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ABSTRACT

In this study, the effect of ownership structure characteristics namely government
ownership, foreign ownership and institutional ownership, upon non-financial Omani firms
performance (ROA) for the years 2012-2014 was examined. To achieve the study objective, the
researcher obtained 81 sample firms in order for the above relationship to be tested. Sampling
was taken from the firm’s annual reports for three years. A total of 243 firms were selected, 81
for each year. For the purpose of testing the relationship between the independent and
dependent variables, multiple regression analysis was employed. The study aims to fill the gap in
extant literature regarding the ownership structure-firm performance relationship in Oman, a
developing nation. The findings showed a positive and significant relationship between
government ownership and foreign ownership, and firm performance (ROA). Some
recommendations for future studies were provided prior to concluding the work.

Keywords: Agency theory, resource dependence theory, government ownership, foreign
ownership, institutional ownership

INTRODUCTION

Corporate governance is considered to be the top extensively studied topics as a tool for
mitigating conflicts of interests between managers and investors. Corporate governance
primarily aims to protect the capital owners from the opportunistic activities of management
(Abdurrouf, 2011; Jensen & Meckling, 1976; Pandya, 2011; Pfeffer, 1972; Shleifer & Vishny,
1986) and to ensure that management’s effort is focused on satisfying the interests of
shareholders and stakeholders. As a consequence, corporate governance mechanisms and
regulations have been garnered considerable focus around the globe for their ability to enhance
the overall economic capability to generate stakeholders’ benefits (both individuals and
organizations) (Hsu & Petchsakulwong, 2010). Added to this corporate governance offers the
directors the right to create effective decisions in favor of the sharcholders’ interests in order to
realize goals (Shleifer & Vishny, 1997). It is evident that firms with superior corporate
governance enhanced their operating performance (Irina & Nadezhda, 2009).

In relation to the above, one of the many corporate governance mechanisms that are
widely utilized is ownership structure. This has garnered significant analysts and scholars’
attention in the past years. Specifically, Berle and Means (1932) was the pioneering study that
explained the firm theory in terms of Modern Corporation and debated over conflicts of interest
between management and controllers. They advocated that increasing ownership diffusion
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minimizes the shareholders’ power over management. Similarly, Demsetz and Lehn (1985)
found that ownership structure refers to the endogenous determination of ownership of the
maximization of firm performance as this is beneficial to the entire owners.

According to the resource dependence theory perspective, ownership is described as a
power source that can be employed to support or hinder management based on it level of
concentration and its employment (Pfeffer & Slanick, 1979).

Moreover, ownership structure plays a primary role in corporate governance as it assists
policy makers to expend efforts on enhancing the corporate governance system. In instances of
many of the developed nations, ownership structure is highly dispersed but in the developing
ones, with ineffective legal systems protecting investor’s interests, the ownership structure has
high concentration (Ehikioya, 2009). Despite the fact that ownership structure aims to enhance
performance, studies have primarily overlooked the examination of its impact on firm
performance. Several studies in this caliber are limited to studying board characteristics, audit
committee, and CEO relationship with firm performance (Abdurrouf, 2011; Dar et al., 2011;
Entebang & Al-Mansour, 2011). Hence, in the present study, the factors that enhance ownership
structure impact on the performance of Omani firms are examined.

Moreover, despite the importance of the relationship, no empirical findings have tackled
the ownership structure-firm performance relationship. Some authors found a positive
relationship (e.g. Barontini & Caprio, 2006; Chen et al., 2006; Yu, Lan, Jiang, & Luan, 2008),
others found a negative one (e.g. Brown & Caylor, 2004). Some others reported no relationship
between the two like Masood (2011). The inconsistent findings urged researchers to conduct
further examination of the relationship between ownership structure and firm performance (e.g.
Abdurrouf, 2011; Al-Matari et al., 2012; Kajola, 2008; Liang et al., 2011; Millet-Reyes & Zhao,
2010). Additionally, ownership structure is deemed to be crucial in the alignment of the owners-
management relationship. To this end, this study includes some ownership structure
characteristics namely concentration ownership, managerial ownership, government ownership,
institutional ownership and foreign ownership.

Based on the afore-discussed findings, this study attempts to minimize the literature gap
by examining the relationship between ownership structure characteristics and firm performance
in the context of Oman, a developing nation. It also aims to examine the moderating effect of
audit quality on the relationship between ownership structure (foreign ownership) and firm
performance (ROA). An in-depth discussion of the procedures employed by the study is
provided in the next sub-sections.

LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

Government Ownership and Firm Performance

In this study, government ownership is gauged with the help of the ratio of the
government owned shares in the firm as used by Anum (2010) and Nurul Afzan and Rashidah
(2011).

The agency theory posits that government ownership could solve the issue of information
asymmetry that stems from the imperfect information concerning firm value that is forwarded to
investors. Also, the state-owned shares can be useful in aligning the interests of both owners and
management (Jensen & Meckling, 1979). Generally, the government obtains information from
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multiple sources as they are easily accessible to different financial channels in comparison to
non-state firms (Eng & Mak, 2003).

From the perspective of the resource dependence theory, outsourcing primarily assists in
the provision of funding sources and various experienced and qualified workforce to be used in
reducing the capital cost. It also assists in the strict control of different aspects of the working
environment. This eventually leads to enhanced firm performance (Pfeffer, 1972). In the current
study, it is expected that the government is among the top effective and efficient outsources that
enhances the company performance. On a similar line of contention, Rhoades et al. (2001) stated
that the choice of appropriate governance mechanisms among management and ownership
guarantees that the principal-agent interests are compatible.

Prior findings about the relationship are inconsistent with some studies reporting positive
relationship between government and firm performance in developing nations (e.g. Irina &
Nadezhda, 2009), and in developing ones (e.g. Aljifri & Moustafa, 2007; Mollah & Talukdar,
2007; Anum, 2010; Nurul Afzan & Rashidah, 2011). Meanwhile, other studies reported a
negative relationship between the same variables (e.g. Al-Farooque et al., 2007) and Al-Hussain
and Johnson (2009). In this study, the researcher aims to confirm the relationship by proposing
the testing of the following hypothesis.

H1: There is a positive relationship between the government ownership and firm performance.
Foreign Ownership and Firm Performance

The foreign shareholders’ impact upon corporate governance is a primary research issue
that is investigated by many studies. Foreign ownership is measured by the ratio of foreign
ownership stake to total shareholder as suggested by Al Manaseer et al. (2012), Chari et al.
(2012), and Uwuigbe and Olusanmi (2012).

Moreover, foreign ownership may affect profitability of banks (Al Manaseer et al., 2012).
For instance, if foreign shareholders hold a large portion of company shares, this may indicate
that foreign shareholders have great confidence in them and this may lead to their higher
valuation (NazliAnum, 2010).

The agency theory has its basis on the principal-agent relationship. The distinction of
ownership from management in modern corporations provides the context for the function of the
agency theory. Modern organizations have widely dispersed ownership, in the form of
shareholders, who are not normally involved in the management of their companies. According
to the resource dependence theory, discussed by Pfeffer (1972) and Pfeffer and Salancik (1978),
foreign investors are one of main source of the company's capital. Foreign investors can help the
company to expand control over managers in the decision making process. They can provide
foreign expertise that gives a clear picture about the foreign investments. This in turn, helps to
improve the performance of firm.

Although, the relationship between foreign ownership and firm performance has been
extensively studied in the literature, the findings are still inconclusive. There are many studies
around the world which have investigated this relationship in both the developed countries and
developing countries. In the developed countries, authors (e.g. Chari et al., 2012; Ghahroudi,
2011) confirmed a positive link. Similarly, in the developing countries, the same conclusion was
confirmed by authors such as AL Manaseer et al. (2012), NazliAnum (2010) and Uwuigbe and

3



Academy of Accounting and Financial Studies Journal Volume 21, Number 1, 2017

Olusanmi (2012). On the contrary, there some authors who examined the association between
foreign and firm performance in developed countries such as Millet-Reyes and Zhao (2010) and
Shan and Mclver (2011) and in the developing countries such as Gurbuz and Aybars (2010) and
Tsegba and Ezi-Herbert (2011) and found no relationship between them. Therefore, this study is
planning to contribute to the literature by testing the following hypotheses.

H2: There is a positive relationship between the foreign ownership and firm performance.

Institutional Ownership and Firm Performance

Institutional ownership is measured by the ratio of institutional shareholding against the
total shares number (Fazlzadeh et al., 2011; Nuryanah & Islam, 2011). The institutional
investors’ role in the governance system of a firm is still debatable (Khanchel, 2007) but
evidence of the institutional investors’ positive impact on firm governance has been reported
(e.g. Khan et al., 2011).

Furthermore, Cremers and Nair (2005) claimed that some institutional investors like
pension funds may have higher incentives to play a monitoring role and act as proactive
shareholders activists. This perspective is similar to agency theory where it postulates that the
separation between ownership and management maximize shareholder worth and give freedom
to take decisions. And also resource dependence theory proved out-sourcing gives a firm a
background to deal with expertise and professional individuals. The outsider has an incentive to
maximize significance of shareholders.

Despite the many studies that have investigated the institutional ownership-firm
performance relationship, the findings concerning this relationship is still mixed. Some authors
in the developed countries found a positive relationship (e.g. Harjoto & Jo, 2008; Irina &
Nadezhda, 2009). Researchers in the developing countries confirmed this positive relationship
(e.g. Fazlzadeh et al., 2011; Liang et al., 2011; Nuryanah & Islam, 2011; Uwuigbe & Olusanmi,
2012). On the other hand, there are some researchers who confirmed a negative association
between institutional ownership and firm performance in the developed countries (Mura, 2007)
and in the developing countries (Al Farooque et al., 2007; Mashayekhi & Bazazb, 2008). Some
other studies argued that no relationship exists between the institutional ownership and firm
performance in both developed nations (e.g. Mizuno, 2010) and developing states (Aljifri &
Moustafa, 2007; Chung et al., 2008; Mollah & Talukdar, 2007). Thus, the following hypotheses
are proposed for empirical examination.

H3: There is a positive relationship between the institutional ownership and firm performance.

RESEARCH METHODOLOGY

The sample consisted of selected 81 non-financial firms in the industry and service
sectors in the years 2012-2014 — making sampling for two years to be 243 companies. Data was
obtained from annual reports of firms listed in the Muscat stock exchange. Added to this, the
primary measurement and model are provided as follows.

ROA=a0+ f1* GOVEROW + 2* FOREIGOW +p3* INSTITUOW +34* * LEVERAG + ¢
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No VARIABLES ACRONYM OPERATIONALISATION
Dependent Variables (DV)
1  Return on Assets (%) Earnings before tax divided by total assets of
the company.
Independent Variables (1V)
2 Government Ownership (%) GOVEROW The ratio of shares owned by the government in
the firm.
3 Foreign Ownership (%) FOREIGOW The ratio of shares owned by foreign
shareholders.
4 Institutional Ownership (%) INSTITUOW The ratio of shareholding held by institutions in
the total number of shares.
Control Variables (CV)
5 Leverage (%) LEVERAG The ratio of total liabilities to total assets.

DATA ANALYSIZ AND RESULTS

Descriptive Statistic

The descriptive statistics of the continuous variables including the mean, standard
deviation, and minimum and maximum are discussed in this section.

Table 2

DESCRIPTIVE STATISTICS OF CONTINUOUS VARIABLES

Variables Unit Mean Des\t?aition Min Max
. Ratio
Government Ownership
(GOVEROW) 0.088 0.184 0.000 0.890
. . Ratio
Foreign Ownership
(FOREIGOW) 0.139 0.219 0.000 0.990
I . Ratio
Institutional Ownership
(INSTITUOW) 0.215 0.245 0.000 0.940
LEVERAGE .
(LEVERAG) Ratio 0.483 0.276 0.020 1.720
Return On Assets (ROA) Ratio 0.056 0.097 -0.340 0.320

Correlation Analysis

The correlation analysis of data obtained was carried out through the multiple regression
analysis. In regards to this, Pallant (2011) stated that correlation analysis is utilized to provide a
description of the linear relationship between two variables in light of their strength and
direction. Also, based on the findings, the correlations were under 0.90 and this indicates that the
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recommendation established by Gujarati and Porter (2009) was satisfied. Such recommendation
states that for the absence of multicollinearity, the correlation matrix should not exceed 0.90.

Table 3
RESULTS OF PEARSON CORRELATION ANALYSIS

1 2 3 4
GOVEROW
FOREIGOW -0.086
INSTITUOW -0.157" -0.099
LEVERAGE -0.293™" 0.103 0.036
ROA 0.275"" 0.035 -0.016 -0.449™"

***:p<0.001; **:p<0.01; *:P<0.05
TESTING THE NORMALITY OF THE ERROR TERMS

The skewness and kurtosis analyses were conducted in order to examine the data
distribution in light of its normality. Skewness analysis shows data normality if the output values
fall between £3, while the kurtosis analysis confirms data normality if the output values fall
between £10 (Kline, 1998). In the present study’s analyses, the study data was confirmed to be
normal with the results of kurtosis values notwithstanding the skewness values.

Table 4
RESULTS OF SKWENESS AND KURTUSIS FOR NORMALITY TEST

Skewness Kurtosis
Statistic Std. Error Statistic Std. Error
GOVEROW 2.639 0.156 6.727 0.311
FOREIGOW 1.550 0.156 1.342 0.311
INSTITUOW 0.832 0.157 -0.498 0.312
LEVERAGE 0.744 0.156 1.088 0.311
ROA -1.008 0.156 3.225 0.311

Linearity is described as the residuals existing in a straight line in regards with the
dependent variables’ predicted scores as stated by Pallant (2011). In this study, linearity is
confirmed by using scatterplots, with which normality was confirmed through a histogram and
normality probability plots (p-p plots) of the regression standard residual using
kamagorovsmiron. It was also confirmed through skewness and kurtosis values. The data
distribution revealed no significant deviation from the normal curve (See Figure 1) and therefore,
data was considered to be normally distributed.



Academy of Accounting and Financial Studies Journal Volume 21, Number 1, 2017

Histogram
Dependent Wariable: ROA

Mearn = 9 23E-16
s0—] Std. Dew. = 0.992
R="Z=a1

so—]
40—

- A

=o—]

Frequency

10—

T T T
_a = [=] =2 B

Regression Standardized Residual

REGRESSION RESULTS BASED ON ACCOUNTING MEASURE
Regression Results of Model (Based On Accounting Measure)

On the basis of the obtained results regarding the adjusted coefficient of determination
(R2), 0.237% of the dependent variable’s variation is brought about by the independent variable.
In other words, the variation in firm performance (ROA) was accounted for by the regression
equation. Table 4 lists the results of the model’s significance where F value is (F=18.319,
p<0.01) indicating that model validity. Furthermore, the Durbin-Watson (DW) test was used to
statistically examine the autocorrelation and accordingly, the rule of thumb established the
acceptable range of autocorrelation to be (1.5-2.5). In this study, the value of Durbin-Watson is
1.833 indicating that it falls within the acceptable range and that the observations are
independent. Meanwhile, collinearity was tested through the use of tolerance values and VIF. No
issues were reported after obtaining the values. Table 4 contains the multiple regression analysis
results.

Table 4
REGRESSION RESULTS OF MODEL (DEPENDENT= ROA)
Expecte  standardized Collinearity Statistics

Variables d sign Coefficients t-value Sig.

Beta Tolerance VIF
Government Ownership (GOVEROW) + 0.176 2.908 0.004**  0.887 1.128
Foreign Ownership (FOREIGOW) + 0.098 1.699 0.091* 0.973 1.028
Institutional Ownership(INSTITUOW) + 0.036 0.625 0.532 0.963 1.039
LEVERAGE (LEVERAG) ? -0.410 -6.864 0.000***  0.907 1.102
R 0.237
Adjusted R? 0.224
F-value 18.319
F-Significant 0.000
Durbin Watson statistics 1.833

***:p<0.001; **:p<0.01; *:P<0.05
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DISCUSSION OF RESULTS

This section provides a discussion of the results concerning the ownership structure
characteristics, which include government ownership, foreign ownership, and institutional
ownership, and ROA (firm performance). This study found a positive and significant association
between government ownership and ROA. This result is similar to previous studies that found
significantly positive relationship between government ownership and firm performance both in
the developed countries (Irina & Nadezhda, 2009) and the developing countries (Aljifri &
Moustafa, 2007; Mollah &Talukdar, 2007; Nazli Anum, 2010; Nurul Afzan &Rashidah, 2011).
Moreover, a positive relationship was revealed between foreign ownership and ROA. This
finding is similar with prior studies that found positive and significant relationship between the
two variables both in the developed countries (e.g. Chari et al., 2012; Ghahroudi, 2011) and in
the developing countries (Al Manaseer et al., 2012; Nazli Anum (2010); Uwuigbe & Olusanmi,
2012). Furthermore, the results highlighted a positive connection between institutional ownership
and ROA but not significant — such a finding is similar with previous studies that reported no
relationship between the institutional ownership and firm performance in both developed nations
(e.g. Mizuno, 2010) and developing states (Aljifri&Moustafa, 2007; Chung et al., 2008; Mollah
&Talukdar, 2007). Eventually, the result found no moderating effect of audit quality between
foreign ownership and ROA.

CONCLUSION AND SUGGESTION FOR FUTURE RESEARCH

The primary objective of the present study is to investigate the direct relationship
between the characteristics of ownership structure and firm performance among non-financial
Omani listed firms. The sample consisted of 243 firms in the duration of three years (2012-
2014). Multiple regression analysis was used to examine the relationship between the
independent and dependent variables. Based on the obtained results, a positive and significant
government ownership (foreign ownership) — ROA relationship. The results also showed a
positive institutional ownership — ROA relationship but such relationship was insignificant.

Similar to other studies, the present study is riddled with limitations, and from these
limitations, the study suggests directions and further work for future studies. The present study
focused on ownership structure (government ownership, foreign ownership and institutional
ownership) and its relationship with firm performance. Future authors could add other ownership
structure characteristics including ownership concentration, managerial ownership and
government ownership as these may also enhance the performance of firms.

In the present study, the researcher also concentrated on ownership structure (ownership
concentration, government ownership and managerial ownership) relationship with firm
performance. Accordingly, future studies can integrate other internal corporate governance like
board of directors’ characteristics, audit committee characteristics, risk committee
characteristics, executive committee characteristics, corporate governance committee,
remuneration committee, nomination committee, internal audit characteristics, among others and
their role in the enhancement of the performance of the firm. Additionally, future authors can
extend the study period and include more sectors in their examination of firm performance. Also,
this study recommends that future studies examine other variables (e.g. culture, political
correction, political crisis, corporate social responsibility, among others) in light of the
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relationship focused on in the present study. It is recommended that future authors consider other
performance measurements into consideration (e.g. ROE, ROI, Tobin’s Q).
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