] finds that
higher government ownership of firms in 1970 is associated
with the slower subsequent financial development and lower
economic growth while [7] finds that government-owned
banks have less profits than the privately-owned banks in
spite of their lower costs. Conversely, [13] finds that
government-owned banks have high risk taking and high
performance while [33] in their study of 11 transition
countries finds that government-owned banks performs
better than the domestic private banks. Further, [34] finds
that government ownership has a positive relationship with
performance. They noted that most investors are more
confident to conduct business with government-owned firms
as they believe that the government would assist the firm in
the time of trouble.

Studying on institutional ownership, [35] argues that
institutional ownership advances firm performance. [36]
suggests that institutional ownership affects the relationship
between ownership and firm value whereby increased in
voting power and control enhances the firm performance.
Further, studies which looked at the direct impact of
institutional ownership on performance such as [37] and [38]
find that institutional ownership is positively related to firm
performance. In contrast, a study by [39] finds that
institutionally-owned firms does not adopt the Code of Best
Practice, have weak and even negative relationship with firm
value. On the other hand, a study by [40] finds that there is no
significant relationship between institutional ownership and
firm performance.

On the relation between foreign ownership and bank
performance, [41] argues that due to the advantages of
foreign banks such as large capital, diversification, high
expertise, superior ability to diversify risks and the ability to
offer services to multinational clients, foreign banks perform
better that the domestic banks. Similarly, [42] in their study
on Argentina finds that foreign banks have better
performance than the domestic banks. [43] finds that
foreign-owned banks are the most cost-efficient and provide
better service than other banks. However, a study by [44]
finds that foreign banks in Pakistan are less effective at
recovering impaired loans than the domestic banks. Sharing
the view, [45] finds that a rise in foreign ownership
negatively affects bank performance. In a related study, [46]
indicates that foreign banks in developed countries are less
profitable than the domestic banks but perform better than the
domestic banks in developing countries.

I1l. DATA AND METHODOLOGY

A. Data and Sample

This study covers the entire population of commercial
banks in Malaysia over the 2000-2011 period. All the banks
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in the study are locally incorporated and have commenced
operations in Malaysia before the year 2000. Due to the
merger and acquisition of the banking institutions in 1999
and merger exercised between banks during the study period
(2000-2011), the commercial banks in Malaysia as at 2011

shareholdings over the 2000-2011 period is presented in
Table I.

TABLE I: OWNERSHIP STRUCTURE AND SHAREHOLDINGS

are left with 22 banks; 9 domestic banks and 13 foreign banks.

However, due to problems of data availability, one of the
foreign banks (China Bank Limited) is dropped from this
study. Thus, the final sample size of this study is 252
observations; data are collected from 9 domestic and 12
foreign banks. Accounting based measures are used in this
study as most of the banking institutions in Malaysia are not
listed on the share market. [48] indicates that the use of
accounting data is common in banking studies. They point
out that reported banking data are generally less problematic
than data for most other industries due to the financial nature
of the primary assets and liabilities, and the more uniform
reporting requirements imposed by regulators. [49] finds that
both the accounting and market information produce early
warning signals of problem institutions.

As for the ownership data, this study uses data of the
ultimate owner of the sample banks as stated in their annual
report under ‘Ultimate Holding Company’ title. This is based
on findings by [6], [17] and [50], who find that corporate
ownership structure in Malaysia are associated with indirect /
ultimate ownership. Therefore, data on direct or immediate
ownership of Malaysian companies are insufficient or
inappropriate for determining control [51]. In identifying the
large shareholders, this study examines shareholders that
own at least 5 percent of voting rights. This ratio is in
accordance with the definition of substantial shareholders
under Malaysia Securities Industry Act 1983. [15] contends
that the choice of cut-off points should be based on economic
or legal frameworks of the given country. The ratio used in
this study however, is smaller compared to [14], who uses 10
percent and [17], who focuses on shareholders with 50
percent of direct voting rights. Nevertheless, [52] contends
that an ownership position of 5 percent is sufficient to
influence corporate outcomes.

The large shareholders are then separated into different
types of ownership structure such as family ownership,
government ownership, institutional ownership and foreign
ownership. In classifying the ownership types, the family
ownership data are collected based on the surname of the
largest shareholder in the bank. A bank is categorized as
government ownership if the largest shareholder is a
government owned company (as listed in the Treasury
Department of Malaysia); institutional ownership, the major
shareholder in the bank is an institution, and foreign
ownership, the major shareholder is a foreign company or the
bank is a subsidiary of a foreign bank. Realizing the high
existence of insider (board of directors who hold shares in the
bank), this study also includes the ‘insider’ as one of the
variable that might affects bank performance.

Data collected on the ownership structure of Malaysian
banks over 2000-2011 period shows a highly concentrated
ownership structure. The data demonstrate that most of
Malaysian domestic banks are highly controlled by family;
with most of them hold shares of more than 65 percent. The
ownership structure of domestic Malaysian banks and its

Banks Mean Max
Family owned

AmBank 0.38550 0.6900

Hong Leong 0.65257 0.7170

Public Bank 0.34542 0.3900

RHB Bank 0.35917 0.6500
Government owned

Affin Bank Berhad 0.47267 0.6210

CIMB Bank Berhad 0.41650 0.5230

Maybank Berhad 0.59525 0.6270
Institutional owned

Alliance Bank Berhad 0.30058 0.3640

EON Bank Berhad 0.24336 0.3370
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Source: Annual reports of individual bank.

B. Panel Data Methodology

Using panel data, heteroscedasticity and autocorrelation
are the two common problems that normally exist in panel
data analysis. Thus, Breush-Pagan-Godfrey test and
Lagrange Multiplier test are used to identify these problems
respectively. The heteroscedasticity and autocorrelation
problem are then resolve using White’s heteroscedsticity test
and first difference method. As data of this study deviate
from the normality assumption, regression analysis is
conducted by using GLS estimation. This method is more
appropriate as it helps to reduce the normality issue in the
model; GLS method acts as a transformed model of OLS and
is more appropriate than OLS in the case of non-normal data.
Testing on the best panel data model for this study, Hausman
test shows that fixed effects model outperformed random
effects model for both ROE and ROA.

C. Hypotheses Tested

Based on agency theory and previous studies, the
relationship between ownership structure and bank
performance is hypothesized as follows:

e Hj: There is a positive relationship between INSIDER
and bank performance
H,: There is a negative relationship between FAMOWN
and bank performance
H3: There is a negative relationship between GOVOWN
and bank performance
H,: There is a positive relationship between INSTOWN
and bank performance
Hs: There is a positive relationship between FOROWN
and bank performance

D. Empirical Model

The following econometric model is used to test the
hypotheses of the study.

BP = oy + AINSIDER;; + S,FAMOWN;; +
SGOVOWN;; + SINSTOWN; + SsFOROWN;;

BP is bank performance and measured by return on equity
(ROE) and return on assets (ROA). Ownership variables,
which are insider ownership (INSIDER), family ownership
(FMOWN), government ownership (GVOWN), institutional
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ownership (INSTOWN) and foreign ownership (FOROWN)
are measured by total number of shares held / total number of
shares in the bank.

IV. FINDINGS

A. Descriptive Statistics

Table 11 presents the distribution of each variable for the
total sample of 252 observations over the 2000 to 2011
period.

TABLE Il: DESCRIPTIVE STATISTICS

Variables Mean Std. dev Max

ROE 0.3238 0.1671 0.8610
ROA 0.0289 0.0106 0.0849
INSIDER 0.1916 0.3369 0.9650
FAMOWN 0.0937 0.2138 0.7830
GOVOWN 0.1130 0.2024 0.8240
INSTOWN 0.0580 0.1307 0.8640
FOROWN 0.5787 0.4889 1.0000

Table Il shows that foreign-owned banks hold an average
of 58 (0.5787) percent of shares in the Malaysian banks,

which is much higher than other types of ownership structure.

The large percentage is due to the large number of foreign
banks in Malaysia (12 banks) as compared to the local banks
(9 banks). As for the domestic banks, government holds the
largest shares (11%) followed by family-owned banks (9%)
and institutional-owned banks (6%). Insider ownership is 19
percent, which indicates a high insider ownership in
Malaysian banks. [53] indicates that insider ownership of
more than 15 percent is considered as high and insider tends
to align their interest with those of the shareholders in a high
insider ownership, which is between 15 percent to 25 percent.

B. Regression Results

Considering the normality, heteroscedasticity and
autocorrelation problems, as well as the hausman test result
for panel data analysis, the regression results of this study is
run by using GLS estimation with fixed effects model,
White’s heteroscedsticity test and first difference method.
Using ROE and ROA as measures for bank performance, the
regression results of the relationship between ownership
structure and bank performance is presented in Table III.

TABLE Ill: OWNERSHIP STRUCTURE AND BANK PERFORMANCE

Variables ROE ROA
INSIDER -0.1356 -0.0064
(-2.7389)** (-2.1300)*
FAMOWN -0.0817 -0.0204
(-0.5845) (-1.7708)
GOVOWN -0.1084 -0.0174
(-2.5478)** (-2.1312)*
INSTOWN 0.0091 -0.0016
(2.3881)** (-0.7172)
FOROWN -0.6508 -0.0464
(-0.5579) (-0.7260)
AR(1) 0.28217 0.3594
(6.5948)** (7.0832)**
R? 0.7309 0.4490
Adjusted R? 0.6966 0.3787
F-statistics 55.034 48.804
Sig F statistics 0.0000 0.0000
N 231 231

Note: * significance at p<0.05; ** significance at p<0.01.

The results show that insider, government and institutional
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ownership are significant in explaining differences in the
banks’ ROE, while only insider and government ownership is
significant to ROA. However, only the result of government
ownership (for both ROE and ROA) is consistent with the
hypothesis which indicates that high level of government
ownership decrease bank performance. The results on the
impact of government ownership on bank performance
support the findings of previous research such as [7], [14],
[32]. Sharing the view is [9], who points out that
government-owned banks have poor long-term performance
and [51], who finds that government-owned enterprises have
negative effects on profitability, productivity, and investment
in India. The result of this study is also consistent with [52] in
his study of Malaysian banks, which finds that
government-owned banks are less efficient than the
privately-owned banks.

Although found significant in explaining changes in the
bank performance, the results of insider ownership (for both
performance measures) are inconsistent with the hypothesis.
The different results of insider ownership than hypothesized
indicate that 19 percent of insider ownership in Malaysian
banks is not sufficient to induce insiders to align their
interests to the interests of the banks’ shareholders; in this
case, to increase bank performance. [50] indicates that the
higher the insider ownership, the more align is the interest of
an insider with the shareholders while at a low level of
ownership, insider tends to behave in a risk- averse manner in
order to protect their own benefits.

As for institutional ownership, although the result is
significant to ROE but it is not significant when ROA is used
as a bank performance measure. Hence, the effects of
institutional ownership on bank performance of Malaysian
banks cannot be concluded. Surprisingly, the results on the
impact of family and foreign ownership are insignificant to
the banks’ performance. The results imply that ownership
structure does not explain changes in performance of
family-owned banks as well as for the foreign banks in
Malaysia during the study period.

V. CONCLUSION

Overall, the findings on Malaysian banks provide evidence
that different types of ownership structure present different
impact to the bank performance. The results show that insider
ownership and government ownership have significant
impact to changes in bank performance. However, the
inconsistent results of insider ownership with the hypothesis
implies that the existing shares held by insider is not
sufficient to align the interest of the insider with those of the
managers and thus, deter them to work towards maximizing
the shareholders' interests or increase the banks’ performance.
The effects of institutional ownership to bank performance
cannot be concluded as the results show that institutional
ownership is only significant to ROE but insignificant to
ROA. Meanwhile, the insignificant results of family
ownership and foreign ownership suggest that both types of
ownership structure do not have significant impacts to the
bank performance.
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