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ABSTRACT
Master Thesis
Ownership Structure and Corporate Governance
In Turkish Stock Companies

Ozlem KOCAAGA

Dokuz Eylul University
Institute of Social Sciences
Department of Business Administration

Graduate Program in Finance

The importance of corporate governance has increadein the companies
after the big corporate scandals. Financial crisiemerged globally or domestically
also draw attention to the corporate governance is® as a key element for longer
and better financial performance.

The aim of the study is to analyze the impacts ofwmership structure on
performances of Turkish non-financial firms listed on Istanbul Stock Exchange
(ISE) by considering the financial crisis emergedn 2001 and 2008. The sample of
the study consists of all non-financial firms quotd at ISE and the firm-level data
for the sample period covers the years from 1999 t8008 is obtained from the
official website of ISE.

In the first chapter corporate governance and its pnciples are defined.
This chapter also discussed the possible benefité arporate governance issues.
Second chapter reviews the literature about the edtts of corporate governance



and ownership structure on firm performance. The erpirical analysis of the study
is also provided in this chapter.

The results show that the relationship between owmghip structure and
firm performance is statistically significant and the direction is negative for free
float rate and it is statistically insignificant for first major shareholder. Second
major shareholder is only significant to explain Tdin’s Q in OLS model. The
relationship between second major shareholder anddbin’s Q is negative in this
model. All indicators of ownership structure show mnsignificant relationship with
return on equity.

Key Words: 1) Corporate Governancg) Ownership Structured) Firm Performance



OZET
Yuksek Lisans Tezi
Turkiye’de Halka Acik Sirketlerde Kurumsal Yonetim ve Mulkiyet Yapisi

Ozlem KOCAAGA

Dokuz Eylill Universitesi
Sosyal Bilimler Enstitisu
ingilizce Isletme Yonetimi Anabilim Dali

ingilizce Finansman Programi

Sirketlerde kurumsal ybnetime verilen 6nem yaanan firma skandallari
sonucunda artmstir. Dinyada ve Turkiye'de ortaya cikan finansal krizler, uzun
soluklu ve daha iyi finansal performansin 6nemli ki unsuru olarak gorilen
kurumsal yonetim anlayisina dikkat cekmistir.

Bu calismanin amaci, istanbul Menkul Kiymetler Borsasi'nda (IMKB)
islem goren reel sektor firmalarinin malkiyet yapilarinin performanslari tzerine
etkisini 2001 ve 2008 yillarinda ysanan krizleri de g6z 6nunde bulundurarak
analiz etmektir. Calismanin orneklemi IMKB'ye kote olan tim reel sektor
firmalarini kapsamaktadir ve 0Orneklem donemini olwturan 1999 ve 2008
yillarindaki firma bazinda veriler IMKB’nin resmi internet sitesinden alinmistir.

Birinci bélimde, kurumsal yonetim ve ilkeleri tanimlanmaktadir. Bu
bolimde ayrica kurumsal yonetimin olasi faydalar & alinmistir. ikinci bolum,
kurumsal yonetim ve milkiyet yapisinin firma performansi Uzerine etkileri
hakkinda yapilan literatlr taramasini sunmaktadir. Calismanin ampirik sonuclari
yine bu boélimde anlatiimaktadir.

Vi



Elde edilen sonuclara gore, miulkiyet yapisi gosteederinden olan
dolasimdaki pay ile sirket performansi arasinda istatistiksel olarak anbmli ve
negatif yonlu bir iliski oldugu gortlmis, ancak birinci buylk ortagin payi ile
sirket performansi arasinda istatistiksel olarak anamsiz bir iliski oldugu tespit
edilmistir. kinci biyik ortagin payi ise,sirket performans gostergelerinden olan
Tobin’s Q’'yu siradan en kiguk kareler yontemine goe negatif yonlu bir iliski ile
aciklamaktadir. Mulkiyet yapisi gostergelerinden h¢biri sirket performansi

gostergelerinden olan 6zsermaye karlgini agiklamada anlamli degildir.

Anahtar Kelimeler: 1) Kurumsal Yonetim2) Sermaye YapisB) Firma Performansi
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INTRODUCTION

Globalization brings tough competition rules to thmarkets and corporations
seek alternative ways to exist in the near futdimstitutionalization and corporate
governance can be defined as indispensable issudsedasis of observations in the
developed economies. Modern administration and gemant philosophy is widely
spread nowadays. Hence, sustainability plays aroitapt role and is showed as a
primary target.

The importance of corporate governance has inadease publicly held
companies after Enron and WorldCom scandals. Fiakodsis emerged globally or
domestically also draw attention to the corporateegnance issue as a key element for
longer and better financial performance. “Corpogagernance has been discussed as
one of the main factors that caused the East Ammamcial crisis in 1997-98 (e.g.,
Claessens, Djankov, and Xu, 2000; Mitton, 2002;kB#&ang, and Park, 2004)” (Lee,
2009). “Following the Asian crisis, the consecutsgsis in other emerging markets
such as Russia, Mexico, Brazil, Argentina, Turketc. pushed policy markers and
many researchers to conduct research about th#&onship between ownership
structure and firm value” (Kirkulak, 2009).

Turkish firms have different problems. The firmsvéalimited financing
opportunities due to small-scale financial systeaand they have not reached the
efficiency and high standards, have stagnationairingrship and growth perspectives
due to the economic conditions and insufficientoripg. These problems block
Turkish companies to have physical capital and lureaources needed. At this point,
we can consider corporate governance for compari@sy term performance,
profitability, resource allocation and utilizatioagcess to capital and financial markets
and meeting potential partners. Because they shepdess themselves in intelligible
way to find their potential resources of financinp other words, they need

introduction and information strategies to impraesskeholders outside the company



and future shareholders. Moreover, this kind cditstyy is necessary for the company
success and to attract labour market and qualifilegttors.

Nowadays, numeric values that show companies’ fataifity and performance
are not enough to predict their future performaraed values. The key elements are
the sustainability of the performance and succesBcators. Sustainability is an
extremely important indicator that includes and leates the internal and external
factors. These indicators consist of economic, remvnental and social criteria,
corporate and financial governance. Hence, sudtlneompany performance is not
made up of just financial performance, profitaigiland its growth. These indicators
carry weight in evaluating their success and thdy present particular period for long
term. However, sustainable performance criteriasgme long term and more
comprehensive frame. Sustainability is connectéth Wie management of risks come
from economic, environmental and social developmentthe same time. Per contra,
organizational and financial risks are also mandggdorporate governance. So, all
their results reflect on firm value and maximizes ttakeholders’ wealth. In other
words, corporate sustainability aims to create e&tw shareholders in long term.

The relationship between ownership structure, a@atgo governance and
performance has been the subject of an importabatdein the finance literature.
Demsetz and Villalonga (2001) indicates that thbatle goes back to the Berle and
Means (1932) thesis, which suggests that an negathationship should be observed
between the portions of shareholders and firm perdoce. On the other hand,
“Demsetz (1983) argues that the ownership struatieecompany should be thought of
as an endogenous outcome of decisions that réfleahfluence of shareholders and of
trading on the market for shares. The ownershipctire that emerges, whether
concentrated or diffuse, ought to be influencedthsy profit-maximizing interests of
shareholders, so that, as a result, there shoulthdbsystematic relation between
variations in ownership structure and variationdiim performance.” (Demsetz and
Villalonga, 2001).



In this study, the relationship between firm perfance, as measured by
Tobin’s Q, return on asset (ROA) and return on ®o{ROE) and ownership structure
for the non-financial Turkish firms listed on Iskant Stock Exchange is examined.

The aim of the study is firstly define the corpergbvernance and explain the
OECD Corporate Governance Principles. Then theflierod corporate governance are
explained. Information about the previous empirstaidies in worldwide and Turkey
on corporate governance, ownership structure andgerformance issues is provided.
Then the empirical analysis using the firm-levehgladata is presented explaining the

impact of some descriptive variables on firms’ fingl performance.



CHAPTER 1

CORPORATE GOVERNANCE

11 SCOPE OF CORPORATE GOVERNANCE

The Organisation for Economic Co-operation and Digraent (OECD) defines
the corporate governance as ‘a set of relationdgpseen a company’s management,
its board, its shareholders and other stakehold&ygorate governance also provides
the structure through which the objectives of thenpany are set, and the means of
attaining those objectives and monitoring perforogaare determined.’

O'Donovan (2002) defines corporate governance ams ifdernal system
encompassing policies, processes and people, veeicles the needs of shareholders
and other stakeholders, by directing and contrgllimanagement activities with good
business savvy, objectivity, accountability ancgrity. Sound corporate governance is
reliant on external marketplace commitment andslagon, plus a healthy board
culture which safeguards policies and processes’.

In the beginning, corporate governance concept dea®loped to solve multi
national firms’ problems when the firms which am@ public and public bodies have
started to derive benefit from being institutiomall. Shareholders may have
investments in several companies. However, compaagagement is controlled by
professional directors who are authorized in thenen@f these shareholders. In other
words, firm’s ownership and managerial decisiores @ntrolled by different people.
So, the entitled parties are the shareholderstanditectors manage the company. This
situation has brought the problem that shareholdemsot have enough power to audit
professional directors’ actions so the directorgehbecome very powerful to manage
the company activities and sometimes used this péweheir own benefits which are
against the shareholders’. Of course shareholderg Ime closely involved with the

decisions of the company by asserting their rightecting the board and firing the



directors that they think they are insufficient lithey were not enough. Nevermore,
corporate governance concept was developed tondieethese issues, which produce
chaos.

On the other hand, there may be the majority ovmgrf®r the company. In that
kind of companies, this majority owner has enougiwegr and right to audit the
management but there can still be some risks ferntimority owners. For example,
majority owner may play along with the managementtiie disadvantage of the
minority owners. It is more common in countries @hido not have enough legal
cautions. ‘La Porta, Lopez-de-Silanes, Shleifer &mhny (1997, 1998, 2000) show
that the legal framework that firms and investasef differs significantly around the
world, in part, because of differences in legafjiori (Garay and Gonzalez, 2008).

Shareholders do not always have enough time or ptwaudit the companies
which they hold the shares of. This situation migatke the directors to act against the
shareholders just to make some benefits for their. €orporate governance concept is
very important especially for companies that owhgrend management are separated.
The reason of why corporate governance is creatédat equity owners do not have
proportional power. Whilst management implies tokenglans for some beneficial
purposes, to organize, to exercise, to coordinaté ® take actions; corporate
governance is interested in how these actions @rggdo be taken in favor of interest
groups and organizational purposes.

It is not always possible to meet the expectatmingll interest groups equally.
For example according to shareholders, the efftyiesf the company depends on the
maximization of the returns of their investmentsfibhancial establishments depends on
the discharge of the debts; to employees efficiedepends on how secure it is.
However, there can be different expectations batvaareholders like stock dividend
distribution. It becomes a very critical missiom Bocompany to meet expectations, at
least sometimes.

Why so important? Corporate governance provideangal and control what is

needed and meets benefits of controlling sharemgldemall shareholders, board,



professional directors with employees, creditocs €orporate governance can provide
it by its principles which are being just and faigsponsibility, transparency and
accountability.

Corporate governance has become more famous incjyubeld companies
after Enron and WorldCom scandals. After the Paamsatandal in Italy, when the
family firms have been started to be examined noarefully, the importance and role
of the boards and transparency of management,gbiateof small shareholders have
gained ground. Del Brio, Maia-Ramires and Pero@¢2 indicate that ‘the collapses of
Enron and Parmalat made it clear that firms shamdergo further modifications to
protect their shareholders’ interests, to increhsdirm’s transparency and to guarantee
shareholders' reliance on directors’ management.’

Corporate governance is not a guarantee of opagdtprofitability in business
world. Correct and good management takes effe¢t tootpublicly held companies and

non-publicly held companies. A firm can only

e be efficient and effective
e reach the targets

e take actions under legal and social respons#slitly institutionalization.

In recent years, people have been confusing maregemnd corporate
governance. We can define management as the adikendaily production, selling,
marketing accounting, human resources processeahlyyprofessionals. This kind of
companies have purchasing regulations, accountmgegures; know how to do market
research; have financing policies and human ressupolicies. They are managed in
particular procedures and regulations by good @ddgarofessionals.

But corporate governance is a risk managementoipocate governance, it is
important to have a board consists of some indegr@ndirectors who manage the
controlling shareholders, make a move, can say wén it is necessary. Especially in

growing companies, experienced and internationglialified board members give



weight to the company. It is not possible for cdtaus to do the same functions. They
can only give advises on what they are consulted.

Transparent and reliable financial statements acessary to be able to analyze
the company. Besides, independent and finance iexged employees and audit
committee increase the liabilities of the reponténimize the agent cost. Especially in
family firms, speaking family problems in family wacil and firm problems in board is
a pre-condition. Planned, updated and systematazdbmeetings provide fettering
responsibilities, planning and supervisions. Inataesion, these meetings avert wastes
of time. Moreover, generations after the foundeghtinot be willing, qualified or well
educated to run the firm efficiently. In this cassternal audit mechanism and risk
management provided by the board will provide soatality for the firm.

Turkey has covered serious distance in recent yeast of all is the corporate
governance principles accepted by Capital Marketr& (CMB). There is “apply it; if
you can't, explain it” principle which is valid fopublicly held companies. These
principles were accepted in July 2003 and therseslvin February 2005. But of course
corporate governance is more important for smalll amedium-sized enterprises
("SME”) than publicly held big companies. SME arelated to good and correct
managements as much as to economic conjuncturesrefohe, new Turkish
Commercial Law draft is a kind of revolution. Itusry important present transparency
in financial reports, risk management, audit coh@p importance of boards to the
Turkish business world. Otherwise, Turkish firmsllwiot be able to protect their
competitive advantages.

Furthermore, if there is a doubt that companieshatenell directed, the capital
will run to other countries. Accordingly, good corpte governance is the most
important condition to provide sustainable growth.



1.2 PRINCIPLES OF CORPORATE GOVERNANCE

Corporate governance is only part of the larger mmmic context in which
firms operate, which includes, for example, macooemic policies and
the degree of competition in product and factor ke#s. The corporate
governance framework also depends on the legalulaégyy, and
institutional environment. In addition, factors suas business ethics and
corporate awareness of the environmental and salcieterests of the
communities in which it operates can also have mmpact on the
reputation and the long term success of a comp8ayb{u and, Bocean,
2007).

Corporate governance must make an effort to sasisiyeholders and interest
groups equally and make the company reach a sabtaiperformance level in long
run. Arrangements for corporate governance shoelffbused on four basic principles:
being just and fair, transparency, accountabilibd aesponsibility in able to find
resources necessary.

“The principle of ‘Justice and Fairness’ impliesitltorporate management has
to act just and fair to all stakeholders. It alsonpels the management watch over the
shareholders’ rights. An OECD study considers tiogporate governance is the system
by which business corporations are directed andraied.” (OECD, 1999). The
corporate governance structure specifies the bigtdn of rights and responsibilities
among different participants in the corporationclsuas, the board, managers,
shareholders and other stakeholders, and speliheutiles and procedures for making
decisions on corporate affairs. By doing this, I#oaprovides the structure through
which the company objectives are set, and the mebataining those objectives and
monitoring performance. OECD Corporate Governanaeiples make it very clear on

being just and fair in five clauses.

CLAUSE 1: The corporate governance framework shouldprotect and
facilitate the exercise of shareholders’ rights

This clause defines the shareholders as the ow8beseholders have the right
to maintain their benefits from the company or &l ©ff them. Good corporate

governance protects this ownership right and hagdaiv codes, the procedures and the



applications on record and transfer methods. Tlasse also has the definitions of
accession of shareholders to company resolutioets &8 board election, approbation of

important mergers and acquisitions, etc.

CLAUSE 2: The corporate governance framework shouldensure the
equitable treatment of all shareholders, including minority and foreign
shareholders. All shareholders should have the oppoinity to obtain effective
redress for violation of their rights.

According this clause, the legal framework is siggabto cover the law codes
that protect the minority and foreign shareholdagsinst the majority shareholder,
directors or board.

CLAUSE 3: The corporate governance framework shouldrecognize the
rights of stakeholders established by law or throuy mutual agreements and
encourage active co-operation between corporatiorend stakeholders in creating
wealth, jobs, and the sustainability of financiallysound enterprises.

This clause indicates that companies should conalatsut the community while
they are aiming at the benefits of the shareholdBtg the Corporate Governance
Principles have the minimum requirements for thepoasibility codes so companies
should take more “responsibility actions” than tlaeg supposed to, according to legal
codes if they are willing to have better corporgd@ernance. In the light of this view,
corporate governance suggests that employees splayid role in corporate decisions

and create a medium where all stakeholders arg@lebepress their possible concerns.

CLAUSE 4: The corporate governance framework shouldensure that
timely and accurate disclosure is made on all mat&l matters regarding the
corporation, including the financial situation, performance, ownership, and
governance of the company.

This clause implies that companies must have tpparent and comparative
information sharing. Also, investors can not find@portunity to make an investment
if they do not have satisfactory information. Thengood corporate governance

requires companies’ declarations of their formerfqgvenance and forward looking



goals and possible risks that the company will tdkes principle also encourages new
arrangements about declaration not just aftersad@edback but also of pre-action and

during action feedbacks.

CLAUSE 5: The corporate governance framework shouldensure the
strategic guidance of the company, the effective mdoring of management by the
board, and the board’s accountability to the compawn and the shareholders.

Unlike transparency principle, accountability istjuabout the after-action. It
provides the accountability of the board of direstand also lets the board monitor the
chief executive officer (CEO) and other executivicers, therefore responsibilities
between the board and the executive officers masibst be clear. Otherwise the
accountability will be doubtful. Thus, the arrangs1ts on structure of boards are very

important in report and codes about corporate garere.

1.3 BENEFITS OF CORPORATE GOVERNANCE

The benefits of corporate governance can be lestelddetailed as follows:

1.3.1 Competition for Financial Resources with Minimum Cast

One of the main reasons why the corporate goveenawery important for
national economies is global competition. Nowadayernational investors represent
outstanding financial resources for the companies. contrast with that, the
accountability of the resources provided by intéomal investors has become more
important than it used to be, especially after tapital markets became global.
‘Corporate governance practices can determinedbe with which companies are able
to access capital markets. Well-governed firms peeceived as investor-friendly,
providing greater confidence in their ability tongeate returns without violating
shareholder rights.” (The Russia Corporate Goveraallanual, 2004). Countries

which are more successful to meet expectations naoee advantageous in the

10



international competition for the foreign capit@lompanies should inspire confidence
to investors if they need more financial resour@ed this may be the only way to find
them. Besides, companies should use these resofmcese purposes that already
agreed by the investors if they really want thatficence. If the companies try to find
new capital by the sale of the shares, they inerédas number of the shareholders in the
economy. Investors pay attention for the companpagament if it is good or bad as

much as they do for the company’s financial reports

1.3.2 Efficient Resource Utilization

The corporate governance encourages efficient resattilization not only for
companies but also for national economies. Good@uic systems need that debts and
equities must be used by the companies which aitly uccessful in the utilization of
them. So, the corporate governance satisfies tl@mlsdemands by protecting and
expanding the scarce resources.

Good corporate governance makes the capital utdizamore efficient by
providing a possibility to change directors whorda utilize the resources efficiently,
do not have enough skills or works for his/her pead benefits which are against the
stakeholders’. Besides, it encourages directorsiiadtration in favor of the company
which is another reason why corporate governancgomd for efficient resource

utilization.

1.3.3 Company Performance Growth

‘Improvement in the company’s governance practleasls to an improvement
in the accountability system, minimizing the risk foaud or self-dealing by the
company’s officers.” (The Russia Corporate GoveceaManual, 2004). Monitoring
management performance, because of the accoutwtapiinciple, might make it

possible to increase corporate performance. Th@ocate governance encourages

11



board and directors rustle for the same purposetiteg whatever the company’s goal,
for example board of management valuation. Thearatp governance codes suggest
the evaluation of the board members’ performanogsther and individually. So the
board can make more contribution to the successhefcompany. Likewise, the
executive officers should be also evaluated byhbard systematically. This system
does not only provide realistic, clear and meadarajoals for the corporate

management, but also make it necessary to mohigperformance continuously.

1.3.4 Prevention of Lappage and Sustainability

Prevention of lappage plays an important role t&erthe company carry on its
successful performance in the long run. Otherwiseill damage the relationship with
the interest groups who provide the financial resesi for the economic efficiency and
then the conditions that provided the corporatecieficy will suffer. For example, if
the management does not care about the investengfits, the company will not be
able find the financial resources that are needibrsettle for the new resources with
high cost. Likewise, if the corporate strategy #tems the stakeholders’ benefits,
production efficiency will suffer. Yu (2004) dravn attention to this issue and indicates
that ‘Controlling minority insiders can potentialgxpropriate outside investors by
diverting resources for their private benefit. Afatively, managers can have the
chance to increase their future wealth in propartto their claims, by investing
resources within the firm in profitable projects.’

Bocean and Barbu (2007) indicate that ‘the corgogdvernance framework
should recognize the rights of stakeholders adksted by law and encourage active
co-operation between corporations and stakeholdecseating wealth, jobs, and the
sustainability of financially sound enterprises.’

Corporate governance codes emphasize that stakeboldenefits must be
considered while the decisions are being madegeptdke tools that are required for it

and make different benefits reflect to the corpositategy.
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1.3.5 Mergers and Acquisitions

Nowadays, consolidation desire, which was broughbyincreasing conditions
of competition, is one of the reasons that makeaate governance concept very
important for companies. Mergers and acquisitiaieskeecoming to carry more weight
than they used to be, thus they cause an essehtiage in transaction issues. After
mergers, boards which have more formal processopadations have a significant
influence on the new company.

Besides, firms may not have cut and dried issuesus® of their long run
relationships but they have to make every issumdbidue to accountability principle
of corporate governance. To give an example atpihiist; election of board, creation of

annual operation plan, development of performanegeitoring methods etc.

1.4 OWNERSHIP STRUCTURE

The relationship between ownership structure amd performance is one of
the most important issues in the finance literatDistribution of equity can be defined
as ownership structure by including the votes aaqltal and the identity of the equity
owners. Lee (2009) indicates that ownership strectienerally refers to the allocation
of equity (ownership concentration) and the idgntit the equity owners. Jensen and
Meckling have concluded in their studies that tledug of a firm depends on the
ownership structure. Since there is a link betwtderownership structure and corporate
governance, ownership structure can have both ip@sdand negative effects on
corporate governance.

Gursoy and Aydgan (1998) defines Turkish companies as highly cotmaged,
family owned firms attached to a group of compargeserally owned by the same
family or a group of families. The group usuallglides a bank, which does not have

significant equity ownership in member firms. Altlgh professional managers

13



contribute to these companies, family members &@e highly actively involved in
strategic as well as daily decisions.

Yu (2004) highlights the importance of ownershipusture on firm value and
indicates that potential conflicts of interest beén insiders (controlling shareholders
and managers) and outsiders (investors) are ceturghe analysis of the modern
corporation in which insiders have less than fullnership. ‘These analyses suggest
that the firm’s ownership structure is a primaryetiminant of the extent of agency
problems between controlling insiders and outsidéensen and Meckling, 1976).’
(Yu, 2004).

The corporate governance varies according to theewhip structure of the
corporate sector. Ownership structure can be défasethe governance mechanism.
Highly concentrated ownership structure has anmdge of having a strong leadership
and cohesive management team formed by controleedbars. However, in companies
dominated by only one family, those family membkave an intention to grant the
right of governance over the company for the bér#ftheir own interests and not to
take into consideration the benefits of minoritaiEholders.

Finance literature presents several findings irtdatathat large shareholders
structure may play an active and effective roleanporate governance. “In Germany,
for example, Franks and Mayer (1994) found thagdashareholders are associated with
higher turnover of directors. Gorton and Schmi®9@) documented that block
holdings by banks improve companies’ performande.Japan, Kaplan and Minton
(1994) found that companies with large shareholdmes more likely to replace
managers in response to poor performance than Witheut them.” (Yau, 2007).

In his study, Yau (2007) indicates that “Jensen Biedkling (1976) proposed
that as managerial ownership increases the owneagea's interest converges with
shareholders. Therefore, there is an increasingnine for the owner-manager to
maximize the value of the firms as managerial osimgrincreases. It may be effective

to control the manager incentives by being large.”
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In order to remove the deficiencies in corporatevegoance, different
mechanisms can be applied. Corporate governancéamems can be divided as
internal and external. Cvelbar and Mihalic (200@&jinked internal mechanisms as they
operate through the Board of Directors and ownprs$tructure, while external
mechanisms refer to the external market for cotpocantrol and the legal system.
They also refer to Becht et al. (2000) who idenfifye alternative mechanisms of
corporate governance: the concentration and igeafibwners, hostile takeovers and
proxy voting, the delegation and concentrationaitml in the Board of Directors, the
alignment of managerial interests with investorsodigh executive compensation
contracts and the clearly defined fiduciary dutytled Chief Executive Officer. In their
study, they also mentioned about the another relsedrAgrawal and Knoeber (1996)
who propose seven corporate governance mechanisnsgder shareholdings,
institutional shareholdings, shareholding by blbckders, a proportion of outsiders on
the Board of Directors, debt financing, an exteradlor market for managers and a
market of corporate control.

All researchers describe ownership structure as iraportant corporate
governance mechanism. This thesis investigatesdlation between the ownership
structure, corporate governance and the performaheo®mpanies. Portion of shares
owned by a firm’s most significant shareholders iagduded in this thesis in order to
capture the effects of ownership structure on faierformance. Free float rate is used as
a measure of corporate governance. In conclusitiavé not recorded any empirical
evidence exploring the relation between ownerstiycure and company performance
in the Turkish listed companies.
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CHAPTER 2

EMPIRICAL ANAYSIS: EFFECTS OF OWNERSHIP STRUCTURE O N
FIRM PERFORMANCE

2.1 LITERATURE REVIEW

The brief survey of prior empirical and theoretistiidies is structured along
two lines. First, research on the relationship leetwcorporate governance and firm
performance in Turkey is discussed. Second, thdiedftabout the impact of corporate
governance on firm performance in worldwide are samzed.

Tanriéven, Kicikkaplan and Ba (2006) used one way ANOVA test to
analyze the relationship between ownership straston bank performance of Turkish
commercial banks listed datanbul Stock Exchange by considering the finanaidbs.

In their study, they also try to find out the etfeof voting power of top manager in the
board of directors on financial performance of tsahl¢ using the Independent Sample
T Test. According to their study, banks are clasgdifinto three major ownership

structures in Turkey as family banks, holding baakd widely held banks. They found

that the family and holding banks’ performanceasitiio not differ from those of other

banks based on the independent variables, but it banks’ performance ratios

are affected by the independent variables difféyer@mparing to other banks.

TezO0lmez and Gdglen (2006) analyzed the relationship between theeostrip
structure and the financial performance of intaamatl joint ventures in Turkey. They
identify some variables used as performance indicsich as financial ratios, various
financial returns to the local parent, and the degyf achievement of the local parent
goals in establishing the international joint veatu They conclude that there is a
strong and positive relationship between the diffiee of the portions of the parent
companies and the company’s financial ratios arad gchievement performance.

Gursoy (2006) formed a theoretical model in ordedéfine the relationship

between foreign shareholding and corporate govemagstem. He benefited from the
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researches in the literature to describe a theatetiodel about the foreign investor and
corporate governance. In his study, he concludatttie corporate governance system
is affected by the ownership structure, for examgusts arising due to the conflicts
between foreign shareholders, large shareholderd amranagement. “Foreign
shareholder have always an intention to minimize &dditional costs and risks of
investing in a foreign country, thus in parallelthvihe increasing number of foreign
shareholders on companies, the change in the Tuddgorate governance culture is
likely to be more apparent” (Gursoy, 2006).

Bilyukdereli (2007) analyzed the impact of ownersstiucture of real sector
firms listed inistanbul Stock Exchange on their financial perforoean Financial ratios
of 249 firms quoted dstanbul Stock Exchange were calculated on finastéements
prepared annually and a panel data was obtaineuisIstudy, he decided to calculate
Tobin’s Q as performance indicator of a firm aneédiss a dependent variable in his
model. He used some dummy variables such as th®mpaf major shareholder, the
portion of second major shareholder, foreign owmersand free float rate. He
concluded that there is a positive relationshipveen the number of owners and
Tobin’'s Q and profit rates. Foreign ownership abdtects the firm performance
positively.

Serinkaya (2008) examined the effect of corporateeghance practices on firm
value for the manufacturing firms listed in IstahBtock Exchange in 2006 by using a
multiple regression model. He applied multiple esgion model in his study. As a
result, he concluded that the number of board mesrdred the growth of sales volume
have positive effect on market to book ratio of tt@mpany. This ratio is also
negatively affected in case of general managelss aboard member. Other variables
related to the shares of corporate investors, émesrand free float rate have no
statistically significant effect on firm’s value.

Topcu (2007) analyzed the impact of corporate gumere systems of listed
companies in Istanbul Stock Exchange on the firlnezeShe applied a questionnaire to

those companies. The questionnaire was appliedetdbdard members, chief financial
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officers, investor relations managers and profesdgoand other top managers of the
companies. She tries to obtain some evidence tmusinate the relationship between
corporate governance implications and firm valuge Supports her study based on the
six main parts namely shareholder rights and tramsy, financial transparency,
board structure and responsibilities, stakeholdights, rights and benefits of
management and comments regarding the relation eletwcorporate governance
implications and firm value. Answers were analyaed she concluded that there is a
relationship between board structure and respditigibiand firm value. Other main
headings have no any significant effect on firmueal

Yildirnrm and Demirelli (2009) analyzed the impactsy the financial
performances of the non-financial Turkish compalfigted on Istanbul Stock Exchange
by considering the capital structure and contralgoof the companies. The variables
are determined as share of largest shareholdegemetral assembly control rates of the
largest shareholder as an indicator of capital @smp and control structure. In order to
determine the effects of these variables on rebmrasset, profitability of sales, return
on equity, and the other financial performance messent, Tobin’s Q were regressed.
In conclusion, there is a positive relationshipwestn shares of the largest shareholder
of the company ownership and control of power arddifability of assets, profitability
of sales, profitability of equity capital have deased, but Tobin q ratio.

Bauer, Guenster, and Otten (2003) investigate thlationship between
corporate governance and firm value of 249 and ®88s included in the FTSE
Eurotop 300 in 2000 and 2001. The impact of goagh@@te governance systems on
stock returns is analyzed by using regression amslyThey design a model by
considering two groups, well-governed companies@atly governed companies and
they compare the financial performances of thosedwups. They also used countries
as dummy variable and the results for United Kingdand the Eurozone markets are
compared. They conclude that there is a positilegiomship between firm value and
corporate governance. Tobin’s Q is used in ordedet®rmine the firm value in this

study. But they find negative relationship betwgewernance standards and financial
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ratios such as return on equity and net profit nmanghich are assessed as performance
indicator in this study.

Yu (2004) uses OLS equation and simultaneous exjuatigressions in order to
analyze the relationship between ownership stracamd firm value. He examines 98
Korean firms listed on Korea Stock Exchange fron94190 2000. The dependent
variable is determined as Tobin’s Q and as a reduhe study he conclude that there is
no any significant relationship between Tobin’s gl andividual ownership whereas it
is affected by firm member ownership.

Black, Love, and Rachinsky (2006) examined the ihpaf corporate
governance of Russian companies on their marketesabver 1999-2004. They used
OLS and fixed and random effects specificationgess the relationship. They specify
Tobin’s Q, market-to-sales and market-to-book seais performance measure in their
model. They conclude that there is significant elation between corporate
governance and market value in OLS and fixed effeegression. Coefficients and
significance levels also differ from each otheObS and fixed effects specifications.

Black (2001) examined the impact of corporate goaace principles of 21
Russian firms on their market value. Russian ingest bank publishes the corporate
governance rankings and in this study he used 8D corporate governance rankings.
The other Russian investment bank also determimess/alue ratio of actual market
capitalization to potential Western market capztiion. As a result he found that there
is a strong relationship between corporate govemaankings and value ratio.

Garay and Gonzales (2008) examined the relationfigpveen corporate
governance and firm value by using the firm-levatadfor publicly held Venezuelan
companies listed on Caracas Stock Exchange foydhe of 2004. They constructed a
corporate governance index by preparing a quesdiomnvith 17 questions. They used
three dependent variables: Dividend payout ratiepgo-book ratio, and Tobin’s Q.
The independent variable is corporate governandexinControl variables including

company size, return on asset, EBIT, and leveragealao determined by them. They
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conclude that there is a positive and strong @tatip between corporate governance
index and performance measurements.

In the light of the previous studies investigathd telationship between
corporate governance and ownership structure, amd performance in

Turkey and other countries, we can conclude that ¢dbmpanies that
applies corporate governance principles compardyivieetter than the

other companies have higher stock exchange markdbrmance and

return on equity ratio in general. For the publidheld companies, higher
free float rate may lead the companies apply coaporgovernance
principles better than the other companies withdoivee float rate. Good
management inspires confidence to creditors and tduthis confidence
those companies gain more opportunity to benedimflioutside financing
by both going into debt and issue shares. (GurhbitzEergincan, 2004)

2.2 DATA

The data set consists of annual basis variableswiffinancial firms listed on
the Istanbul Stock Exchange (ISE) for the sampl#éogdecovers the fiscal years from
1999 to 2008. The financial statements includiradeshent of financial position and
income statement are taken from annual basis aagirts of non-financial firms
obtained from the official website of ISE, (httpafw.imkb.gov.tr). The stock price
information and dividend information are also psb&d in the website of ISE in
bulletin data section and companies’ data sect®diadend of companies traded on
the stock market, respectively. The financial @we calculated by using the balance
sheet and income statement items and considettée idetermination of dependent and
independent variables. Footnotes of these annyalrtee give information about the
ownership structure of the companies.

Some variables cannot be calculated for some folmes to missing data and
those firms were omitted from the sample. The eicgdirinvestigation is based on
comprehensive firm-level panel data that consisalmfut 1635 observations over the
1999-2008 periods.

The table below represents the dependent and indepevariables used in this

study and shows the formulas and symbols as usthe iregression model:
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Table 1: Dependent, Independent, and Dummy Variabke

JT

Variables
Variables Calculation Symbol
- (Total liability- Shareholders Equity + Market Valu
S Q Tobin’s Q of Firm) / Total Assets Q
'c —
c Qo
o
%g Return on Asset Net Income / Total Assets ROA
a>
Return on Equity Net Income / Shareholders’ Equity ROE
First Major Shareholder’s Equity / Total
First Major Shareholder Shareholders’ Equity FMS
Second Major Second Major Shareholder’s Equity / Total
3 Shareholder Shareholders’ Equity SMS
Q
s
c;d Free Float Rate Public Capital / Total Shareholdegsiity FREE
=
3 Debt-to-equity ratio Total Liabilities / SharehotdeEquity LEV
c
[}
Q.
g Debt ratio Total Liabilities / Total Assets DEBT
[
Total Assets Logarithm of Total Assets ASSET]
Dividend Payout Ratio | Dividends / Net Income PAYO
> 3
g (_% Crisis Year 2001 1 for the year of 2001, O otheewis D2001
a3
> | Crisis Year 2008 1 for the year of 2008, 0 otheewis D2008
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2.2.1 Dependent Variables

2.2.1.1 Tobin’s Q

Canba, Dogukanh and Diizakin (2004) describe Tobin’'s Q aggortant and
widely accepted measure of firms’ performance i fihance literature and define as
the ratio of market value of assets divided byaepiment cost of assets. Tobin’s Q ratio
was developed by James Tobin in 1969 and it is aseal measure of firm value in the
literature. Higher Tobin’s Q value means highemfivalue. In case of Tobin’s Q of a
company is bigger than 1 and other firms’ Q valuess an indicator of an ability to
gain more profit than the other firms.

The ratio is calculated by the formula given below:

Tobin’s Q: (Total liability- Shareholders EquityMarket Value of Firm) / Total
Assets

2.2.1.2 Return on Asset

This ratio is another performance measure of thepamy. It is an indicator of
how profitable a company is relative to its totesets. Korkmaz, Uygunttrk, Gokbulut,
and Gigercin (2008) used return on asset as an indicdtprafitability in their study
analyzing the financial performance and return ssets of ISE listed cement firms and
they explained that this ratio shows the efficien€ynanagement at using its assets to
generate earnings.

The ratio is calculated by the formula given below:

ROA: Net Income / Total Assets

2.2.1.3 Return on Equity

This ratio is another performance indicator of StrfiMany studies take return

on equity into account because it is a key measurmvestors to evaluate the success
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of an investment. Return on equity is calculateddiwding the earnings available for
common stockholders by the average equity of a emyip(Brealey, Myers, 2000).
Return on equity is a measurement of firm’s efficig at generating profits from every
unit of shareholders' equity.

Return on equity is calculated as:

ROE: Net Income / Shareholders’ Equity

2.2.2 Independent Variables

2.2.2.1 First Major Shareholder

It is expected that the stock proportion of thestfimajor shareholder holds
would have a significant impact on firm’'s perfornsan Due to the voting power in
board of directors and management decisions, coynfiaancial statements may have
affected by this variable.

According to the OECD study about corporate goveceain Turkey,
“corporate sector in Turkey is dominated by famdbntrolled, complex financial-
industrial company groups, usually comprising bptltblicly held and privately held
companies. There is often a high degree of crossemship within the groups”. Board
structure and decision-making structure are shdyyethe ownership structure of the
companies. Controlling shareholders play a leadotg in company management. For
that reason, it is essential to consider this Wégia the study.

Ownership structure of the companies used in thidysis represented by this
independent variable.

2.2.2.2 Second Major Shareholder

Ownership and control structure can be shaped bymajor shareholders and

in cases of second major shareholder have alsdfisagrt portion of equity and have
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major voting power in board decisions and daily agement, the importance of this
variable has come to the attention. The proportibthe shareholder holds the second
majority is also taken into consideration as anepwhdent variable in order to
determine the effects of ownership structure andirperformance.

The other indicator of ownership structure is repréed by the portion of

second major shareholder.

2.2.2.3 Free Float Rate

The free float of a public company is the proportad shares that are not held
by large owners. Companies have intention to befrefin the potential advantages of
being public company such as flotation, spread isk,rand wide dispersion of
ownership. The ratio is also included in the analys order to assess potential effects
on firms’ performance. The effects of corporate eymance are explained by this

variable.

2.2.2.4 Financial Leverage Ratios

2.2.2.4.1 Debt-to-Equity Ratio

This ratio presents the company’s methods of firmanits financial obligations.
It shows the proportion of debt and equity usedth® company in order to finance
assets. The firms with high debt to equity rati® alnerable to business downturns.
This ratio can give a clear idea on the capitalcstires of companies. If the
ratio is greater than 1, it means that assetsimaiaded through debt and this indicates a
risky investment decision when the interest ratesease. But for the companies with
sound corporate governance and low operation rtaskbier debt-to-equity ratios may

be assessed as less risky than other firms.
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The ratio is calculated by the formula given below:
Leverage: Total Liabilities / Shareholders’ Equity

2.2.2.4.2 Debt Ratio (Debt-to-Assets Ratio)

This ratio measures the proportion of compangisilities to total assets. “If the
ratio is less than one, most of the company’s asset financed through equity. If the
ratio is greater than one, most of the companysetasare financed through debt.
Companies with high debt/asset ratios are saie thighly leveraged,” and could be in
danger if creditors start to demand repayment bt’déttp://www.investorwords.com).
Going into debt has several positive and negatffects on company’s performance.
For that reason companies should decide the optibmmowing levels by using debt
ratios.

Debt ratio is calculated as below:

Debt Ratio: Total Liabilities / Total Assets

2.2.2.5 Total Assets

One of the important indicators of growth is tatasets. Many studies find a
positive relationship between the growth of firmdaownership structure. Marsh
(1982), Titman and Wessels (1988), and Michael@99)Lreport that there is positive
relationship between the growth of the company @amital structure. This relationship
can be explained by the fact that the big firmsehstable income comparing with the
small firms, there is more possibility for the fsmith large size to provide funds from
capital markets and they can get into debt witheloimterest rates. The studies of Noe
(1988), Poitevin (1989), Haris anf Raviv (1990) aftlilz (1990) demonstrate that
when the firms grow up, their tendency for goingoirdebt have also increased.
(Korkmaz et al., 2007) The growth of the firm isrdyolized by the logarithm of total

asset in this study.

25



2.2.2.6 Dividend Payout Ratio

This ratio shows us the portion of the profitsh® paid to the shareholder.
“Ownership structures may affect the willingnesghe firms to pay high or low level
of dividends. For example: the family owned firmghagood growth opportunities are
reluctant to pay high dividends, whilst the statned firms pay the higher amount of
dividends” (Kirkulak, 2009).

The ratio is calculated by the formula given below:

Dividend Payout Ratio: Dividends / Net Income

2.2.3 Dummy Variables

Turkish economy was hit by two financial crisesutced in 2001 and 2008
during the sampling period of this study.

Turkish economy was trying to cope with high infsat, current account deficit,
budget deficit and economic shrinkage in the 1&891 The first crisis occurred due to
the failure of exchange rate based stabilizatioogam applied according to the
agreement made with International Monetary Fund H)Mn the second half of
November 2000. At the end of December 2000, theageeinterest rates have reached
to extremely high levels comparing to the previoumth of 2000 and Turkish Lira has
also devaluated against the other currencies. r #feeannouncement of political crisis
between the president of republic and prime ministe February, 2001, financial
markets have affected from this economic insecufityen the exchange rate system
collapsed and the floating exchange rate systerfemmgnted.

The second crisis occurred due to collapse of d&tgage market and
investment banking in 2008. This crisis has sonfecef on Turkish economy due to
the financial globalization. The export had dedinBue to the high level of external
debt and a large current account deficit, Turkeyaffected by this global crisis.
Investments and private external capital flows &lsd declined. Turkish banking sector

had been affected less than other countries bygtblsl crisis due to the development
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of Turkish banking sector after 2001 economic srisBut stock exchanges in
worldwide lost in value. The reaction of Istanbtb& Exchange to the crisis had been
parallel to the other stock exchanges. Turkish dezaluated and interest rates were
declined during this period.

2.2.3.1Crisis Year 2001

During the crisis period, foreign investors dregpout of portfolio investment
and Istanbul Stock Exchange index declined shaipécline in foreign investments
due to the economic instability during this perjg@vented by the reliability of good
corporate governance applications and expected igfitability of the companies.
The number of initial public offerings also declihefter the crisis occurred in 2001,
ISE-100 index has lost in value about 51%. The @mgs operating in automotive,
food and beverage, consumer goods, electronic aletommunication, and retail
business sectors are significantly affected byctims. The companies have decreased
their capital investments. The production of thenpanies has decreased by 8.5% due
to the decreased demand of consumers.

This variable is used as a dummy variable in otdesee the effects of financial

crisis occurred in 2001 on company financial stzets.

2.2.3.2Crisis Year 2008

The effects of global crisis emerged in 2008 on-financial firms have been
reflected to the financial statements of the congsam the third quarter of the fiscal
year 2008. Only 36% of the ISE listed companiesehawreased their revenues
comparing to the same period of previous year &dof listed firms have kept their
revenues at the same level. Revenues of the ramgygoairt of the firms have decreased.

In the first year of crisis 47 listed firms haveargad profit.

27



As a result of the financial crisis and corpordiankruptcies, financial
authorities increased their attention to follow amdnitor the risks faced by both
financial and non-financial firms. The evaluationfion-specific and industry-specific
risks may lead to conflict of interest betweenetiént interest groups.

To test the relationship between company perfao@aand ownership structure
in 2008 crisis period, this dummy variable is usethe analysis.

2.3 METHODOLOGY

o- oy * ochMSt +a28MSt + a3FREEt + u4LEVt + uSDEBTt + u6ASSETt 0
" +0_PAYOUT, +a,Crisis YearDummy, +e¢
7 t 8 t t
ROA = ag+ alFMSt +aZSMSt + asFREEt + 0L4LEVt + a5DEBTt + aGASSETt o
+ a7PAYOUT + a8Crisis Year Dummyt tey
ROE = oq+ ochMSt +a28MSt + aSFREEt + a4LEVt + a5DEBTt + aGASSETt .
+ a7PAYOUT + a8Crisis Year Dummyt tey

The equations above give three different regressiodels in order to examine
the effects of independent variables on Tobin’'s RIDA and ROE. Detailed
explanations for the dependent and independerdhlas are given in data section.

This study relies on cross-sectional data.

Ordinary Least Square (OLS) regression model, fixielcts regression model
and random effects regression model are indivigiualh for each dependent variable
by both using dummy variables and without any dunvagables in order to expand
the study in the light of financial crisis emerged®001 and in 2008 in Turkey.

Panel data, also called longitudinal data or cras=ctional time series
data, are data in which the behaviors of comparies observed across
time.
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Fixed effects regression is the model to use whbhenwant to control for

omitted variables that differ between cases butamestant over time. It

lets you use the changes in the variables over torestimate the effects

of the independent variables on your dependentibégj and is the main

technique used for analysis of panel data. (Stoxk\&atson, 2003)

“If you have reason to believe that some omittedables may be constant over
time but vary between cases, and others may be bréveen cases but vary over time,
then you can include both types by using randorces? (Stock and Watson, 2003).

“Fixed effects arise when the levels of an effemtstitute the entire population
about which you are interested. An effect is clestias a random effect when you
want to make inferences on an entire populatiod, e levels in your experiment
represent only a sample from that population. piitvww.uc.edu/)

E views Econometric Package is used in this aiglys
Correlation matrix including all dependent and ipeledent variables is

developed by using E-Views Econometric Packagederato determine the correlation

degrees between those variables. The Table 2 shew®rrelation matrix:
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Table 3: Regression Results for Tobin’s Q includingpebt Ratio

Panel A: Panel B: Panel C:
Fixed Effects Regression| Random Effects Regressign
OLS Regression Results Results Results
Model 1 Model 2 Model 1 Model 2 Model 1 Model 2
-0.999 -0.999 -0.999 -0.999 -0.999 -1.000
Constant (-2787.858)  (-2782.793 (-1373.544) (-
(-1454.891) (-1696.069) 1686.150)
EMS 0.000° 0.000° -0.000 0.000 0.000 0.000
(2.352) (2.417) (-0.582) (0.155) (0.876) (1.117)
SMS -0.0002 -0.0002 0.000 0.000 -0.000 -0.000
(-3.076) (-3.062) (0.065) (0.901) (-1.353) (-1.206)
EREE -0.000° -0.000° -0.000° -0.000 -0.000 -0.000
(-2.302) (-2.219) (-2.344) (-1.220) (-2.234) (-1138
LEV -0.000° -0.000° -0.000 -0.000 -0.000 -0.000°
(-2.170) (-2.155) (-1.139) (-1.241) (-1.936) (-2025
DEBT 2.000 2.000 2.000 2.000 2.000 2.000
(6985.909)  (6395.574)  (3698.997)  (2879.21f) (55789 (5216.608
a a a
LOG_ASSET_ -0.000 -0.000 -0.000 0.000 -0.000 -0.000
(-3.887) (-3.771) (-3.349) (0.242) (-1.860) (-1.124
C C b b C C
PAYOUT 0.001 0.001 0.001 0.001 0.001 0.001
(1.951) (1.907) (2.330) (2.231) (1.892) (1.805)
D2001. 0.000 0.000 0.000
(0.752) (1.251) (1.383)
a
52008 -0.001 -0.001 -0.002
(-3.912) (-1.603) (-2.098)
F-Statistics 2124180 1653434 107295 106426 1518995 1181327
Adjusted R® 0.9999 0.9999 0.9999 0.9999 0.9998 0.9998
# of 1635 1635 1635 1635 1635 1635
Observations

3 represents significance at 1% levelepresents significance at 5% leVelepresents significance at 10% level. T-statistics
are given in parenthesis. The dependent variablelisn’s Q. Panel A shows the OLS regression res@lanel B shows the
fixed effects regression results and Panel C shibwsrandom effects regression results. The indep@ndariables are
logarithm first major shareholder (FMS), second anghareholder (SMS), free float rate (FREE), lager (LEV), debt to
equity ratio (DEBT), logarithm of assets (LOG_ASSEdividend payout ratio (PAYOUT), (DIV/NI), 200drisis dummy
variable (D2001), 2008 crisis dummy variable (D2008odel 1 represents the results of first reg@ssiithout dummy
variables. Model 2 represents the results of secegicbssion with dummy variables.
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Table 3 shows the OLS, fixed effects and randorecesf regression results,
respectively, in which Model 1 represents the madét no any dummy variables and
Model 2 represents the model including dummy védembfor the dependent variable
Tobin’s Q. Debt ratio is included in all regressidn order to show the high impact on
Tobin’'s Q. All regression results show that 99.98%the variation in Tobin’s Q is
explained by the change in independent variablestdiuhe effects of debt ratio. Debt
ratio is highly correlated with Tobin’s Q and fdrat reason debt ratio is omitted from
the model including the dependent variable of T@biQ in order to eliminate the

effects of this variable. The final regression nmedee represented below:

o- g+ ochMSt +a28MSt + ochREEt + a4LEVt + (ISASSETt "
(i ..
+ (IGPAYOUTt + a7Cr|S|s Year Dummyt te,
ROA = oq + ochMSt +0£23|\/|St + aSFREEt + a4LEVt + a5DEBTt + (XGASSET,[ o
+ a7PAYOUT + aSCrisis Year Dummyt te,
ROE = g+ ulFMSt +0L28MSt + (13FREEt + a4LEVt + a5DEBTt + a6ASSETt -
+ a7PAYOUT + a8Crisis Year Dummyt te,
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24  EMPIRICAL RESULTS

Table 4 provides ownership structures of the ISBmanies included in the

analysis covers the period between 1999 and 2008.

Table 4: Ownership Structure

Major Shareholder 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 Total

Holding 61 63 59 58 68 66 68 70 67 60 640
Non-financial firms 29 38 42 37 44 42 43 38 41 41 395
Family 18 26 27 25 26 28 30 28 24 24 256
Foreigners 12 12 10 12 15 17 15 16 18 17 144
State 16 15 16 16 13 15 14 13 12 11 141
Financial firms 4 3 5 5 7 8 6 3 3 3 47
Employees 1 1 1 1 1 1 1 1 1 1 10
Consortium 0 1 1 0 0 0 0 0 0 0 2
Total 141 159 161 154 174 177 177 169 166 157 1635

The Figure 1 below represents the distributionhef tompanies on ownership

structure basis:
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Figure 1: Proportional Representation of Major Sharholders

Financial firms Employees
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State 0% @ Holding
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O Foreigners
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Non-financial firms
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The findings show that ISE firms are mainly owr®dholding companies in
640 observations with the rate of 42% of total obsons. The second leading
ownership structure observed in the analysis ispecm®d of non-financial firms in 395
observations and 21% of total sampling belongsaie-fimancial firms. Family owned
firms contribute to the analysis with the rate 84 and 256 observations. Foreigners
have the largest ownership in 144 observationge $$athe major shareholder in 141
observations and includes the firms operating irmem, chemical, defense,
transportation, food and beverage, and metal anchimery industries. 3% of the
observations are comprised of the companies intwhi@ncial firms own the largest
share. Kardemir Karabik Demir Celik Sanayi ve Tetak.S. (KRDMD) is the sole
firm that the ownership of the employees compokBesrajority of shares. Petrol Ofisi
was owned by a consortium Bf Bankasi and Dgan Holding in the years of 2000 and
2001.
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The Table 5 represents the sub-industries of tinesfused in the study covers
the years between 1999 and 2008:

Table 5: Distribution of sub-industries from 1999 tirough 2008

Industry 1999 | 2000| 2001 | 2002| 2003 | 2004| 2005| 2006| 2007 | 2008| Total
Textile 24 26 26 26 26 28 27 23 22 22 250
Cement 20 24 24 22 25 25 25 25 25 25 240
Metallic commodity 23 23 23 20 22 22 22 21 19 19| 214
Food & Beverage 21 22 20 19 18 20 22 20 20 19 201
Chemical 17 20 19 18 21 21 21 21 21 21 200
Paper 8 7 11 11 12 12 11 11 11 9 103
Metal & Machinery 8 9 9 8 9 9 9 9 10 8 88
Hotels and

Restaurants 4 6 7 6 7 7 7 7 7 6 64
Information

industry 2 4 4 5 5 5 5 5 5 5 45
Transportation 3 3 3 4 4 4 4 4 3 3 35
Electricity 0 2 3 3 3 3 3 3 3 1 24
Retail 2 2 2 2 3 2 3 1 1 1 19
Wholesale and

Retail Trade 2 2 2 2 2 2 2 2 2 1 19
Forestry products 2 2 1 1 2 2 1 2 2 2 17
Energy 0 0 0 0 2 2 2 2 2 2 12
Mining 1 1 1 1 1 1 1 1 1 1 10
Defense 1 1 1 1 1 1 1 1 1 1 10
Construction 0 1 1 1 1 1 1 1 1 1 9
Health 0 1 1 1 1 1 1 1 1 1 9
Glass 0 0 0 0 1 1 1 1 1 1 6
Aluminum 0 0 0 0 1 1 1 1 1 1 6
Piston 0 0 0 0 1 1 1 1 1 1 6
Telecommunication 0 0 0 0 1 1 1 1 1 1 6
Leather 0 0 0 0 1 1 1 1 1 1 6
Tourism 0 0 0 0 1 1 1 1 1 1 6
Other 3 3 3 3 3 3 3 3 3 3 30
Total 141 159| 161| 154| 174| 177| 177| 169| 166| 157 1635
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As the Table 5 shows that ISE companies mainly aipein textile industry,
cement industry, metallic commodities, food & beg, and chemical industry with
250, 240, 214, 201, and 200 observations in thepkamespectively. The percentages
of first five sub-industries in sample data are 16%56%, 13%, 13%, and 12%,
respectively.

According to the research published on the websftdBorsa Yatirimcilari
Dernesi, the most profitable sectors are determined raanftial sector including banks,
investment companies, insurance companies, fagi@ampanies, and etc. which are
not included in this study, communication sectocluding only one firm namely
Turkcell (TCELL), wholesale companies namely Inteingaat ve Tesis Malzemeleri
Yatinm ve Pazarlama 8. (INTEM) and Sanko Pazarlamighalat veihracat AS.
(SANKO), and food and beverage sector includingelaeing and the most well known
brands in Turkey such as Anadolu Efes (AEFES), CGwda (CCOLA), Ulker
(ULKER), Tuborg (TBORG), Pinar St (PNSUT).

The common characteristic of the most profitablenéi is being owned by
holding companies. The major shareholder of TutkiselTurkcell Holding, similarly
Intema is owned by EczackpaHolding, Sanko is owned by Sanko Holding. Yaaicil
Holding holds the majority ownership in Anadolu &f&Jlker and Pinar Siit are owned
by Yildiz Holding and Ygar Holding, respectively.

It should be noted that foreign ownership is alsaralicator of the profitability
in such companies namely Coca Cola and Tuborg. Outhe composition of the
ownership structure of the listed firms is shapegdtiie mergers and acquisitions,
foreign ownership started to increase when the @ffepts of 2001 crisis have ended in
2003.

The detailed presentation of sub-industries andmstjareholder divisions in

which those two descriptive groups evaluated tagrathalso given in the Table 6:

36



Table 6: Sub-industries on Major Shareholders Basi

Non-
Financial Financial

Holding Firms | Family | Foreigners | State Firms | Employee | Consortium | Total
Textile 82 68 95 - - 5 - - 250
Cement 57 81 27 21 49 5 - - 240
Metallic
commodity 117 51 10 36 - - - - 214
Food & Beverage 80 41 34 26 16 4 - - 201
Chemical 61 35 10 29 49 14 - 2 200
Paper 67 22 10 4 - - - - 103
Metal &
Machinery 22 41 - 2 7 6 10 - 88
Hotels and
Restaurants 43 10 11 - - - - - 64
Information
industry 19 - 17 9 - - - - 45
Transportation 10 5 - 10 10 - - - 35
Electricity 13 9 - - - - - 24
Retalil 6 2 - 6 - 5 - - 19
Wholesale and
Retail Trade 11 7 - 1 - - - - 19
Forestry products 3 11 3 - - - - - 17
Energy - 12 - - - - - - 12
Mining 10 - - - - - - - 10
Defense - - - - 10 - - - 10
Construction - - 9 - - - - - 9
Health 1 - 8 - - - - - 9
Glass - - - - - 6 - - 6
Aluminum 6 - - - - - - - 6
Piston 6 - - - - - - - 6
Telecommunication 6 - - - - - - - 6
Leather - - 6 - - - - - 6
Tourism - - 6 - - - - - 6
Other 20 - 10 - - - - - 30
Total 640 395 256 144 14] 47 10 2| 1635
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Holding companies operate mainly in metallic comityothdustry including
the firms produce white goods, textile industrydaimod and beverage industry.
Holding companies demonstrate the highly concesdraiwnership in most of the
industries with the average lead share of 47.66 %e period covers the years of 1999
and 2008. The lead shares in textile industry kgeltom family companies. Foreign
companies are involved in metallic commodities, noleal, and food and beverage
industries in general. State owned companies apenatinly in cement and chemical
industries.

2.4.1 Regression Analysis

Table 7, 8, and 9 provide regression results ofpamies’ ownership structures
and financial ratios over companies’ financial perfance indicators respectively for

Tobin’s Q, return on asset, and return on equitgxgdained in previous sections.

2.4.1.1 Regression Analysis for Tobin’s Q

Table 7 shows the OLS, fixed effects and randofacef regression results,
respectively, in which Model 1 represents the madél no any dummy variables and
Model 2 represents the model including dummy védembfor the dependent variable
Tobin’s Q. As mentioned in data section, debt regiomitted from the model due to the
high correlation of this ratio with Tobin’s Q inder to eliminate the effects of this

variable.
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Table 7: Regression Results for Tobin’s Q

Panel A: Panel B: Panel C:
OLS Regression Fixed Effects Regression Random Effects Regressiq
Results Results Results
Model1  Model 2 Model 1 Model 2 Model 1 Model 2
Constant 0.224 0.109 1.303 1.144° 1.180° 1.022°
(1.591) (-0.777) (3.056) (2.272) (3.172) (2.327)
EMS -0.001 -0.001 -0.0002 -0.0004 -0.001 -0.001
(-1.114) (-1.035) (-0.124) (-0.226) (-0.332) (-B36
-0.003" -0.003° -0.001 -0.001 -0.001 -0.001
SMS .
(-2.042) (-2.086) (-0.259) (-0.282) (-0.448) (-0735
EREE -0.003®>  -0.003 -0.002 -0.002 -0.002 -0.002°
(-2.461) (-2.371) (-1.544) (-1.551) (-2.049) (-1.919)
LEV 0.07712 0.075% 0.037 0.034 0.038 0.035
(4.039) (3.944) (1.453) (1.359) (1.565) (1.467)
-0.014 -0.003 -0.159% -0.1412 -0.135? -0.118?2
LOG_ASSET _
(-1.016) (-0.183) (-3.604) (-2.863) (-3.791) .H20)
-0.3072 -0.313 -0.13% -0.125° -0.154% -0.151%
PAYOUT
(-7.799) (-1.79) (-3.687) (-4.128) (-4.328) 644)
0.185% 0.187 0.188
D2001
(4.375) (4.858) (4.726)
D2008 -0.02 0.061 0.050
(-0.489) (1.898) (1.210)
F-Statistics 42 531 35.616 17.230 18.202 26.110 28.384
Adjusted R° 0.132 0.145 0.664 0.679 0.084 0.118
# of Observations 1635 1635 1635 1635 1635 1635

2 represents the significance at 1% leVelepresents the significance at 5% leVakepresent the significance at 10%
level. T-statistics are given in parenthesis. Tkhpahdent variable is Tobin’'s Q. Panel A shows th& @egression
results, Panel B shows the fixed effects regressgenlts and Panel C shows the random effectsssigreresults. The
independent variables are logarithm first majorrehalder (FMS), second major shareholder (SMSk fteat rate
(FREE), leverage (LEV), logarithm of assets (LOG S&S), dividend payout ratio (PAYOUT), (DIV/NI), RQ crisis
dummy variable (D2001), 2008 crisis dummy varigi@008). Model 1 represents the results of firgression without
dummy variables. Model 2 represents the resulteobnd regression with dummy variables.
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OLS regression results show that 13% of the vanaith Tobin’s Q is explained
by the change in independent variables. OLS resefiert that there is negative and
statistically significant relationship between ipdadent variables second major
shareholder, free float rate, and payout ratio @aobtin’'s Q. There is positive and
significant relationship between leverage ratio drabin’s Q. This regression also
reports that the relationship between lead shatkeomajor shareholder and logarithms
of assets and Tobin’s Q is not statistically siigaifit.

OLS regression is insufficient for the models imthg time series. It is
expected to obtain more meaningful results by imgleting panel data regression
analysis.

Fixed effects regression result show that 66% aingles in Tobin’s Q is
explained by independent variables in the modeg fifidings present that there is only
two independent variables logarithm of assets amwtlehd payout ratio with 1%
significance level affect Tobin’s Q negatively. @thndependent variables have no any
statistically significant effect on Tobin’s Q.

Random effects regression was also run. The fisdofgthis regression show
that only 9% of the change in Tobin’s Q is expldirn®y independent variables. First
major shareholder, second major shareholder, aretdge ratio are not statistically
significant. There is negative and significant tielaship between Tobin’s Q and free

float rate, firm size, and dividend payout ratio.

Model 2 shows the OLS, fixed effects and randonec$f regression results,
respectively, in which dummy variables are includedhe model for the dependent
variable Tobin’s Q. Debt ratio is omitted from timeodel as like as the analysis
presented in Model 1 due to the high correlatiothe ratio with Tobin’s Q in order to
eliminate the effects of this variable.

Financial crises emerged in 2001 and 2008 areudecl in the regression
analysis in order capture the effects on firmsafiaial performances listed in Istanbul

Stock Exchange.
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As a result of the OLS regression analysis 2008isctias no any significant
effect on Tobin’s Q. Similarly there is not anymsigcant relationship between the lead
shares of the major shareholder and firm size. &hsrnegative and significant
relationship between second major shareholder, fioz rate, dividend payout ratio
and Tobin’s Q. OLS regression shows a positiveguificant coefficient for dummy
variable represents 2001 crisis. Leverage raticalsspositive and significant effect on
Tobin’s Q. These independent variables explain di#%e changes in Tobin’s Q.

Fixed effects regression results show that apprateiy 68% of the change in
Tobin’s Q is explained by the independent variablésn size represented by log of
assets, dividend payout ratio, and dummy variabtged as crisis years of 2001 and
2008 are significantly associated with the compagryjormance. Although log of assets
and payout ratio affect the firm value negativelye effects of crisis dummies on
Tobin’s Q are positive.

According to the random effects regression analfiss$ major shareholder,
second major shareholder, leverage, and 2008 chisrsny do not significantly affect
the firm’s performance. Approximately 12% of theanbes in Tobin’s Q are explained
by the independent variables. Free float rate,démil payout ratio and log of assets
have negative coefficients. There is positive atadigtically significant relationship

between 2001 crisis dummy and Tobin’s Q.

2.4.1.2 Regression Analysis for Return on Asset

Return on asset is another performance indicatthisanalysis considered as
dependent variable and table 8 shows the OLS, fedects and random effects
regression results, respectively. Model 1 repraséhe model in which dummy
variables are not included and Model 2 represémsrtodel in which dummy variables
are included.
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Table 8: Regression Results for Return on Assets

=

Panel A: Panel B: Panel C:
OLS Regression Fixed Effects Regression| Random Effects Regressio
Results Results Results
Model 1 Model 2 Model 1 Model 2 Model 1 Model 2
Constant -0.028 -0.046 0.268 0.192 0.072 -0.046
(-0.750) (-1.195) (2.241) (1.637) (0.661) (-0.635)
EMS 0.0001 0.0001 0.0004 -0.001 0.0002 0.0002
(0.294) (0.416) (1.149) (1.495) (0.995) (0.654)
SMS -0.0004 -0.0004 -0.002 -0.0001 -0.0002 -0.0004
(-1.261) (-1.265) (-0.413) (-0.140) (-0.630) (-1435
FREE -0.001° -0.001° -0.001 -0.001 -0.001 -0.001°
(-1.974) (-1.873) (-1.350) (-1.030) (-1.853) (-1.906)
LEV 0.009% 0.009% 0.009° 0.009% 0.008° 0.009°
(2.787) (1.821) (2.445) (2.609) (2.120) (2.240)
DEBT -0.2272 -0.226° -0.304% -0.296° -0.258? -0.226°
(-10.825)  (-10.859) (-6.296) (-6.116) (-5.789) 610)
0.019% 0.0222 -0.014 -0.007 0.008 0.022
LOG_ASSET_ (5.061) (5.509) (-1.484) (-0.724) (0.933) (3n72
PAYOUT 0.110% 0.109% 0.065% 0.065?2 0.0872 0.109?
(10.922) (11.144) (7.774) (8.024) (8.819) (1854
52001 -0.012 -0.009 -0.012
(-1.104) (-2.028) (-1.258)
-0.046% -0.0402 -0.045%
D2008 (-4.410) (-3.294) (-3.929)
F-Statistics 107.737 88.012 8.130 8.29 78.554 83.01
Adjusted R? 0.314 0.324 0.466 0.474 0.249 0.324
# of Observations 1635 1635 1635 1635 1635 1635

3 represents significance at 1% levelepresents significance at 5% leVelepresents significance at 10% level. T-statistics
are given in parenthesis. The dependent variabtetisn on assets. Panel A shows the OLS regresemuits, Panel B

shows the fixed effects regression results andIRasbows the random effects regression results.ifitlependent variables

are logarithm first major shareholder (FMS), secorgjor shareholder (SMS), free float rate (FREEYerage (LEV), debt

to equity ratio (DEBT), logarithm of assets (LOG_$ET), dividend payout ratio (PAYOUT),

(DIVINI), PQ crisis

dummy variable (D2001), 2008 crisis dummy variatid2008). Model 1 represents the results of firgression without
dummy variables. Model 2 represents the resulseobnd regression with dummy variables.
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Whereas the relationship between free float ratesrbge, debt ratio, logarithm
of total assets, payout ratio and firm performaiscstatistically significant at the 5%
level for free float rate and 1% level for the othariables, there seem to be no
significant relationship between first major shaleler, second major shareholder and
firm performance in OLS model. Free float rate dett ratio have negative impact on
firm performance whereas other significant varialilave positive impact on return on
assets.

The fixed and random effects regression resultiscate a positive effect of
leverage, and dividend payout ratio on firm perfante measured by return on assets
similar to the results of random effects regressiginst major shareholder, second
major shareholder, and firm size measured by Idgas of total assets have
insignificant impact on firm performance in botlkdd and random effects regressions.
There is negative and statistically significantetfof debt ratio on return on assets in

fixed and random effects models.

Model 2 shows the OLS, fixed effects and randonec#f regression results,
respectively, in which dummy variables are includedhe model for the dependent
variable return on assets.

OLS results show that leverage, logarithm of asset dividend payout ratio
are significantly and positively related to retunn assets at the 1% level. First major
shareholder, second major shareholder, 2001 chisisny has no significant impact on
return on assets. There is negative and significalationship between free float rate,
debt ratio, 2008 crisis dummy and firm performance.

Fixed and random effects regressions provide simisults about the
insignificant effects of first major shareholdendasecond major shareholder on firm
performance.

Free float rate and firm size are also insigniftcaariables in the fixed effects
model. Additionally, this regression shows that 2@@isis and 2008 crisis dummies

have naturally negative and significant effectsreturn on assets at 5% level and 1%
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level, respectively. There is positive and sig@ifit relationship between leverage,
dividend payout ratio and firm performance.

2001 crisis dummy has no significant impact on meton assets whereas the
effect of 2008 crisis dummy on firm performancaégative and statistically significant
at 1% level in random effects regression. This @sgion also shows that there is
negative and significant relationship between fiteat rate, debt ratio and return on
assets. Leverage, logarithms of total assets avidetid payout ratio positively and

significantly affect the firm performance

2.4.1.3 Regression Analysis for Return on Equity

Finally, this study calls attention to the otherfpemance indicator, return on
equity. Return on equity is used as dependentblarend table 9 shows the OLS, fixed

effects and random effects regression resultseotisely, in which dummy variables

are not included.
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Table 9: Regression Results for Return on Equity

Panel A: Panel B: Panel C:
OLS Regression Fixed Effects Regressionf Random Effects Regression
Results Results Results
Model 1 Model 2 Model 1 Model 2 Model 1 Model 2
Constant -0.266 -0.353° 0.318 0.034 -0.109 -0.251
(-2.795) (-3.550) (1.252) (0.148) (-0.583) (-1.322)
EMS -0.0010 -0.0004 -0.0010 -0.0003 -0.0010 -0.0002
(-0.751) (-0.583) (-0.572) (0.170) (-0.517) -(0.278
SMS -0.0003 -0.0003 0.001 0.002 0.001 0.001
(-0.293) (-0.310) (0.487) (0.671) (0.481) (0.566)
FREE -0.001 -0.001 -0.002 -0.002 -0.001 -0.001
(-1.409) (-1.236) (-1.163) (-0.821) (-1.492) (-1.210)
LEV -0.129?2 -0.129° 0.1512 -0.150° -0.136° 0.136%
(-7.922) (-7.980) (-8.873) (-8.708) (-9.638) (-9O%7
DEBT 0.309% 0.300% 0.365% 0.374% 0.319% 0.314%
(3.686) (3.677) (3.432) (3.622) (2.905) (2.883)
0.042% 0.054% -0.025 0.005 0.022 0.040
LOG_ASSET_ (3.943) (4.812) (-1.612) (0.332) (1.261) (2.008)
PAYOUT 0.194° 0.185 0.122% 0.120° 0.168% 0.159%
(10.976) (10.984) (6.365) (6.191) (9.153) (9146
0.028 0.015 0.025
D2001 (0.729) (0.851) (-5.438)
-0.142° -0.127% -0.139%
D2008 (-5.122) (-4.362) (-5.438)
F-Statistics 115.607 94.963 7.487 7.669 114.265 294.
Adjusted R* 0.329 0.341 0.443 0.452 0.327 0.339
# of Observations 1635 1635 1635 1635 1635 1635

3 represents significance at 1% levetepresents significance at 5% leVelepresents significance at 10% level. T-statistics

are given in parenthesis. The dependent variabtetisn on equity. Panel A shows the OLS regressasults, Panel B

shows the fixed effects regression results andIRasbows the random effects regression results.ifitlependent variables

are logarithm first major shareholder (FMS), secoraor shareholder (SMS), free float rate (FREE)elage (LEV), debt
to equity ratio (DEBT), logarithm of assets (LOG_$ET), dividend payout ratio (PAYOUT),
dummy variable (D2001), 2008 crisis dummy variafid2008). Model 1 represents the results of firgression without

dummy variables. Model 2 represents the resulseobnd regression with dummy variables.

(DIVINI), PQ crisis
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Results of all regressions run show that there assignificant relationship
between ownership concentrations represented bfirgteéhree independent variables
in the model namely first major shareholder, secovajor shareholder, free float rate
and return on equity.

OLS results show that debt ratio, logarithms oktsand dividend payout ratio
positively, leverage negatively affect firm perf@ante at 1% significance level.

Fixed and random effects regression results shaw ltdgarithm of assets is
insignificant in explaining the firm performance.

Debt ratio and dividend payout ratio have positarel significant effect on
return on equity at 1% level whereas leverage leastive impact on return on equity

at 1% significance level in both fixed and randdfects regressions.

Model 2 shows the OLS, fixed effects and randonec#f regression results,
respectively, in which dummy variables are includedhe model for the dependent
variable return on equity.

Results of all regressions show that there is gnifstant relationship between
ownership concentrations represented by the finstet independent variables in the
model namely first major shareholder, second msjareholder, free float rate and
return on equity. Similarly, results show that 20f¥isis dummy has no significant
impact on firm performance whereas 2008 crisis dynmas negative and significant
effect on return on equity at 1% level. Result® afglicate that the relation between
debt ratio, dividend payout ratio and firm perfonoa is positive and statistically
significant at 1% level. Leverage is negativelyatetl to return on equity at 1%
significance level. There is insignificant relatstip between logarithm of assets and
firm performance in fixed effects regression wheag positive and significant

relationship in OLS and random effects regressions.
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CONCLUSION

The importance of corporate governance has inatlease publicly held
companies after the big firm scandals. Financigixemerged globally or domestically
also draw attention to the corporate governanageiss a key element for longer and
better financial performance.

The main factors in companies’ sustainable sucaesapplications of corporate
governance principles, observing their progressed #aking actions on time.
Companies’ corporate governance applications make firms’ sustainable
performances increase and inspire confidence fdCatporate governance makes the
company’s board and audit system transparent, &irpuntable and certain. Hence
corporate governance is a management style inad¢hsecompany value. Corporate
governance makes it possible to audit all inteamal external risks and provides ability
of taking actions against them by evaluating opegeadctivities and process efficiency.

Sustainability is more important in publicly heldngpanies. Even though
investors can reach the financial statements aktlitempanies, they would also want to
obtain the information indicates the non-finangafformance. Non-financial data is
the early warning system against the future risks eontrol the company processes.
Investors can evaluate the information that addisevi the share.

The main objective of this study is to explain hbmn value is affected by a
group of variables which capture the effect of okghg structure in the non-financial
Turkish companies listed on the Istanbul Stock Exge.

The sample of the study consists of non-finangraid operating in the period
covers between 1999 and 2008. In the models, pedioce indicators, Tobin's Q,
return on assets, and return on equity, are usad. most common performance
indicator is Tobin’s Q in the literature. Indicagoof the firm’s ownership structure are
represented by first major shareholder, second msdjareholder, and indicator of the
firm’s compatibility with corporate governance igpresented by free float rate.

Additionally, leverage, debt to equity ratio, fisize and dividend payout ratio are used

a7



to explain firms’ financial performances. In order observe the effects of financial
crisis occurred in 2001 and 2008, dummy variabtesuaed.

As a result of the descriptive statistics, 42%aél observations show that the
holding companies are the leading ownership. Thabau of firms owned by holding
companies has decreased in crisis periods. Namdial firms are the second leading
ownership with the rate of 21%. Non-financial firtmgve increased their ownership in
more four companies in 2001. 13% of total sampisgomprised of family owned
firms. There is no any significant change in owhgrstructure of family owned firms
during the crisis periods. Foreigners have transfetheir shares in two companies in
2001 financial crisis. But the growth of the fomegys’ ownership in ISE firms have
continued in the following years while the statened companies have gradually
decreased in recent years.

As a result of regression analysis, dividend payatio has negative and
statistically significant effect on Tobin’s Q, wieas it has positive and also significant
effect on both return on assets and return onequill analysis including OLS, fixed,
and random effects regressions with and withowrfamal crisis dummy variables. Firm
size is also another significant independent végialiplains firms’ performances and it
also negatively affected Tobin’s Q. There is pusitielationship between firm size and
return on assets and return on equity. Leveragealahtto equity ratio have statistically
significant effect on return on assets and retuuitg. Return on asset is positively
affected by leverage while return on equity is pesiy affected. Debt to equity ration
has negative effect on return on asset while itgesstive effect on return on equity.
Return on asset and return on equity are negatafédgted by 2008 crisis. Indicators of
ownership structure show insignificant relationsiith return on equity. Free float rate
have negative and significant effect on Tobin’s 1@l aeturn on asset. None of the
regression analysis show significant relationshgwieen financial performance and
first major shareholder. Second major sharehoklenly significant to explain Tobin’s
Q in OLS model. The relationship between secondnms)areholder and Tobin’s Q is

negative in this model.

48



Since the study covers the period between 19992808, effects of the crisis
on the companies’ financial performances in thet-pdsis period in 2009 and the
following years cannot be examined in this study.ofder to capture the effects of

crisis in coming years, this study can be exparmefiture studies.
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