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Abstract

This thesis investigates the impact of ownership concentration on ROA of Swedish firms listed on
Nasdag Stockholm from 2005 to 2023. The research question posed was: “Does ownership
concentration influence the performance (ROA) of Swedish firms?” Data from Capital IQ and
Datastream covering the final sample of 595 firms and 5,207 observations was analyzed using an
estimation model in form of an OLS regression model, with ROA as the dependent variable and
NOSHFF (ownership concentration) as the independent variable. The results show a significant
positive linear relationship, indicating higher ownership concentration correlates with higher ROA,
contrary to the initial hypothesis of this thesis and much of the previous research, which typically
found no significant or negative relationship. These findings align with some studies, such as those
by Thomsen and Pedersen (2000) and Ogabo, Ogar, and Nuipoko (2021), which reported a positive
correlation up to a certain threshold. However, this thesis does not find any significant nonlinear
relationship, therefore suggesting that no such threshold exists. Future research is recommended to
explore why nonlinear modeling show insignificant results in studying the relationship between
ownership concentration and firm performance in the Swedish context along with considering

including fixed effects for the specific exchange to mitigate confounding factors.
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1 Introduction

1.1 Background

Firms globally engage in diverse dynamics and competing interests in their pursuit of optimal
performance. Notably, the divergence in objectives among shareholders can hinder efficiency, as
different agendas may undermine cohesion and diminish overall effectiveness. This challenge
primarily stems from the framework of agency theory, which clarifies the complexities arising from
conflicting interests among individuals within a corporate entity, thereby intricately intertwining

with the organization's ownership concentration.

“Ownership structure is defined by the distribution of equity with regard to votes and capital, but
also by the identity of the equity owners” Whal.M (2006). The ownership structure is divided into
different segments of shareholders. These segments include various types of investors in terms of
entities such as private investors, financial institutions and pension funds among others. Furthermore,
an important factor of ownership structure is the percentage of shares that an investor holds, which
determines the amount of influence the respective investor has. The variation of share percentages

owned by investors within a firm is equivalent to the firm's ownership concentration.

In this thesis, ownership concentration is measured on a scale from 1 to 100, where higher values
signify lower concentration. This metric is derived by subtracting the cumulative percentage of
shares held by shareholders with over 5% ownership from 100%. The variable used to represent
ownership concentration in the regressions is termed "NOSHFF” - Free Float. This variable indicates
the proportion of a company's shares available for trading by ordinary investors. This categorization
of ownership types and discerns is the assumption that holding over 5% are purposed for strategic
holdings. Throughout the thesis, the variable NOSHFF and ownership concentration will work as
opposites, as explained above. When the ownership concentration increases, the variable NOSHFF

decreases, as higher values signify lower concentration.



In previous research, there have been some variations in results, wherein some found significant
relationships between performance and ownership structure, whereas others found none. This
research explores the intricate interplay between ownership structuresand firm performance within
the framework of corporate governance and agency theory. The research underscores the principal-
agent dynamic, where shareholders aim to align managerial incentives with their interests, as well as
the dynamics between majority and minority shareholders. Previous studies, such as those by
Tomesen and Pedersen (2000), brings up how this relationship varies by sector and demonstrates a
nonlinear effect of ownership concentration and firm performance. Further studies by Ogabo, Ogar,
and Nuipoko (2021) and Morck (1987) delve deeper and examine the specific percentages of
ownership and their ties to success for the firms. In contrast, researchers like Kamerschen (1968)
and Demsetz and Lehn (1985) argue against any significant correlation, suggesting that the influence

of ownership structure on firm performance is shaped by a range of factors beyond mere structure.

Firms are not solely dictated by economic considerations, such as the dynamics of agency theory,
but are also profoundly influenced by cultural values and norms. Research from Eelke de Jong (2006)
has shown that variations in ownership concentration across industrialized nations can be attributed
to cultural differences, which encompass shared values and norms. These cultural elements play a
pivotal role in shaping the preferences of stakeholders, including initial owners, new investors, and

managers, thereby influencing the selection of the ownership structure.

There might, for example, exist a connection between the Swedish culture, values & norms and
ownership structure preferences compared to other cultures in contrast to the previous research.
Eelke further recognized that the enduring nature of cultural disparities between nations implies that
changes in ownership patterns are unlikely to solely result from regulatory modifications. Therefore,
by examining the effects of ownership structures within companies in Sweden, this thesis aims to
shed a light on the potential cultural impact in contrast to the previous, wider research, made

predominantly in America and Europe.



1.2 Problem description & Analysis

As the focus shifts towards ownership structure within corporate governance, a pressing question
emerges: Does ownership concentration within Swedish firms influence their performance
outcomes? This inquiry delves into the heart of corporate governance dynamics, probing whether
particular ownership configurations yield superior performance over time. While some argue for a
positive correlation between ownership concentration and firm performance up to a certain threshold,
citing studies by Thomsen and Pedersen (2000), Ogabo, Ogar, and Nuipoko (2021), Morck (1987),
others posita linear or no significant relationship, as evidenced by works such as those by Grosfeldt
(2006), Kamerschen (1968), Demsetz and Lehn (1985). This thesis acknowledges that the variation
in previous research could pose challenges due to differing methodologies, sample populations and

contextual factors.

Moreover, existing research predominantly adopts a global, American or European perspective,
leaving smaller equities markets, like the Nordic market, largely unexplored. This gap in financial
science presents an opportunity ripe for exploration. Given the unique cultural and regulatory
landscape of the Nordic region, it is plausible that ownership structure dynamics here diverge from
global trends. This warrants a focused analysis of Swedish firms listed on the NASDAQ Stockholm

to elaborate the nuanced relationship between ownership concentration and performance outcomes.

Additionally, the adequacy of the sample size encompassing firms from diverse industries and
regions is crucial, as an insufficient sample size could undermine the statistical power and
significance of the analysis. By drawing from a sizable dataset, this thesis aims to offer insights that
transcend individual cases, contributing to a broader understanding of corporate governance
dynamics. The significance is, along with the above mentioned, pivotal throughout this thesis by
rigorously addressing the problem of endogeneity and size of the sample. Thiswill heavily affect the
representativeness that is paramount in ensuring the applicability and generalizability of the thesis

findings.



1.3 Aim of study

To contribute to the financial body of knowledge within ownership structure and its effect on firm
performance, this thesis proposes an investigation into the Return on Assets (ROA) of Swedish firms

and their respective ownership structure. The subsequent research question is selected.
- Does ownership concentration influence performance (ROA) of Swedish firms?

The purpose of this thesis is to analyze the ownership structures for the Swedish companies listed
on the NASDAQ Stockholm. Furthermore, we aim to explore specifically the impact of how
concentrated ownership has affected the company’s performance (ROA) over a 19-year period,
between 2005-2023.

In essence, this thesis seeks to shed light on the complexities of corporate governance dynamics
within Swedish firms, offering insights into the potential impact of ownership concentration on firm
performance. By bridging the gap between ownership structure and firm performance, it aims to
enrich the discourse surrounding corporate governance practices and contribute to a deeper

understanding of organizational efficiency and effectiveness in the Nordic region.



2 Theoretical Framework

2.1 Agency problem

The cornerstone theory of corporate governance concerning ownership structure rests upon the
agency theory. The groundbreaking research of Jensen and Meckling in 1976 popularized the agency
theory, building upon the earlier work of Berle and Means in 1932. The theory is divided into two
different parts, type | agency problem & type Il agency problem, which discuss various problems

and conflicts within the corporate governance landscape.

While the Type | agency problem focuses on conflicts between managers and shareholders, the Type
Il agency problem highlights conflicts between majority shareholders and minority shareholders,
shedding light on the tunneling problem as well as various mechanisms to align the interests of

stakeholders and mitigate conflicts of interest for the sustainability of firms.

2.1.1 Type | Agency Problem

Type | agency problem, also known as the classic agency problem, occurs when the interests of
principals, like shareholders, diverge from those of agents, like managers or executives, due to the

separation of ownership and control within a firm.

Berle and Means (1932) underscored the separation between ownership and control within modern
firms, where shareholders enlist managers to oversee business operations on their behalf. This
division of ownership and control inherently engenders conflicts of interest, as managers may
prioritize their own objectives over those of shareholders. Furthermore, managers possessing
privileged access to insider information may embark on inefficient investment behaviors, enforcing

conflicts of interest and incurring costs for shareholders (Fitza & Tihanyi, 2017).

To mitigate these conflicts and agency costs, different types of arrangements could be implemented.
These include issuing shares to managers to align their interests with those of the firm's shareholders.
Furthermore, monitoring managerial actions could lever the influence of large shareholders within

concentrated ownership structures. (Shleifer & Vishny, 1997).



While the issuance of shares to managers can serve to align their incentives with those of
shareholders, it may also lead to managerial entrenchment, whereby managers wield substantial
influence owing to their shareholdings, potentially protecting themselves from other forms of
shareholder oversight (Shleifer & Vishny, 1989). Moreover, managers with large ownership might
have incentivesto risk mitigation due to higher involvement within the company. This is a problem

closely related to both type | agency problem and type Il agency problem.

2.1.2 Type Il Agency Problem

Type 1l agency problem, unlike its Type | counterpart, arises from conflicts of interest between
majority shareholders and minority shareholders within a firm. Concentrated ownership, often
employed to mitigate conflicts between managers and shareholders, can inadvertently lead to the

oppression of minority shareholders.

While large shareholders may effectively prevent free riding in shareholder activism, they may also
exert undue influence, exacerbating tensions between majority and minority stakeholders. For
example, block or majority shareholders, who bear higher risk owing to their substantial stakes, could
potentially steer the firm's investment strategy toward a more conservative approach, aimed at
minimizing risk. This could potentially, due to the relatively large influence of block and majority

shareholders, lead to conflicts and inefficient risk-taking.

This type 1l agency problem is strongly connected to the Tunneling problem, which is defined as
“the transfer of assets and profits out of firms for the benefit of their controlling shareholders”
(Shirur,2011). The size of ownership in the company is directly correlated to the share of profits the
respective investor is entitled to in the event of a dividend, which could increase the incentives for
controlling shareholders to influence the firm towards transferring more of the profits to its

shareholders.



2.2 Risk aversion

2.2.1 Risk aversion

Risk aversion is a concept within the broader framework of decision making under uncertainty,
which encompasses both expected utility theory and prospect theory, found by Daniel Bernoulli in
1738. While risk aversion refers specifically to individual's tendencies to prefer certain outcomes
over uncertain ones, it is not synonymous with the certainty effect or loss aversion, which are specific
biases identified within prospect theory. Risk aversion typically manifests as a preference for certain
outcomes even when the expected value of uncertain outcomes is equal or higher. This tendency to
avoid risk can be observed in scenarios where individuals opt for guaranteed gains rather than taking

chances on potentially larger but uncertain rewards.

The reason for including risk aversion in the theoretical framework is due to the complexity of type
Il agency problems. As discussed, Type Il agency problem describes how conflicts between large
and small shareholders may inadvertently marginalize minority shareholders. While large
shareholders can deter free riding in shareholder activism, they may also wield disproportionate
influence, intensifying tensions between majority and minority stakeholders. For instance, the
majority shareholders, bearing higherrisk due to their substantial stakes, might steer the firm towards
a conservative investment strategy aimed at risk minimization, showing the complexity of risk

aversion.

2.2.2 Expected utility theory

Expected utility theory has long served as a foundational framework for understanding decision
making in uncertain environments. The theory was developed by Daniel Bernoulliin 1738 and posits
that individuals make rational choices by maximizing the expected value of outcomes, weighted by
their respective probabilities. Expected utility theory operates under the assumption of rationality,
where individuals consistently evaluate and choose options based on their expected utility. This
utility represents the subjective value or satisfaction derived from different outcomes and is often

quantified in terms of monetary units.



Central to expected utility theory is the contrast to the principle of risk neutrality, which suggests
that individuals make decisions solely based on the expected value of outcomes and are indifferent
to the variability or uncertainty associated with those outcomes in line with the study of Bombardini,
Matilde, and Francesco Trebbi (2012). For example, if an individual had the option to take a 60%
chance of receiving $100 or receiving $50 with certainty, the choice would depend on the differences
in that individual's expected utility. If the person is risk averse, the expected utility would probably
be larger for the certain option, leading the individual to choose the certain $50. If the person is risk
tolerant, the expected utility would probably be larger for the 60% chance of receiving $100, thus
showing two different outcomes, depending on partly risk aversion but also expected utility theory.
The expected utility theory predicts that individuals would choose the option in which they receive

a larger utility.

Moreover, expected utility theory assumes that individuals possess perfect information and can
accurately assess both the probabilities and utilities associated with each possible outcome (Falahati,
2021). In practice, however, this assumption may not hold true, as individuals often face imperfect
information and cognitive limitations that can lead to biases and deviations from rational decision
making. The theory has also been subject to criticism, particularly in cases where human behavior
deviates from the predictions of rational choice models. However, expected utility theory remains a
fundamental concept in decision theory, providing ground for analyzing and understanding

individual preferences in uncertain environments.

2.2.3 Prospect theory

Kahneman and Tversky introduced prospect theory in 1979. The theory presents an intriguing
departure from traditional expected utility theory in understanding how individuals make decisions
under uncertainty. Rather than assuming that people always act rationally to maximize expected
outcomes, prospect theory acknowledges two common behavioral biases: the certainty effect and

loss aversion.

The certainty effect highlights how individuals tend to place disproportionate weight on certain
outcomes compared to equivalent uncertain ones (Han Bleichrodt & Olivier L’Haridon, 2023).

Consider a scenario where one must choose between receiving $300 guaranteed today or taking a

8



30% chance of receiving $1000. Despite the identical expected value, many individuals prefer
receiving the certain $300, demonstrating a preference for certainty even if it means potentially

missing out on higher gains.

Loss aversion, another cornerstone of prospect theory, stems from the proposed value function that
suggests individuals' perceptions are shaped by changes relative to a reference point rather than
absolute magnitudes. This means that the experience of gaining or losing money is not solely
determined by the final amount but by the change from the reference point (Zamir, Eyal, 2014). For
instance, someone who initially gains $100 but then loses $20 may feel the loss more keenly than if
they had never gained the $100 at all, as their reference point has shifted. Additionally, Eyal Zamir
noted that losses typically evoke stronger emotional responses than equivalent gains, underscoring

the asymmetrical impact of losses on decision-making.

Moreover, the reference point concept extends beyond monetary outcomes to encompass various
contexts, such as career achievements or personal relationships. Each individual establishes their
own reference points based on their unique experiences and circumstances, influencing their
perceptions of gains and losses in different situations. In essence, prospect theory provides a nuanced
framework for understanding decision-making under risk, illuminating how psychological factors
such as the certainty effect and loss aversion shape individual's choices in ways that deviate from

traditional economic models.



3. Literature Review

3.1 Literature Review

The relationship between majority and minority shareholders demonstrates the complexity of
ownership concentration and resonates profoundly across the corporate landscape. A clear and
nuanced discussion has been provided to present and compare the different findings within previous
studies to provide valuable insights into the multifaceted relationship between ownership structures

and firm performance.

In previous studies, most findings demonstrate a positive correlation between lower ownership
concentrationand firm performance. However, in contrast to the majority of studies, some findings
show either no correlation or a positive correlation up till a certain threshold, which will be presented
below. Furthermore, some studies discuss various types of underlying and relevant factors relating

to the subject, providing a broader perspective and ground for the subject.

For instance, when delving into Grosfeld’s (2006) investigation, which offers a nuanced perspective
particularly within the context of emerging markets, some interesting viewpoints on different
industries are found. Notably, the study underscores the sector-specific nuances that underpin the
relationship between ownership structure and corporate value. While ownership concentration's
impact on firm value is less pronounced in high technology firms, a significant positive linear
relationship emerges within traditional industries. However, Grosfeld's study in 2006, refrains from
delving into the possibility of an optimal threshold for ownership concentration, leaving room for

further inquiry.

Contrastingly, Thomsen and Pedersen (2000), when deriving the impact of ownership concentration
among companies within the largest European countries, observe a positive correlation between
ownership concentrationand firm performance, up to a certain threshold. This finding suggests that
heightened ownership ties may facilitate the alignment of managerial incentives with shareholder
interests, contradicting Grosfeld's findings and highlighting a nonlinear relationship between

ownership concentration and firm value. Worth noting is that firm performance and firm value are

10



not always correlated, which might be the reason for these differences in findings.

Furthermore, Ogabo, Ogar, and Nuipoko (2021) conducted a comprehensive analysis spanning
companies within the United Kingdom from 2008 to 2018. Their findings suggest that moderate
levels of managerial ownership, specifically up to 5%, exert a positive impact on firm performance.
These findings are perhaps more specific than that of Thomsen and Pedersen (2000) but are still
clearly aligned. Moreover, they highlight the significance of independent board directors' ownership

in enhancing corporate outcomes.

Expanding upon these insights, Morck (1987) delved into the nuanced effects of ownership
concentration on firm valuation. His research revealed distinct patterns, wherein ownership
concentration exhibited varied impacts contingent upon its level. Specifically, Morck found that an
increase in ownership concentration within the range of 0-5% was associated with an increase in
firm performance. Conversely, an increase in ownership concentration within the 5-25% interval
was correlated with a decrease in firm performance, while those exceeding 25% exhibited a slow

increase in performance.

Another relevant aspect of ownership structure was found by Thomsen, Pedersen, and Qvist (2006),
who delve into the impact of blockholder ownership on firm value across diverse governance
systems. Their findings illuminate contextual nuances, with the absence of a significant relationship
between ownership concentrationand firm performance in the American market contrastingwith a
negative relationship in the European market. This disparity underscores the challenges posed by
Type 2 agency problems, wherein blockholders may prioritize their interests over those of minority
shareholders. When blockholders have the possibility to exert substantial influence, discrepancies

such as risk could potentially lead to conflicts and compromising firm performance.

Complementing the type Il Agency problem, Ki C. Han and David Y. Suk (1998) shows a nuanced
relationship between various forms of ownership structures such as institutional, managerial, and
blockholdings and firm performance. The literature on this topic is rich and multifaceted, drawing
primarily from type I agency theory, which suggests that conflicts of interest between managers and
shareholders can lead to decisions that are not in the best interest of the firm. Seminal works by
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Jensen and Meckling (1976) further enriches this argument through having posited that ownership

structures can align interests between these parties, thus potentially improving firm performance.

In contrast to the literature mentioned above, there are also studies who concluded that there is no
relationship between ownership structure and firm performance. One of these findings, which is
found in, Kamerschen (1968), challenges the assumption that financial outcomes are dependent on
differences in managerial control to other forms of ownership in nonfinancial corporations.
Furthermore, the findings in Demsetz and Lehn (1985) challenge the traditional view proposed by
Berle and Means. Similar to Kamerschen (1968), Demsetz and Lehn (1985) found no significant
relationship between ownership concentration and the performance of corporations. Demsetz and
Lehn suggest that ownership structures are more complex and influenced by regulatory, market and

firm-specific factors rather than the more simplified view presented by Berle and Means.

3.2 Hypothesis Development

Synthesizing previous findings and theoretical constructs, this thesis posits that there exists an
influence of ownership concentration on firm performance, particularly in terms of Return on Assets
(ROA). The thesis contends that ownership concentration should indeed impact firm performance
negatively. In other words, the subsequent hypothesis and its corresponding hypothesis will be

evaluated in this thesis:

H: : Concentrated ownership has a negative impact on a firm’s ROA.

12



4. Method

4.1 Estimation Model

To examine if ownership structure has a correlation with firm performance, various variations of the
same estimation model will be used and analyzed. The estimation model of choice is the ”Ordinary
Least Squares” - Regression (OLS). This model normally consists of one dependent variable and one
or more independent variables. The OLS procedure minimizes the sum of squared residuals and
computes an average effect of the independent variable on the dependent variable. The primary
variables include ROA, serving as the dependent variable, and ownership concentration, acting as
the independent variable. The motive behind the choice of this method is that OLS regression has
been used in previous studies, such as Ogabo, Ogar, and Nuipoko (2021). To test the hypothesis the

following regression model is used:

roa; = B0 + B1-NOSHFFy + [2-log(marketcap;) + B3 -saleSgrowin;, + B4

- opincasset;; + FE sector + FE Year + €;;

4.2 Motivation Variables

4.2.1 ROA

The dependent variable, Return on Assets (ROA), is a key metric for evaluating a company's
profitabilityrelativeto its assets, providing insights into operational efficiency and performance. The
variable is defined as “Return divided by total assets”. It enables comparative analysis across firms
and industries, assessing management effectiveness and capital turnover rate. This variable has been
included in previous studies such as Thomsen and Pedersen (2000) along with Ogabo, Ogar, and
Nuipoko (2021). This further strengthens the relevance of the variable due to the enhanced possibility

of comparison between this thesis and prior studies.

4.2.2 Ownership Concentration

High ownership concentration may mitigate agency conflicts but could also lead to entrenchment

issues which is a key perspective when the hypothesis of this thesis was formed. Understanding the
13



relationship between ROA and ownership concentration sheds light on how ownership structure
impacts firm performance. The variable is defined as a number between 1-100 where 1 stands for
high ownership concentration and 100 stands for low concentration. The variable is calculated by
starting with 100 and then deducting the total percentage of shares owned by shareholders that own
more than 5%. For example, if the three largest shareholders hold 15%, 10% and 3% respectively of
total shares outstanding, the ownership concentration of that company will be: 100% - (15% + 10%).
The reason the owner with 3% of shares outstanding isn’t included is because their ownership

percentage does not exceed 5% of total shares, which is the limit.

Ownership concentration = 100% — (Cumulative shareholding of owners > 5%)

The ownership variable used in the regressions are called “NOSHFF” to describe the concentration
of the ownership. The term "NOSHFF” - Free Float" refers to the portion of a company's shares
available for trading by ordinary investors, expressed as a percentage of the total shares outstanding.
It's a key component of the Datastream dataset, which breaks down a company's ownership using a
5% holding threshold. Important to keep in mind is that the variable NOSHFF and ownership
concentration will be opposites, as explained in the background. When the ownership concentration

increases, the variable NOSHFF decreases.

A company's share capital typically includes strategic holdings that aren't readily available for
trading. Datastream categorizes ownership into types like Pension Fund, Employee, Government,
etc., and analyzes strategic holdings by owner type. To be counted as part of the free float, a holding
must represent at least 5% of outstanding shares. Anything not meeting this threshold is considered
part of the Strategic Holdings measure (NOSHST).

4.2.3 Control Variables

The potential endogeneity of the independent variables must be considered. Various control variables
have therefore been applied to strive for exogeneity in the independent variable of focus, ownership
concentration (“NOSHFF”).

14



The size of the company in terms of market capitalization, has been included as a control variable.
The variable is called “logmarketcap" and controls for the effect of market capitalization on ROA.
The reason for including the logarithm of the variable is because of the remarkable size of some of
the observations. The logarithm will smooth out the variation of the observations when it comes to

market capitalization, making the variable more relevant for this thesis.

The investigation form Grosfeld (2006) includes the effect of operating income, which will be
included in this thesis as the variable “opincasset”. The variable functions as a ratio between the
firm's respective operating income and total assets. The reason for including the operating income
as aratio instead of an individual independent variable is because the data set includes such a variety
of observations, when it comes to firm size operating income. The logic behind this is that larger
firms tend to be more profitable predominantly because of its scale (Nunes et al., 2009), therefore

including a ratio will make the variable “opincasset” more comparable between the firms included.

Furthermore, Sales growth has been included as a control variable, “sales_growth”, to determine the
individual effect of sales growth on firm performance in terms of ROA. This variable is limited to
the years 2006-2023 in this thesis due to the chosen timeframe with exclusion of observations from
2004. Therefore, the sales growth of 2005 cannot be included. This variable has been selected and
implemented in previous studies such as Thomsen and Pedersen (2000) along with Thomsen,
Pedersen, and Qvist (2006). This reinforces the significance of the variable by increasing the
potential for comparison between this thesis and previous research.

Moreover, sectors have been included as a fixed effect (FE). Incorporating sectors as control
variables adds a critical dimension to the analysis by accounting for inherent variations across
different sectors. Sectors vary in terms of market structure, competitive dynamics, regulatory
environments, and technological landscapes, all of which might significantly influence firm
performance. By controlling for sector differences, the effects of ownership structure on firm
performance can be isolated while mitigating the potential confounding effects of sector-specific

factors.
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The sectors conducted are Communication Services, Consumer Discretionary, Consumer Staples,
Energy, Financials, Healthcare, Industrials, Information Technology, Materials, Real Estate Utilities.
The sectors included rely heavily on the Data collected from Capital 1Q and provide a solid variation
of sectors. This variable has been used in previous studies such as Thomsen, S. and Pedersen, T.
(2000), providing potential strengthening in the comparison between this thesis and prior studies.
However, the sector variable will only function as a control variable and the differences between
ownership concentration withing different sectors will not be analyzed as within the investigation
from Grosfeld (2006).

To address potential confounding factors such as year specific effect, the variable "year" has been
incorporated as a fixed effect (FE) in the analysis. This approach aims to control for time-related
variations and isolate the impact of the variables under examination, thereby enhancing the reliability
of the results. By including "year™" as a fixed effect, the thesis seeks to mitigate the influence of
external events or temporal trends that could otherwise distort the findings and conclusions drawn
from the data.
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5. Data

5.1 Data Collection

This thesis carefully details the sample selection, data collection process, and data processing
methods employed to analyze ownership concentrations and their relationship with Return on Assets
(ROA).

The dataset encompasses 629 companies listed on Nasdag, spanning a 19-year period during the
years 2005-2023. The timeframe was chosen considering both practical constraints, as Capital 1Q
provided data for this duration, and statistical considerations to ensure a robust sample size while
maintaining relevance. Focusing on Nasdag aimed to capture a broad spectrum of industries and firm
sizes, thereby enhancing the generalizability of the findings. Additionally, the inclusion of
companies listed at various points within the 19-year period enables the examination of temporal

trends and assessment of how ownership structures have evolved over time.

Table 1: Variable Definitions

Variable Label Definition

NOSHFF Ownership Concentration of a company, taking the
value 100 minus the cumulative
shareholding of owners holding a block of
more than 5% of total shares. (Datastream)

Concentration

logmarketcap Market Capitalization Natural logarithm of the market value of
equity of firm i in year t. (CapitallQ)
opincasset Operating Income/Total The ratio between the operating income
Assets and the total assets of firm i in year t.
(CapitallQ)
sales growth Sales Growth The ratio between sales of firmiin year t-1

and sales of firm i in year t. (CapitallQ)

*Table 1 presents detailed definitions for all variables along with the respective sources. The first column of the table shows the
name of the variable. The second column presents the label, which is the actual data that is looked for. The third and last column
presents a detailed description of what the variable stands for with the respective source.

The data collection process relied primarily on Capital 1Q, a comprehensive financial database
renowned for its extensive coverage and detailed company profiles. Capital 1Q offers a wealth of
information, including ownership details, historical data, and institutional holdings, making it an
indispensable resource for this study. All the financial information included in this thesis, except the

ownership concentration, was collected from capital 1Q.
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The concentration of ownership for the respective company was collected from Datastream. The
reliability of ownership structure data from Datastream stems from its comprehensive coverage,
methodology, and extensive historical records. Datastream aggregates data from various reputable
sources, ensuring a holistic view of a company's ownership landscape. Its rigorous validation
processes minimize errors, great confidence in the accuracy of the information. Additionally,
Datastream's historical continuity enables longitudinal analysis and trend detection. With no
alternative source offering comparable breadth and reliability, Datastream emerged as the preferred

choice for accessing ownership data.

Table 2: Sample selection

Selection criteria Firms Observations
Listed firms on the NASDAQ Stockholm 2005-2023 629 11,951
Firms with data for Ownership Concentration (629) (5,743)
Firms with data for Market Capitalization (625) (5,515)
Firms with data for Operating income/Total Assets (619) (5,500)
Firms with data for Sales growth (597) (5,215)
Firms with data for Return on Assets (595) (5,207)
Final sample 595 5,207

*Table 2 presentsacomprehensive overview of the sample selection. The top row shows the number of listed firms on the NASDAQ
Stockholm 2005-2003 and the last column “Observations” shows the number of observations of those firms. Then for each row,
the table shows how many firmsand observations that remain after the data has been cleaned of observations. An example of how
you should interpret the table is: “There are 5743 observations remaining for 629 firms after cleaning the data of missing values in
the “Ownership Concentration” variable”. The table further shows the remaining observations after cleaning the data with the
respective selection criteria. In the final sample there are 5207 observations left for 595 firms after cleaning the data of all variables
(Ownership Concentration, Market Capitalization, Operating Income / Total Assets, Sales Growth, Return on Assets)

Table 2 showcases various selection criteria and their corresponding outcomes. The listed firms on
the NASDAQ Stockholm between the years 2005-2023 in the sample amount to 629 firms,

generating a total of 11,951 observations. The criteria for firms with data for ownership structure and

market capitalization led to no difference in reduction.

However, when reducing the number of firms with no data for market capitalization, 4 firms were
deducted, resulting in 625 firms with a total of 5515 observations left to investigate. Furthermore,
when reducing the number of firms with no data for the ratio between operating income and total
assets, the number of firms with available data drops from 625 to 619. Moreover, when reducing the

number of firms with no data for Sales growth and ROA, the total number of firms that have available
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data drops from 619 to 597. Lastly, after reducing the number of firms with no data for ROA, the
number of firms with available data drops by 2 resulting in 595 firms. This is the final sample which
includes 595 firms with a total of 5207 observations to investigate.

The total amount of observations is considered normal when compared with previous studies. As a
reference point, the study of Ogabo, Ogar, and Nuipoko (2021) encompasses a smaller range of years,

thereby capturing less data, with a total amount of 432 observations.

5.2 Descriptive Statistics

Table 3: Descriptive Statistics

25% Median 75% Mean  Std. dev. Max Min
roa -9.1293 21731 6.0939 -5.1155 23.4465 116.7506 -380.5275
NOSHFF 51.0000 69.0000 87.0000 67.9561 23.1135 100.0000 1.0000
logmarketcap 5.2451 6.7124 8.5997 6.9730 2.3126 13.6024 -4.6052
Sales_growth -0.8511 11.2964 32.1109 178.3073 2846.496 16083.7 -99.8170
opincasset -0.1463 0.0294 0.0906 -0.1083 0.5886 1.0924  -21.2457

*Table 3 provides comprehensive descriptive statistics for the variables of use in this thesis. These statistics offer insights into the
central tendency, dispersion, and distributional characteristics of the data, providing an understanding for the behavior and
variability of each variable.

Percentile values represent the cutoff points below which a given percentage of data falls, providing
a sense of the data distribution across different percentiles. The 251", 50" and 75™ percentiles have
been included along with the minimum, mean and maximum value of the data set. The value range
of ROA is quite wide, especially when compared to the study of Ogabo, Ogar, and Nuipoko (2021).
This might be due to the fact that this thesis encompasses a broader range of years, thereby capturing
a larger number of observations. The ownership concentration, captured by the variable NOSHFF,

has fairly even distributed values ranging from the absolute minimum to maximum.

The mean and median ownership concentration in this thesis is approximately 0.68 and 0.69,
respectively, which contrasts with the values reported by Grosfeld (2006), who found a mean of 0.43
and a median of 0.40. Additionally, this study's mean is significantly higher than the mean of 0.0440
reported by Ogabo, Ogar, and Nuipoko (2021), indicating significantly greater ownership

concentration.
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However, the definition used in this thesis differs from both, which, along with other sample-related
factors, may account for the variations in mean and median values. While Grosfeld (2006) defines
ownership concentration as the share of voting rights of the largest shareholder, showing higher
numbers for higher concentration of ownership. The variable NOSHFF, used in this thesis, defines
ownership as a number between 1-100 where 1 stands for high ownership concentration and 100
stands for low concentration, showing lower numbers, for higher concentrations of ownership. This
results in the variables almost showing each other's opposites, partly explaining the large differences

in the mean and variance of the samples.

Ogabo, Ogar, and Nuipoko (2021) uses a dummy variable assuming 1 if managerial ownership is
larger than or equal to 5% and zero otherwise. This is also quite different from the definition of
ownership concentration used in this thesis, as Ogabo, Ogar, and Nuipoko (2021) uses a dummy

variable along with testing for only managerial ownership in terms of ownership concentration.

In conclusion, the thesis does not find any issues with the higher values for the variable NOSHFF,
defining ownership concentration. This can be attributed to the larger sample size and the differences

in the sample, such as variations in regional economic conditions.

Table 4: Correlation matrix

roa NOSHFF logmarketcap  sales_ growth opincasset
roa 1.0000
NOSHFF -0.0964 1.0000
logmarketcap 0.4433 0.0390 1.0000
sales_growth -0.0438 0.0089 -0.0404 1.0000
opincasset 0.7293 -0.0512 0.3383 -0.0245 1.0000

*Table 4 displays a correlation matrix between the variables that has been used in the analysis. Each cell in the matrix displays the
correlation coefficient between two variables. The diagonal of the matrix represents the correlation of each variable with itself, which
is always one by default. Off-diagonal elements represent the correlation between pairs of variables. Positive correlations (values
closer to 1) indicate a direct relationship between variables, while negative correlations (values closer to -1) indicate an inverse

relationship. A correlation value close to zero suggests no linear relationship between the variables.
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Table 4 presents a correlation matrix depicting the relationships between various financial variables.
The correlation matrix is used to assess multicollinearity, by looking for high correlation coefficients
between pairs of independent variables. Generally, according to Richard Tay (2017) a coefficient
value of 0.6-0.8 or is considered indicative of multicollinearity, which might affect the stability of

regression coefficients when these variables are used in the regression model.

From the correlation matrix provided, the highest correlation is between roa and opincasset, with a
value of 0.7293, which is considered indicative of multicollinearity. However, this correlation is the
only one with such high value and is also used in previous studies such as that of Grosfeld’s (2006).
Other correlations in the matrix are considerably lower, suggesting that multicollinearity may not be

a major concern with these particular variables based on the given threshold.

Table 5: VIF test

Variable VIF Tolerance (1/VIF)
NOSHFF 1.1000 0.9095
logmarketcap 1.2700 0.7854
Sales_growth 1.0100 0.9903
opincaseet 1.1700 0.8561
MeanVIF 1.1375

*Table 5 shows the “Variance Inflation Factor” (VIF) forindependent variables. The value VIF showcases how much one
variable correlates with the otherindependentvariables. A value of 1 indicates thatis has zero correlation with the other
variables, while a value above 5 indicates high correlation.

To further ensure that multicollinearity is not a major concern a VIF test was conducted. According
to Jamal I. Daoud (2017) a VIF-value of 1 tells us that the variable is not correlated with other
variables in the model. Furthermore, a VVIF-value between 1 and 5 tells us that the variable is
moderately correlated, while values greater than 5 indicate high correlation. As shown in Table 5, all
the independent variables in the model have relatively low VIF-scores and are belowthe threshold of
5. Therefore, this thesis confidently includesthese variables in the analysis without major concern for

multicollinearity.
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6. Results

Table 6: OLS Regression

Variables
(1) () (3) (4)
NOSHFF -0.03770** -0.0465** -0.0355** -0.04477**
(-2.29) (2.47) (-2.36) (-2.59)
logmarketcap 1.3801*** 1.4220%** 1.3469*** 1.4030***
(2.64) (2.74) (2.78) (2.89)
Sales_growth -0.0127*** -0.0111*** -0.0099*** -0.0087**
(-2.69) (-2.67) (-2.64) (-2.56)
opincasset 29.9092*** 29.1415%** 29.1048*** 28.4158***
(2.88) (2.81) (2.84) (2.78)
YearFE No Yes No Yes
SectorFE No No Yes Yes
R2 0.6653 0.6766 0.6788 0.6899
N 5207 5207 5207 5207

*Table 6 shows the regression output. The regression showcases the effect of all independent variables, along with the
implementation of the sector fixed effect and year fixed effect, on the outcome variable ROA. The first section, denoted by (1)
shows the effect of all the independent variables on the outcome variable ROA, when none of the sector or year fixed effects are
included. The second section, denoted by (2) shows the effect of all the independent variables on the outcome variable ROA, when
only year fixed effects are included. The third section, denoted by (3) shows the effect of all the independent variables on the
outcome variable ROA, when only sector fixed effects are included. The fourth section, denoted by (4) shows the effect of all the
independent variables on the outcome variable ROA, when both year and sector fixed effects are included. Along with the effects of
the independent variables on the outcome variable ROA, the R2 which indicates the explanatory power of the regression and number
of observations have been included. Lastly, ***, ** and * denote significance at levels of 1%, 5%, and 10%.

The regression includes all the individual and fixed effects of the independent variables of choice on
the dependent outcome variable ROA. The variable NOSHFF represents the average effect of
increasing the ownership concentration by one unit on ROA. Furthermore, the variable sales_growth
(non-significant) and opincasset shows the average effect on ROA of increasing a firm's sales growth
and the ratio between operating income and total assets by one unit. Moreover, the fixed effect of
the respective sector that firm i’s operating within on ROA has been included, implemented and

integrated along with year specific effects.

The reason for not presenting a regression analysis with a variable representing the non-linear

relationship between ownership concentration and ROA, as done in previous studies, is that the
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variable NOSHFF yielded insignificant results in such tests conducted. Therefore, only the main

regression with the use of linear modeling is presented.

As a result, the variables NOSHFF, logmarketcap and opincasset are all yielding P-values beneath
0.05, providing significant results. The variable NOSHFF has a negative linear coefficient, ranging
from -0.0465 to -0.0355, depending on whether fixed effects for year and sector are included. This
regression indicates that the average ROA (Return on Assets) of the companies in the dataset
decreases by approximately 0.0465 to 0.0355 units for each unit increase in NOSHFF. In simpler
terms, as the NOSHFF value increases, implying that a greater percentage of shares are freely traded
due to fewer blockholders and reduced concentration of ownership, the ROA decreases. Esseentially,

higher concentration of ownership leads, on average, to higher values of ROA.

The variable logmarketcap shows that the average effect of increasing a firm's market capitalization
by one percent, on ROA, varies from approximately 1.3469 to 1.4220 units. Moreover, the variable
sales_growth yields a insignificant correlation with ROA. The variable sales_growth shows a
negative relation with ROA but has nevertheless yielded a insignificant p-value, leading this thesis

not being able to determine any significant relationship between sales growth and ROA.

Lastly, the variable opincasset provide a positive linear relationship with ROA. By increasing the
ratio between operating income and total assets by one, the regression shows that ROA increases by
approximately 28.4178 to 29.9092 units on average, depending on whether fixed effects for year and

sector are included in the regression.
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7. Analysis

In this section, the results are thoroughly discussed, analyzed, and compared with the outlined
hypotheses. Furthermore, it will be discussed if the results properly address the research question
provided, along with an analysis of their integration with existing literature. Finally, a discussion

about the study limitations is included to highlight potential flaws that could impact the results.

7.1 Results

The results from the regression show that lower ownership concentration (higher value for the
variable NOSHFF) has a negative linear relationship with ROA of Swedish firms, indicating that
higher ownership concentration may facilitate firm performance. NOSHFF, the main variable of
focus, along with the control variables logmarketcap, and opincasset yielded p-values below 0.05,
providing significant results. Specifically, the variable determining ownership concentration
(NOSHFF) has a negative impact on Return on Assets (ROA), while firm size (logmarketcap), and
the ratio of operating income to total assets (opincasset) have positive effects on ROA.

The results of this thesis offer insights into the research question regarding the influence of ownership
concentration on the performance (ROA) of Swedish firms, showing that there is a significant
positive linear relationship between the two. This means that for Swedish firms listed on Nasdag
Stockholm between 2005 and 2023, a higher concentration of ownership is associated with a higher
average ROA. The results do not align with the hypothesis suggesting that concentrated ownership
has a negative impact on a firm’s performance in terms of ROA. Based on the results of this thesis,

it appears that firms with lower ownership concentrations generally achieve lower ROA.

7.2 Integration of Findings with Existing Literature

The result from this thesis reveals a significant positive linear relationship between ownership
concentration and firm performance, measured by ROA, for Swedish firms listed on Nasdaq

Stockholm from 2005 to 2023. This finding aligns with aspects of prior research but introduces
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unique considerations when contrasted with studies by Thomsen and Pedersen (2000) and Ogabo,
Ogar, and Nuipoko (2021).

Thomsen and Pedersen (2000) examined large European companies and found a positive correlation
between ownership concentration and firm performance up to a specific threshold, after which the
benefits diminish. This suggests a nonlinear relationship, where initial increases in ownership on
average leads to increases in ROA but excessive concentration may lead to reduced or even decreased
effect on ROA.

Similarly, Ogabo, Ogar, and Nuipoko (2021) analyzed UK firms from 2008 to 2018, finding that
moderate levels of managerial ownership (up to 5%) positively impact firm performance, and
highlighting the significance of independent board directors' ownership. Their study, though focused
on managerial ownership and Return on Equity (ROE), aligns with the principle identified by

Thomsen and Pedersen of an initial positive impact that may not persist at higher ownership levels.

The results of this thesis from the Swedish context aligns with the initial positive correlations
observed in these studies but do not find any significant results when testing for a nonlinear
relationship between ownership concentration and ROA. Unlike Thomsen and Pedersen (2000) and
Ogabo, Ogar, and Nuipoko (2021), this thesis does not find any significant results regarding effects

or specific thresholds where the relationship might change.

This finding of this thesis further introduces differences when contrasted with Kamerschen (1968)
and Demsetz and Lehn (1985), that failed to establish a significant link between ownership structure
and firm performance. This thesis investigation into Swedish firms listed on Nasdag Stockholm
between 2005 and 2023 reveals a compellingly different narrative. Contrary to these prior findings,
the results unveil a notable negative linear relationship between the variable NOSHFF and firm

performance, indicating that higher ownership concentration correlates with higher ROA.

The results regarding significance might differ because of the geographical area of research, or more
precisely the financial market in which the firms are listed on, differs between this study and that of
Kamerschen (1968) and Demsetz and Lehn (1985). Even though the number of firms observed are
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quite similar between this study and that of Demsetz and Lehn (1985), 595 & 511, the investigation
from Kamerschen (1968) and Demsetz and Lehn (1985) regards U.S firms. This is partly aligned
with the research from Thomsen, Pedersen, and Qvist (2003) that also did not find any significant
relationship between block holder concentration and firm performance within US data on this
subject. Regional specific differences might be an explanation as to why the results differ in their
significance. Therefore, the oversight of this thesis regarding fixed effects for exchanges is as well

as a limitation also a recommendation for further research to introduce.

The findings from this thesis further do not align with those of Thomsen, Pedersen, and Qvist (2003),
who investigated the impact of blockholder ownership on firm performance within the largest
companies in the European Union. This thesis identified a positive linear relationship between higher
ownership concentration and ROA, whereas the of Thomsen, Pedersen, and Qvist (2003) found a
"negative association between blockholder ownership and firm value or accounting returns in the

next period".

While the outcome variables in both studies differ slightly, they share similarities as both examine
aspects of firm performance derived from returns. However, the outcome variable in Thomsen,
Pedersen, and Qvist (2003) does not include the firm's ratio between returns and total assets, focusing
solely on returns. Additionally, the research scope differs, with Thomsen, Pedersen, and Qvist (2003)
focusing on the largest companies in the European Union, while this thesis investigates Swedish
listed firms on NASDAQ Stockholm.

Furthermore, the definition of the variable for ownership concentration varies between the two
studies. This thesis utilizes NOSHFF, as defined in the variable definitions section, while Thomsen,
Pedersen, and Qvist (2003) employ the variable "Block ownership.” This discrepancy in variable

definitions may also contribute to the differing results between the two studies.

7.3 Limitations

This thesis focuses solely on publicly listed Swedish firms, potentially limiting the generalizability
of the findings to other regions or unlisted companies. Additionally, the thesis does not examine
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industry-specific variations that might influence how ownership concentration impacts ROA, which

could be a significant area for further research.

An additional limitation of this study pertains to the measurement of the ownership concentration
variable. The dataset employed only provides snapshots of ownership concentration at the end of
each fiscal year. Consequently, any intra-year variations in ownership concentration, which could
significantly influence firm performance, are not captured. This static view of ownership
concentration overlooks dynamic changes that might arise from transactions such as significant share
acquisitions or disposals during the year.

Moreover, the granularity of the ownership data is limited; it does not differentiate between types of
ownership structures, such as single versus multiple major shareholders. The nature of these
shareholders (whether they are individual investors, institutional entities, or corporate holdings) can
profoundly influence corporate governance dynamics and, by extension, firm performance. For
instance, the transition of ownership from one major shareholder to another could introduce shiftsin
strategic direction, risk appetite, and management practices, which are critical variables under the

risk aversion theory.

Addressing these limitations in future research would necessitate a more detailed and dynamic
modeling of ownership structures and their changes over time. Enhanced data granularity, capturing
the specific types of shareholders and their respective changes within the fiscal year, could offer
more precise insights into the influence of ownership concentration on firm performance. Such
improvements in data collection and analysis would be instrumental in understanding the complex

interplay between ownership structures and corporate outcomes.
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8. Conclusion

The result from this thesis reveals a significant negative linear relationship between the variable
NOSHFF and firm performance, indicating that higher ownership concentration correlates with
higher ROA for Swedish firms listed on Nasdag Stockholm from 2005 to 2023. The results do not
support the initial hypothesis (H1), which posited that concentrated ownership negatively affects a
firm's ROA.

The findings do align partly with studies of Thomsen and Pedersen (2000) along with Ogabo, Ogar,
and Nuipoko (2021) that found a positive relationship between ownership concentration and firm
performance up to a certain threshold. However, this thesis does not find any significant nonlinear
relationship, therefore suggesting that no such threshold exists. Moreover, the findings of this thesis
contradict the studies by Kamerschen (1968) and Demsetz and Lehn (1985), along with Thomsen,
Pedersen, and Qvist (2003), which found no significant relationship between ownership
concentration and firm performance within American firms. This discrepancy could be due to
differences in the financial markets investigated or specific effect between the regional differences
between the American market and the Swedish market. The findings further do alignwith Thomsen,
Pedersen, and Qvist (2003) regarding the European aspect of the study revealing a negative
relationship between block holder ownership and firm performance. This might be caused by small
differences in the definition of the outcome and dependent variable of use, as well as the geographical

area investigated.

Future research could incorporate more detailed and dynamic models of ownership structures,
explore the impact of ownership concentration on other performance aspects. This thesis further
indicates a need for future research as to why nonlinear modeling yields insignificant results when
investigating whether the relationship between ownership concentration and firm performance
changes at higher thresholds in Swedish context. Lastly, fixed effects for exchange would be
recommended for future research, to mitigate possible cofounding effects that are regional or

exchange specific.
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