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EXECUTIVE SUMMARY  
 

In this thesis I use a sample of 116 listed and non-listed Icelandic firms to analyze 

whether ownership structure affects firm value both before and during the Icelandic 

financial crisis. Although there is some variation in the ownership pattern of Icelandic 

firms, the majority has a concentrated ownership structure. Accordingly, I am most 

interested in analyzing whether this ownership concentration improved performance 

during the crisis due to better alignment of interest between controlling and outside 

shareholders or if it diminished performance because of minority shareholder 

expropriation. Related to this main analysis, I also look at what other factors diminish 

or enhance expropriating behavior, such as cross-ownership and identities of 

shareholders. My findings show that ownership concentration is negatively related to 

performance after the crisis hit Iceland in 2008, but positively related to performance 

before the onset of the crisis. This is evident when I use return on equity (ROE) as a 

measure of performance.  
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1. INTRODUCTION  
 
The interest in corporate governance issues and ownership structure in relation to firm 

performance has increased steadily throughout the years, especially in light of recent 

financial crisis and corporate scandals. Ownership structure is an important 

determination of the degree of agency problem within firms. A well-designed 

structure can help mitigate agency problems and consequently, contribute to firm 

value while certain ownership structures increase agency costs and adversely affect 

firm value. This is especially vital to understand at times of economic turmoil when 

the main monitoring mechanisms often fail to work. Likewise, it is important for 

outside investors to know that the governance structure of firms they invest in will 

both serve their best interests in times of economic stability and instability. Crisis 

times provide a good period for analyzing the effects of ownership structure on firm 

performance since investors often ignore inadequate corporate governance practices 

during an economic boom (Rajan and Zingales, 1998). Also, since financial crisis is 

usually a very sudden and unpredictable event it is difficult for firms to quickly adjust 

their governance structures in response to future financial crisis. Accordingly, using 

crisis period data to analyze the effects of corporate governance practices on firm 

value allows us to avoid the endogeneity problems that often plague corporate 

governance researches (Liu et al., 2010).  

 

In the corporate governance literature there are different attitudes regarding 

concentration of ownership and firm value, mostly depending on the financial and 

legal environment that firms operate within. Some scholars (Berle and Means, 1932; 

Jensen and Meckling, 1976) show that a more concentrated ownership reduces the 

conflict of interest between managers and shareholders while others (Anderson and 

Reeb 2003; Nagar et al., 2008) find that this leads to conflicts of interest between 

majority and minority shareholders. The ownership structure of Icelandic firms makes 

the analysis of the effect of ownership concentration noteworthy. The market is 

characterized by a high concentration of firms and it is also very small, indicating that 

Icelandic firms rely on internal governance mechanisms to minimize agency conflicts. 

Another striking feature of the Icelandic environment is the low number of listed 

firms, and this number has diminished steadily since the economic collapse, probably 

because firms feel constrained by the lack of liquidity within the market.  
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The Icelandic financial crisis was a harsh shock to the whole country and to firms 

within the Icelandic market and is still an ongoing process facing people and firms 

within the country. During the economic boom in Iceland little attention was paid to 

governance practices and the general notion was a ‘whatever works best to maximize 

profits’ approach. Accordingly, few firms were prepared to handle the economic 

downfall due to weak internal structures. Iceland is a particularly interesting case to 

study the effects of internal governance mechanisms, since one of the main reasons 

for the severity of the crisis appears to be a collection of governance failures, a 

careless liberalization process and a reckless laissez fair attitude of the Icelandic 

government (Sigurjónsson, 2010).  

 

In this thesis, I focus on one corporate governance mechanism, i.e. ownership 

structure, and analyze whether a single structure was better for firms both before and 

during the crisis period. This analysis takes on a multi-facade approach where I take 

into account different factors, such as identities of different shareholders and cross-

ownership.   

 

1.1 The aim of the research 
 

The reason for my interest in this matter is twofold. First and foremost, I think that 

this topic is one of the most fascinating issues within the finance literature, mainly 

because how intertwined it is with human nature and human behavior. Secondly, what 

struck me when I started analyzing the topic is the lack of research done on the matter 

in Iceland. It has been shown during other financial crisis (e.g. the Asian financial 

crisis) how important ownership structure is in determining the extent of the severity 

of crisis. This also caught my attention and further raised my interest in this matter. 

To my knowledge, this important matter has only been analyzed by Þröstur O. 

Sigurjónsson (2010), who made a case study of the Icelandic banking collapse with 

the purpose of examining the crisis in relation to critical governance issues. He found 

that complex ownership issues of firms, such as cross-ownership and close 

managerial relationship, played an important role in the severity of the economic 

downfall in Iceland. Although partly similar to my approach, his method is also quite 
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different since my goal is to mostly use quantitative methods to see how agency 

problems and ownership structure affects firm value.  

 

Furthermore, a report made by the Special Investigation Commission, published in 

April 2010 by a team of specialists with the aim to ‘seek the truth relating to the 

events leading to, and the causes of, the downfall of the Icelandic banks in 2008, and 

related events’, discussed the role of governance issues in the economic collapse.1 

This report is unquestionably a great historical proof of the events leading up to and 

causing the crisis. However, much like the work of Sigurjónsson (2010), although 

partly similar, it is also very different from what I do here. Nevertheless, both works 

have helped me with vital information on corporate governance issues in Iceland 

although my goal here is to shed new light on the possible role of agency problems 

and ownership structure on the Icelandic financial crisis. 

 

Watching the collapse of the Icelandic financial system in the fall of 2008 greatly 

shaped me as a student of economics. Shortly after the onset of the crisis I took the 

course ‘Corporate Governance and Firm Value’ and soon realized that this was a topic 

that I wanted to focus on in my master’s thesis. Consequently, I started reading more 

about corporate governance practices around the world and especially corporate 

governance and firm value at times of financial crisis. Most of the articles on this 

topic have been written about the crisis that hit Asia in the end of the 20th century and, 

like I mentioned earlier, I saw that this topic was somewhat absent in the discussion 

of possible reasons for the crisis in Iceland. I was especially interested in the 

relationship between majority and minority shareholders and the possible governance 

issues arising between these two parties. Since the prevailing structure in Icelandic 

firms is a concentrated ownership structure, I found it perfect to analyze whether this 

concentration of ownership served as a control mechanism or expropriating tool for 

large shareholder during the financial crisis.  

 

For me, it was also interesting to be the first one (to my knowledge) to take this 

perspective on corporate governance in analyzing the Icelandic market and hopefully 

be able to present some interesting results that can tribute to the literature. This will 

                                                        
1 A commission that focused on analyzing critical factors that influenced the economic collapse in 



  8 

hopefully shed new light on the necessity for corporate governance reforms in the 

Icelandic market. In my opinion, it is extremely important to analyze whether 

weaknesses in corporate governance regulations had anything to do with the crisis 

since good corporate governance standards are vital if the Icelandic financial world 

regain the trust of foreign investors.  

 

1.2 Problem definition 
 

The main purpose of this thesis is to understand the effect of ownership structure on 

performance both before and during the Icelandic financial crisis, and examine the 

evidence of minority shareholder expropriation. To cover this I have constructed a 

research question that captures the main purpose of this thesis:  

 

RQ: Did concentration of ownership in Icelandic firms positively affect firm 

performance due to better alignments of interests between controlling and outside 

shareholders, or did it weaken performance due to expropriation of minority 

shareholders?  

 

In order to answer this question I start out by going through the financial and legal 

environment, corporate governance practices and the financial meltdown in Iceland so 

the reader can get a better idea of how the financial framework in Iceland is and what 

can possibly have caused the financial meltdown. In order to go into more depth to 

answer this question I have constructed several testable hypotheses where I shed light 

on the nature of concentration of ownership in relation to firm value. Those include 

the effects of shareholder’s identities, the influence of cross-ownership, alignment of 

interest when ownership reaches a certain degree and the contestability of the largest 

shareholders. All of the aforementioned hypotheses have the purpose of supporting 

the conclusion of my main research question.  

 

I use two well-known measures to determine company performance; i.e. return on 

assets (ROA) and return on equity (ROE), and for my analysis I use a sample of large 

and medium-sized non-listed companies, as well as those Icelandic companies listed 

on the stock exchange. Due to the high concentration of ownership among Icelandic 
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companies I use the 50% cutoff when distinguishing between concentrated and 

dispersed ownership. These methods will be further explained in different parts of the 

thesis. 

 

1.3 Delimitations of the research 
 

In this thesis I gather information through statistical information and direct research. 

The financial information for the non-listed firms was obtained from CreditInfo, a 

leading company in gathering financial and business information on Icelandic firms, 

and the ownership information I gathered myself through Bureau van Dijk’s Orbis 

database. I also obtained the financial data for the listed firms from both Orbis and 

financial statements. I focus on firms listed on the Iceland Stock Exchange (approx. 

6% of the sample) and the largest non-listed firms with available accounting 

information. CreditInfo provided me with information on the 200 largest non-listed 

firms and from that sample I could obtain the necessary ownership information from 

112 firms. Since the non-listed firms in the sample are the largest firms with 

accounting data available it means that the sample does not necessarily include the 

largest firms in Iceland. In fact, part of the sample includes rather small companies 

with relatively low operating revenues, indicating that my sample could include some 

outliers. I control for this by removing extreme outliers and running the regression 

both with the outliers and without them, in order to see if they influence the overall 

results.  

 

Most similar researches focus on listed firms, which is quite logical since all 

necessary data is much easier to find on listed firms than on non-listed ones. In 

Iceland, however, only 12 firms are listed on the stock exchange so this was not 

possible for me to do.2 Therefore I had to take the aforementioned approach and focus 

on the largest firms in the Icelandic market with available data. This caused some 

drawbacks for my study, many of which were quite difficult to tackle. One of them 

                                                        
2 Of these 12 companies, four are from the Faroe Islands and one is from the U.S. (Century 
Aluminum Company) and although they are listed in Iceland I don’t think they capture they 
corporate governance issues I am analyzing in this thesis since they are not Icelandic.  
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was the smallness of the analyzed companies and consequent lack of data, and due to 

that I had to use fewer control variables than initially planned.3  

 

Another obvious delimitation is how large the field of corporate governance is and 

consequently I had to focus on a limited area. During this process I wanted to cover a 

broader area and address all the problems I could identify, but this simply would have 

been way too broad and not possible considering the given timeframe. Also, it is my 

opinion that the selected topic is very relevant for the discussion of possible factors 

that influenced the collapse in Iceland. 

 

Although Orbis is high-quality database containing vital information, it is obvious 

that such a large database can never be 100% accurate for all the included firms. I 

make random tests on the numbers used for the listed firms since those were both 

available in Orbis as well as public financial information, and the numbers were quite 

accurate. I also make random tests on changes in ownership structure over time since 

some firms only had ownership information available for 2007 and 2008 and it was 

clear that the ownership structure does not change significantly over time.  

 

Since my sample is relatively small compared to other studies on this matter it is 

appropriate to comment on this smallness, especially in regards to robustness. The 

relative smallness of my sample indicates that it could be harder to find significant 

relationships from the data and could also mean that my sample happened to include 

firms of similar features. However, although my sample is small compared to other 

studies it should also be mentioned that Iceland is a much smaller country than most 

other countries in the world and with a comparatively small financial market. 

Therefore, a sample of 116 firms should give a rather clear idea of the ownership 

issues facing Icelandic companies. This is further supported by the fact that I analyze 

some of the largest firms in Iceland. 

 

Some of the firms in my sample do not have ownership data available for 2009 and I 

have to use data from 2008 instead. Although there is always a chance that the 

                                                        
3 My initial plan was to use sales growth as a control variable but this proofed impossible to do 
since it would have made my sample more than 20% smaller and for this type of research, the 
sample is small as it is. Consequently I had to disregard sales growth as a control variable.  
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ownership structure changes over time, quite a few scholars have pointed out that 

ownership does not in general change much over time and that it’s not all that 

important to have the exact ownership structure on a given time to make valid 

analysis (e.g. Faccio and Lang, 2002; La Porta et al., 1999). 

 

I omit financial companies from my sample since this is something that is the general 

process for others doing similar research. I simply assume that this omission is 

beneficial for the analysis and does not create a bias in my results. This will be further 

discussed in section 4. 

 

Another possible bias is the financial environment in Iceland. In the literature on 

corporate governance and firm value, there are different conclusions in relation to 

ownership concentration and firm value depending on the legal environment of 

countries. La Porta et al. (1998) argue that in countries with poor investor protection, 

ownership becomes a substitute for legal protection since only large shareholders can 

hope to receive a return on their investment, while in countries where the legal 

environment is solid, investors are willing to take minority positions (Burkart and 

Panunzi, 2006). Although Iceland can be considered as having a proper legal 

environment, La Porta et al. (2002) argue that countries with small capital markets 

generally have low investor protection and a weak capital market. This makes some 

of the assumptions in this thesis twofold. For my sample I assume that Iceland has a 

fairly strong investor protection although not as strong as, for example, the other 

Nordic countries. This is further supported by a publication by Djankov et al., (2008) 

who found that Iceland has a relatively low anti-self-dealing value, at least when 

compared to the other Nordic countries.  

 

Lastly, it is worth commenting on my setting, i.e. the single-country analysis. 

Although it might appear as if a single-country focus would make the study weaker, 

there are some scholars (e.g. Miller, 2004; Leung and Horwitz, 2009) that argue that a 

single-country setting is more desirable.  
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1.4 Structure 
 

This thesis is structured in the following way. The next chapter is titled background 

and has the purpose of introducing to the reader relevant information on the Icelandic 

legal and financial landscape, as well as the background story to the financial 

meltdown in Iceland. After the background chapter I will take the reader through 

relevant theoretical implications related to my hypotheses development and 

subsequently introduce the six hypotheses I have constructed. This chapter is 

followed by a more thorough methodological part where I present my data, sample, 

variables, validity of the data, etc. Then I will continue on to the analysis part where I 

discuss the results from my model and the testing of the hypotheses. The last two 

parts of the thesis includes concluding remarks and suggestions for further research.  

 

 
 

 

 

 

 

 

 

 

 

 

Introduction 

Background and theoretical 
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Hypotheses development 

Methodology 
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Conclusion 
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2.  BACKGROUND 
 

The purpose of this chapter is to provide the reader with relevant background 

information on the Icelandic financial and legal systems. Here I will also describe the 

most common corporate governance practices and have a short section on what 

possibly caused the financial meltdown. By doing this, the reader should get a clearer 

picture of how Iceland went from having an underdeveloped financial market to 

having a fast-growing global market, and then how this all collapsed in the fall of 

2008.  

 

2.1 The history of the Icelandic financial market 
 

Up until World War II, Iceland’s economy was highly underdeveloped and the living 

standards within the country were very low. After the War, however, Iceland’s 

financial climate changed drastically, with high economic growth and improved living 

standards. The Central Bank of Iceland (CBI) was established in 1961. Although the 

bank was formally independent, it was required by law to support the economic 

policy of the government, and up until the 1970s there were no major problems with 

this system. This however changed after inflation went up following the oil crises in 

the 1970s, when interest rates were kept relatively low regardless of the accelerating 

inflation. In the 1980s, the first steps were taken to deregulate interest rates and in 

1986, the CBI no longer had the power to regulate interest rates of commercial banks 

and savings banks, leading to greater competition in financial markets and rising 

interest rates. This was done in response to the rigorous restrictions of Icelandic 

financial markets. The financial sector was opened up to international capital and the 

taxation system underwent a complete renovation, with the Icelandic tax rates being 

lowered considerably and being amongst the lowest in Europe (Sigurjónsson, 2010).4 

At the same time, in 1985, the Iceland Stock Exchange was established.5  

 

In the 1990s Iceland experienced considerable financial growth due to extensive free 

market reforms and was considered as having one of the highest levels of economic 

                                                        
4 Although they have gotten higher after the financial crisis 
5 Source: the Central Bank of Iceland (www.sedlabanki.is) and Sigurjonsson (2010).  
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freedom in the world, although it has dropped down to 44th place in the 2011 

ranking.6 In the beginning of the 21th century the controversial privatization process 

of the Icelandic banks was finalized. Initially the plan was to have ownership of the 

banks relatively dispersed, but when the state got an offer to sell the banks with a 

single owner holding a large stake, they accepted. This has been identified as one of 

the sources for the severity of the economic crisis that Iceland is facing today. 

 

The privatization of the four formerly state-owned banks initially stimulated strong 

growth in the financial system. The process was somewhat different from the norm in 

other countries. Most countries had privatized their institutions with at least some 

foreign ownership, and although this was initially the plan, the Icelandic government 

backed away from that decision and let domestic entities gain controlling interests in 

the banks. The problem with this was that these controlling investors had no prior 

experience in commercial banking and the privatization process was treated as an 

isolated procedure when it should have been a part of a progressive process 

(Sigurjónsson, 2010). According to the Report of the Special Investigation 

Commission (2010) the Icelandic government, led by Prime Minister Davíð Oddsson, 

paved the way for ownership structures in the Icelandic financial market when 

allowing large investors to own considerable amounts in financial firms. Initially, 

Prime Minister Oddsson was opposed to the idea of a concentrated ownership 

structure when privatizing the banks but quickly changed his mind when political 

acquaintances became interested in owning a majority share in Landsbankinn. This 

political cronyism led to a situation where inexperienced bankers bought a 45% share 

in Landsbankinn for $140 million, which was not even the highest bidding price. In 

the beginning of the privatization process, the Icelandic government had created a 

governmental privatization committee with the task of finding potential foreign 

buyers. Shortly after that, the leading political parties became actively involved in the 

privatization process with the aforementioned results. One member resigned from the 

committee after it had been made known who the buyers were and the price they got, 

and was quoted saying that he had never experienced as unprofessional methods in a 

privatization process before.7  

 
                                                        
6 Source: http://www.heritage.org/index/country/iceland  
7 Article published in the Icelandic newspaper Fréttablaðið on the 12th of September 2002.  
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In the paper, ‘The Icelandic Bank Collapse: Challenges to Governance and Risk 

Management’, Sigurjónsson (2010) discusses the role of corporate governance issues 

in the collapse of the Icelandic banks. According to Sigurjónsson, the lack of critical 

insight and transparency into core processes because of the laissez-faire attitude 

prevailing in Icelandic society prevented sufficient public debate to stimulate 

reasonable criticism of both government and industry. After the liberalization of the 

financial markets through deregulation and privatization initiated by the government, 

there was a great change in mentality towards business culture in Iceland, where risk-

taking was embraced. Sigurjónsson (2010) argues that governance issues at the firm 

level were of such a scale that they ultimately facilitated the collapse, and that close 

managerial relationship, cross-ownership and cross-lending established unfavorable 

conditions for regulatory authorities, while at the same time temporary favorable 

circumstances for the business environment. Table 1 in appendix 1, shows the 

financial evolution in Iceland. 

 

2.2 The legal system in Iceland 
 

Iceland is a civil law country and accordingly, written law characterizes the Icelandic 

legal system. In civil law, the sources recognized as authoritative are principally 

legislation, especially codifications in constitutions or statues passed by the 

government. Civil law systems are different from common law systems in the 

substantive content of the law, the operative procedures of the law, legal terminology, 

the way in which authoritative sources of law are recognized, the institutional 

framework within which the law is applied, and the education and structure of the 

legal profession. Civil law can be divided into three different genres: French civil law 

(prevails for example in France, Italy, and Spain), German civil law (prevails for 

example in Germany, Japan, and China) and lastly, Scandinavian civil law, existing in 

the Scandinavian countries of Denmark, Norway and Sweden. Finland and Iceland 

inherited the system from their neighbors.8 

 

According to La Porta et al. (1997), the differences in the nature and effectiveness of 

financial systems in different countries can, to a certain degree, be traced back to the 

                                                        
8 Source: Britannica (see references for details).  
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differences in investor protections against expropriation by insiders, as reflected by 

legal rules and the quality of their enforcement. Moreover, they present evidence 

showing that the rules protecting investors and the quality of their enforcement differ 

greatly across countries, and vary systematically by legal origin (e.g. civil law versus 

common law).  

 

2.3 Corporate governance in Iceland9  
 

In Iceland, here has been increased attention on the liability of directors and the status 

of shareholders in recent years, much of which can be attributed to the creation of a 

regulated stock market in the mid 1980s. Icelandic company law is governed by two 

main pieces of legislation: the Act on Public Limited Companies and the Act on 

Private Limited Companies. The former deals with major limited companies, 

including those listed on the stock exchange while the latter deals with privately held 

limited companies not listed on the stock exchange. Both the acts include similar rules 

about the liability of directors and managers. Although the structure of private 

companies is allowed to be simpler, the management structure of both limited and 

private companies is a two-tiered system in which the board of directors and the 

management board mutually handle the actual management of the company and bear 

responsibility for its operation. In both pieces of legislations, directors and managers 

are held responsible for willful or negligent damage caused to the company or to its 

shareholders, creditors and third parties.  

 

In 2004, the Icelandic Stock Exchange, the Icelandic Chamber of Commerce and the 

Confederation of Icelandic Employers published guidelines on good corporate 

governance standards in Iceland for registered companies, and in 2005, a new 

legislation was introduced on market abuse, takeovers and prospectuses. There is no 

legal responsibility for Icelandic companies to have employee representative on 

company boards or to allow employees to influence company management in any 

other way. Although several proposals have been introduced to parliament to revise 

                                                        
9 The information for this part are obtained from an article written by Áslaug Björgvinsdottir in 
2004 (see references) 
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these legislations, none have been passed and trade unions and workers’ associations 

have not shown the will to try and change these regulations.  

 

A company’s board of directors supervises the whole company and monitors its 

operations, while the managing directors oversea the daily operations under the 

supervision of the board and must obey the rules set forth by the board. Thus, the 

board is authorized to reach decisions under the direction of daily operations and can 

also participate in these operations. This also means that the division of work between 

the board and the management board, their function and influence can vary greatly 

from one company to another. There are also rules for the board of directors, such as 

that the majority of the board of directors should consist of people who are not 

managing directors and that no member of the managing board can be chosen as 

chairman of the board of directors.  

 

A shareholders’ meeting has the highest authority in company matters and always 

holds the power to decide unless law assigns the decision elsewhere. That is, a 

company’s board must obey the decisions suggested in a shareholder meeting and the 

meeting is the only legal venue for shareholders to exercise their right to influence the 

company. One of the main functions of a shareholders’ meeting is to elect members of 

the board of directors and the general rule is that the meeting elects the majority of the 

board, although a third party has the right to appoint one or more directors. Minority 

shareholders have a special right to choose representatives on the board, and this is 

quite unusual; e.g. a minority controlling 33.3% of the votes can elect two members 

of the board. This minority’s right when electing the boards of limited companies is in 

this respect completely different from the legal privileges of minority shareholders in 

other Nordic countries, where the majority can appoint every member of the board 

unless otherwise required in the articles of associations. There are three types of 

procedures in electing directors: majority voting, proportional voting and cumulative 

voting. Shareholders controlling at least 1/5th of the share capital can demand 

proportional voting or cumulative voting to elect directors, and in companies with 200 

or more shareholders, shareholders controlling at least 1/10th of the share capital are 

allowed to make this type of demand. There has however not been carried out any 

formal survey on the extent to which these rules are applied in Icelandic limited 

companies.  
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In limited companies, the general principle is that voting rights are in direct 

proportion with share capital ownership, although it may be determined that specific 

shares have increased voting weight without specific limitations or that shares entail 

no voting rights. This permission of allowing share issuance without voting rights was 

introduced in 1994 and the explanation given with this permission was that ‘this 

innovation, among other things, would provide companies the opportunity of raising 

capital without affecting the voting ratios between former and new owners; in 

addition, the public would be given the change to purchase shares as an investment…’ 

(Björgvinsdóttir, 2004: 60). It was also stated that by providing this opportunity in 

Iceland it would stimulate the economy and transactions in shares and companies 

would have less need to seek domestic or foreign loan capital. This could also give 

owners of nonvoting shares the right to dividends or special remedies if the company 

paid no dividends. Despite this authorization for non-voting shares, dual-class shares 

and shares with superior voting rights, companies with so-called A and B shares are 

not at all common in Iceland and the common principle is one-share/one-vote. This 

pattern is completely different from the general pattern in Denmark where it is quite 

common for limited companies to use both dual-class shares and limit the exercise of 

voting rights.  

 

Increased share transactions on the Icelandic Stock Exchange and the 

internationalization of Icelandic limited companies have brought on increased 

discussion of directors’ salaries and other remuneration, since it is a fact that directors 

enjoy increased remuneration. The shareholders’ meetings decide annually the 

directors’ salaries while the board of directors decides the salary in terms of 

employment for the managing director. Unlike in Denmark, there are no substantive 

rules for determining directors’ salaries or other remuneration in Iceland. The Danish 

regulations limit director payments to an amount not exceeding what is regarded as 

customary and the payments should be justifiable in light of the financial status of the 

company or group. The Icelandic regulations do however forbid a member of the 

board of directors from favoring someone at the cost of the shareholders or the 

company and also forbids a shareholders’ meeting from making such decisions.  
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In 2003 new rules regarding increased transparency were introduced and the main 

purpose of these rules was to ‘ensure transparency regarding directors’ financial 

interests, the access of investors to standardized information that could be significant 

for the value of shares, and, finally, greater credibility in the Icelandic securities 

market’ (Björgvinsdóttir, 2004: 64). Moreover, listed companies are obliged to 

provide the Iceland Stock Exchange with information on all payments to managing 

directors and to individual members on the board, as well as to publish such 

information in annual financial statements. These regulations are considered a step 

forward in corporate governance reforms in Iceland since Icelanders are now setting 

their own rules to improve the regulatory system and attempting to prevent directors 

from abusing power for their own benefits. 

 

2.3.1 Revision of corporate governance regulations after the crisis 
 

After the economic collapse in 2008, guidelines on Icelandic corporate governance 

were revised from the previous edition in 2004. The Iceland Chamber of Commerce, 

NASDAQ OMX Iceland hf. and the Confederation of Icelandic Employers published 

the revised guidelines in 2009.10 The new edition took account of similar guidelines 

from other countries and of the recommendations of the European Commission and 

the Organization for Economic Co-operation and Development (OECD). In this 

revised edition there is a thorough discussion of the role of board of directors in 

Icelandic companies and it is stated that these guidelines are both suitable for listed 

and non-listed companies, as well as companies owned by the state and local 

authorities. Listed firms are obliged to follow these guidelines but as for non-listed 

companies, which provide the vast majority of Icelandic companies, the goal of these 

guidelines is to strengthen and promote firms although strict compliance is not 

mandatory, and it is quite clear that many firms do not follow these guidelines. For 

the companies that do not follow these guidelines, the basic requirement is that they 

follow the rule of ‘comply or explain’, which implies that if companies do not follow 

the guidelines in all matters, they must explain the reason for it in the annual accounts 

or in the annual report. 

 

                                                        
10 Source: Iceland Chamber of Commerce  
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In the guidelines it is stated that one of the main responsibilities of the board of 

directors is to ‘ensure that the interests of all shareholders are guarded at all times, as 

Directors of the Board are not to act specifically in the interests of the parties who 

gave them support in their election to the board’. 

 

In relation to size and composition of the board, the guidelines state that the board of 

directors should be of the size and composition that makes it possible for the board to 

fulfill its duties efficiently and with integrity. Furthermore, it is required that directors 

must be diverse and have a wide range of capabilities, experience and knowledge. It is 

also recommended that only one board director should be from among day-to-day 

managers in a company. There are also guidelines on the independence of directors 

where it is stressed that the majority of directors must be independent of the company 

and its day-to-day managers, and that at least two directors must be independent of 

the company’s significant shareholders. It is also stated that the board itself evaluates 

whether directors are independent of the company and its shareholders or not.  

 

2.4 The financial meltdown in Iceland 
 

It should be familiar to most that Iceland is going through severe financial crisis and 

that the Icelandic economy has plunged into a deep economic slump. Although the 

crisis surely is the result of an external financial shock, reaching its peak with the fall 

of Lehman Brothers in September 2008, the extreme severity of the crisis in Iceland is 

due to weaknesses in the internal financial mechanism. This includes ineffective bank 

supervision, aggressive expansion strategies by the Icelandic banks and inadequate 

macroeconomic policies (OECD, 2009).11 In the years leading up to the crisis, Iceland 

experienced a great economic boom and the three largest banks in Iceland, Glitnir, 

Kaupthing and Landsbankinn, drastically exceeded the size of the Icelandic economy 

as a whole. Figure 2.1 shows this: 

 

                                                        
11 OECD: Economic survey of Iceland 2009 



  21 

 
Figure 2.1 shows the assets of the three largest Icelandic banks in comparison to Iceland’s GDP 
(Source: Iceland Chamber of Commerce) 
 

This boom was fuelled by aggressive expansion strategies of the Icelandic banks, as 

well as favorable external market conditions. In 2003-2007 the Icelandic economy 

grew very rapidly, with average economic growth rate of 5.51% and a growth rate of 

more than 7% in 2004-2005 (Spruk, 2010). Although the Icelandic central bank raised 

interest rates in order to try and keep the inflation within target limits at the high 

growth rate, it failed to keep the inflation down and with the high interest rates it 

became especially feasible for households to borrow in foreign currencies (Spruk, 

2010).  

 

Figure 2.2 shows the failed attempts of keeping inflation within target limits although 

the CBI tried to control the inflation by increasing the discount rate. The bank was 

however criticized for not being bold enough when increasing the discount rate and 

for being too slow in reactions to the coming problems when danger-signs emerged 

(Matthiasson, 2008).  

 

 
Figure 2.2: an illustration of how the CBI tried to keep inflation within target limits by showing the 
inflation, the inflation target and the ceiling representing the maximum value acceptable (Source: 
Matthiasson, 2008). 
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The high interest rate in Iceland also led foreign investors to borrow money from 

countries with low interest rates and then invest in Iceland, in order to get high returns 

on their investment, which in turn led to the over-appreciation of the Icelandic króna. 

That is, the króna appreciated despite the enormous external payments deficit that 

Iceland was running. Figure 2.4 shows the external balance of the economy.   
 

 
Figure 2.3 shows the external balance of the Icelandic economy in percentage of GDP (Source: 

Matthiasson, 2008).  

 

Thus, there were macroeconomic imbalances already at play as early as 2005, and the 

Central Bank did by no means handle this overheating of the economy. Consequently, 

when the crisis hit Iceland in the fall of 2008 the Icelandic króna depreciated rapidly, 

much because of unsatisfactory macroeconomic policy in the years before the crisis.  

Then in 2008 when the three banks all collapsed, although the same happened in 

many developed countries, the collapse was extremely brutal in Iceland because of 

how vulnerable the banks were after being exposed to massive equity market risk due 

to the aggressive strategies they imposed (OECD, 2009). Also, because of how large 

the banking sector had grown compared to the Icelandic economy, the Central Bank 

could only act as a lender of the last resort to the extent of its foreign currency 

reserves and the ability to borrow at foreign exchange, since the króna’s effective real 

exchange rate deteriorated (Spruk, 2010). And in turn, the severe depreciation of the 
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króna, who lost two thirds of its value, meant that the inflation increased rapidly and 

in January 2009, it was measured at 18.6% (Spruk, 2010).  

 

It is clear that the aforementioned privatization of the Icelandic banks in the end of the 

20th century marked a big change in ownership structure in the Icelandic financial 

environment. With the new owners came new corporate governance practices. The 

banks no longer served as ‘normal’ banks where the main purpose was to keep money 

for those who wanted to save and to lend money at a higher interest rate to those who 

needed to borrow money, and thus, the difference in interests being the most 

important source of income (Rannsóknarskýrslan, bindi 8: 12).12 The newly privatized 

Icelandic banks were anything but normal banks and in the next years they would 

gain remarkable control over the Icelandic financial environment. This imbalance in 

the size of the banking sector in comparison to Iceland’s economy is one of the main 

reasons behind the deepness of the recession. Moreover, the rapid lending growth of 

the banks led to a situation where the bank’s asset portfolios were filled with high risk 

and little quality.  

 

2.5 Weaknesses in the internal governance controls 
 

Although many Icelanders wanted to believe that Iceland both had one of the fastest-

growing economies in the world, as well as having a solid and transparent business 

practices, this proofed to be awfully far from the reality. The truth was that the 

Icelandic financial culture had been built upon close ties between businesses and 

politicians. Although Iceland had always been like this, presumably one of the 

dangers that small countries face, this pattern became increasingly apparent after the 

privatization of the Icelandic banks. Like I discussed earlier, politicians preferred that 

the banks were sold to insiders connected to the ruling parties (the right wing 

Independence party and Progressive party), which led to close ties between the two 

ruling parties and the banks. According to Schwartz (2010) each party was connected 

to a bank, each bank to a circle of firms and politicians sat on the boards of the banks 

of the connected firms. Under these circumstances, it became difficult for regulatory 

authorities to criticize the situation due to the political pressure to ignore massive self-

                                                        
12 Most of the Icelandic banks both served as regular banks and investment banks.  
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dealing. As an example of how intertwined politics and banking had become it is 

worth mentioning that Davíð Oddsson, the prime minister who was in charge of the 

bank privatization, became the director of the central bank in 2004.  

 

Cross-holdings and self-dealing by the Icelandic banks led to a situation where the 

bank’s offshore assets were grossly over-valued. This situation was brought to the 

attention of the international financial services company Merrill Lynch in early 2006, 

which described the situation in Iceland as being risky in an assessment report. With 

this, Merrill Lynch stated its concern regarding the co-investing of the banks and their 

shareholders, and how they sometimes provide both equity and debt financing13. Also, 

in the report, Merrill Lynch pointed out that the Icelandic banks had to pay a much 

higher spread rate than other European financial institutions in the same risk group. 

The rate was more similar to the ones paid by financial institutions in emerging 

markets. Moreover, in 2008, Merrill Lynch again stated its concerns fir the Icelandic 

financial situation when a specialist criticized the Icelandic government because of 

the lack of attention the high credit default swap spread had received. This comment 

was called a ‘strange agenda’ and unfound by then Minister of Culture and Education, 

Þorgerður K. Gunnarsdóttir, who also asked if the Merrill Lynch specialist was 

perhaps in of re-education.14 This kind of attitude towards criticism of the alarming 

situation in Iceland was typical for Icelandic authorities.15  

 

Djankov et al. (2008) provide a proof for this hidden un-transparent situation in 

Iceland when they presented a measure of legal protection of minority shareholders 

against the expropriation by corporate insiders (the anti-self-dealing index). The 

results of the paper show that Iceland is unlike many other Western countries due to a 

lower anti-self-dealing value. Another example of the weaknesses in the Icelandic 

business culture is how the 10 largest business owners owned approximately 40 of the 

100 largest corporations (Sigurjónsson, 2010), indicating how little diversity existed. 

When corporations own significant stakes in each other, if one link in the cross-
                                                        
13 The article was published in Morgunblaðið on the 8th of March 2008 
(http://www.scribd.com/doc/19606822/Merrill‐Lynch‐Icelandic‐Banks‐Not‐What‐You‐Are‐
Thinking).  
14 Ms. Gunnarsdóttir was acting as Prime Minister in the absence of then Prime Ministed Geir H. 
Haarde.  
15 Source: The Report by the Special Investigation Committee 
(http://sic.althingi.is/pdf/RNAvefurKafli21Enska.pdf).  
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owning chain fails, there is the risk of extensive collapse. Even worse, if financial 

institutions were amongst the corporations involved in such cross-ownership, there is 

even higher risk at stake due to the possible damage that would be caused if the chain 

falls (Sigurjónsson, 2010). This is exactly what happened in Iceland. There was also 

another hidden agenda behind this cross-ownership structure – i.e. corporations were 

counting profits or losses many times over with the purpose of offsetting each other’s 

earnings or in order to overstate profits and consequently artificially increase stock 

prices leading to increased financial vulnerability. Also, following the economic 

boom in Iceland it became increasingly common that large shareholders gained 

control over smaller shareholders and received funds from the corporations in the 

form of pure money or favorable interest rates. Larger shareholder also received more 

favorable borrowing terms and enjoyed additional dividend payments (Ibid).  
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3.  Literature review and hypothesis development  
 
The literature serves the purpose of providing the reader with an overview of existing 

theories on corporate governance and firm value. Here I will also discuss the relevant 

literature related to my hypotheses development and show how I build on existing 

theories in order to construct my own research. Firstly I provide a general overview of 

corporate governance and relevant literature within the field. I will then turn my focus 

towards agency problems in close corporations and corporate governance issues at 

crisis times. Following this I will have a presentation of the hypotheses I have 

developed and the theoretical background for each hypothesis development.   

 

3.1 Literature overview  
 

The field of corporate governance can in many ways be traced back to the 

groundbreaking work of Adolf Berle and Gardiner Means (1932), The Modern 

Corporation and Private Property. In the book, the authors state their concern of the 

separation of ownership and control in large U.S. corporations and the potential 

problems that this separation creates. This conflict of interest between corporate 

insiders and outsiders has important implications for the extent of agency problems 

within corporations. 

 

According to the OECD website, corporate governance is defined as the 

 

 ‘procedures and processes according to which an organization 

is directed and controlled. The corporate governance structure 

specifies the distribution of rights and responsibilities among 

the different participants in the organization – such as the board, 

managers, shareholders and other stakeholders – and lays down 

the rules and procedures for decision-making.’ 

 

The debate of the relationship between ownership structure and firm performance is 

well documented, and most scholars agree that ownership structure is one of the main 

corporate governance factors influencing the extent of firms’ agency costs. The 

traditional perspective of agency problems (Berle and Means, 1932; Jensen and 
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Meckling, 1976) maintains that conflict of interest between managers and dispersed 

shareholders is the most common type of agency problems. This perspective has 

however been criticized in more recent years, and today there is increased focus on 

another kind of agency problem; i.e. the conflict of interest between large controlling 

shareholders and minority shareholders (e.g. La Porta et al., 1999).  

 

Up until recently little was known about the control of corporations outside the United 

States, and the general notion was that the governance problems facing U.S. firms 

were universally applicable. Since ownership in most large U.S. corporations is 

relatively dispersed the majority of corporate governance issues arise because of this 

separation of ownership and control. Accordingly, most of the literature has been 

centered on problems created by this separation. However, in most of Western Europe, 

there is a different structure prevailing; i.e. widely held corporations are in the 

minority and relatively few firms are listed (Becht and Mayer, 2000). Accordingly, in 

many cases, there are different corporate governance problems facing firms in Europe 

than for example facing firms in the U.S. (e.g. La Porta et al., 1999). Although 

concentration of ownership has been honored throughout the years as a structure that 

would possibly solve agency problems in widely held corporations by such scholars 

as Berle and Means (1932) and Jensen and Meckling (1976), this is not necessarily 

the case. It is true when a single large shareholder, being an extreme case of 

concentrated ownership structure, has a controlling stake, he can effectively monitor 

managers and solve the agency problems between atomistic shareholders and 

managers. If, however, there are private benefits to be obtained by control there is the 

danger that the controlling shareholder can expropriate minority shareholders by for 

example taking on projects that are not beneficial for all, or diverting funds towards 

the generation of private benefits. Likewise, the latter appears to be a problem that 

many firms in Continental Europe (and other civil law countries) are facing.  

 

3.1.1 Agency problems in close corporations  
 

Although most of the research on ownership structure and firm value has been 

focused on large listed firms around the world, it is a fact that only a small minority of 

firms around the world are listed on a stock exchanges and most firms are small or 
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medium sized. As an example, more than 90% of all firms in the U.S. are close 

corporations (Nagar et al., 2008). The plausible reason for this gap in the literature are 

the difficulties in obtaining data for non-listed firms since they have minimal 

requirements to make data publications available, while information on listed firms is 

public. This historic gap has caught the attention of some scholars and more recently, 

there have been publications focused on non-listed firms in Europe (e.g. Gutiérrez and 

Tribó, 2005; Hol and Wijst, 2006; Arosa et al, 2010) and in the U.S. (e.g. Nagar et al, 

2008).  

 

Unlike listed ones, non-listed companies are usually characterized by a high 

concentration of ownership and the corporate governance issues arising under such 

circumstances are normally those between minority and majority shareholders, where 

the ones holding majority use their power to reap private benefits at the expense of the 

small shareholders. The most common ownership pattern in non-listed firms is when 

multiple controlling shareholders each have a stake smaller than that necessary for 

control, but when combined with the stake of other shareholders, the combined 

holding is large enough to control the company (Gutiérrez and Tribó, 2005). This 

structure obviously makes it easy for those in control to pursue private interests, often 

at the expense of non-controlling shareholders. Another common structure is simply 

when a large shareholder owns enough to control a company, i.e. more than 50% 

share, and can use this power to his advantage. Nagar et al. (2008) find that firms with 

control concentration above 50% perform worse than those where control is shared, 

when analyzing close U.S. corporations.  

 

3.1.2 Corporate governance and crisis  
 

Leung and Horwitz (2009) state that, according to behavioral finance research, public 

equity owners are more concerned about the quality and structure of board of 

directors when firms are negatively affected by financial crisis, such as happened with 

Enron in the United States and Parmalat in the European Union. Most of the recent 

studies on the topic of firm value and ownership structure at crisis times have focused 

on the East-Asian financial crisis and the vast majority of them have shown that 

differences in ownership structures across firms play a big role in changes in firm 
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value during the crisis. There have been a few studies on this matter in European civil 

law countries. For example, Desender et al. (2008) analyze a sample of listed Spanish 

firms and find that during financial crisis, ownership concentration is negatively 

associated with stock market performance while insider ownership is positively 

related to performance.  

 

The reason why it is important to look at this topic at times of crisis is because it 

allows us to see how strong the corporate governance of different firms is when times 

get tough, which is extremely important for shareholders to know. Desender et al. 

(2008) quote Baek et al. (2004) when arguing that the advantage of focusing on crises 

period is that it allows us to examine explicitly the effect of corporate governance on 

firm value by using a measure for ownership structure immediately before the crisis to 

describe changes in performance. They further argue that this method largely 

eliminates any spurious causality. 

 

According to Johnson et al. (2000), measures of corporate governance, especially the 

effectiveness of protection for minority shareholders, are a better measure of the 

extent of exchange rate depreciation and stock market decline than standard 

macroeconomic measures. A plausible explanation for this is that in countries with 

weak corporate governance, worse economic prospects result in more expropriation 

by managers and consequently a larger fall in asset prices. Investor protection is 

especially central when understanding the patterns of corporate finance in different 

countries (La Porta et al., 2000). In many countries, the lack of investor protection 

leads to the expropriation of minority shareholders and this has been related to 

underperformance (e.g. Santiago-Castro and Brown, 2009). Corporate insiders who 

control the firm’s assets can use them to their own advantage in ways that are 

detrimental to the interests of minority or outside investors. This can both be in the 

form of diverting corporate assets to themselves or by using corporate assets to pursue 

investment strategies that benefit them, but not the outside investors.   
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3.2 Hypotheses development 
 

In the following sections I present the hypotheses I have formulated and the literature 

related to these formulations. The hypotheses are all selected in relation to probable 

governance issues facing Icelandic firms and based on similar approaches taken by 

different scholars within the field.  

 

3.2.1 Concentration of ownership  
 

There are two conflicting theoretical viewpoints in the literature on the protection of 

minority shareholders and firm value; the alignment theory and the expropriation 

theory. The former suggests that a more concentrated ownership structure reduces the 

conflict of interest between managers and shareholders; i.e. lower agency costs and 

increases firm value. This is consistent with the classical Type I agency problem, 

which assumes a widely dispersed ownership structure for most listed firms. This 

condition is common in the U.S. and the U.K. and the goal is to minimize problems 

that arise from the separation of ownership and control and reduce agency costs 

(Leung and Horwitz, 2009). The level of these costs depends, among other things, on 

statutory and common law and the resourcefulness of human beings in formulating 

contracts (Jensen and Meckling, 1976). Quoting Jensen and Meckling directly ‘both 

the law and the sophistication of contracts relevant to the modern corporation are the 

products of a historical process in which there were strong incentives for individuals 

to minimize agency costs’ (1976; 72). This condition of dispersed ownership structure 

is quite common in for example the U.S. although non-U.S. firms are often controlled 

by a single large shareholder (e.g. La Porta et al, 1999).  

 

The expropriation theory on the other hand states that a more concentrated ownership 

structure increases the probability of conflicts between minority and majority 

shareholders. There are some scholars who have found evidence to supports this (e.g. 

La Porta et al. 1999; Schleifer and Vishny 1997; Johnson et al. 2000) and suggest that 

a concentrated ownership structure is more widespread and creates the Type II agency 

problem of a conflict of interest between majority and minority shareholders (Leung 

and Horwitz, 2009). Type II agency problem is defined by Morck (2008) as occurring 

if an individual acts as an agent when social welfare would be higher if he acted for 
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himself, while Type I occurs if an individual acts for himself when social welfare 

would be higher if he acted as an agent. That is, type II agency problem happens 

when a director is dutiful to his CEO even though he shares little in his excesses, 

while type I happens when top managers fail to act in the best interest of minority 

shareholders and act in their own best interest instead.  

 

In this scenario where type II agency problem prevails, controlling shareholders have 

the power to use corporate resources for the own private interest at the expense of the 

public shareholder (Leung and Horwitz, 2009). This type of expropriation of minority 

shareholders would be most expected during a financial meltdown, when key 

monitoring devices that are supposed to protect minority shareholders fail to work. 

According to the expropriation theory, there should be a greater loss of confidence by 

minority shareholders in companies with concentrated management structure. This is 

also a reaction to crony capitalism and minority shareholders have the tendency to 

pull out because of this lack of trust. The overall results are that firms with more 

concentrated management experience a sharper decline in stock returns in times of 

financial meltdown (Leung and Horwitz, 2009). This problem is more likely to be 

severe in countries with poor investor protection.  

 

The above discussion of concentrated versus dispersed ownership led me to formulate 

my first hypothesis, which is presented below with a detailed description of the 

expected outcome.  

 

Hypothesis 1: Firms where control is shared perform better than those with a single 

large shareholder  

 

This hypothesis is built on a study made by Nagar, Petroni and Wolfenzon (2008) on 

governance issues in a sample of close U.S. corporations. The authors hypothesize 

that firms with shared control solve the governance problems between minority and 

majority shareholders, and consequently show higher performance than firms with 

concentrated ownership. They find evidence to support this hypothesis. Nagar et al. 

(2008) assume that a firm has diluted control if no owner has a stake greater than, or 

equal to, 50% since that means that no single shareholder has absolute control. When 

using the 50% cutoff there is one important implication that has to hold, i.e. the 
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common principle has to be one-share-one-vote among the analyzed firms. This is 

because under this assumption, ownership is closely linked to control and the 

ownership share of the largest shareholder can be used as a measure of his control 

rights. If, however, firms have dual class shares ownership might not be a good proxy 

for control rights.16 For my sample, this method can be used since the common 

principal in Iceland is one-share-one-vote for private limited companies 

(Björgvinsdóttir, 2004), or at least give some justification for the use of ownership as 

a proxy for control rights. Although there might be some problems related to the use 

of ownership as a proxy, Nagar et al. (2008) and Dyck and Zingales (2004) reason for 

the use of a 50% threshold when indicating whether a firm has dispersed ownership or 

not, by stating that no individual shareholder has absolute majority in that case. They 

also argue for this being a realistic assumption since collective action problems are 

not likely in close corporations due to the small number of owners – it would be easy 

for shareholders to collectively block the decisions of any owner with less than 50% 

ownership. 17  The main idea between the hypotheses development is the 

recommendation of legal scholars (e.g. O’Neal and Thompson, 1985) that the main 

shareholder surrenders some control to minority shareholders at the outset in order to 

improve performance.  

 

To test this hypothesis I follow what Nagar et al. (2008) have done and identify firms 

where the largest shareholder owns 50% or less of the shares as firms with dispersed 

ownership. I am assuming that firms where control is shared perform better than those 

where a single shareholder has 51% or greater control and I believe that this is 

especially evident after the onset of the crisis. The reason for this assumption is that I 

think that ownership structure had a strong influence on the severity of the crisis in 

Iceland and that the structure of the majority of Icelandic firms is representative of 

this problem.   

 

To test the hypothesis I simply construct a dummy variable that takes the value of one 

if a single shareholder has a stake of 50% or less and zero otherwise.  

                                                        
16 Dual class shares create different classes of shareholders with different voting rights   
17 Collective action problems are defined by Wikipedia as: ‘the situation in which several 
individuals would all benefit from a certain action, which, however, has an associated cost making it 
implausible that anyone individually will undertake it’. 
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3.2.2 The alignment of interest hypothesis  
 

Following the first hypothesis, I also want to test the alignment of interest hypothesis, 

originally set forth by Jensen and Meckling (1976), stating that the existence of 

significant managerial ownership mitigates agency costs. Although I am not focusing 

on managerial ownership in this thesis, I still want to analyze whether this approach 

can be used in a more general manner. As discussed above, the alignment of interest 

hypothesis suggests that a more concentrated managerial ownership reduces agency 

costs and increases firm value by aligning the interests of managers and shareholders 

(e.g. Shleifer and Vishny, 1986). Following this, I want to test whether having a 

shareholder who has control within the 75%-100% interval actually increases firm 

value. Since I previously assumed that a single shareholder with more than a 50 

percentage ownership stake would lower firm value, I am assuming that the 51%-75% 

ownership interval is bad for firm performance, but as ownership increases above 

75% I am interested in seeing whether it improves firm value or if perhaps it simply 

has an increased negative impact on firm value.  

 

Morck, Shleifer and Vishny (1988) find that managerial ownership increases firm 

value up to a certain point but after that, managers become entrenched and pursue 

private benefits at the expense of outside investors. Stulz (1988) also finds an inverted 

u-shaped relationship between managerial ownership and firm value. When the 

negative entrenchment effect outweighs the incentive benefits of managerial 

ownership, the value of the firm starts to decline. In general, the literature suggests 

that the positive incentive effect relates to the share of cash-flow rights held by large 

shareholders and that the negative entrenchment effect can be traced to the share of 

control rights held by large shareholders (Claessens et al., 2002). This relationship is 

far more extreme outside the U.S. since it is more likely in non-U.S. firms that the 

largest shareholder establishes control over a firm despite little cash-flow rights (i.e. 

the largest shareholder can control a firm’s operations with a relatively small direct 

cash-flow stake).  

 

Claessens et al. (2002) hypothesize that the more control is in the hands of the largest 

shareholder the more entrenched he or she becomes and consequently, more likely to 

extract private benefits at the expense of minority shareholders. They find that the 
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larger the wedge is between control and ownership rights, the lower the firm value 

and that corporations with no separation of control and ownership rights have the 

highest value. Again, the relationship here is not monotone since corporations with 

moderate levels of separation (11%-15%) are valued higher than those with lower 

separation levels (1%-10%).  

 

Pagano and Roell (1998) analyze the optimal design of the ownership structure of a 

company and find that, in firms with a single controlling shareholder, when 

expropriation is likely to be severe the ownership stake of the non-controlling 

shareholders should be more concentrated. Also, Bennedsen and Wolfenzon (2000) 

suggest that in firms where expropriation is expected, the firms should have a larger 

controlling group with a larger joint stake. This leads me to my second testable 

hypothesis:  

 

Hypothesis 2: If there is a controlling shareholder, the larger his/her stake, the smaller 

his/her incentive to engage in expropriation activities 

 

I test the hypothesis by using the identification I made when testing hypothesis 1 and 

test whether firms with a large controlling shareholder perform better than those with 

a medium sized controlling shareholder. I again use the measure used by Nagar et al. 

and identify firms with a controlling stakeholder with a stake between 76-100% and 

firms with a stake between 51-75%. The former are firms with a high concentration 

owner and the latter a medium-sized owner and the former should perform better 

according to hypothesis 1. Since the 75% cutoff is not grounded in theory (unlike the 

50% cutoff), I also perform several sensitivity tests on the choice of the 75% cutoff by 

moving the interval down to 70-100% and then up to 80-100% stake.  

Since I want to test whether there is a U-shaped relationship here I construct a set of 

dummies, not only for the 76-100% but I will also test if there is a U-relationship 

when the ownership is in the 0-30% interval. I construct four dummy variables, 0-

30%, 31-50%, 51-75%, 76-100%. The dummies take the value of one if the 

ownership stake of the controlling shareholder is lower or equal to 30%, between 31% 

and 50%, between 51 and 75% and between 76% and 100%. The 51-75% group is 

expected to be the group where expropriation is most likely and, consequently, 

performance lowest since this is the group where shareholders have high ownership 
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stakes but not large enough to incur high expropriation costs. According to the 

alignment of interest theory, the 76-100% group is expected to demonstrate higher 

performance than the 51-75% group, although I am a bit skeptical whether this 

relationships holds for Icelandic firms. The 31-50% should show high performance, 

while the 0-30% group is somewhat of a question mark and could be expected to 

show weak performance if the theory presented by Morck et al. (1988) holds. 

Therefore, the pattern could be described as firstly showing an U-shaped relationship, 

with performance being low when the controlling ownership stake is low, then 

increasing as the controlling stake reaches the 31-50% stake group, then when we 

reach the 51-75% zone, performance should be rather weak but rise when the 

incentive effect kicks in with more than 75% stake in a company. This relationship is 

shown in figure 3.1. 

 

 
Figure 3.1: The suggested relationship between ownership concentration and performance. 

 

Some scholars (e.g. Gutiérrez and Tribó, 2004) have combined the dummies with a 

continuous variable that captures the minimum stake necessary to win control and the 

number of members that can form a coalition for control. I will not include this 

variable here but when I test for the contestability of shareholder power the 

Herfindahl indexes I do, however, control for the number of shareholders. 
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3.2.3 Governance issues in close corporations 
 

Here I want to take into account blockholders, whom I define as a shareholder holding 

10% or more control. The vast majority of Icelandic firms are non-listed with only 12 

firms being registered on the Iceland Stock Exchange.18 Since the main governance 

problem facing close corporations is the one between majority and minority 

shareholders, I am assuming that the most common governance structure in Icelandic 

companies is representative of this problem, i.e. either one large shareholder or 

several medium-sized shareholders. This leads me to my third hypothesis:  

 

Hypothesis 3: The firms within my sample are either ones with a single large 

shareholder or firms with several medium-sized blockholders 

 

This hypothesis is built on what Gutiérrez and Tribó (2004) suggest when analyzing 

non-listed firms in Spain. They rest on Zwiebel (1995) and Gomes and Novaes (2000) 

who suggest that there is a threshold holding size beyond which the largest 

blockholder will not be challenged by other investors, and that in equilibrium, if 

control is to be shared among different blockholders, their stakes should be of similar 

size and these owners should be of similar type, respectively. Zwiebel’s (1995) model 

is the base for this hypothesis formation in Gutiérrez and Tribó. Here I will simply 

divide the sample of firms into categories according to their blockholders’ 

/shareholder structure in order to test if this hypothesis holds.  

 

3.2.4 The contestability of shareholder power  
 

The Pagano and Röel (1998) model predicts that in firms with a single controlling 

shareholder, the non-controlling shareholders should be more concentrated when 

expropriation is likely to be more severe (Gutiérrez and Tribó, 2004). Lehman and 

Weigand (2000) analyze a large sample of German corporations and find evidence 

that the presence of a strong second largest shareholder increases firm performance. 

Gomes and Novaes (2005) find that increasing the number of shareholders makes rent 

extraction and private benefit taking less likely, since more shareholders now have to 

                                                        
18 As of the begninning of December 2010, since then at least one firm (Össur) has deregisterd.  
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agree on a preferred project. Bennedsen and Wolfenzon (2000) develop a model 

where an initial owner chooses an ownership structure with multiple large 

shareholders with the purpose of preventing a single shareholder in taking unilateral 

actions that might hurt other shareholders. That is, by diluting control among several 

shareholders it becomes increasingly difficult for a single shareholder to take one-

sided actions.  

 

Hypothesis 4: An increase in the contestability of the controlling shareholder’s power 

affects firm value in a positive way  

 

Here I want to analyze how an increase in the contestability of the controlling 

shareholder’s power affects firm performance. Similar to what Maury and Pajuste 

(2005) do when analyzing a sample of listed firms in Finland, I use the Herfindahl 

index to test the hypothesis, measured by the sum of squares of the differences 

between the first and the second largest voting stakes, and the second and the third 

largest voting stakes (shrdir1-shrdir2)2 + (shrdir2-shrdir3)2. I also use another measure 

taken from Maury and Pajuste called HI_concentration. HI_concentration is a proxy 

for the total concentration of the shareholders’ voting power and calculated as the sum 

of the squared ownership stakes held by the three largest shareholders 

(shrdir1+shrdir2+shrdir3)^2. Maury and Pajuste do however note that the assumption 

that the marginal cost of stealing increases with the number of coalition partners is 

inconsistent with other studies (e.g. Faccio et al. 2001) who find mixed results 

regarding the effect of the presence of multiple blockholders. Accordingly, although I 

assume that both measures are negatively related to firm value, the results could go 

either way. 

 

3.2.5 Shareholders coalitions and identities  
 

The identity of shareholders is quite important when analyzing firm value and 

ownership structure. This relationship between shareholders’ identities and firm value 

has been extensively analyzed (e.g. Maury and Pajuste, 2004; Claessens et al., 2002) 

and most scholars find some link between identities’ and firm value. Here, I want to 

build on what has already been done and analyze if there are certain types of 
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shareholder, or a certain combination of the largest shareholders, that makes minority 

expropriation more likely. This hypothesis is based on what Maury and Pajuste (2005) 

have done when analyzing a sample of listed firms in Finland. They propose that the 

marginal cost of private benefit extraction differs across industries. For example, if 

the controlling shareholder were a financial institution the marginal cost would be 

higher than if it would include a family. This is because the opportunity cost of 

getting caught is evidently higher for financial institutions, which are closely 

scrutinized by regulatory authorities, than for families. Many other scholars (e.g. 

Lehmann and Weigand, 2000; Burkart et al. 2003; Claessens et al., 2002) have 

stressed the importance of the identity of the shareholders for understanding corporate 

governance issues. I have constructed a fairly open hypothesis in relation to the 

identity of the largest shareholders and certain assumptions regarding the potential 

outcomes will be discussed below.  

 

Hypothesis 5: There is a relationship between the identity of the largest 

shareholder/blockholders and firm value 

 

In my sample, the vast majority of firms have industrial firms as the largest owner 

(approximately 70%).19 It is however difficult to form expectations on how this 

ownership type affects firm value, although Gutiérrez and Tribó (2004) show that 

firms as owners have lower value than for example families as owners.  

 

Families/individuals are the second largest owner type (approximately 19%) and there 

are mixed results on the relationship between family ownership and firm performance. 

Maury and Pajuste (2005) suggest that families are more prone to private benefit 

extraction if they are not monitored by another strong blockholder and that two 

families can make profit diversion easier. I also test for this relationship; i.e. when 

two families represent the largest and the second largest shareholder. On the other 

hand, if a family is combined with a non-family owner, there should be positive 

effects on performance. Claessens et al. (2002) also show that separation of cash flow 

rights and control rights is quite common in family-controlled firms, indicating that 

there might be incentives to harm minority shareholders. Faccio et al. (2001) find that 

                                                        
19 I refer to table 5.4 for a distribution of shareholders’ identities.  
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family control affects minority shareholders in a negative manner when analyzing 

firms in East Asia, where transparency is relatively low. Maury (2006), however, 

finds that active family control is actually related to higher firm performance when 

analyzing firms in Western Europe, where investor protection is generally high. 

Anderson and Reeb (2003) and McConaughy et al. (1998) find that family firms 

generally have higher profitability and valuation than non-family firms. Anderson and 

Reeb (2003) also find that the positive relationship with firm value becomes smaller 

when the ownership stake exceeds 30%.   

 

The suggested results for my sample are quite vague since it could well be that family 

control affects firm value in a positive way due to the fairly stable legal environment 

in Iceland. Conversely, most of the family-controlled firms in my sample have high 

family control (i.e. higher than the 30% suggested by Anderson and Reeb) so this 

could affect firm value in a negative way, but could also mean that there is much 

incentive for the controlling family to focus on the firm’s welfare. Consequently, the 

proposed relationship could either be positive or negative.  

 

The third largest owner type is financial institutions. Here, I am also a bit confused in 

determining the suggested results. Maury and Pajuste (2005) state that the opportunity 

cost of getting caught for diverting a firm’s profits is apparently high for financial 

institutions that are supervised by regulatory authorities and accordingly financial 

institutions are less likely to engage in inappropriate value diversion. The Icelandic 

financial institutions however are not exactly known for their integrity and the 

Icelandic Financial Supervisory Authority was notoriously sleepy when monitoring 

financial institutions in Iceland. In view of the aforementioned, I find it difficult to 

assume which way the relationship goes.  

 

To test this hypothesis, I take into consideration both the identity of the largest 

shareholder and also the identity of other large shareholders. I test this hypothesis by 

constructing several dummy variables, both in regards to the three largest shareholder 

types (industrial companies, individuals/families, and financial institutions), and 

combinations when I take into account the second and third largest ownership type.  
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3.2.6 Cross ownership and performance  
 

In this last testable hypothesis I want to focus on cross ownership of Icelandic firms. 

Cross ownership is an ownership pattern where the same person owns two or more 

related companies and therefore indirectly controls the companies in the ownership-

chain. It can also refer to a situation where an investor owns significant blocks of 

stock in several different companies that do business with the company owned by that 

investor. In both circumstances, the main purpose is to strengthen business 

relationships between the parties involved and to control the level of competition that 

exists within the marketplace. Cross-ownership can lead to a situation where a market 

appears to be competitive but in reality there exists a so-called ‘invisible oligopoly’. 

This type of ownership structure can be extremely complicated and difficult to 

monitor.  

 

Hypothesis 6: Firms who are controlled through complex cross-ownership structures 

show weaker performance. This is especially evident after the onset of the crisis.  

 

Claessens et al. (2002) find, when analyzing East Asian firms, that control is often 

increased beyond ownership stakes through pyramids and cross-holdings among firms. 

They further define pyramiding as the ultimate ownership of a firm running through a 

chain of ownership of intermediate corporations and cross-holdings as horizontal and 

vertical ownership links among corporations that can enhance the control of a large, 

ultimate shareholder. Furthermore, Claessens et al. (2002) state that complex 

ownership structures and group-affiliated corporations increase entrenchment 

opportunities for large shareholders. Moreover, Bennedsen and Nielsen (2006) find 

that disproportional mechanism such as dual class shares, pyramids or cross-

ownership, influences the entrenchment problem. They present a model where they 

analyze firms based on disproportional ownership structure and find that these firms 

have on average 0.18 lower market-to-book ratio than the average firm with 

proportional ownership structure.  

 

In my sample approximate 17% of firms have complex cross ownership relations. 

Cross-ownership among Icelandic companies is identified as one of the reasons for 

the severity of the crisis in Iceland.  
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Firms can be involved in cross-ownership because of ownership connections, 

financial dependence, or control connections. According to the Icelandic Financial 

Supervisory Authority, firms or individuals are defined as being financially dependent 

when there is a chance that if one of them becomes financially distressed, it will affect 

other firms/individuals within the cross-ownership chain.  

 

When I identify these cross-owned companies, I both follow the ownership stake 

presented in the Orbis database; i.e. I single out firms that are registered in the Orbis 

database as being held through a chain of linked parties. Although I can identify most 

of the cross-owned firms in this manner there are some firms that are owned through 

this structure but cannot be clearly identified in Orbis. Here, the report of the Special 

Investigation Commission once again comes in handy since they identify the largest 

groups through which firms are owned and I can single out the firms with missing 

data by looking at the analysis made by the Commission.  

 

3.3 Concluding comments on the hypothesis development 
 
Throughout the process of writing this thesis I went through many different 

approaches to finally come to the conclusion that the hypotheses presented above 

would be best suited to understand governance problems in Icelandic firms. I do, 

however, also present results from two other dummies that I constructed but did not 

directly take into consideration in the literature, i.e. the effects of board composition. 

When I started writing this thesis I had a broader focus and collected data on CEO 

duality and female representatives on the board of directors. I quickly saw that I had 

to either take on a board focus or focus on firm concentration since doing both would 

have been too vast, as the literature on the effects of board composition is a special 

genre within the corporate governance literature (e.g. Fama and Jensen, 1983; 

Baysinger and Butler, 1985). Nevertheless, I thought it would be interesting for the 

reader to see the results and they will be presented in section 5.2.7. 
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4.  DESIGN OF THE RESEARCH 
 

I have now explained the basis for my hypotheses development, the theoretical 

implications behind the hypotheses and the expected outcomes. In this section I 

present the design of my research; i.e. the data I use, the data collection, my sample 

and the general methodology of my research.  

 

4.1 The study  
 

I carry out my study by comparing the largest Icelandic firms, both listed and non-

listed, throughout the years 2007-2009, and try to observe whether a certain 

ownership pattern led to economic underperformance and the possible expropriation 

of minority shareholders’ rights.20  By doing this I can analyze whether differences in 

ownership structure at the firm level explain differences in firm performance before, 

and during, the Icelandic financial crisis. The reason for the chosen period is that I 

want to analyze changes in the relationship between ownership structure and 

performance both right before and right after the financial crisis hit Iceland in 2008. 

 

This study takes into account a single country that is characterized by a concentrated 

ownership structure and a legal protection of minority shareholders that is not weak, 

but not as strong as in common law countries and evidently not as strong as in the 

other Scandinavian civil law countries (cf. Djankov et al., 2008).21 Moreover, the 

Icelandic stock market is very small and undeveloped and can consequently be 

characterized as being rather immature and thin. A thin market is a market with a low 

number of buyers and sellers where few transactions take place. Consequently, prices 

in such a market are often more volatile and assets are less liquid. La Porta et al. 

(1998) find a link between a thin equity market and a weak corporate governance 

system and Yurtoglu (2003) argues that this relationship leads to slower economic 

growth, and if countries improve their corporate governance systems, they can expect 

better investment and growth performance.  

 
                                                        
20 The largest firms that had accouting measures available throughout the years 2007‐2009. 
21 Scandinavian civil law countries have better shareholder protection than French civil law 
countries, but weaker than common law countries, e.g. U.S. and U.K. 
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Gutiérrez and Tribó (2008) find that minority shareholder expropriation is more 

observable in firms where (i) monitoring is difficult (i.e. in medium and large firms), 

(ii) there are restrictions on the transfer of shares (i.e. in closed firms), and (iii) there 

are increased opportunities for self-dealing through transfer prices (i.e. in firms 

controlled by other firms). Moreover, the paper made by Gutiérrez and Tribó is one of 

the first papers to look at the minority expropriation problem in non-listed firms, and I 

partly base my research partly on their paper.22 Moreover, the frequently-cited Finnish 

study made by Maury and Pajuste (2005) analyzing the effects of multiple large 

shareholders on the valuation of firms by using data on Finnish listed firms is used 

extensively as well.  The use of this study is also very useful since the Finnish and the 

Icelandic legal environments are somewhat similar. Lastly, it is worth mentioning the 

study made by Nagar et al. (2008), which is the bases for my first hypothesis 

formation and proofed very valuable to me throughout this process.  

 

4.2 The sample and sources 
 

I use a sample of 116 firms in the period 01-01-2007 until 31-12-2009, a total of 348 

observations. The sample includes a total of 341 observations after I remove extreme 

outliers. By both taking into account listed and non-listed firms a broader picture 

emerges of different firms in the Icelandic market. Similar to what has been done by 

most researchers in this field (e.g. Maury and Pajuste, 2005; Leung and Horwitz, 

2009), financial firms, such as banks and insurance companies, are excluded from the 

final sample since their valuation ratios are not comparable to those of non-financial 

firms.  

 

Initially, I wanted to analyze the firms up until the end of the fiscal year of 2010, but 

the availability of data for the non-listed companies proofed to be a hindrance. The 

necessary financial data was only available for the year 2009 and therefore the sample 

ranges from 2007 to 2009. The original sample consisted of 208 firms but due to the 

lack of ownership information for some of the companies, the sample size decreased 

to 116. For the listed firms I obtained the necessary variables from the companies’ 

annual reports (available online) and from Bureau van Dijk’s Orbis database. For the 

                                                        
22 To their knowledge at least.  



  44 

non-listed companies I obtained the necessary information through Creditinfo, a 

leading company in providing credit related information to the Icelandic market. Non-

listed firms are not obliged to disclose information on performance publically and 

consequently it was difficult for me to obtain the necessary material and if it hadn’t 

been for the goodwill of the people at Creditinfo, I wouldn’t have been able to make 

this study.  

 

For the ownership data I use Bureau Van Dijk’s Orbis database, which contains 

financial and ownership information for more than 80 million firms all over the world. 

Since I am mostly dealing with non-listed firms (approximately 95% of the sample) in 

a country characterized by a high concentration of ownership I identify the three 

largest shareholders in a company, although in many cases there is only one large 

shareholder. For the most majority of the listed firms the number of shareholders is 

much higher and I test for this when analyzing the concentration of the largest owners. 

Moreover, I identify a shareholder as having majority control if he/she owns more 

than 50% stake in a company and I classify blockholder’s as a shareholder having a 

stake between 10% and 50%. The 10% threshold has been extensively used in the 

literature, for example by Maury and Pajuste (2005) and Attig et al. (2008) and is 

suitable for me since there are few shareholders with less than 10% share in the 

companies under analysis.23 Moreover, Nagar et al. (2008) have used the 50% 

threshold, as well as Dyck and Zingalez (2004), so the use of the 50% cutoff also has 

some theoretical precedence in the finance literature.  

 

The Orbis database registers shareholders according to country of origin, industry, 

name and type. It also lists shareholders according to direct and total ownership stake 

and the ownership stakes in Orbis are voting stakes, not cash-flow stakes. Although I 

do not focus on the separation of voting rights and cash flow rights directly, I do 

control for the effects of cross-ownership in order to shed some light on intriguing 

ownership incentives. A total ownership stake held by a shareholder is the sum of the 

stakes held directly and/or indirectly through firms controlled by the shareholder, 

while direct ownership stake is the stake held directly by a shareholder. 

 

                                                        
23 The 5% level has also been used, for example by Thomsen et al. (2006) 
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In my sample there are nine different identities of shareholders. Those are:  

 

C: Industrial companies 
 
I: One or more known individuals or families 
 
E: Mutual and pension fund/Nominees/Trust/Trustee 
 
F: Financial companies 
 
B: Bank 
 
H: Self ownership 
 
L: Other unnamed shareholders, aggregated 
 
A: Insurance companies 
 
P: Private equity firms 

 

In my sample, over 70% of the firms have industrial companies as the largest owner. 

The second largest owner group is individual/families, making up approximately 19% 

og the sample and then there are financial firms and banks, each consisting of 

approximately 2.6%. I combine these two groups since banks and financial firms can 

be considered closely related.24 Since financial accounting practices can vary widely 

between regions and industries, Bureau van Dijk uses a standard accounting template, 

which makes figures across industries directly comparable. This is obviously very 

helpful.25   

 

Like mentioned earlier, I take into account the three largest shareholders since it is 

uncommon that Icelandic firms have more than three major shareholders. In fact, the 

sample shows that of the firms analyzed 47 have two shareholders (approximately 

41%) and 27 firms have three shareholders or more (approximately 23.5%). When I 

test hypothesis 3 I will have a more thorough analysis of the distribution of 

shareholders within the examined firms. I sort the owners by placing the largest one 

first and then the second one, and lastly the smallest owner.  

 
                                                        
24 See table 5.4 for the distribution of ownership among different types of owners. 
25 Although I am only focusing on a single country this is useful when comparing data from 
different industries. 
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The firms in the sample are labeled with an industry code according to the industry 

they operate within. The classification is based on an Icelandic industry classification 

system called ÍSAT and was provided to me with the financial information I obtained 

from Creditinfo. I use an industry dummy as a control variable for my sample and in 

order to make them more manageable I combine some of these categories. I refer to 

section 4.3.2 for a listing of the different industries.  

 

All of the financial data is in Icelandic Krónas (ISK) for the non-listed firms, 

therefore when I obtain the financial information for the listed firms I change the 

values from U.S. dollars into ISK when appropriate26. 

 

4.2.1 Validity of the data 
 

There is always a chance that the data from the Orbis database might not be 100% 

accurate for all of the firms. Although this might be the case, the errors should not be 

that large that they influence the overall result of the thesis.  

 

In regards to the financial data from CreditInfo, I assume that the data is accurate 

although it can of course always be that this is not 100% the case. Again, I assume 

that any minor errors will not affect the overall results of this thesis.  

Some of the existing literatures on the relationship between ownership structure and 

firm value are cross-country studies (e.g. Lemmon and Lins, 2003; Mitton, 2002), and 

according to Leung and Horwitz (2009) cross-country studies generally suffer from 

noisy variables, a high likelihood of an endogenous relationship between the 

dependent and explanatory variables, and severe correlated omitted-variables 

problems. 27 Miller (2004) suggests that it is better to focus on one country or region 

in order to control for the effect of factors that differ across countries and that this 

approach will lead to a better research design.  

 

Like I discussed earlier, I do not include financial companies in my sample, which of 

course could create a bias, but since other scholars have extensively used this method, 

                                                        
26 I use the average exchange rate for each year provided by the Central Bank of Iceland. 
27 Unrelated variables that could plausibly affect the dependent variable.  
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I assume that this does not have significant impact on the results. Also, eliminating 

companies with insufficient data could create a bias, but then again this was necessary 

and given the time and resource constraints, searching for the missing data elsewhere 

would have been too time consuming.  

 

In order to measure control dilution I use a quite simple approach; i.e. the 50% cutoff. 

This method is based on Nagar et al. (2008) where they argue that this way it is 

guaranteed that no one shareholder has absolute control. The approach does, however, 

raise some concerns. One being that ownership of shares does not imply control since 

shares may have different voting rights. Despite of this, there is a justification for 

using this method when analyzing Icelandic companies since the general principle in 

Iceland is the aforementioned one-share/one-vote. Furthermore, this technique is 

strongly integrated in the corporate governance literature (e.g. Bennedsen and 

Wolfenson, 2000; Grossman and Hart, 1988; La Porta et al., 1999). This gives me a 

justification for using the terms concentration of control and concentration of 

ownership interchangeably. Also, this cutoff is sensible when analyzing 

predominately close corporations since there are usually few owners who can easily 

block the decisions of smaller owners.  

 

4.3 Variables 
 

I use three different types of variables in this thesis – performance variables, control 

variables and ownership variables. Additionally, I use a number of dummy variables 

throughout my hypotheses testing. I will explain each group in more details below.  

 

4.3.1 Performance variables  
 

I use return on assets (ROA) as the main measure of performance. Gutiérrez and 

Tribó (2004) quote Gilson and Gordon (2003) when arguing for ROA being the best 

measure of performance when dealing with minority expropriation problems. Gilson 

and Gordon argue that the best opportunities for private benefit extractions are usually 

through direct dealings by the controlling shareholders with the controlled firm. This 

can be in the form of transfer pricing, transfer of assets from the controlled 
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corporation to the controlling shareholder etc. Accordingly, minority expropriation 

problems are likely to be reflected either in low revenues, excessive production costs 

or in the inefficient employment of assets and these factors will result in a reduction 

in margins or asset rotation, and will be reflected in a lower ROA. Furthermore, 

Claessens and Tzioumis (2006) argue that ROA reflects management efficiency in 

using the available assets to generate profit.  

 

Return on assets is an indicator of how profitable a company is relative to its total 

assets and gives an idea of how efficient management is at using its assets to generate 

earnings. The formula for ROA is:  

 

€ 

ROA =
Net Income
Total Assets

 

 

ROA can also be calculated by dividing EBIT by total assets but either way, the result 

is a percentage indicating the proportion of profit a company invests in assets.28 As an 

example, if ROA is 25%, a company produces $1 of profit for every $4 it has invested 

in assets and consequently, the higher the ROA the better the management is in 

earning increasing profit on each dollar of investment.  

 

ROA can vary substantially and is highly dependent on the industry and is best 

compared to firms operating within the same field. This is because some industries 

are very asset intensive and require a large initial asset investment in order to operate 

while others are less dependent on large asset investments. Due to this, it is necessary 

for me to create industry dummies as control variables in my regression analysis.  

 

As an alternative performance measure I use return on equity (ROE). ROE measures a 

firm’s profitability by showing how much profit a firm generates with the money 

shareholders have invested. It is calculated in the following way:  

 

€ 

ROE =
Net Income
Equity

 

                                                        
28 Information from: http://www.investopedia.com/articles/fundamental/04/012804.asp  
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Like ROA, ROE is useful for comparing the profitability of a firm to other firms 

operating within the same industry. ROE has also been used when analyzing the 

effects of ownership structure on firm performance by for example Santiago-Castro 

and Baek (2003) and Nogata et al. (2009).  

 

I test all of my hypotheses two times - firstly with ROA as a performance measure, 

and secondly with ROE as a performance measure. If the results are different 

depending on the performance measure, I will make relevant comments when 

presenting the results.  

 

ROA vs. ROE  

ROA and ROE are both widely used performance measures for companies and both 

give a good insight into a company’s financial structure and prosperity. ROA tells us 

how efficient a company is at earning returns per dollar of assets while ROE tells us 

how efficiently it uses the invested capital. Although both measures give the same 

indication, ROE tends to be more stable and give a more accurate income picture 

from period to period. The downside of ROE is that it does not take financial risk into 

consideration. The main difference between the two ratios is financial leverage. That 

is, since ROE only weighs net income against owners’ equity it does not say much 

about how well a company uses its financing from borrowing and bonds. Such a 

company may deliver an impressive ROE without actually being more effective at 

using the shareholders equity for the company’s growth. ROA, however, can help us 

see how well a company puts both these forms of financing to use since it is a 

denominator. Therefore it is important to look at both measures. If, for example, ROA 

is low or if a company is carrying a lot of debt, a high ROE can give investors a false 

impression about a company’s fortune. In my sample, I made a random sample of 

companies with above-average ROE and saw that in many instances those companies 

also have above-average leverage. Moreover, it is worth mentioning that when I set 

up a correlation matrix a correlation of approximately 0.5 is found between the two 

measures, indicating that they do a fairly good job of describing the same pattern in 

relation to the independent variables.29  

                                                        
29 Table 4.1 shows the correlation matrix. 
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4.3.2 Control variables  
 

The control variables were selected in accordance to similar studies made on this 

topic (e.g. Gutiérrez and Tribó, 2004; Maury and Pajuste, 2005; Leung and Horwitz, 

2009). The selected variables are firm size, financial leverage, tangibility of assets and 

firm age. These variables are selected because they have been shown to have 

simultaneous effect on both ownership structure and performance (Gutiérrez and 

Tribó, 2004).  

 

Firm size is measured as the logarithm of assets and is included since it has been 

shown that size can affect firm performance and firm’s ability to recover after 

financial crisis (Mitton, 2002). Larger firms are expected to be more difficult to 

monitor (Gutiérrez and Tribó, 2004) and according to Maury and Pajuste (2005) size 

is expected to have a negative effect on firm value since larger firms are in a more 

mature stage of their life cycle, thus smaller companies have better growth 

opportunities. On the other hand, Claessens et al. (2005) maintain that larger 

companies are less likely to suffer a financial distress, which should have a positive 

effect on firm value. Although I assume that size affects firm value negatively, it is 

difficult to predict beforehand the influence on company performance. 

 

Leverage is measured by the book value of all long-term liabilities divided by total 

assets and is included because firms with high debt leverage should be more 

harmfully affected in times of financial distress. Although leverage can play a 

disciplinary role by limiting the free cash flow at hand it is also more difficult for 

highly leveraged firms to raise equity finance since they are more likely to experience 

sharper declines in equity value (Maury and Pajuste, 2005; Leung and Horwitz, 2009). 

Therefore, there is not a clear prediction of the relation between leverage and firm 

value but I expect it to be negative, especially after 2007.  

 

Asset tangibility is calculated as the ratio of tangible assets divided by total assets. 

According to Maury and Pajuste (2005), it is likely that firms with lower asset 

tangibility generate most of their cash flow through a higher proportion of intangible 

assets (for example in the form of human capital). Moreover, according to Gutiérrez 

and Tribó (2004), firms with relatively high portion of intangible assets are 
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presumably more difficult to monitor and the higher the monitoring cost the more 

significant the private benefit extraction. Accordingly, I assume a negative 

relationship between asset tangibility and performance.  

 

Age is simply 2009 minus the year of incorporation and the expected relationship is 

difficult to predict, although Gutiérrez and Tribó (2004) argue that younger firms 

should be more difficult to monitor since there is no past record of performance.  

 

As a control variable I also include industry dummies, mainly because ROA and ROE 

are both industry dependent variables. Since the companies within my sample operate 

within numerous different industries.30 I merge similar industries together so that the 

dummy variables are more manageable. After combining similar industries I end up 

with five different industry dummies, representing (1) wholesale and retail, (2) 

finance and real estate, (3) travel and logistic, (4) energy, aluminum and chemicals 

and (5) agriculture.  

 

4.3.3 Ownership variables  
 

For this part of the study I use the Bureau van Dijk’s Orbis database, which contains 

ownership information on companies worldwide. I identify the ownership stakes of 

the largest owners in each firm, preferably the three largest stakes, but as discussed 

earlier not all of the firms have three owners, some have two and the majority has a 

single owner. I then classify each owner according to its identity, like I discussed 

previously.  

 

In approximately 70% of the analyzed firms, the largest owner is an industrial 

company. Individuals or families represent the largest owner in approximately 19% of 

the firms. Financial companies or banks are the largest owners in approximately 5% 

of the firms. Mutual and pension fund/nominees/trust/trustee in approximately 2% of 

the firms and then private equity firms, insurance companies and other unnamed 

shareholders represent the largest owner in less than 1% of the firms.  

                                                        
30 Icelandic companies are classified according to industries based on the ISAT classification 
system and this data was obtained from CreditInfo.  
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The second largest owner is an industrial company in more than 50% of the firms, 

individual or family in more than 30% of the firms, a financial company or a bank in 

more than 10% of the cases and a pension fund/nominees/trust/trustee and other 

unnamed shareholder in approximately 4% of the firms.  

 

As for the third largest owner, again industrial companies represent the vast majority 

of this group, approximately 53%, individual or family is the second largest group 

approximately 28%, financial companies represent the third largest owner in more 

than 10% of the firms and mutual and pension fund/nominees/trust/trustee and self 

ownership represent approximately 7% of this group. For an overview of the largest 

owners please refer to the tables in section 5.1. 

 

The Orbis database uses the Independence Indicator provided to classify firms 

according to their independence. Orbis grades firms with: A+, A  or A- if no 

shareholder has more than 25% of direct or total ownership in a firm (i.e. independent 

companies), B+, B or B- if no shareholder is recorded with more than 50% of direct, 

indirect or total ownership or if one or more shareholders are recorded with more than 

25% of direct or total ownership, C+ or C if no shareholder is recorded with more 

than 50% of direct ownership or if one shareholder is recorded with more than 50% of 

total ownership (i.e. indirectly majority owned companies), and lastly D if one 

shareholder is recorded with more than 50% of direct ownership (i.e. directly majority 

owned companies).31 There was a considerable amount of firms that were marked U, 

indicating that the ownership structure was unknown, and those firms were eliminated 

from the sample. Although I do not directly use the A, B, C and D classification it 

was helpful for me in the beginning to use this categorization to get a better overview 

of how Orbis classifies the ownership structure of firms.  

 

I take the ownership data from the last available point in time for each firm and 

assume that ownership structure does not change much over time. This is something 

that, for example, La Porta et al. (1999) assume as well. In order to see if this 

                                                        
31 The signs next to the letters (+ / ‐) indicate the degree of certainty that Orbis puts on the 
accuracy of the classification, based on the number of identified shareholders. The sign + 
indicates very high certainty, while the sign – indicates low certainty. 
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assumption holds I made a few random tests where the A, B, C and D classification 

mentioned above came in handy. This way I could quickly grasp that ownership 

changed very little over the analyzed years. 

 

4.3.4 Dummy variables 
 

Throughout the hypotheses testing I use multiple dummy variables. In order to 

distinguish between different types of owners I use several dummies. I also use 

dummies for different sectors (industry dummies) that are included in all of the 

regressions. As for time effects, I also use year dummies. Table 2 in appendix 1 

describes each dummy more thoroughly. Also, Table 2 in appendix 1 demonstrates all 

the variables used in the thesis.  

 

4.4 Regression analysis  
 

When running the regression analysis to test the hypotheses I use the Mac version of 

SAS, called JMP. Although a thorough description of regression analysis is beyond 

the scope of this thesis, I include a short introduction to the matter here.  

 

Regression analysis is a method for measuring the relation between two or more 

variables; i.e. the dependent variable (in my case ROA and ROE) and the explanatory 

variables, and see whether the explanatory variables can be used to predict variations 

in the dependent variable. In my case, I have several explanatory variables and 

therefore use a multiple linear regression model, which can be written in the 

following way:  

 

Y = ß0 + ß1X1 + ß2X2 + … + ßnXn + ε 

 

Where Y represents the dependent variable, ß is a parameter estimate that explains 

variations in the dependent variables, X is represents the independent variables and ε 

denotes the error term (Gujarati, 2003).  
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The multiple linear regression model is an extension of the simple linear regression 

model, where a single explanatory variable is plotted against the dependent variable. 

This allows us to directly observe the linear tendency between the two variables. The 

least square approach is used to determine this line of best fit by squaring the distance 

between a data point and the regression line. This allows us to make a close 

approximation of this distance instead of having to solve an equation exactly. There 

will, however, always be some residual part since not all of the variation in the 

dependent variable can be described by the independent variables. The coefficient of 

determination, R2, tells us how reliable the model is, i.e. how much the variation in 

the dependent variable is described by the independent variables. R2 varies from 0 to 1, 

with 1 being a perfect fit and a very reliable model but 0 indicating an ill-fitting 

model.   

 

I assume a normal distribution for my model with a mean of µ and a variance of σ2. 

That is, µ is explained by the independent variables, the parameter estimates and the 

error term. When presenting the results of the regression models I am especially 

interested in the p-values since they give me the significance level of each β-

parameter. I will also inform the reader of the significance of my results, i.e. whether 

the results are significant at the 1%, 5%, 10% or 25% level.  

 

Multicollinearity 

When we are dealing with a multiple regression model there is always a danger of 

multicollinearity; i.e. when two or more independent variables are highly correlated it 

is difficult to see which variable explains changes in the dependent variable. 

Therefore, the independent variables are collinear. When this happens, the overall p 

value is low, but at the same time the individual p values are high, indicating that the 

model fits the data well even though none of the independent variables has a 

significant impact on predicting Y. If multicollinearity is found within a given dataset 

the best approach is best to remove the unnecessary variable.  

 

I have set up a correlation matrix to test for multicollinearity among the variables. 

Lind et al. (2008) argue that 0.7 is an upper limit for correlation coefficients. That is, 

if the correlation value exceeds 0.7 there is a concern for negative effects. The results 
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do not give a reason for concern since all of the values, aside from one, are below 

0.7.32 The matrix is presented in Table 4.1 below. 
 

Table 4.1: The correlation matrix for the control variables and the dependent variables. 

 

I also use the variance-inflating factor (VIF) as another method of detecting 

multicollinearity. VIF shows the speed with which variance and covariance increase 

and how the variance of an estimator is inflated by the presence of multicollinearity 

(Gujarati, 2003). It is written in the following way:    

 

                                                        
32 The two variables whose correlation is above 0.7 are the Herfindahl indexes used when testing 
the concentration of shareholders (cf. Hypothesis 4).  
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€ 

VIF =
1

1− Ri
2  

 

As the extent of collinearity increases, the variance of an estimator increases and we 

can clearly see from the equation above that if there is no collinearity between X2 and 

X3 (R2 = 0) VIF will be 1. The general rule is, that if VIF>5, there is fairly high 

multicollinearity and if it exceeds 10, a variable is said to be highly collinear. This 

will happen if R2 exceeds 0.9 (Gujarati, 2003).  

 

Heteroscedasticity  

Although the classical linear regression model assumes that the variance of each 

disturbance term ui is some constant number equal to σ2 (i.e. the assumption of 

homoscedasticity), this is not always the case. Heteroscedasticity can arise because of 

several factors, for example because of the presence of outliers, because of an 

incorrectly specified regression model, or because of skewness in the distribution of 

one or more regressors included in the model. Since heteroscedasticity is more likely 

to be a problem in cross-sectional data than in time series data I will assume a 

constant variance, as well as a correctly specified regression model. In regards to the 

outliers, there are some extreme outliers in the ROE sample and because of this I cut 

out those outliers and find that the sample becomes much more realistic.  

 

Robustness 

Due to the small sample size and a single-country focus there is a chance that my 

results might not be as robust as they could be if the focus would be on a larger, cross-

country sample. Kumar (2004) identifies three important issues in regards to 

robustness when analyzing the effect of ownership structure on firm performance. 

Firstly, whether the results are robust to the performance measure, secondly the issue 

of time dependence of the results and thirdly, the sample selection bias. Kumar (2004) 

argues that the relationship between firm value and ownership structure might differ 

depending on the value of the firm. Like I have discussed in previous sections I make 

several robustness tests such as removing extreme outliers and setting up a correlation 

matrix.  
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Since my sample is comparatively small, although it captures a relatively large share 

of the Icelandic market, there is an increased necessity for testing the precision of the 

parameters. To control for the robustness of the model I perform some sensitivity tests. 

Nagar et al. (2008) argue that for younger firms, ownership structure is more of an 

endogenous variable. This is because in older firms, ownership structure is likely to 

have been designed for past conditions while in relatively young firms, ownership 

structure has most likely risen in response to current conditions. I take this into 

account when I run the regressions and present the results in the end of chapter 5.   

 

In my model, I assume that all the independent variables (Y’s) have a constant 

variance of σ2, meaning that the variation in ROA and ROE will be independent of 

the level of the performance measures. Like mentioned previously, I also assume that 

the mean of Y is µ and is a linear function of x and if this assumption holds, the 

plotted values should lie together but spread randomly around zero in the residual 

diagram. I will not make separate tests for this but assume that this holds for my 

model. 

 

Endogeneity  

Like I have mentioned several times before, the issue of ownership being an 

endogenous variable has raised the interest of some scholars (e.g. Liu et al., 2010; 

Leung and Horwitz 2009; Thomsen et al., 2006). Demsetz (1983) argues that 

ownership is an endogenous variable and that ownership structure has no equilibrium 

effect and Thomsen et al. (2006) state that studies that have treated ownership 

structure as an endogenous variables appear to be insignificant. Thus, using crisis 

periods to analyze whether ownership structure influences firm performance allows us 

to avoid the endogeneity problems that have apparently been troublesome for 

corporate governance researchers. This is because the suddenness of financial crisis 

makes it difficult for firms to quickly adjust their governance structures. This research 

should therefore have the potential of presenting a valuable source of information on 

ownership structure that does not suffer from endogenous issues.  
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5.  ANALYSIS  
 
In this section I go through the testing of the hypotheses presented in section three and 

how I use the regression analysis to test the variables presented in section four. In 

order to summarize my data set I start out by presenting the descriptive statistics, and 

then I present the results from my hypotheses.  

 

5.1 Descriptive statistics  
 

Before applying the regression analysis I summarize the mean, median and standard 

deviation for the dependent variables and the continuous explanatory variables. For 

the dummy variables, I present the relevant distribution.  

 

Dependent variables: The mean of ROA is 9%, the median is 7% while the standard 

deviation is 0.19, see Table 5.1. These numbers appear to give a reasonably clear 

picture of ROA since there are no extreme outliers presented in return on assets. 

When looking at ROE on the other hand the mean is 68%, which is very high. The 

very high standard deviation (6.92) further supports this. The high average is due to 

outliers in the ROE sample and the median of 20% is closer to being the true ROE 

average. When I eliminate outliers from the ROE sample I get an approximate 

average of 26%. When I calculate the average for each year, ROA has the highest 

average in 2009 (12%) but the lowest in 2008 (7%), while ROE has the highest 

average in 2007 (31%) and the lowest in 2009 (25%).  

 
Table 5.1: The summary statistics for the dependent variables used in the analysis. 

 
 

The summary statistics for the control variables are presented in Table 5.2. 
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Table 5.2: The summary statistics for the control variables used in the analysis.  

 
 

Ownership variables: Table 5.3 shows the mean, median and standard deviation of the 

largest shareholder for all of the firms (labeled shareholder 1) and the mean, median 

and standard deviation for the second and third largest shareholders for the relevant 

firms. Out of the sample, approximately 41% of the firms have a second shareholder 

and approximately 24% of the firms have a third largest shareholder.  

 
Table 5.3: The summary statistics for the three largest shareholders.  

 
 

Table 5.4 shows the distribution of the owner identities. As for the identities of the 

largest owners, industrial companies are the largest in all of the three shareholder 

groups, individuals or families the second largest and financial institutions or banks 

are the third largest owners in all of the groups. When there is more than one 

shareholder in a company, industrial companies are most often combined with other 

industrial companies as owners. The combination of industrial companies and 

families is also fairly common. When families are the largest owners, it is quite 

common that they are teamed up with other families as owners. This will be further 

elaborated on when I test hypothesis six.  

 
Table 5.4: The summary statistics for the distribution of the identities of the largest owners.  

 
 

In the sample, approximately 67% of the firms have a large owner (defined as an 

owner with more than 50% ownership stake), and the rest, 33% have an owner with 
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smaller ownership stake. This tells us that 67% of the firms have a concentrated 

ownership structure while 33% has a dispersed structure, as it is defined for testing 

hypothesis one.  

 

5.2 Regression analysis  
 

In this section I will present the results from the regression analysis used to test the 

hypotheses discussed earlier. All the regressions are run with JMP, the Mac version of 

SAS. All the relevant regression results are presented in appendix 2. It should be 

noted here that for most of the regressions, the results for 2008 were insignificant and 

will therefore not be further elaborated on in the discussion of the results. Also, the 

results for the industry dummies are insignificant and therefore I do not discuss them 

any further.  

 

5.2.1 Testing hypothesis 1 
 

In my first hypothesis I theorize that firms where control is shared perform better than 

those with a single large shareholder. In order to test this I categorize the ownership 

stake of the largest owner into two categories: firms where there is no shareholder 

with more than 50% stake and those where there is a single shareholder with 51% 

stake or more. I am aware that this hypothesis is very broad since both categories are 

relatively large, and accordingly, when testing hypothesis 2, I will make similar tests 

on smaller stakeholders’ groups in order to see if the same relationship holds when I 

divide the sample up to smaller groups. When testing hypothesis 2, I analyze whether 

this relationship is perhaps U-shaped – i.e. performance decreases as ownership gets 

more concentrated, but as concentration gets higher than 75%, performance starts to 

increase again (alignment effect). 

 

Here, I create a dummy variable that takes the value of 1 when firms have dispersed 

ownership and the value of 0 when firms have concentrated ownership and regress it 

on the control variables discussed above.  
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I start out by testing this hypothesis with ROA as a dependent variable and find that 

the results for all years are insignificant; i.e. there does not appear to be a significant 

relationship between performance and ownership structure when I simply divide the 

sample up in the two broad groups and use ROA as a performance measure. 

 

When I test hypothesis 1 with ROE as the dependent variable I get more interesting 

results, see Table 5.5. I can see that in 2007, firms with dispersed ownership show 

considerable worse performance than firms who have concentrated ownership 

(p<0.05). When I turn to 2009, however, I can see that performance is negatively 

related to ownership concentration in a more extreme manner than the positive 

relationship in 2007 (p<0.05).  

 
Table 5.5: Regression results from testing the 0-50% vs. 51-100% concentration of shareholders on 

ROE for 2007 and 2009. P-values are presented in the parenthesis and the * indicates the 

significance level, where * p-value<0,1, ** indicates p-value<0,05, *** p-value<0,01. 

 
 

These results are very interesting and in accordance with my predictions, indicating 

that when the crisis effect kicked in the expropriation effect became visible, probably 

due to worse monitoring mechanisms. Although it has been theorized that 

concentrated ownership can serve as a control mechanism at times of financial 

turmoil, this does not appear to be the case in Iceland. In firms with high 

concentration of ownership majority shareholders appear to have used weaker 

monitoring mechanisms to their advantage and expropriated minority shareholders at 

the cost of firm value. This finding is in accordance with the expropriation theory.  

 

5.2.2 Testing Hypothesis 2 
 

For hypothesis 2 I want to see if the alignment effect kicks in when the ownership 

level of the controlling shareholder is very high. That is, the incentives of the 
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controlling shareholder(s) are better aligned with the interests of minority 

shareholders when he or she has a very large (above 75%) ownership stake. This is 

why I created the aforementioned HIGHCON group where I place firms who have a 

shareholder owning more than 75% stake. Therefore, I include an additional dummy 

when testing hypothesis 2 representing the firms who have a single large shareholder 

with more than 75% stake. Since the 75% cutoff is not grounded in the theory (cf. 

Nagar et al, 2008) I also change the category from 75% to 80% and then back down 

to 70% in order to see if there is any difference in the results.  

 

Here I also want to test the u-relationship discussed earlier – i.e. whether there is a 

negative relationship between firm performance and highly dispersed ownership (0-

30%), a positive relationship when ownership increases above 30% and then again 

when we reach the 50% stake performance weakens again.  

 

I start out by testing all the groups with ROA as the dependent variable. For the 0-

30% and the 31-50% groups the results are insignificant in all the years. When I turn 

to the 51-75% group I find a significant positive relationship in 2009 at the 10% level 

(p<0.10). Although this finding is interesting and gives me a reason to believe that 

most of the bad expropriating effects come from firms within the HIGHCON group I 

am still reluctant to make drastic assumptions here. This is mostly because I have not 

obtained much significant results from ROA so far and these results appear to be 

somewhat far-fetched. For the last group, the one representing the 76-100% stake, 

there is an insignificant relationship in all the years. When I change the group to 70-

100% I find a weak negative significant relationship in 2007 (p<0.25) but get 

insignificant results for the other years. Lastly, I change the groups’ stake to 80-100% 

and find insignificant results. Accordingly, it does not appear to make much 

difference when I vary the stake of the last group by 5% up and down.  

 

When I run the regression on ROE I find a clear negative relationship between 

performance and 0-30% ownership stake in 2007 (p<0.05), see Figure 5.1. Then again, 

in 2009 there is a very positive relationship between performance and an ownership 

stake in the 0-30% range (p<0.01). For the 31-50% and the 51-75% stake groups the 

results are insignificant for all years.  
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When I use ROE and test the most concentrated group (76-100%) I find a positive 

relationship with performance in 2007, which is in accordance with what I found out 

when I tested hypothesis 1. This relationship is significant at the 5% level (p<0.05). 

When I test for 2007 and move the stake down to 70-100% and 85-100%, both results 

are significant although only at the 10% level.33 Again, when I run the regression for 

the most concentrated group for 2009, I get a significant (p<0.05) negative result, 

similar to the findings in hypothesis 1. The results are also significant for the 70-

100% and the 85-100% groups.  

 

These findings are in accordance with what I found when testing hypothesis 1 and 

gives me a reason to believe that the two extremes, 0-30% and 76-100%, have the 

most explanatory power for the whole sample. That is, the firms within these two 

groups show the most visible trend and the firms within the other two groups weaken 

the explanatory power of the regression results. This is further confirmed by the p-

value (p<0.01) for the 0-30% group in 2009 vs. a p-value at the 5% level for the 0-

50% group in the same year.  

 

The results discussed above are shown in Figure 5.1.  

 

 
Figure 5.1: The relationship between firm value (ROE) and the two extreme groups; 0-30% and 76-

100%, for 2007 and 2009. 

 
                                                        
33 Regression results not presented 
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From the results discussed above it is clear that the aforementioned u-relationship 

does not hold for my sample, which is relatively easy to understand since it was 

initially developed for managerial ownership. If I had found that the alignment effect 

had kicked in after the onset of the crisis for the 76-100% group it would have made 

my results for 2009 in hypothesis 1 biased. This is because the majority of the 51-

100% group is made up of firms with very high concentration of ownership and it 

would have made little sense if the negative effect of ownership concentration in 2009 

would have mainly been from the 51-75% group, which makes up a relatively low 

portion of the whole sample, and that the 76-100% group would have been positively 

related to performance. 

 

5.2.3 Testing Hypothesis 3 
 

For hypothesis 3 I assume that firms in Iceland are either have a single large 

shareholder (defined as a shareholder with more than 50% stake), or several medium-

sized blockholders (defined as a shareholder holding more than 10% stake).  

 

When I divide my sample to see if hypothesis 3 holds, I find that the single large 

shareholder group takes up 59.13% of the sample and the group of several medium-

sized blockholders takes up 30.43% of the sample. From this it is clear that the 

majority of the firms constitute the aforementioned assumption made in hypothesis 3. 

There is, however, another group that takes up the rest of the sample, consisting of 

firms with one large shareholder (with <50% stake) followed by another small 

shareholder. This group represents 10.43% of the sample.  

 

These results somewhat support my hypotheses that the majority of firms in Iceland 

have an ownership structure that represents the governance problems that close 

corporations commonly suffer from; i.e. the one between minority and majority 

shareholders. I do, however, believe that the group of several medium-sized 

blockholders includes firms who do not suffer from this conflict of interest between 

minority and majority shareholders. The hypotheses is based on a study made in a 

Spanish context (cf. Gutiérrez and Tribó, 2004) and it is likely that it is more common 
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in Spain than in Iceland that several medium-sized shareholders form a coalition for 

control.  

 

5.2.4 Testing Hypothesis 4 
 

Hypothesis 4 states that an increase in the contestability of the controlling 

shareholder’s power affects firm value positively as opposed to firms where there is a 

single controlling shareholder. Here I use the Herfindahl index (HI_differences), 

measured by the sum of squares of the differences between the first and the second 

largest voting stakes, and the second and the third largest voting stakes, and the 

HI_concentration measure, which is calculated as the sum of squares of the three 

largest voting stakes. Both measures are assumed to be negatively associated with 

performance. In order to control for skewness I transform both measures into 

logarithms. If HI_differences is zero, the log(HI_differences) is set equal to the lowest 

value of log(HI_differences) among all other observations. There are four cases of 

this in my sample.   

 

When I run the regression with ROA as the dependent variable I get insignificant 

results for all the years.  

 

When I run the regression with ROE as the dependent variable I see a positive 

relationship between HI_Diff and HI_Conc and performance in 2007, indicating that 

the more concentrated the ownership is and the more concentration among 

shareholders, the better the firm performance, see Table 5.6. In 2009, however, there 

is a negative relationship between firm performance and ownership concentration and 

shareholder concentration. This further supports the findings from hypothesis 1 and 2.  
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Table 5.6: Regression results from testing the concentration of shareholders with the Herfindahl 

indexes on ROE for 2007 and 2009. P-values are presented in the parenthesis and the * indicates the 

significance level. * p-value<0,1 and ** p-value<0,05., *** p-value<0,01. 

 
 

Although there are relatively few shareholders in most firms I still want to include a 

regression where I take into account the number of shareholders, since the Herfindahl 

indexes only account for the three largest shareholders. I do this by creating a 

continuous variable representing the number of shareholders that is multiplied with 

the Herdindahl indexes. The results are different from the original results and indicate 

that the two herfindahl indexes have different effects on performance; i.e. 

HI_differences is negatively related to performance in 2007, while HI_concentration 

is positively related to performance (p<0.05). On the other hand, in 2009, 

HI_differences is positively related to performance while HI_concentration and 

performance are negatively related (p<0.05). In my sample, less than 14% of the firms 

have more than three shareholders and therefore it is likely that combining the 

Herfindahl indexes with the number of shareholders makes the results biased. This is 

because the firms who have more than three shareholders are all performing relatively 

well and have low herfindahl indexes before I multiply them with the number of 

shareholders. However, after the multiplication these low indexes become relatively 

high and the values more spread.  

 

The number of shareholders is negatively related to performance in 2007 and 

positively related to performance in 2009.   
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5.2.6 Testing Hypothesis 5 
 

My fifth hypothesis analyzes the identity of the three largest shareholders and whether 

shareholder’s characteristics affect firm performance. I perform this analysis on the 

three main shareholder types, industrial firms, family firms, financial firms and banks, 

and created a variable for each type. Financial firms and banks are combined and 

represent a single group. I also test for the combination of shareholders – e.g. does it 

affect performance negatively if two families are among the three largest shareholders 

or if two industrial companies are among the three largest shareholders.  

 

I start out by testing for the effects of having an industrial company as the largest 

shareholder. I use a dummy, which takes the value of 1 if firms have industrial 

companies as a largest owner and zero otherwise.  

 

When I run the regression with ROA as the dependent variable, the results are 

insignificant. ROE on the other hand shows a positive relationship between firm value 

and industrial companies as the largest shareholder in 2007 (p<0.25) and a negative 

relationship between the two variables in 2009 (again, p<0.25), see Table 5.7.  

 
Table 5.7: Regression results from testing the effects of having an industrial firm as the largest 

owner on ROE for 2007 and 2009. P-values are presented in the parenthesis and the * indicates the 

significance level. * p-value<0,1, ** p-value<0,05, *** p-value<0,01. These results are significant on 

the 25% level. 

 
 

Since it is difficult to make clear assumptions from these regression results I also run 

the regression without including a year dummy in order to see the overall results over 

the whole period. This gives me a significant (p<0.1) and positive relationship 

showing that the overall effect of having a firm as the largest owner has a positive 

effect on performance. If, however, I look at the results when taking the year 
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dummies into account it is evident that having a firm as the largest owner was 

beneficial before the crisis, but after the onset of the crisis these benefits turned into 

disadvantages.  

 

Next I test for the effects of having families as the largest shareholder. For 2007, 

ROA is negative and slightly significant (almost at the 25% level) while the other 

years are insignificant. ROE is also negatively significant in 2007 when I test for the 

effects of family ownership on performance (p<0.05), see Table 5.8. On the other 

hand, when I turn to 2009, there is a positive relationship between families as owners 

and performance (p<0.1).  

 
Table 5.8: Regression results from testing the effects of family ownership on ROE for 2007 and 2009. 

P-values are presented in the parenthesis and the * indicates the significance level. * p-value<0,1, ** 

p-value<0,05, *** p-value<0,01 

 
 

This indicates that families do not engage in expropriating behavior but serve as a 

monitoring mechanism in periods of economic instability. There are several plausible 

reasons for the negative effect of family ownership before the crisis. In section 3.1.6 I 

discussed the possible outcomes of family ownership based on what different scholars 

had found where some find a negative relationship between the two variables, while 

others find a positive one. It can be that during economic stability, families are not the 

best owners, but when times get tough they come together and family ownership 

serves as a control mechanism. In this relation it will also be interesting to see if 

having two families as the largest owners influences performance and this will be 

done shortly.  

 

When I run the regression to test for the effects of having financial institutions and 

banks as the main owners, the results are insignificant for both ROA and ROE. In 

order to see if pooling financial institutions and banks together makes the results 
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biased I also test each group separately, but also get insignificant results. The 

plausible reason for this is how few firms were controlled by financial institutions and 

consequently there is no clear pattern.  

 

Looking at instances when there are two industrial firms among the largest owners, 

the results for ROA are significantly negative in 2009 (p<0.25). The same applies 

when I use ROE as a dependent variable where there is an even more dramatic 

negative relationship between performance and two industrial firms as owners 

(p<0.25). The results for the other years are insignificant. This supports what I found 

before when analyzing the effects of having a single firm the largest owner and 

further indicates that firm ownership was bad after the onset of the crisis – perhaps 

because many of the firms who were owners were financial distressed as well.  

 

ROA shows insignificant results when I test for the relationship between performance 

and two families as the largest owners. The effect of having two families among the 

largest owners shows a strong negative relationship with performance in 2007 when I 

use ROE as the dependent variable (p<0.05). In 2008, there is a slightly weaker 

negative relationship (p<0.25) and in 2009 there is a very strong positive relationship 

between two families as the largest owners and performance (p=0.0001). The results 

are shown in Table 5.9 below.  

 
Table 5.9: Regression results from testing the effects of having two families among the largest 

shareholders on ROE for 2007 and 2009. P-values are presented in the parenthesis and the * 

indicates the significance level. * p-value<0,1, ** p-value<0,05, *** p-value<0,01. 

 
 

These results show that when two families are the largest owners it has a significant 

positive influence on performance after the onset of the crisis, while two families 

negatively affect firm value before the crisis. This further indicates that families serve 

as a control mechanism at times of economic turmoil.  
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5.2.7 Testing Hypothesis 6 
 

For hypothesis six I want to see if cross ownership affects firm performance 

negatively. To do this I create a dummy that takes the value of 1 if firms are owned 

through cross ownership and 0 otherwise.  

 

ROA shows a slight positive relationship between cross-ownership and performance 

in 2007 (p<0.25) and a slight negative relationship between the two in 2008 (p<0.25) 

and 2009, although the relationship in 2009 is only significant at the 50% level.  

 

When I use ROE to test for the effects of cross-ownership I find the same pattern but 

much more extreme; i.e. a strong positive relationship in 2007 (p<0.25) and a strong 

negative relationship between firm performance and cross-ownership in 2008 and 

2009 (p<0.25). These results are in accordance with my predictions and further 

indicate that firms involved in cross-ownership were the ones who were hit the 

earliest by the bad crisis effects, due to the negative effects in 2008.  

 

5.2.8 Concluding remarks on hypotheses 

 

In  Figure  5.2  I  have  gathered  the  numerical  conclusions  from  the  tested 

hypotheses  presented  above  which  demonstrates  selected  significant  results. 

Although  the  figure does not  include  the significance  levels  it  still  gives a good 

picture  of  how  each  variable  influences  performance  in  both  2007  and  2009, 

right  before  and  right  after  the  financial  crises  started  in  Iceland.  The 

conclusions  are  clear:  Before  the  crises,  concentrated  ownership  and  firms 

owned by industrial firms perform well whereas firms with dispersed ownership 

and  family  firms perform worse. After  the crises, however,  this has  completely 

switched  where  the  firms  with  concentrated  ownership  and  those  owned  by 

industrial  firms  perform  badly  and  the  firms  with  dispersed  ownership  and 

family owned firms perform better. 
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Figure 5.2: A demonstration of  the relationship between selected significant variables and 

ROE in 2007 and 2009.   

 
As I mentioned in section 3.3 I collected data on CEO duality and female 

representatives on boards of directors although I do not directly include the results in 

the thesis. I do, however, want to quickly mention the results here.  

 

To begin with, I simply wanted to analyze whether the composition of boards had an 

effect on firm performance and I decided to both test for the presence of female 

representatives on the board of directors, as well as CEO duality; i.e. when the CEO 

of a company is also a member of the board of directors. I start out by testing for the 

effect of female representatives on the board of directors, i.e. I create a dummy that 

takes the value of 1 if there is a female representative and 0 otherwise. The results are 

insignificant for both ROA and ROE. I then test for the effects of CEO duality on 

performance where I also create a dummy that takes the value of 1 if there is CEO 

duality and 0 otherwise. For ROA I get insignificant results while the results are 

somewhat of a question mark when I use ROE as the dependent variable. In 2007 the 

results are not significant. Then, in 2008 I get a strong positive relationship between 

CEO duality and performance (p<0.1) while in 2009, there is a strong negative 
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relationship between the two variables (this is however only significant at the 25% 

level). Table 5.10 demonstrates the results.  

 
Table 5.10: Regression results from testing the effect of CEO duality on ROE for 2008 and 2009. P-

values are presented in the parenthesis and the * indicates the significance level where * is p-

value<0,1, ** p-value<0,05, *** p-value<0,01. 

 
 

I also see if it makes a difference when I remove all firms from the sample that are 

seven years or younger in order to control for the aforementioned endogeneity of 

ownership. When I run the regression with ROE I get the same results as before but 

more extreme numbers in most of the cases, indicating that younger firms have some 

influence on the whole sample although the trend among the variables is mostly the 

same. Lastly, I decided to run a regression to see if listed firms outperformed their 

non-listed peers but did not get significant results.  
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6.  CONCLUSION 
 

The vast majority of Icelandic firms are non-listed with a high concentration of 

ownership. These firms usually have a small number of shareholders and my findings 

show that the dominant ownership structure in Icelandic firms is representative of the 

possible corporate governance issues that close corporations face; i.e. conflicts of 

interest between minority and majority shareholders. It is interesting to consider why 

firms have chosen the ownership that prevails among Icelandic firms. Is it planned 

beforehand in order to have majority control, or is it simply something that happened 

along the way since, I assume, that many Icelandic firms started out as small family 

firms and then grew big during the economic boom in Iceland. It can well be that the 

latter is the case. That is, that Icelandic firms simply did not pay much attention to 

governance practices and were careless in regards to adequate governance standards, 

and then when the crisis hit, those firms with high concentration of ownership got hit 

harder due to this lack of satisfactory governance mechanisms.  

 

My findings show that ownership structure has considerable impact on firm 

performance at times of crisis since performance changes significantly in relation to 

ownership structure, with firm value being negatively related to ownership 

concentration after the onset of the financial crisis. This applies both when I divide 

my sample up to two broad groups, i.e. 0-50% and 51-100%, as well as when I divide 

the sample up into smaller sub-groups. My findings also show that as the 

contestability of the largest shareholder increases, it positively affects firm value after 

the onset of the crisis, and the same applies to the number of shareholders. The 

identity of the largest owner(s) also has an impact on firm performance. The results 

show that family ownership is positively related to performance after the beginning of 

the crisis and the same applies to two families in the circle of largest owners. Firm 

ownership, on the other hand, is negatively related to performance after the crisis hit 

Iceland. This could imply that the family firms that did not grow big during the boom 

were not hit as hard when the crisis hit Iceland, or it could imply that families stick 

together and do a good job of protecting firm value during a financial crisis. As for 

cross-ownership, the results are similar to what I predicted, i.e. negative impact on 

firm performance after the onset of the crisis. Also, the positive influence of cross-

ownership before the crisis started is not surprising since some of the firms included 
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in that sample embraced risk-taking and aimed high when the economy blossomed in 

Iceland.  

 

Overall, my findings are in accordance with what I initially predicted, although I am 

surprised by how extreme the effect of ownership is on firm performance at times of 

financial crisis. Although the crisis in Iceland has been a devastating event, I must say 

that getting the chance to analyze this relationship at this point in time is extremely 

valuable.  

 

7.  SUGGESTIONS FOR FURTHER RESEARCH  
 

In light of the recent financial scandals and difficulties among firms operating in 

Iceland, it has become increasingly common that winding-up committees and banks 

take over companies in distress. This could be interesting to look at in relation to the 

so-called ‘zombie firms’ (inefficient firms that Japanese banks have supported 

financially) that emerged in Japan in the 1990s and contributed to the prolonged weak 

economic situation within the country. It is important that banks are aware of that 

short-term growth that might be found in taking over a firm in distress, do not 

compensate for the possible outcome if Iceland turns into a zombie-firm-land. An 

analysis of bank ownership and firm value after the crisis is something to pay close 

attention to and could be an interesting topic for further research. 
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APPENDICES  
 

APPENDIX 1 

Tables 

 
Table 1 shows the financial development in Iceland from 1979 and up until the privatization of 

the banks.  

 
 

 
!"#

#

TABLES AND FIGURES 

Table 1. Financial Evolution in Iceland 

Event Year 

Financial Indexation Permitted 1979 #

Liberalization of domestic bank rates 1984-1986 #

Iceland Stock Exchange established 1985 #

Interest Rate Act: Interest rates fully liberalized 1987 #

Stepwise liberalization of capital movement begins 1990 #

Treasury overdraft facility in the Central Bank closed 1992-1993 #

New foreign exchange regulations marks the beginning of the 

liberalization of cross-boarder capital movements  

1992 #

Interbank market for foreign exchange established 1993 #

Iceland becomes a founding member of the EEA 1994 #

Long term capital movements fully liberalized 1994 #

Short term capital movements fully liberalized 1995 #

Foreign direct investment liberalized in accordance with EEA 

agreement 

1995 #

Interbank money market 1998 #

Interbank FX swap market 2001 #

Privatization of state owned banks completed 2003 

Source: Central Bank of Iceland. 

  



Table 2: A list of all the variables used.  

Variables    Description  

 

ROA     Net income/total assets  

ROE    Net income/total equity 

Size    Log of total assets  

Leverage    Long-term liabilities divided by total assets 

Asset tangibility    Ratio of tangible assets divided by total assets 

Firm age    Log of firm’s age 

HI_differences   (shrdir1-shrdir2)2 + (shrdir2-shrdir3)2 

HI_concentration   (shrdir1+shrdir2+shrdir3)^2 

Total shareholders Continuous variable for the number of shareholders in each firm  

Year dummies Dummy variable representing each year that takes the value of one 

for the year under investigation and zero otherwise 

Dispersed dummy Dummy that takes the value of one if a firm has no shareholder 

with majority control and zero otherwise 

0-30% dummy Dummy that takes the value of one if the largest owner has a 0-

30% stake and zero otherwise 

31-50% dummy Dummy that takes the value of one if the largest owner has a 31-

50% stake and zero otherwise 

51-75% dummy Dummy that takes the value of one if the largest owner has a 51-

75% stake and zero otherwise 

76-100% dummy Dummy that takes the value of one if the largest owner has a 76-

100% stake and zero otherwise 

Industrial dummy Dummy variable that takes the value of one if the largest owner is 

an industrial firm and zero otherwise 

Family dummy Dummy variable that takes the value of one if the largest owner is a 

family and zero otherwise 

Financial dummy Dummy variable that takes the value of one if the largest owner is 

financial institution and zero otherwise 

Two family dummy  Dummy variable that takes the value of one if two families are 

among the largest owners and zero otherwise 

Two industrial dummy Dummy variable that takes the value of one if two industrial firms 

are among the largest owners and zero otherwise 

Cross dummy Dummy variables that takes the value of one if a firm is identified 

as having a cross-ownership and zero otherwise 
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