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Relation between foreign
ownership and firm
value - Fixed-effect panel
threshold regression analysis

Ruchi Kansil
The Institute of Chartered Accountants of India, Delhi, India

Abstract

Purpose — The paper examines the differential impact of various firm characteristics on firm value across
various threshold levels of foreign ownership.

Design/methodology/approach — Using a panel of 408 Indian publicly listed companies for the period
during 2010-2018, a fixed-effect panel threshold regression model is adapted to study the threshold effects
between foreign ownership and firm value. Tobin’s Q is used as a proxy for firm value.

Findings — The study identifies three threshold levels, that is, four threshold regions in which foreign

ownership changes its slope considerably. Various firm characteristics impact firm value differently in these
four regions.

Research limitations/implications — The study employs observations of the past nine years on variables
identified as firm characteristics impacting firm value. Some variables are dropped due to the problem of
multicollinearity. The employed variables may not be exhaustive in nature.

Practical implications — The present study implies that there exists no impact of foreign ownership on the
value of the firm. Foreign investors invest for financial considerations and not with the objective of governing
the firms. The governance effect of foreign investments is negligible, so their activism in the firms needs to be
encouraged. d s

Originality/value — The study employs a novel approach to study the impact of foreign ownership on firm
value applying fixed effect panel data threshold regression, considering foreign ownership as a proxy of
corporate governance.

Keywords Foreign ownership, Corporate governance, Firm value, Fixed effect panel threshold regression,
India, Emerging economy
Paper type Research paper

1. Introduction '

Investments when made outside the home country are called foreign investmeénts and can be in
either of the two forms - foreign institutional investment and foreign direct investment. Foreign
institutional investment inflows are found to be more in response to government actions and
regulations which in turn often navigate firm-level corporate governance changes (Gillan and
Starks, 2003). Foreign direct investments are a source of transfer of managerial and corporate
governance structures along with technology, job creation and productivity spillovers
(Ananchotikul, 2007). In a nutshell, foreign investments could be a cause of the development of
certain structures of corporate governance of the recipient countries. There exists sufficient
evidence of foreign investors owning a considerable amount of equity shareholdings across the
globe, wherein the average is at least 30% for all world markets (De La Cruzet al, 2019). Same is
the case for India, wherein 30% of the total market capitalization of listed corporations is owned
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Disclaimer: The work and views expressed within this article is solely of the author and do not
necessarily reflect the opinion of any organization the author is affiliated with. The work is an extension
of her Phd dissertation work.

Fixed-effect
panel threshold
regression

109

Received 23 November 2020
Revised 30 January 2021
Accepted 1 February 2021

World Journal of Science,
Technology and Sustainable
Development

Val. 18 No. 2, 2021

pp. 109-129

© Emerald Publishing Limited
2425945

DOI 101108/ W]STSD-11-2020-0095

"2‘/‘ *’é g AV K[L/\/\A ,\,F




Journal of Research: The Bede Athenacum Indian Journals.com

March 2021, Vol. 12 No. | (20-32)
10.5958/0976-1748.2021.00003.5

Effects of foreign ownership on Governance: A case of
Indian public listed companies

Ruchi Kansil

Owners of a company could be fundamental in evolving and shaping the overall corporate governance
culture. There is vast body of literature relating to the impact of foreign ownership on corporate
governance, but it is quite meager in the Indian context. The paper fills this gap by examining the impact of
foreign ownership on corporate governance using a sample of 200 Indian public listed companies for the
period of 2009-2018. Ordinary least squares regression model with spline specification technique which
allows for the piccewise linear relationship between two variables is adopted. Further, sensitivity analysis
of coefficients of ownership concentration has been performed for various threshold levels to determine the
threshold level in the Indian scenario. It is found that the relationship between governance score and
foreign ownership is non-linear. It is positive for threshold level before 15% and not later. While prior
studies have shown that foreign ownership is related to corporate governance and firm performance, this
paper contributes o a new understanding of the threshold level of foreign ownership that could be
considered to appraise the behavior of foreign shareholders so as to identify when it positively impacts

governance and when not,

Keywords: Foreign ownership, Corporate Governance, Emerging Economy, India.

1. Introduction

There is plenty of evidence that equity owners, whether domestic or foreign, institutional or non-
institutional are an important corporate governance mechanism (Lai & Tam (2017). Foreign
investors when invest outside their home countries may have either positive or riegative spillover
effects on recipient firm’s performaﬁce, value and/or management (Aggarwal et al., 2011;
Ananchotikul, 2006). The pqsitivé eﬁ'_ects include advanced technolégy,'manage'rial skills, training
and intangibles promoting eﬂflciency (Ananchotikul, 2006), monitoring and controlling the firms
and hence reducing agency problems (Aggarwal et al., 2011). The negative effects include taking
demand away from domestic firms and damaging their sales and proﬁtability (Aitken & Harrison,
1999) along with acting as insiders and exploiting minority. However, it is not certain that foreign
shareholders will actually monitor the firm they invest in.

Another dimension of monitoring by foreign shareholders is the existing shareholding pattern in the

recipient firms, which could either be dispersed or concentrated. The dispersed shareholdings
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Abstract: The present paper is an attempt to study the present ownership

structure of S&P BSE 500 Indian listed firms in order to take heed of the AQ2: Please reduce
expected level of shareholder engagement and the level of governance practices @r‘raﬁ of no more
of such firms. The paper employs a cluster analysis approach to identify the 150 words.
distinct cluster or group of firms with probably similar level of sharecholder

engagement and governance practices from financial data gathered from
secondary sources. The ownership data reveals that ownership of publicly listed
companies in India is concentrated in the hands of Indian promoters and
non-promoter institutional shareholders. Thus, the institutional investors have
become important owners alongside the Indian promoters. This study brings to
light the role of institutional investors in the control and management of the
firms they invest in and would help to enhance corporate governance practices
via shareholder activism and engagement. The study is relevant for board of
directors (BOD), institutional investors and policy makers, regulators, think
tanks, corporates, investors and researchers. The study intends to fill the
existing gap in the literature on ownership structure segmentation as well as the
engagement role of institutional investors.

Keywords: corporate governance; ownership structure; cluster analysis; India;
ownership segmentation; shareholder activism; shareholder engagement.
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The research paper studies the present ownership structure of S&P BSE 500 Indian listed firms in order to take heed of the expected level of shareholder engagement and the level of governance practices of such firms. The paper employs a cluster analysis approach to identify the distinct cluster or group of  firms  with  probably  similar  level  of  shareholder  engagement and governance  practices. It is found that ownership of publicly listed companies is concentrated in the hands of Indian promoters and non-promoter institutional shareholders. Thus, the institutional investors have become important owners alongside the Indian promoters and can play dominant role in the control and management of the firms they invest in. They would help to enhance corporate governance practices via shareholder activism and engagement. The study is relevant for Board of Directors (BOD), institutional investors and policy makers, regulators, think tanks, corporates, investors and researchers. 
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