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Abstract 

This studv.. investigates the ownership and ca,pita,1 structure of Tha,i firms. Additionally, the 

study examine~_ the influence of the ownership structure and corpora,te governa,nce on the capital 

structure policy ' and performance of 'Tha.i firms. The data sample is based on 2 (~O non-fina,ncial 

companies listed in the Stock Excha,nge of Thailand in 1996. The firms in the sample account 

for 97.08 percent of the capitalization of non-fina,ncial companies traded in the Stock Exchange 

of Thaila,nd. 

Overa.11 individuals appea,1: to ha,ve the highes-t share of Tha,i flrms' equity. Individuals 

hold approximately 54 percent of all sha,res. Domes.tic corpora,tions 'd,re the second largest 

share-holding group. They hold 25.r~6 percent of the outstanding shares. Dornestic financial 

institutions hold less than 10 percent of the shares. When corporate shareholders are grouped 

together with their controlling shareholder, firms are, hoTvever, not as widelv_ held as these 

statis.tic-s show. In contra,st; in 82..59 percent of the firms, the la,rge~_t sha,reholde.r holds the 

controlling block, defined a,s the sha,reholdings of at least 2b~ percent of the outstanding shares. 

In most, of the iirms the controlling shareholders do not use more complex ownership structures, 

such as- cross-shareholdings a,nd pyramidal ow~nership to control the flrms. Only 21.27 percent 

of the firms are controlled via, pyramid structure and cross-shareholdings. 

The cont,rolling shareholders do not, merely own the firms but, als-o part,icipat,e in manag-

ing them. The results show that about 70 percent of t,he firms with a,t lea.st one controlling 

shareholder, f,he controlling shareholder appear in the top management positions as well a-~ the 

boards of directors. 

The existing ownership structure of 'Thai firms indicates that the traditional a,tgency problem, 

the conflict of interests between mana,gers and outside sha,reholders, is not the main problem. 

The agenc,y conflicts can be controlled by large shareholders. Instead, the a,gency problem 

between the controlling sha,reholders and ma.nagers, on one hand, and minority shareholders 

and other stakeholders such as creditors, on the other ha,nd appears to be more severe. Since 

the controlling shal:eholders have voting power and are involved in ma,nagement, they ma,y obtain 

private as well as monetary benefits that are not generall~.r available to outside shareholders. 

The agency conflicts between c.Ontrolling shareholders and other stakeholders a,re analyzed 

by compa,ring the performance of firms l~rith controlling shareholders ~~rith that of firms with 

xi 



no controlllng shareholder. The empirical evidence, however, is against the hypothesis f,hat 

controlling sha,reholcler~~~ have negative influence on the firm's value. L~nivariate a,nalysis shows 

t,hat flrms with conf,rolling sha,reholders do not have significant po~;~rer performance than t,hat 

of firms with no controlling shareholder. In fact, results from multivariate analysis indicates 

that firms with controlling shareholders have superior ROA t,han firms wit,h no controlling 

shareholder. In addition, further investiga,tion sho~~i's tha,t when performance is mea.sured by 

ROA, foreign investors-controlled firms display signiiica,ntly different performanc.e than firms 

with no controlling sha,reholder. 

The a,nalysis also casts doubt on the argument that controlling sha,reholder involvement in 

management has a, negative effect on the performance. The univa,riat,e and multivariate ana,lyses 

suggest that the ROA of firms managed by their controlling sha,reholder is lower than tha,t of 

firms where controlling shareholders do not participate in management. 

Regarding the effectiveness of the existing corporate governance mechanism on performance, 

the results show that performance is positively related to the presence of fina,ncial institutions. 

The results suggest that domestic financial institutions ma,v_' monitor the firms. Size of the 

board of directors i*~ negatively associated with performance, which indicates that larger boa,rd 

reduces communica,tion anlong members. 

The relationship between the performance of flrms and levels of managerial ownership dif'-

fers depending to the chara,cteristics of managers. The relation between the stakes held by top 

managers who are also t,he firms' controlling shareholders is uniform. However t,he ownership 

of managers who are not the frms' controlling shareholder is non-linearly related to the perfor-

mance mea<-ure, ROA. The result,s show a significant, posit,ive-negat,ive relat,ionship bet,ween t,he 

non cont,rolling shareholder-managers ownership and performance~ which are in line wit.h f,he 

developed economies based st,udies. 

Wit,h respect, t,o t,he firms' flnancing) st,ruct,ure~ the sources of financing of Thai firms come 

mainly from externa,1 funds. Internal funds account for only 9.33 percent of total a,ssets. The 

largest, sources of ext,ernal financing are sf,ock issuance and short t,erm and long f,erm debt,. The 

empirical results indica=te that ta,xes, ba,nkruptcy. costs, agency costs and information costs are 

important fact,ors in the Thai firm's fina,ncing decisions. Non-debt tax shields~ Profitability a,nd 

investment opportunities have negative effects on debt-equity ratio. The results are consistent 
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wit,h the tax based model and t,he pecking order theory. 

The ana.l~vsis shows that ownership and control mechanisms ha,ve significant effects on the 

financial structure. Firms that have the government, as major shareholder are more levered, 

probably because the borro~?v'ing is secured by the government. Firms that are associated with 

well-known business groups have lower debt, ratio- The result.,s indicat,e that the problern of 

infonnation asymmetry may be lesq* se¥'ere. The presence of non-financial foreign investors is 

associa,ted with lower debt ratio. This finding may reflect that foreign sha,reholders monitcr the 

firms. Firms that have controlling sha,reholders included in ma,nagement appear to have higher 

debt levels. The controlling sha,reholder-and-managers may adopt high debt ratio to infla,te 

their voting power. 

JEL Classlflcatron: G30, G32 

Keywords: Capital Structure, Ownership Struc.ture~ 

Agency costs, Board of Directors, Thailand. 

Corporate Governance, Performanc.e 
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Chapter1

Introduction

This　thes圭s　examines　the　ownership　structureフcapital　structureヲand　performance　of　listed　Thal

旦rms．The　structure　of　corporate　ownership　matters　because　it　determines　the　incentives　and

motivation　of　shareholders　related　to　all　activities　and　decisions　occurring　in　the盒rm．In

economic　terminology，the　ownersh玉p　structure　e猛ects　the　agellcy　costs，and　hence　the　firm，s

value（Berle　and　Means（1932）and　Jensen　and　Meckling（1976））・

　　　In　the　neoclassical　microeconom圭c至ramework，market　prices　play　a　cruclal　role　in　allocating

resources　efHciently．On　the　consumption　sideヲconsumers　and　investors　make　t五eir　decis1ons

so　as　to　maximize　their　utility　throug血an　appropriate　allocatioE　of　their　consumption　over

var圭ous　goods　and　over　time，On　the　production　side，managers　on　behalf　of　the且rmシs　share－

holders　make　investment　and　production　decisions　to　maximize　pro旦tsうor　the且rm’s　value．In　a

we11一£unctioning　market，market　prices　are　a　signal　for　production　and（⊃onsumption　decisions，

R、esources　are　a110cated　to　the　mos土efHcient　uses．Hence　the丘nゴs　value　maximization圭皿Plies

also　soclal　welfare　maximization．

　　　Unfortunately，the　real　economy　does　not丘t　the　one　modeled　in　this　framework．There

are　many　impediments　that　cause　ine缶ciency．Imperfect　in£ormationラagency　con且icts　a nd

market1mperfections｝such　as　transaction　costsラtaxes）regulations　cause　economic　agents　to

make　decisions　tllat　are　not　optima1．Here　I罫ocus　on　an　agency　perspective．And重t　is士he

age且cy　problem　that　bring　attention　to　t五e　theory　of　ownership　and　capital　structure　of　tHe

丘rm（Jensen　and　Meckling（1976））．

　　　In　a　firm　that　is　not　run　by　an　owner　who　owns王00perceIlt　of　the丘rm，s　sharesラthe　agency
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problem may exis*t. In principle~ managers as agent,s are expected to maximize the hrm's 

value for their principals, t,he sha,reholders and creditors. However: there is no gua,rantee that 

mana~)o'ement always pursues ac.tivities t,hat enha,nce corporate value or sha,reholders' wealt,h 

since they do not bear 100 percent of the costs. In other vvords, managers may use corporate 

assets to obtain private benefif.s that a,re detrimenf,al to the int,erests of other stakeholders of the 

firms. lvlanagers ma,y expropriate wea,Ith for their own beneflts in se¥reral ways~ such as cash out 

the firm's assets, consuming perks; choosing capita,1 structure, investment and dividend polic.ies 

to meet their own consumption demands, and expanding the firm sub-optimally. Thus, the 

existence of the agency problems is potentially harmful to the ovvners of the firm, whic.h in turn 

has negative effec,t on the efiicienc,y a,nd the economy's welfa,re. 

The tra=ditional ag>ency fra,mework suggests that the se.riousness of the agenc~,r problem de-

crea,ses with managerial ownership. The agency costs can be limited if mana,gers have high 

ownership because they have to bear the costs of private benefit consumption in proportion 

to the sha,reholdings Jensen and Mec.kling (1976 ). The mana,gerial opportunism ca,n also be )
 

(
 

constrained by monitoring from other sha,reholders. However shareholders with small stakes are 

likely to free-ride on monitoring since they have to bear individually all the costs of monitoring 

activities while obtaining benefits in proportion to the sha,res they hold. In contrast, a. Iargre 

shareholder with large stock holdings gain-q a larger fractions of the benefits of monitoring, so 

the benefits tend to crowd-out the costs. 

There are) however, other factors that control t,he agency costs, including capital struc-

ture and othel: corporate control mechanisms, suc.h as monitoring by the board of directors, 

market for corporat,e control and t,a,keovers. Debf, financing helps improve management,'s in-

vest,ment incentives, by causing managers t,o be more crit,ical in choosing invest,ment project,s 

(.Jensen (1986)). This in turn eifecf,s the hrrn's performance. 

Over t,he past, decade, numerous developing count,ries have undergone rapid t,ransit,ions in 

their economic environment. In particular the rapid development of financia,1 markets has ca,used 

changes in corporat,e ownership as well as capital st,ruct,ure. The number of companies that, went, 

public have increased. These cornpanies once were closely held by families and used interna,l 

financ.ing and bank borrowing'. After going Public, both ownership a,nd financ,ing structure 

would change. The issues such as how the ownership structure of public, conrpanies is set up 

2
 



in the preF~_ent, environment.; hovv concentrated t,he ow~nership is and how companies choose 

financing policy have t,hel:efol:e beca,me relevant. These issues are important since there exis*t,s 

anot,her agent in the firms, namely the public, who have to bear any agency cost,s creat,ed by 

management and controlling Sha,reholders. 

It is commonly thought, tha,f, Ii<*t.ed companies in developing economies are controlled by 

families. Yet, empirical studies relating to this topic are very few. To name a, few, Khanna, 

and Rivkin (1999) find that the majority of companies listed in the Bombay Stock Exchange 

are associated with diversifled butj~iness groups that are cantrolled by farnilies. In a similar 

manner, in South Africa, b~O percent of the ca,pitalization of the Johannesburg Stock Excha,nge 

is controlled by only six business. groups (Barr et al. (1996)). 

Thaila,nd offers an interestingT setting regarding thi*q topic. Taaditional Tha,i flrms, as in 

most developing countries, are owned, mana,ged a,nd conti:olled by individuals, families, a,nd 

their partners. The source of capita,1 is typically the owner-ma,nager's capital, supplemented by 

bank borrowing if necessary. Recently the rapid development of the Thai economy a,nd financia,l 

market ha,s provided enough incentive for some of the priva,tely. owned firms to become public. 

The founding families were willing to share the risk and profits of their firms probably because 

they expected to grow faster wit,h external financing during the beginning of 1990s. The number 

of flrms that went public increased more than 5 times over the past 10 years; in 1986~ ninety two 

companies, in 1990: hundred and fifty nine, in 1993 three hundred and forty seven a,ncl in 1996 

(
 

four hundred and fift,y four cornpanies. The set, up of the off-shore market, the BIBF Bangkok 

)
 

International Banking Facilities in 1993 made it easier for Thai firms to access foreign sources 

of funding. As a re<*ult,, over t,he past, decade, the ownership st,ruct,ure and f,he capital st,ruct,ure 

of Thai flrms must, have chan~~~red great,1y. Up f,c date, t,here ha** not, been enough research on 

t,his t,opic. 

The disserf,ation analyses companies lisf,ed in the Stock Exchange of Thailand in 1996. The 

data sample consists of 270 non-financial companies. Description about the data is explaine.d 

in det,ail in Cha.pt,er 2. 

The dissertation begins the analysis b~.' examining the o~vner~hip structure of Thai firms 

(Cha,pt,er 3). This is to find out the very basic but important issue: who owns and controls 

Thai firms. IVlore specifically~ the objecti¥'e is to provide anq*wer*F~ to the following questions. Are 

3
 



there any large shareholders with high votin~~cr right,? In other words, i<_ it, common for a firm to 

have a controlling shareholder? W~ho are the large shareholders? Do families really control Th'~L.i 

firms? Do banks, financial instit,utions= t,he government,, foreign corporations, or ot,her widely 

held corporations~ have big stake.s? 

In addition, I investigate ho~~' the ownership is organized. Specifically, I examine if the con-

trolling shareholders simply, hold companies' stocks dire.ctl,y~, or they. hold the shares via pyramid 

(
 

)
 

companies like South Afric.an c.onglomerates Barr, et a,1. (199b~ ), or as cross-sha,reholdings like 

(
 

)
 

the Japanese Keiretsu and the Korea.n Chaebol Fukao and Morita, (1997 , and La Porta, et 

)
 

al. (1999) . The pattern of shareholding does ma,tter because the shareholdings such as. pyra-

midal sha,reholdings and cross-shareholdings facilita,te concentrating ovvnership without losingr 

voting control. Without using dual-class sha,re structures, which are prohibited in Thailand~ 

a shareholder can control a fil:m by holding only a small fraction of the sha,res via pyra,midal 

shareholdings and cross-shareholdings (Bebchuk et a,1. (1998)). 

Next I examine whether controlling shareholders pa,rticipa,te in management or if they merely 

control the voting power. In corporate governance terminology, to what extent is_ ownership 

ancl control separate. Examining these issues enables us to deterrnine the severity of the agency 

problems in Thai firms. 

The. cross-sectional evidence on 270 Iisted companies conflrms priori belief. That is, the 

o~;vnership structure of Thai finlls is concentrated. In a typica.1 flrms, the largest sha,reholder 

holds on t,he average 4･-.64 percent, of the out,st,anding shares. An average shareholding*R of t,he 

top five shareholders is 65.35 percent of the shares. Put differently, if we use the definition of 

havmg 25 percent shareholdmg a' a controlling shareholder (deflned b¥r the Stock Exchange of 

Thailand), about, 80 percent, of t,he fi3lms in the sample have at, Ieast, one cont,rolling shareholder. 

The majority of t,hese cont,rolling shareholders are indeed families. 

(
 
)
 

Since t,he clas**ic publication of Berle and Means 1932 , f,he Modern Corporat,ion and Private 

Property, studies in c.orporate finance litera,ture have focused on corporations where ownership 

is dispersedly held by small shareholders. However, recent, st,udies, including this st,udy, are 

telling different story. Dispersedly. held corporations that are describes in the model of Berle 

)
 

and Mea,ns (1932 are actually less common in countries outside the US and lj~K. Even in other 

developed countries: concentrated ownership structure is more universa,1. Specifically a,bout 64 
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percent of large firms in th~ 2 (~ most richest., countries have cont,rolling sharehalders (La Port,a et 

al. (1999)). Except Japan, controlling shareholdel:s are dominated by fa.milies? ~vho are often the 

firms' founders or t.,heir descendants. For example, familie~* cont.,rol 2a_5 perc.ent of German cor-

poration-q (Franks and lvlayer (1997)), 16 percent of Belgian corporations (Renneboog (1996)). 

In Italy; most of t,he public corporations are cont,rolled by a <-ingle shareholder who holds ma-

jority voting rights (Zingales (1994)). In Japan, in contra,st, companies are owned by ba.nks a,nd 

other corporations (Prowse (1992) a,nd Kojima (1997)). 

In most cases, controlling shareholders do not .just hold concentrate.d owner_qhip in the firms, 

but they are involved in the ma,nagement (e.g. La Porta, et al. (1999)). The evidence indicates 

that in most countries t,he releva,nt issue is not the conventional a,gency c.onflicts between hired 

manab"ement and outside minority shareholders. The a,gency problem between a controlling 

shareholder on one hand, and outside shareholders, and other sta,keholders including, creditol~s 

and employees, on the other hand is mare serious (La Porta et al. (1999)). This problem is 

severe in the firms_ where the controlling shareholders a,re also in management tea,ms, and in the 

countries ~vhere the lega,1 protection and enforcement of laws are poor (La, Porta et al. (1998~ 

1999)). This_ new version of the agenc_v problem has been a recent focus of acaderrric research 

(Bebchuk et. al. (1998), La Porta et al. (1999), Chung and Kim (1999), and Gomes (1999)). ~i~ot 

much has been understood. however. 

The problem of cont,rolling shareholders' expropriation of minorities became a centra,1 issue 

in Thailand a.ft,er the 199 r~ economic crisis. There ~;~'ere at, Ieasf, two big scandals relating t,o t,his 

issue. First, the controlling shareholder and the founder of NakonThon Bank, the Wang Lee 

family, sold out, almost, all of t,heir shares in t,he Bank ~vhen the Bank wa.s in fina,ncial dist,ress and 

about, t,o be under control of t,he Bank of Thailand. They ut,ilized inside informat,ion to cash ouf, 

f,heir shares in f,he bank, while minority shareholders were left out holding fheir shares with the 

value of 1/100 Bath per sha.re (1(rung Thep Turakit, (.July 16, 1999), p. l). Second is f,he case of 

Thai IVlodern Plastic. The Pa,namaneechot, fanrily, vvho owned and ran the compan~.f to financia,l 

distress~ divert,ed t,he cornpany's funds by f,ransferring more t,han one-t,hird of t.he cornpany's 

foreign borrowings (up to US 50 million) to the family's accounts and their privately owned 

companies. The compa,ny wa,s not only over-borrowing, but also hid its rea,1 financial status from 

its lenders. When the company. defaulted, about sixty c,reditors were o~ved a, combined debt of 
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t]S 130 million, ~;ivhich was more than four tirnes than the debt, that, the company disclosed to 

( o'7-8). its creditors (Fa,r Eastern Economic Revie~~' September 16, 1999), p. 

In the case of Korea.; the fear of controlling shareholders expropriating corpora,t,e assets led 

to efforts to limit ownership concentration by the Korean government (Chung and Kim 1999)). (
 

The Korean securities la~v puts a lirnit on shareholding by an individual or family. Specifically, 

a group of families cannot hold more than 51 percent of a, company's votinb'T sha.res. In addition, 

the aggrega,te shareholdings by minority shareholders have to be at least 40 percent (Chung 

and Kim (1999)). Extensive research on this issue is needed in the case of Thailand if the Thai 

policy makers would adopt similar policy. as in Korea. 

I investigate empirically whether controlling shareholders effectively expropriate c,orpora.te 

resource.s and consume private benefits that is detrimenta.1 to the flrms' operating profits in 

Chapter 4. If this is the cas.e, firms with controlling sha,reholder should display poor performance 

than firms ~vith no controlling shareholder. 

The a.gency costs bet~iveen controlling shareholders, and outside sha,reholders in the firms 

with controlling shareholders, and the agency costs bet~~'een management a,nd outside share-

holders in the firms with no controlling shareholder may be controlled by some. internal and 

external corporate governance mechanisms. Following previous studie~_, the corporate gover-

nance mechanistns are self-constrained by management from holding o~vnership in the firms, 

monitoring by fina.ncial instit,utions, and monitoring by the board of directors. In Chapter 4, 

I e_xi,end the invest,igation f,o see if t,he pot,enf,ial corporat,e governance mechanis*ms exist, in 

Thai firms, na.mely managerial ownership, the monitoring by domestic and foreign financial 

inst,itut,ions, t,he monitoring by f,he board of direct,ors, are effect,ive. 

In Chapt,er 5, I analyze the capif,al structure of Thai firms. Deciding how much debt, and 

equity to employ in a firnl:'s financing st,ructure is among the most ba.sic policy choices con-

fronting t,he firm. In an imperfect market; the decision over debt-equit,y choices are import,ant, 

since it a,ffects the firm's va.1ue or perforrna,nce. Capital structure affects performance because 

it affect,s t,he payments of inf,erest,s, t,he probability of financial distress, and t,he agency cost,s 

arise in the firm. 

The capital structure theory suggests tha,t in choosing debt-equity ratio, firms should rebal-

ance va,rious costs and benefits a,ssociated with debt a,nd equity financing. That is, firms are 
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able to select an opt,imal capit.a,1 struct_,ure. Theory concerning t-,he optimal ca.pit,al st_,ruct,ure 

can be divided int,o three ma,in categories: the ta,x based t.heory, the signaling t,heory and the 

agency cost, t,heorv_ . 

First, the tax based model h).-pothesizes that firms choose their debt-equity ra.tio by trading 

off the benefits from tax reduction on interes_t payments against the costs of financia,1 distress 

due to acc.umulatingr more debt. 

However in the firms where individuals who supply, capita,1 do not run the firms them-selves, 

there exist 2 types of asymmetric information problems. The first problem arises when there is 

adverse selection. The controlling managers may possess some information that is unknown to 

outside investors. In such cases the flnancing method c,a,n serve as a signal to outside inves.tors. 

Fa,cing informaiion asymmetry between inside a,nd outside investors, firms end up having a 

financ,ial hierarchy. First they try to use their retained earnings, a,nd then move to riskless debt 

when their internal fund runs out. Equity is i_qsued only when firm~:- have no more debt capacity 

( ( ( ) Myers 1984) and Myers and Ma.jluf 1984) . 

The second problem due to informa,tion asymmetry is the principal-agent conflict. Ma,nagers 

(and controlling shareholders) who do not own 100 percent of the firm may be opportunistic. 

They have incentives to operate the firms in their own interests since they do not, bea,r all the 

costs. One way to avoid the agency costs of equity, the firm can use debt financing to discipline 

managers Jensen (1986), and Stulz 1990 ). Ho~ivever debt financing creates other agency costs. ( ( ) Jensen and lvTeckling (1976) arcr~,ue t,hat, mana,gel:s on behalf of t,he exist,ing shareholders are likely 

to expropriate wealth from their debt-holders by conducting asset-substit,ution behavior. That 

is, they Inay invest, in risky project,s because if unsuccessful, the costs w'ill be shared. But, if 

successful, f,he existing shareholders will capt,ure t,he gain. 

)
 

On t,he of,her hand, Myers (1976 argue.s that frms with heavy debt, ma"v have t,o pass up 

their value-increasing project,s merely because they cannof, afford to pay f,heir currenf, debf,. 

Therefore in choosing tbeir debt-equity level, frms should tra,de off between the agency costs of 

debt, and t,he agencv.' cost,s of equity. That is, firms vvhose managers hold hig"h equit.y ownership, 

or firms with a concentra,ted ownership structure are likely to have fewer agency problems, a,nd 

hence there is no need to issue high debt. 

In Chapter 5, I analyze the debt-equity choices of Tha,i firms ba,se on these three capital 
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structure t,heories. Additionally= I pro~ride evidence on Thai firms' flnancing structure by pre-

senting an balance sheets a.ggregation of a,ll films in t,he sa,mple. Such findings can be provide 

better understanding about, the capit,a,1 st,ructure of Thai firms to policy makers. The result.*_ may 

be used to guide practitioners in considering a.bout trade-offs among different capital structure 

choices. 
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Chapter 2 

D at a 

2.1 Data SOurceS 

This study uses firm-1evel data for non-flnancial compa,nies listed in the Stock Exchange of 

Thaila,nd in 1996. There were 363 Iisted companies in 1996. But due to data incompleteness, I 

~~ras not a,ble to include all companies in the sample. The companies that do not have a complete 

record on the variables included in the models or their accounting periods is not from January 

1 through December 31, 19g6 were excluded. I ended up with having a sample set containing 

270 firms. The mean market value of equity of t,he 270 companies in the sa,mple account,*~ for 

97.08 percent of the market value of a,11 non-financial companies listed in the Stock Exchange 

of Thailand. 

The data, were collected from multiple sourc.es. The equity ownership, mernber of the board 

of directors, share prices, number of shares outstandintg; years of incorporation and account,ing 

data obtained direc.tly. from the Stock Exchange of Thailand and from the I-SllvlS dntabase 

produced by the Stock Excha,nge of Thailand. Except data on ownership, the da,ta used are 

as of the end of 1996. For ownership da.ta~ the database provides the ownership information 

at different time for different companies over the period from .Ia,nuary I through December 31, 

1996. To check if it is appropria,te to use this da,ta,base, I examined ownership pa,tterns over 

the pa,st five years. The ownership structure appears to be indeed stable. There w~ere very few 

cases of changes in control over companies_ , meas.ured by changes in major sha=reholders. Hence 

using the ownership databa.se should not introduce serious bias to the ana.1ysis. 

The equity ownership data,base includes sha,reholdings that a.re higher than 0.5 percent. 
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The o¥vnership here means voting rights associat,e with numbers of shareholdings. In fact, voting 

rigrht,s are equal to cash flow rights since the Thai corporate charter does not allow firms t,o issue 

share~= apart from one-sha.re-one-vot,e rule. Supplemental information on equit.,.v ownership, in 

particular lists of each firms' affiliates and their share stakes are collected ma,nually from the 

data ba**e of the libra,ry of the Stock Exchange of Thailand and the Ministry of Commerce. 

Information about family relationships among members of the boards of directors and share-

holders is obta,ined from company files available at the library of the Stock Exchange of Thailand. 

This information is part of the information disclosure requirements of the the Stock Exchanbo~e 

of Thaila,nd on listed companies. The compally files provide the past five years ownership pat-

terns, Iists of the top ten largest sha,reholders and their relationships. Additiona.1 references for 

ownership structure and fa,mily relatianships, especia,lly those affiliated with business groups 

(
 

are obta.ined from the Thai newspaper, Than Settha,kij various issues-)~ A,1a,l]ager Information 

Services (1996), Pornkulwat 1996), Suehiro (1989), and Pipa,tseritham 1981 (
 

( ). 
The da,ta, is cross-sectional because it is difficult to obtain da,ta on ownership pa,tterns, 

especially o~vnership patterns of corporate shareholders. The limited ava,ilability of ownership 

data makes it impossible at the present to construct a proper panel containing cross-sectional 

and time-series da,ta,, which are likely to yield richer findings. 

Before proceeding further, a caveat mus-t be noted about the data. The study is based on the 

data of lg96, about 6 months before the financial crisis occurred. Results based on accounting 

dat,a obt,ained from t,his st,udy may nof, reflect, t,he normal situat,ion for Thailand. Nonetheles~s 

bearmg the above m mind, the study does provides a.n understanding of corporat,e ownership 

structure, corporat,e flnance, and governance in emerging market,s. 

2.2 Sample deSCrlptlon 

This section describes the characteristics of the companies in the sample. Table 2.1 shows the 

number of companies in the sample by industry. The industry groupinb"s are the sarne a,s those 

of the Stock Exchange of Thailand. 

Table 2.2 presents descriptive statistics for cornpanies in the sample. In greneral: companies 

in the sample are not just small or start-up companies. The a,verage number of years since a 

firm was set up is 21.02 years. 
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The -~ample includes bot,h large companies and smaller size companies. The book values 

of tot,al asset,s vary from 179,780' Il:Lillion Baht to the minimum of 325.82 million Baht., ~vith 

the mean and median values of 7,140.71 million Baht and 2,49_8.76 million Baht, respectivel"v. 

SaleF~- revenues vary frorn a ma,xilTrum of 107F2 f~3.01 million Baht to a minimum of 11.31 million 

Baht, with the t,he, mean and median va,lues of 3}531.52 million Baht and I~o*44.03 million Ba,ht, 

respectively. The ma.rket value of equity presents a similar picture. The mean market va,lue 

of equity of compa,nies in the sa,mple is 4,485.53 million Baht, w~ith the media,n value of 926.94 

million Baht. 

The ranking of companies in Thailand, published by lvla,nagement Information Service 

(
 
)
 

1996b shows that our sample includes large companies. Ma,nagement Informa,tion Service 

(1996b) Iists the 2000 Iargest compa,nies in Tha,iland in 1994. Both listed a,nd non-listed compa-

nies a,re included. This source of information is used because there is no information available 

for 1996. It is the closest data available to 1996. The rankings based on 1994 data proba,bly do 

not provide exact information for the companies- in our sample. Nevertheless, the rankings do 

help to understa,nd the characteristics of compa,nies in our sa,Irrple. 

Table 2.3 shows that 22 compa.nies in our sarnple appear in the 100 Ia.rgest compa,nies in 

Thailand in 1994. About 3b~.56 percent, of cornpanies in the sample are among the largest, 500 

companies in 'Thailand. Approximately 77.78 perc.ent of our sample or 210 companies are in 

the top 2000 companies. 

Furi,her examinat,ion shows t,hat, our sample als*o includes companies t,hat, are affiliat,ed with 

big business groups. Sixty seven cornpanies that belong to t,he 23 business ~)crroups in our sample, 

(
 

accounf,ing for 24.81 percent, of the sample see t,he definition of business group in Chapt,er 3. 

2.3 The Stock Exchange of Thailand: Background 

This section provides brief background of the development of the Stock Exchange of Thailand, 

based on the Stock Exchange of Thailand (1995, 199f~a 1997c). 

The Stock Exchange of Thaila,nd was fbrma,liy established in 1974 and started tra,ding on 30 

April 1975. The setup of the stock exchange in pa,rt of the Second National Development Plan 

(1967-1971). Tra,din*~ in the stock market was not active until the end of the 1980_< (Table 2.4 

and (Table 2.5). 
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Table 2 1 Cornpames m the Sample: Classified by Industries 

This table presents characteristics of companies in the sample: claF~~slfled by industries. The 

sample consis-ts of non-inancial companies lis_ted in the Stock Exchange of Thailand in 1996. 

Industry No. of firms 

Agribusiness 

Building Materials 

Chemicals and Pla,stics 

Commerce 
Communication 
Electrica,1 Products and Computer 

Electrica,1 Components 

Energ y 

Enterta,inment a,nd Recreation 

Food and Beverages 
Health Care Services 

Hotel and Travel Services 

Household Goods 
lvlachinery and Equipment, 

Packaging 

Printing and Publishing 

Property Development 

Pulp and Paper 
Textile 

Transportation 

Vehicles and Parts 

Others 
Tot al 

28 
~~9 

ll 

12 

10 

9
 
5
 
5
 
6
 
20 
l
 
2
 

9
 
5
 
5
 
16 
9
 
29 
5
 
20 
6
 
8
 
11 

270 

Table 2.2: Descriptive St,at,ist,ics for t,he Sarnple 

The sample consists of 9_70 non-financial companies listed in the Stock Excha,nge of Thaila,nd 

in 1996. Accounting data is for consolidated companies: obtained from the Stocl{ Exchangre of 

Thailand. 

IVlean Median Max Min 
Book value of t,otal assets 

Sales revenue 

Market, value of equity 

Number of y. ears incorpora,ted 

7,140.71 

3 531.52 

4,485.53 

21.02 

2,428.76 

1.544.C3 

g26.94 

17 

179,785 

107,273.01 

118,93C.5 

120 

325.81 

11.31 

47.20 
2
 

Note: Values are in million Baht. 
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Table 2.4 present., the stock market capita.lization as a proport,ion to the GDP. Ma.rket, 

capitalization or t,he market value of companies is u**~'ed to mea-~ure t,he size of a st,ock ma,rket. 

Market capita.lization is measured as equity price at the last, t.rading dav_ of a, year mult,iplied by 

the outstanding shares. The market capitalization has been under 10 percent of the GDP over 

the period lg75-1986. The market value of the listed companies compared to the GDP rises 

rapidly :s~ince the latter ha,If of the 1980s, from 14.34 percent in 1988, to 3~)~.79 percent in 1991. 

In 1993, the market capitalization is 104.89 percent; more than the c.ountry GDP. Howe¥'er; the 

market capita.lization rela,tive to the GDP becomes smaller after 1993. At the end of 1996, the 

market capita,lization is b~b~.54 percent to the GDP. 

The sarne picture emerges from looking af, number of listed companies (Table 2.5). The 

numbel: of listed compa,nies that listed common stocks were less than 100 over the period 1975-

1986. The number of listed compa,nies started to grow ra,pidly a,fter 1987. There are 136 

listed companies in 1988. In 1990, the number of listed companies are 209; increased a,bout 

53.67 percent in 2 years. The number of list,ed c.ompanies grolivs to 347 and 454 in 1993 a,nd 

1996, respectively. Over one decade (f'rom 1986-1996), the number of listed companies increases 

approximately 410 percent. 

Securities traded in the Stock Exchant)cre of Tha,ila,nd are ordinary shares, preferred shares, 

unit trusts, wa.rrants, debentures and convertible debentures. Trading' of ordinary shares~ how-

ever, has dominated other securities. For example, at the end of December 1996, there are 454 

ordina,ry shal:es, 71 unit f,rusts, 40 warrant,s, 9 preferred shares, 5 debentures and I convertible 

debenture being traded (Table 2.5). 
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Table 2.3: R,anking of Compa,nies 

This t,able present,s t,he number of companies in t,he sample that, fall int.o the 6 Ievels of rankings 

of the 2000 Iargest companies in Thailand. The rankings are based on t,ot,al revenue of all 

companies in Thailand in lgg4T Published by Management Information Service (1996b). Total 

revenues include sales a,nd other revenues. Top 100 means the top 100 Iargest companies. Top 

100 - 200 means the top 101 - 200 companies. Top 2000 means the top 2000 Iargest companies. 

Rankinb~ Total revenue 

(Million Baht) 

N~o. of flrms 

in the sarnple 

As percenta,ge of 

firms in the sample 

Top 100 
Top 100- 200 

Top 200 - 500 

Top 500 - 1000 

Top 1000 - 1500 

Top 1500 - 2000 

4,314.84 

2,604.41 

l,240.6 -

639.14 -

399.89 -

28~~.25 -

- 5.853.96 

- .314.84 
2,6C4.41 

1.240.6 

639.14 

399.89 

22 

21 

53 

65 

26 

23 

8.15 

7. 78 

19.63 

24.07 

9.63 

8.52 

Top 2000 285.25 - 65,853.96 210 77.78 
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lvl arket 

by f,he 

Table 2.4: Market Capitalization f,o GDP 

capitaliza,tion is measured as equity price at the last 

outst,anding shares. GDP is measured at currenf, price. 

: 1976-1996 

trading day of a year 

{%) 

multiplied 

Ye a,r Ca,pitalization/GDP 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1.85 

2.15 

4.89 

6.93 

5.10 

3.73 

2.99 

3.48 

3.76 

4.87 

4.88 

6.87 

11.?_O 

14.34 

35.51 

28.lO 

35.79 

52.46 

104_89 

90.82 

85.16 

55.54 

Source: Stock Exchange of Thailand (1997a), and Bank oi' Thailand ( ' ' ) varlous ISSueS . 
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This t,able 

companies 
stocks, unit, 

Table 2.5: ~~urnber of Listed Companies: 1976-1996 

presents number of companies listed in the Stock Exchange of 

are classified a,ccording to types of securities, namely common 

t,rusf,s, converf,ible bonds; debentures~ and ~lvarrant,s. 

Thailand. Listed 

stoc,ks, perferred 

Yea,r Common 
*stocks 

Preferred Unit 
stocks trusts 

Debentures 

debentures 

Convertible 

Debentures 

W~arra,nts 

1975 
1 9 76 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988 
l 989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

21 

9~5 

38 

59 

66 

74 

74 
*,4 

74 

92 

93 

89 
l 04 

136 

170 

209 
2 70 

:305 

347 

389 

416 

454 

2
 
2
 
2
 
3
 
3
 
3
 
3
 
3
 
3
 

3
 
3
 
4
 
4
 
8
 
8
 
8
 
10 

10 
9
 
9
 
9
 

O
 
O
 
1
 
2
 
3
 
3
 
3
 
3
 
3
 
4
 
4
 
4
 
5
 
5
 
5
 
5
 
6
 
lb~ 

22 

61 

69 

71 

3
 
4
 
4
 
7
 
6
 
5
 
5
 
5
 
5
 
O
 
O
 
2
 
12 

20 

32 

31 

25 

18 

17 

11 

11 

5
 

1
 
1
 
1
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
3
 

8
 
8
 
6
 
3
 
1
 
1
 

O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
O
 
1
 
l
 
3
 
6
 
2.l 

32 

39 

Source: Stock Exchange of Thailand (1997a) 
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Chapter 3 

The Equity Ownership Structure 

Abstract 

This chapt,er examines the ownership st,ructure of list,ed Thai flrms in 1996. The ownership 

structure is concentrated. In 82..~~9 percent of the firms in the sample: the lar(gest shareholders 

are also cont,rolling shareholders. The cont,rolling tihareholders are Inainly families. Foreign 

invest,ors form t,he second largest, group of cont,rolling shareholders. Most of t,he cont,rolling 

shareholders use a simple ownership pattern to cont,rol t,he firms. Onl"v in 21.27 percent. of t,he 

firms~ f,he controlling shareholders employ pyramid st,ruct.ures, and cross-o~vnership st,rucf,ures t,o 

control the firms. The controlling sha,reholders do not jus.t control the votes. In approximately 

70 percent, of f,he firms in f,he sample; f.he cont,rolling shareholders are involved in t,he flrms' 

managrement as* officers and directors. 
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In this chapt,er, I first review the Thai C,orporate L,aw related to o~~'nership st,ruct.ure and the 

legal prot.ection to shareholders (Section 3.1). The 'g)eneral picture of the ov"nership structure of 

Thai firms are described in Section 3.2. In Sect,ion 3.3, definitions us-ed in calculating ownership 

is deflned. Section 3.4 provide the evidence on who are the o~ivners of Thai firms, ho~v the 

o~ivnership is organized and in which extent, the ownership and management are separated. 

Section 3.0* is the summary and conclusion. 

3.1 Legal protectiOn of ShareholderS 

This sect,ion reviews shareholder rights in Thaila,nd l. Public compa,nies are governed by the 

Public Limit,ed Companieq- Act, B.E. 2530' (A.D. 1992) and the Securities and Exchange Act 

B.E. 2b-35. The organization that supervises a,nd oversees the stock market is the Securities 

(
 
)
 

and Exchange C,ommission SEC . This sect,ion reviews t,he q-hareholder legi**laf,ions relaf,ed to 

the follol~~ing issuesF o~vnership disclosureF voting rights, the boa,rd of directors, shareholder 

meetings, shareholders lega=1 protection} and dividend. 

First: the ownership disclosure legislation, Iisted companies are obliged to disclose their top 

ten major sha,reholders as well as their shareholdings. Furthermore notification to the Stock 

Exchange of Tha,ila,nd is obligatory if there is any change in an ownership position of more 

than 10 million Baht in value, or more than O.o' percent of the companv."s paid-up ca,pital. 

The not,ification must, be done wit,hin 3 ~~~orking days. The listed companies are a,Iso required 

to declare the s-hareholdings of the companies' stakes by their management teams as well a,s 

their rela.tionship. The management tea,m includes directors, executive directorsF managers, 

employees at the level of department manager or above; persons in other titles who have the 

power to mana,ge the compan)~ and persons with whom the company has entered into a contract 

conferring to them the right to mana,ge the cGmpany, in vvhole or in part. 

Second, voting right legisla,tion, Iisted compa,nies are prohibited from issuing non-voting 

shares~ Iow and hig"h voting shares or any types of shares tha.t, do not follow the one-share 

one-vote rule. 

Third~ the board of director legislation, the members of the board must not be less than 5, 

wit,h at least, 2 independenf, direcf,ors. Independent, directors are defined as agents who are not 

IThis section is based an Stock Exchange of Thailand (1997a, 1997c, 1998), Setsatien (1992) and Sersansie 

and Nimmansombaon (1996) 
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related t,o the compa,ny:s major shareholders and a,nd are not employed by t,he company and 

its associat.ed companies as regula,r ernploy. ees or advisors. In addition, indeperLdent, directors 

must not hold direc.tly or indirectly more than O.5 percent, of the outstanding shares, . 

In voting for a director= the Stock Exchange of Thailand allows the curnulative voting Prin-

ciple. In this case, a shareholder's voting rights is equal to the number of shares she holds 

multiplied by the number of direc.tors being elected. In principle, a, shareholder may us*e the 

votes in favor of a person. Therefore, it is possible for a shareholder with sma,ll stakes in the 

cornpany~ to put her representatives on the boa,rd of directors. C,ompared to non-cumulative 

voting" rule, the cumula,tive voting principle gives more pov"er for minority shareholders to place 

their representatives on the boa,rd La Porta, et a,1. (1998)). (
 

Forth~ shareholder meeting le.b~islationF a,n annual ordinary meetin"b of shareholders has to 

be organized within four months after the last day_ of the compa,ny's fisca,1 yea,r. A sha,reholder 

must show up in person or authorize a representative to a,ttend the meeting to be able to vote. 

LTnlike in some c,ountries; e.g. the US., LTK.~ Australia; Canada, and Hong Kong (La Porta, et 

)
 

al. (1998) , shareholders ca,nnot vote by mail. 

A shareholder may call for an extraordina,ry shareholders' meeting. The percentage of shares 

needed for a shareholder to be able to do so is 20 percent. Compared to other countriesF the 

ownership level to call for an extraordinary shareholders' meeting in Tha,iland is rather high. 

(La Porta et al 1998 shows that the mean value of the o~vnership levels to call for an ' 

)
 

ext,raordinary shareholders' meet,ing of 49 count,ries around the vvorld is ll percent,. The lower 

the fraction of shares required, the higher the opportunity for small shareholders to arrange a 

meeting t,o challenge the power of the mana~(Temenf, t,eam, and hence t,he more the interest,s of 

small shareholders are prot,ect,ed La Porf,a et al. (1998 ). 
(
 
)
 

In gene.ral, a majorit,y rule is applied in any corporate decision except in f,he foll0~~'ing cases: 

increases and decreases of t,he equit,y capit,al, issuing corporate bonds, chan{~es in t,he act,s of 

incorporation, merger and acquisition, making, amending or terminating a, contra,ct rela,ting 

t,o selling, transferring leasing of f,he company's assets. In t,hese cases, a super-majorit,y of 75 

percent of the voting rights is required. 

Fifth? Iega,1 mecha,nism used to protect shareholders a,ga,inst opportunistic a,ctivities of ma,n-

agement is the following. If a director's activity c,a,uses. da,ma,ge to the company~ a sha.reholder 
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or a group of sha.reholders holding at least., 5 percent, of the paid-up capital have the legal right 

to direct. the company to cla.im compensation. If the company fails to take such a, action, 

the shareholder can ask the court to claim compensa,t,ion or st.,op t,he act,ion on behalf of the 

company. 

To nullif"v any corporate decision, 20 percent of share capital is needed. With this level of 

shareholding, a sha,reholder or a group of shareholders has the rigrht to investi(rt~ate a cornpany's 

financial sta,tus, business operation a,nd inspect the board of directors' conduct. 

A shareholder with at least 10 percent of shareholding has the rigrht to submit a motion 

)
 

to the court for the r.ompa,ny's liquidation if i. mana,gement fails to a,ct in accordance with 

)
 

the provisions rela,ting to payments of stock issuance a,nd transfe_rring of ownershipF ii, the 

number of shareholders is less than 15: and iii.) the. company is in fina,ncial dis.tress a,nd has no 

possibility of recovering. 

Fina,1ly, regarding to dividend legislation, dividend payment has to be approved by the 

shareholder meeting. A compa,ny cannot pay out dividends from other sources except its profits. 

Dividends cannot be distributed if the company still has an accumlila,ted loss.. In addition; 

dividends c.annot be paid if the company's retain earning is less than 10 percent of the registered 

capital. The Law requires tha,t, the company must allocate to the cornpany's reserve at least 5 

percent of its annual net profit less accurnulated losses carried forward from ex-period until the 

retain ea.rning rea,ches t,he a,mount of at least 10 percent of the re~50'istered capital. 

3.2 The OWnership structure: General picture 

Table 3.1 describes general pict,ure of t,he o~vnership st,ructure of Thai firms. The shareholdings 

of ea,ch group of investors are calcula,ted in the follo~ving ma,nner. I flrst aggregated sha.res held 

by non-individual investors namely, banks, investment trusts, security a,nd insurance compa-

nies, domestic c,orporations, government, and foreigners. To obtain sta,kes held by individual 

mvei:itorsF I aggrega,ted the stakes held by these non-individua,1 investors and then subtracted 

this amount from one hundred. Because the databa,se identifies shareholders whose stakes are 

above 0.501(), the stakes held by individuals a,re overstated. Stakes held by the other investors 

areF however, understa,ted. Even with this weakness, the evidence does not give a wrong picture 

of the ownership structure. Further evidence will be shown later to support this conclusion. 
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Table 3.1 reveals that., Thai firms are owned in the highest proportion by individLLals. Specif-

ically, individuals* hold o'4% of the outstandinb"' shares. Domest.ic corpol:ations emerge as the 

second largest group of shareholders, accounting for 25.76%. Among the corporate shareholders-= 

holding compa,nies~ stakes are 4.77%. 

Shares held by financial institutions are relatively low. Domestic banks, investment trusts, 

security companies and insurance compa,nies together hold less tha,n 10 percent of the out-

standing stocks. ~~rith respect to banks, Tha,i banks do not hold large sha,res of Thai firms, 

even though banks in Tha,ila,nd are quite active in accumulating and supplying funds. Over all 

domestic banks hold about 1.43~o of the outsta,nding sha.res. 

The government~ represented by the Ministry of Fina,nce, other sta,te enterpris.es, and fi-

nancial institutions owns, 0.79% of total shares. Foreign investor on average hold 1'_.3% of 

outstanding shares. Foreign investors c.a,n be classified into 2 groups: foreign fina,nc.ial institu-

tions who enga,ge in portfolio inve_qtment; and multinational firms and individual investors who 

engage in direct investment. 

By considering this general ~videnc.e~ the Tha,i firms seem to be ~~ridely held with individuals 

and corporations as major shareholders. However as I will show later, the.se investors do not 

hold merel~y srnall stakes in the firms. Ownership of Thai fil:ms is concent,rated in the hands of 

wealthy families. 

Comparino' the pattern of Thai equity holdings with the sha,re-holdings in other countries 

will give betf,er undersf,anding of t,he Thai ownership structure. Here I present the corporate 

ownership of four developed countries, namely Japan. Germany, the United States~ and the 

United Kingdom as references. The comparison wit,h count,ries in emerging markets is also 

int,erest,ing. But, I could not, find similar research. 

The equity holdings of the four counf,ries are presented in Table 3.2. The ownership infor-

mat,ion of t,he four countries is from 1992 data, while Thai data from 1996 is used. Even though 

the da,ta, are not from the same yea,r, the comparison is still interesting. Considering the aggre-

gate shareholding pat,t,ern, t,he Thai ownership struct,ure may look similar to both t,he capital 

market based countries (the LTnited State-s~ and the United Kingdom) and to the bank-oriented 

(
 

countries Japa.n a,nd Germany). However closer exa.mination lea.ds to the conclusion that the 

Thai ownership structure is fa,r different than that of either group of developed countries. 
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Table 3.1: Percentage of Outstanding Corporate Equity Held b"v Investors 

This table presents mean percent,age of shares held by various investors*. Data sample cont,ains 

270 non-financial firms listed on the Stock Exchange of Thailand in 1996. 

I nvestor Mean Percentage of Shares 

Banks 
Investment Trusts 

Security and Tnsurance Companies 

Domestic Cornpanies 
Individuals 

Government 
Foreigners 

Tot,al 

1.43 

1.55 

5.32 

25.76 

54 

0.79 

12.3 

laO 

Table 3.2: 

1990-91 

Ownership Structure of listed compames in Japa,n, Gel:many U.S. and LT.K. in 

Investor Japan Gennany U.S. LT.K. 
Ba,nks 

Pension funds 

Insurance Companies 

Investment Companies 
Domestic Cornpanies 
Individual s 

G overnment 
Foreigners 

Total 

25.2 

0.9 

l 7.3 

3.6 

24.7 

9~3.4 

0.6 

5
 
100 

8.9 

O
 
IC.6 

O
 
39.2 

16.8 

6.8 

17.7 

100 

0.3 

2･4.8 

5.2 

9.5 

O
 
53.5 

O
 
6.7 

100 

0.9 

30.4 

18.4 

11.1 

3.6 

21.3 

2
 
12.3 

l OO 

Source: Adapted from Kester (1999_), Table 4, p. 33. 
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First the high corporat,e shareholdings are similar to t.he pat,t,ern~~ m .Ta.pan and Germany. 

In Japan and Germany, the corporat,e shareholdings are cross-shareholdings wit,hin industrial 

groups ~for .Japan see Sheard (1994), Kojima (1997), for Germany see Schneider-Lenn6 (1994)! 

Gordon and Schmid (1996) and Frankq_ and lvlayer (1997)). In Thailand, corporate sharehold-

ings are bet,ween companies in the same family groups. Second individuals are t,he largTest. 

shareholders in Tha,ila,nd; which is true also in the LTnited Sta,tes. However the pattern of share-

holdings is tota,1ly different. ¥~'hile individuals in the LTnit,ed Stateq* hold small stakes, Thai 

individual shareholders do not. In man~.! cases, they are major shareholders. I ~vill ela,borate on 

this issue in the following section_ 

The major chara,cteristic that is different from the developed countries is that the weight 

of the financial sector's equity holding-F~ of Thai corporations is very small. This evidence is 

different from banks in Japan a,nd Germany. By compa,rison, Ja,panese banks hold 2b-.2% a,nd 

Germa,ny bank,~~_ hold 8.9%. This is surprising since it is ~vell documented that the Thai inancial 

ma,rket is dominated by ba,nks. There are two plausible rea,sons why Tha,i banks do not hold 

hi~crh equity. The first reason may -~~tem from legal restrictions. Banks are barred by law from 

holding high equity. Comrnercial banks in Thailand are subject to a Cammercial Bank Act that 

limit,s them to hold other iirms~ stocks only up to 20% of their own equity. In addition, a bank's 

maximum equity holdings in a company. is limited to 10% of the company's total outs-tanding 

shares. Approval from the Bank of Thailand is needed otherwise. 

The second reason may be due t,o t,he wa,y Thai banks and ot,her financial insf,if,ut,ions de-

veloped. Most of the big financial institutions especia,lly banks are controlled, or in some ca.ses 

est,ablished, by the wealt,hy families or conglomerat,es. Financial inst,it,utions and banks have 

been used as t,ools t,o gat,her and provide capital t,o finance t,he growth of t,he groups' businesses 

as well as facilitat,e business t,ransactions, rather t,han being used t,o c.ontrol companies (Pipat-

serit,ham lg81)). 

The inactive role of financial institutions in holding firms' sha,res may also be due to the 

charact,erist,icq* of t,he Thai capit,al market, and financial sect,or. The Thai capital market, by 

its nature, is still in the early sta,ge of development. It just sta,rted to grow since the latter 

half of 1980s, a,nd grew very rapidly in the first half of the 1990s. As a consequence flnancia,l 

institutions a,re relatively sma,ll in size, have less capital, a,nd experience in portfolio investment. 
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In sum, the major shareholders of Thai firms are individua,Is, and corpora,t,ions. This genera.l 

picture, however, doe-"~ not reveal whether Thai firms are held by sha,reholders with small or 

large st,akes of the firms_ In next section, we will investigate how big t,he '-takes held by each 

(
 

type of investor the concentration of olivnership) and who the largest shareholders are. 

3.2.1 Ownership concentration 

This section provides information on the concenti:ation level of ow'nership of Thai firms. . Fol-

lowing previous studies, ownership concentration is me.asured by the percentage of sha,res held 

by the largest shareholder, the three largest shareholders and the five largest s_hareholders. The 

higher fraction of shares held by these large shareholders~ the higher the level of ownership 

concentra,tion is. This inf'ormation is summarized in Table 3.3. The entries of the largest share-

holder and t,he three largrest shareholders are subdivided into three main investor groups. The 

three main investor groups are individuals~ domestic and foreign cor'parations and flnancial in-

strtutlons. Financial institutions include dcuTrestic and foreign ba,nks, security companies and 

insurance compa,nies. 

Since corporate shareholders, in many cases, are compa.nies in the same group. Put it differ-

ent.ly, these companies have the sa,me ultimat,e shareholders. Therefore, if, is more meaningful 

t,o aggregaf.e these companies as one entity. Speciflcally, in calculating t,he st,akes owned by 

() corpora,t,e shareholder, I use two crif,erion. In Method a. , companies that have t,he same ul-

t,imat,e shareholders are aggregated as an entit,y. A flrm X is said t,o be an afliliat,ed conrpany 

of a family Y, if members of Y family, and its affiliates hold in combina,tion more tha,n 25% 

of X's- shares. As discus.sed in Section 3.1, at this level of ownership, a shareholder is a firm's 

controlling shareholder or ultirnate sha,reholder. 

() In Method b ? a group's corporate shareholders are not aggrega,ted. An Entity is merely 

another firm. lvlethod (b) is introduced for comparison (since aggregating the stakes held by 

affilrated firm~; that are not held 100~ by the controllmg hareholders ovelstate~ the real equity 

votes) . 

With respect to individual shareholdersF individua,Is with the same famil~.r name as well as 

their immediate fa,milies are aggregated as a single shareholder. 

Table 3.3 indicates the high degree of ownership concentra,tion. Considering first the results 
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applying met,hod (a), corporat,e shareholdel:s dominate other groups of investors in importance 

as large block-holders. The average holding of the largest col:porate shareholders is 24.65%, 

and the mean combined stake of the three largest corporate shareholder*,_ is 29.7O'%. Individual 

shareholders or fa,milies a,re the second largest group of block-holders. On average the larg'>est 

individual shareholder holds 21.26% of t,he sha,res. The ma,ximum shareholding held by the 

largest individual shareholder reaches 92.b~3c70. The three largest individual shareholders or 

families own 2*r.56% of outsta,nding equity. 

The results using method (b) are a, Iittle different frorn the results using method (a.). Cor-

porations do not dominate individuals in being the largest shareholder. However they are more 

or less as important. W~hile the la,rgest individual holds 20.b~6% of the firm, the largest corpo-

ration's fra,ction is 20.03%. Further the top three individual a,nd corpora,te sha,reholdings are 

27.560i/o and 27.87%, respectively. 

Among the three groups, domestic and foreign financial institutions are the smallest block-

holders. The largest institutional holdingcrs are 4.98cr]/o, using method (a,) and, 4.96%_ using method 

(b) respectively. And the average shareholdings of the three la.rgest fina,ncial institutions are 

8.91% in both methods of calculation. 

The high degree of concentration of ownership is further enrphasized when we look at the 

mea,n percentage of share.s held by the top five shareholders. Here I present the ownership 

of the five lart50'est shareholders as a whole. In calculating the ownership of the five largest 

shareholders, ag)ain f,wo met,hods are used. In method (a), corporate shareholders w'ith the 

same cont,rolling sha,reholders, and their controlling shareholders a,re represented as one single 

shareholder. In met,hod (b)? a shareholder is siurply a group of family, or a corporaf,ion. The 

fracf,ion of shares held by t,he five largest, invest,ors is 65. (~8c/o and 62.'2%, using mef,hod (a) and 

met,hod (b) re~_pectively. The maximum holding is 98.26%c and t,he minimum is 9-0.84(;)/o. 

To sum up~ t,he evidence shows t,hat, Thai firms are not, widely held by shareholders holding 

sma,ll frac.tion of the firmsF sha,re-s. Sha,reholding by the largest sha,reholdel: alone accounts for 

24.659~;c', on t,he average. The ownership is concentrat,ed in t,he hands of corpora.t,e and individual 

shareholders. 

Up to this point) I have been using the sta.ndard method commonly used in the developed 

countries to describe the ownership pa,tterns of Thai firms. It does not seem to be appropriate 
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Table 3.3: Ownership Concentration 

This table presents mea.n summary st,a.t,i~;-tics of the owner**hip of the largest. shareholder, the 

three largest shareholderF~- and the five la,rgest shareholders. 

In a,ggregating the ownership; individuals who have the sa,ll:le familv_- name a,re aggregated as a 

single unit. In (a,)~ firms tha,t have the sa,me ultimate shareholder are aggrega,ted a~S one entity. 

)
 

In (b , an entity is merely a,nother flrm. 

Mea,n Median Ma.ximum Minimum 
La,rgest sharehol der 

Individual 

Corporation (a) 

C.orporation (b) 

Financial institution 

Financial institution 

(*) 

(b) 

21 .26 

24.65 

20.03 

4.98 

4.96 

14.47 

20.59 

l 7.68 

3.98 

4.C3 

92.0~3 

86.82 

65.43 

33.88 

33.88 

O
 
O
 
o
 
O
 
o
 

Three largest shareholders 

Individ uals 

Corporat,ions (a) 

Corporat,ions (b) 

Financial institutions 

Financial institutions 

(*) 

(b) 

27.67 

29.98 

2.7.87 

8.91 

8.9 

19.95 

29.64 

27.17 

8.00 

8.00 

98.26 

96.98 

75.31 

37.~(3 

37.73 

o
 
o
 
o
 
O
 
O
 

Five large~-t shareholders 

Fi~re la,rgest shareholders 

Five large-~~t sha.reholders 

(*) 

(b) 

65.78 

62.2 

66.72 

63.03 

98.26 

98.26 

20.84 

20.84 

since in many cases a fa,mily or individual controls a company via holding the company's stocks 

using its name aF;- well as its,_ afiiliated companies. These two types of' shareholders should 

be combined as one entity to represent shareholdings of a single family. More specifically, in 

order to investigat,e ~~~ho are t,he real owners of Thai firm*f~, it, is import,anf, to search for the 

firms' ultimate shareholders or corLtrolling shareholders. Thereafter, ultimate sha,reholders and 

controlling shareholders will be used interchangeable. 

3.3 Definltlon of controlllng Shareholder 

In order to find out who are the ultimate owners of Thai firms, we first, have to define how a 

shar'eholder can control or be an owner of a firm. Following the Stock Exchange of Thailand. 

a sha,reholder is a, controllintg sha,reholder or ultimate owner of a hrm if he owns directly or 

indirectly more than 25 percent of the firm's shares. Under the Public Limited Companies 

Act, at this level of shareholdings, a shareholder has sufficient votingr power to have significa,nt 

influenc.e on the firm in the followingr manners (see Section 3.1). First, a controlling sha,reholder 
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can　nullify　any　corporate　decisions．Second，a　controlling　shareholder　can　deman（i　to　inspect

the　business　operation　and　the　financial　coIldition　ofthe　companyラas　well　as　the　conduct　ofthe

board，Thirdラa　controlling　shareholder　can　call　an　extraor（iinary　general　meetings　any　time、

Forthラa　controlling　shareholder　can　submit　a　notion　to　the　court　demanding　for　the　dissolution

o£a　company　if　he　thinks　that　further　company　operations　will　bring　only　losses，and　that　the

comp＆ny　has　no　chance　of　recovery．

　　　Direct　ownership　means　that　an　individual（or　a£amily）holds　shares　in　his　own　name．

Members　of　a　family　are　treated　as　a　single　shareholder　on　the　assumption　that七hey　vote　as　a

coa lition．Members　of　a　family　include　thQse　who　have　the　same　family　name　and　close　relatives

as　well　as　rela七ives　of　in－laws　of七he　family，Although　there　were　ca8es　of　fighting£or　controlling

power　within　a　family，here　I　do　not　take　this　topic　into　consideration．

　　　In　the　case　of　indire（：t　ownershipタor　when　a且rm，s　shares　are　held　by　a　company　or　through

a　cllain　of　companies，15earch　for　the　ultimate　owner（controlling　shareholder）of　the　last

companyトThis　indirect　ownership　is　de且ned量n　the　same　way　as　La　porta，et　aL（1999）．An

illdiv量（iual　or　a　falnily　B　indirectly　controls灘percent　of　compa且y　l　i£i．）B　directly　holds　more

施an25percent　of　shares　of　company2，whic五directly　holds∬percent　of　company　ll　or　ii、）β

directly　controls　conlpany3which　in　turn　controls　company2，which　directly　holds∬percent

of　company　L　The　chain　of　controlling　of　a　firm　could　be　many　layers，Here　we　do簸ot　p1乱ce

駄1imit　to　the　number　of　companies　in　this　control　chain　as　long　as　each　of　the　cQmpanies　has

controllingPoweroverthenex毛one，

　　　Firms　that　do　not　have　an　ultimate　controlling　share丘olderラa，shareholder　of　more　than

25percent　voting　rights，are　de丘ned　as癒ms　w呈thout　controIling　shareholder．Firms　that　are

owned　by　a　corpora、tion　as　well　as且nancial　institut圭on　that　have　no　controlling　sharehokier　also

£allint・thiscategory、

　　　I　classify　ultimate　owners　into4groups：an　individual　or　a　family，the　T五ai　govemment，£or－

eign　investors，a　group　of　more　than　one　individual　or　family、Govemment　con七rol　is　considered

separately　because　the　go、〆emment，s　purpose　in　controlling丘rms　may　be　the　countrゾs　welfare、

Sometimes　govemment　ownership　may　help　to　serves　political　objective，that　goes　against　tke

public　interests（Shlei£er　and　Vishny（1994））．

　　　I　sep＆rate　firms　that　are　controlled　ul七imately　by　more　than　one　individual　or　fam玉ly　as　a
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separa,t,e ca,t_,eg'ory. The reason is that, t,he seriousness of a.gency problem-s and contractual co*._ts 

of a firm t.hat is controlled b~.. more than one group of shareholders might not be the same as 

those with one controlling sharehclders. Since t,here exi~~t, other large sha.reholders in the firms, 

they might monitoring each other, resulting in lower agency costs. 

For foreign corporate shareholders, I do not search for the ult,imate control of t,heir parent 

companies. So it can be the case that firms that have foreign corporations as their controlling 

shareholders a,nd hence defined as foreign-controlled flrms ma}.T be actua,1ly widely-held firms 

if their parent companies in the home ba~ed countries are dispersedly owned. Fortunately the 

fraction of such firms is srna,ll, as will be s*hown in next section. 

3 4 The controlling shareholderS Of Thai firmS 

W~e will flrst have a brief look a,t who are the largest, shareholders of Thai firms. Table 3.4 reveals 

that out of 270 companies~ 197 companies; or 72.96 percent of the sarnplef have an individual or 

a family as their largest shareholder. The second group vvho appea,r a.s largest sha,reholders are 

foreign investors. There are 46 companies in i,his group or 17.04 percent of t,he sarnple. These 

foreign investors a,re 2.3 corporations, and the rest 23 are individuals. There are 13 companies, 

or 4.81 percent of t,he firms f,hat are owned by companies, which are conf,rolled ult,imaf,ely by 

more than one individual or family. The nunrber of t,hese ult,imat,e shareholder~ ranges from t,wo 

t,o six. The Thai st,at,e appears f,o be the largest shareholder in 9 companies, or 3.33 percenf, 

of t,he companies in t,he sample. There are only 5 companies t,hat, have t,he largest shareholder 

as public corpora,tions; which have no ultima,te shareholder. Among five of them, the largest 

shareholders of t,wo companies are widely held flnancial instit,ut,ions, and f,he ot,hers are ot,her 

public corporations. 

Panel B shows sumrnary statistics of ownership of the largest shareholders of all firms in the 

sample. The largest shareholders hold big stakes in the firms. The percentage of out-standing 

shares held by the largest shareholders ra,nges from a minimum of 5.99_ percent to a maximum 

of 92.53 percent: with a mean of 43.31 percent. 

We ha,ve seen tllat the la.rgest shareholders hold big stakes of the frms. It is then interesting 

to exa,mine the number of companies with and without controllingr shareholder. Table 3.5 

presents the number of flrms tha.t have contralling shareholders. Out of 270 frms: 223 firms or 
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Table 3.4: The Largest Sha,reholder 

This f,able identifies the largest shareholder of ea,ch firm. Informa,tion includes the o~~l'ner-

ship level. Firms are classified into each ca,tegory accc]rding to their controlling sharehold-

ers.Cont,rolling shareholder is a sha,reholder whose ownership of t,he firm's shares direcf,ly and 

indirectly exc,eeds 25 percent. Companies without a controlling sha,reholders a,re classified as 

widely held corporations. Direct ownership means tha,t a,n individual holds shares in his own 

name. An individual or a family B indirectly cont,rols x percent of company I if B direct,ly holds 

more tha,n 25 percent of sha,res of company 2~ which directly holds x percent of company 1. The 

chain of controlling of a firm c.ould consist of many layers. I~lore than one group o.f shareholder 

stands for flrms t,hat are owned ult,imat,ely by more f,han one group of sharholders. 

Panel A: Identification of the La,rgest Shareholder 

Type of sha,reholders Number of frms Percentab"e 

An individual or a family 

Government 
Foreign investors 

More than one group of shareholder 

Widely held corporations 

197 
9
 
46 

12 
5
 

72.96 

3.33 

17.04 

4.81 

2.85 

Total 2 70 100.0C 

Panel B: Summarv Statistics of the Ownership of the Largest shareholder 

Mean 
Median 
Sta,nda.rd deviation 

Maximum 
Minimum 

43.31 

44.12 

17.59 

92.53 

5.92 

29 



82.59 percent of t,he firms ha~'e ultimat.e owners. Only 47 firm~~ or 17.41 percent of the firms 

have no single sha,reholder holds more t,han 20' percent, of the firms' ~~hares. The ownership 

information reveals that there exist, not only firms with one controlling block but, also firms t,hat 

are controlled by more tha,n one group of shareholder. The percenta,ge of this type of fums is 10 

percent. The sha,reholdings of these. firms can be classified into 2 groups; firms ~vith two groups 

of contralling sha,reholders (5.19 percent), and firms that are o~i~~ned ultimatelv. by more than 

one fa,mily (4.81 percent of the firms in the sample). 

The number of firms that are controlled by a single family is the highest. Single fa,mily-

cont,rolled-flrms a.ccount for 57.41 percent of firms in the sample. The number of fa,mily-

controlled flrms a=re in fa,ct higher if we a,Iso add firms that a,re controlled by more tha,n one 

family. (4.81 percent of the firms.). In addition, families also appear in the two c.ontrolling blocks 

catel~~ory. In 17 firms that have two controlling blocks, 14 firms. ha¥'e families as one of their 

controlling shareholders. These families either control the firms together with another family 

(5 firms), or with foreign investors (10 firms). So in total 183 firms or 67.78 percent of the firms 

are contralled by families. 

The second largest group of controlling shareholders are f'oreign inve-<tors. There are 35 firms 

that are foreign-controlled, or 12.96 pe.rcent of the frms. If we include foreign controlled firms 

that appear in the more than one controlling shareholder category, then there are 49 firms~ or 

18.15 percent, that have foreign investors holding controlling votes. However 31 cases, or ll.48 

percent of t,he firms are cont,rolled by foreign corporations, for which I do not, have informat,ion 

of their ultimate owners. These foreign corporations are for exa.mple, t,he Mitsui group (Ja,pan), 

Asahi Glass Corporation (.Japan), and Berli-.Tucker corporaf,ion (Net,herlands). 

The uext group of investors f,hat, has a cont,rolling st,ake in Thai firms is f,he Thai government,: 

The government, cont,rols 5 firms, or 1.85 percent,. The St,at,e agencies who play t,he role of 

shareholders are the Ministry of Finance, the State-owned banks, namely Krung Thai Bank, 

Thai Military Bank; and Industria,1 Fina,nce Corporation of Thaila.nd (IFCT)~ Sta,te-owned 

flnancial companies: namely Krungthai Thanakij, and Stat,e ent,erprises, namely Pet,roleum 

Authorit~. ' of Thailand. 

In sum. Thai firms are dominated by non-dispersedly held flrms. They are controlled by 

fa,milies a,nd to a lesser extent by forei*bn investors, and the government. 
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Table 3.5: Identification of Controlling Shareholders 

Firms are classified into ea.ch cat,egory according to their cont,rolling shareholders.A cont,rolling 

shareholder is a shareholder who owns at lea,st 25 percent of the frm's ~-hare-qF directly or 

indirectly. Compa,nies without a controlling shareholder are clas_sified as companies with no 

controlling shareholder. Direct ownership mea,ns that an individual holds shares in his own 

name. An individua,1 or a family B indirectl_v controls x percent of company I if B directly holds 

more than 25 percent of shares of compa,ny 2, which directly holds x percent of company 1. The 

chain of controlling of a firm could be many layers. Compa,nies with more than one controlling 

shareholder are cornpanies that are oT~'ned ult,imate]y by more tha,n one group of shareholder. 

Type of controlling sha,reholder Numbel of firms Percenta,ge 

With one contTolling shareholder 

_An individual or a, family 

Government 
Foreign investors 

VVith more than one controlling sharehclder 

With no contr(;lling share.holder 

223 
15b~ 

5
 
35 

28 

47 

83.59 

57.41 

1.85 

12.96 

10.37 

17.41 

Total 270 100.00 

Before leaving t,his issue, there i_< one point, w~orf,h not,ing here about t,he shareholding)s of 

financial in~f,it,ut,ions. Widely. held financial inst,it,ut,ionF~~ as well as those under t,he control of 

t,he wealthy families do nof, hold cont,rolling vot,es of Thai flrms in our sample. The highest 

shareholding by financia,1 institutious is 19.87 percent, while avera,ge sharehaldings is 4.98 per-

cent (Table 3.3). The inactive role of fina,ncial institutions in holding flrms' sha,res supports our 

previous findings_ . 

Next we will investigate the size of the stakes these controlling shareholders hold. Ta-

ble 3.6 contains the ownership of controlling shareholders. I define the ownership of controlling 

shal:eholders into three levels: between 25-50 percent, majority (between 50-75 percent), a,nd 

super-majority ownership (more than 75 percent). Panel A shows the number and proportion 

of firms according to this classification. The ownership of firms tha,t have two controlling blocks 

are an aggrega.tion of the two owners' sha,reholdings. 

In 223 iirms where controlling' shareholders exist, the controlling shareholders in 103 firms 

hold sha,res between 2S-50 percent. These frms are 40 percent of the firms in the sample. 

The controlling shareholders in 110 firms have ma.jorit~. ･ ownership, and in 14 firms have super-

ma.jority ownership. If we look at these firrns a.s a fraction of 270 firms in our sample, the firms 

with majority ownership and super-ma,jority ow~nership account for 45.93 percent. Among firms 

t,hat ha.ve ownership above t,he 50 percenf, Ievelt abcut 3C.74 percent of the flrms are owned by 
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families. 

~~'~ith respect to the ovvnership of foreign controlling shareholders, in 3~' foreign-controlled 

firms; 16 firms have majority holdings; and 19 fums have controlling blocks between 25-50 

percent.. These account for 5.93 percent and 7.04 percent of the firms, respectively. . The Gov-

ernment ownership, however, is concentrated between 25-50 percent. Specifically, in 4 out of 5 

governrnent-controlled frms= the government's shares are between 20*-b~C percent. Only one firm 

has super-majority ownership. 

Panel B presents summary statistics of the ownership of the controlling blocks. The a,verage 

ov'~nership of the controlling sha.reholdings of a,ll types of ultima,te owners a,re above 40 percent. 

The median of holdings, except of the State~ are a,ls_o 40 percent up. The mean ov~;~nership of 

firms wit,h two controlling shareholders is 60.51 percent, with median 58.89 percent. 

There is two issues worth noting about controlling shareholders ~vho are fa,milies. First, 

among the familv.'-controlled firms, there exists a group of firms where a fa,mily has significant 

influence over the firms. That is; a fa.mily holds ma,jority shareholdings. Even if a, family does 

not have an a.bsolute majerity votes, the family has sufficient power to control ma,nagement if 

the family oTvns at least 25% of the compa,ny's shares and there exists no other shareholder who 

owns more than o~% in the firm. l~!Iote that according t,o the Thai Public Limit,ed Companies Act, 

B.E. 2.J~35: by owning at least 5% of the shares, a shareholder can influence the management 

of the firm Setsatien (1996) . For instance, a shareholder with at at least 5% of the sha,re (
 

)
 

may bring an action of a direct,or f,hat, causes dama~~~re f.o the company t,o t,he court t,o claim 

compensation on behalf of the company. Hence a shareholder can effectively control a. firm if 

t,here is no ot,her shareholder who owns at, Ieast 5% of the company's shares. 

There are a 94 companies or 34.81% of the flrms in t,he sample t,hat are cont,rolled by a 

single family. Typically mana,gement, cont,rol of these companies is highly concent,rat,ed in the 

hands of f,he members of founding family. 

Second~ among fa,mily-controlled companies, there are number of companies that a.re a.ssoci-

ated wif,h buq-iness groups. Using wealth holding by families as a base, we can cla*;~sified business 

groups into 2 cate~)~rories: very wealthy business groups and less wealthy business groups. Being 

very ~vealthy means that they are among the thirty fi¥'e largest ~)o'roups of Thai companies in 

Thailand; a,ccording to their assets in 1979, as listed in Pipatseritha,m (1981).2 With this defl-

2AS far as I know, there is no recent st,udy that gives informatian about assets of non-listed companies. 
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Table 3.6: The Ownership of Controlling Shareholders of Thai Firms. 

This table presents the o~vnership level ofcontrolling shareholders. Firms are cla-F~sified into each 

categ'ory according to their controlling shareholders. A controlling shareholder is a shareholder 

whose owners*hip of the firm's shares directly a,nd indirectly exceeds 2b~ percent. Firmf~~ with 

more than one controlling shareholder are either those tha,t a,re held ultimately by a group 

of shareholders or those with two controlling blocks. O~~~nershlp of firms ~~~it,h more than one 

cont,rolling shareholder is an a~ggregation of the controlling shareholders' sha,reholdings. The 

percenta,ge column is calculated as. the proportion of firms that fall into each category divided 

by. the total number of firms in the sample (270 firms). 

Panel A: The Ownership of Controlling Shareholders 

Ownership Between 2b~-50c70 Between b~O- f~5% More than *(5% 

Number 
of firms 

('/.) Number 
of firms 

(%) Nurnber 
of hrm*s 

(%) 

One controlling sharehclder 

An individual or a family 

Government 
Foreign investors 

More than one 
controlli7~g 3hareholdeT 

Total 99 

96 

72 
5
 
19 
3
 

35.56 

'26.67 

1.85 

7.04 

1 . 1 1-

36.67 

92 

76 

O
 
16 

19 

110 

34.07 

28.lo~ 

0.00 

5.93 

7.04 

40.74 

8
 

l
 
O
 
6
 

14 

2.96 

2.59 

0.37 

0.00 

2.22 

5.19 

Panel B: Summary Statistics of the O~vnership of Controlling Shareholders 

Mean Median Max Min 
One coT2;trolling shareholder 

An individual 

Govern me nt 

Foreign investors 

More than one controlling shareholder 

51.04 

43.6･~ 

46.03 

60.51 

5c.46 

37.94 

48.00 

58.89 

92.53 

80.01 

66.66 

90.38 

25.13 

26.58 

25.00 

2,b~.OO 
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nit,ion, finn*s in the sample can be classified into ten groups. The names of the ten groups; their 

controlling shareholders, and their business area in are presented in Table 3.7. There a,re 26 

3
 firms or 9.6391(c of flrms in the sample belong t,o t,he ten bus~iness groups. 

The le*~:s wealthy business groups are the groups that were among the hundred la.rgest 

business groups in 1979, and survive to the present. Since many of the groups keep their 

companies private, there are only 13 business groups that control companies in our sample. 

Excluding the ten business groups: the rest are na,mely, Laoha,tha,i. Pornprapha. PhenchartF 

Chonwicharn; Yip In Tsoi, LTa,chukiat, Photirattanangkun. Osatha,nukhro, Kana,sut, Asa,kun~ 

Dara,ka,non, Liaophairat, Srifuengfung, ~~'iriyaprapaikit, Watta,nawekin, and Sriwikorn. 

Ownership of the ten groups is concentrated by using holding companies (Pipa,tseritham (1981 ) 
)
,
 

A holding cornpany is a company that is set up for the purpose of controlling other companie-s 

in the group. 'T'he sha,reholdings- in a group~s holding companies are very concentrated in the 

)
 

hands of their founders and family members or close rela,tives (Pipatseritham (1981) . These 

holding companies together with the group's a,~iliated companies typica,lly a,re major sharehold-

ers of the group's other affiliated companies. The esta,blishment of holding companies is used 

als_o for tax reduction of the founders' f.arzrilies: since corporate tax rate-q in Thailand are lo~~rer 

than personal tax rates on dividend (Pipat-eritharn 1981 ) s ( ). 
3.4.1 Are firms with no controlling shareholder really widely-held? 

In this section, I investigate the ownership of 47 firms t,hat are classified a,s firms with no con-

t,rolling sha,reholder. These firms, however, are not really dispers*edly held by small shareholders 

in t,he same way as flrms in the US. or UK. In contrast,, t,he- top shareholders of t,he 47 firms 

hold large blocks. But t,he size of the largest block is just, Iess than 25 percent., our t,hreshold of 

having a cont,rolling shareholding. Put, different,ly, t,he shareholdint'crs of t,hese flrms are indeed 

concentrated. Here I measure owner-ship concentration by the ov,'nership sta,ke of the firms' 

largest, shareholder. Results are present,ed in Table 3.8. 

Panel A shows the a,verage ownership of the largest shareholders of the widely held firms is 

19.31 percent, with media,n 18.77 percent. The ma,ximum shareholding, hovvever, rea,ches 62.42 

percent. The minimum holding is 5.92 percent. 

Pipatserit,ham (1981) and Suehiro (1989) both provide a ranking of companies based on 1979 accounting data. 
3Note that Sri Krung Wattana group is a business group t,hat is controlled by more than one family I include 

Sri Krung Wattana because the group is well-known a:'s a big business group in Thailand. 
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Table 3.7: List of the Tha,i Conglomerates 

Group T~.rpe of Business 

Bangkok Bank gloup 

Thai Fa.rmer Bank group 

Bank of Ayudhaya group 

CP group 

Central group 

Saha U~nion group 

Saha, Pathanapibul group 

Siarn Cement group 

Sri Krung Wattana group 

Sun Hua Seng 

Banking, finance, insurance, trad-

ing, textile, property development, 

agribusiness, foodF healt,h care ser-

vic e s 

Banking, fina,nce, insurance, trad-

ing, textile, property, a,gribus.iness, 

food~ health ca,re services. 

Banking, insurance, flour Inilling, 

shipping, property development, 
agribusinessF con-~~truction materials, 

silo a,nd l~'arehouses 

Agribusines<*, agriculf,ure, t,elecom-

municaf,ion? ~ivholesale 

Hotel, property development, trad-

ing, depa,rtment store 

Textile, trading, finance, cosmetics, 

computer, electrical a,ppliance, plas-

tic, agriculture, footwea,r 

Taading, textile, f'ood products, con-

sumer products, cosl~netic products, 

property developrnent 

Banking, finance~ insurance, cement, 

steel, property development, pulp 
and paper, glass, hot,el 

Agribusiness, a,griculture, tra,ding, 

food productsF steei, chemical, ship-

ping 

Trading, agribusiness, agriculture, 

pulp and paper, shipping 

Source: Pipatseritham (1981), and Management Information Service (1996). 
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Panel B provides further information on the distribut.,ion of t,he o~vnership. There are three 

companies~ in the sample where t,he largest shareholders hold the equit"v more t,han ?-5 percent. 

These t,hree companies are owned b~.' other public companies that do not have any_ ult,ima,t,e 

shareholder. 

Many of the firms ~vith no controlling shareholder would be classified as non-widely held. 

If we relax the definition of controlling shareholdings from 25 percent to 20 percent. As noted 

before: a shareholder with such a stake has suficient voting rights to have a signiflcant influence 

on ma.jor corporate decisions. Then 19 firms from 4(~ dispersedly held firms will fall into the 

non-dispersedly held firms ca,tegory. If ~i~~e are, Iooser on the definition of controlling shareholder: 

the proportion of dispersedly held firmq* is reduc,ed further. For exampleF following the Stock 

Exchange of Thailand, a shareholder with 10 percent ownership is defined as a major share-

holder. Then only 4 out of 270 firms can be titled as widely-held. Stated differently, 266 firms 

or 98.52 percent of the firms have at least one ma,jor shareholder. 

If we use a holding of a 5 percent ownership stake a,s a definition of large shareholding a.s 

used for the L'~S. ba,sed model by many studies (for example, Morck, Shleife.r and Vis;.hney (1988), 

Zeckhauser a.nd Pound (1990)): then there are no real widely held firrns in our sa,mple. A11 firms 

have at least one shareholder with more than 5 percent slnreholding. 

3.4.2 The controlling mechanisms of Thai firms 

In this sect,ion how frms exercise cont,rol is discussed. Specifically I will answ'er the following 

questions. Do controlling sha,reholders simply control firms directly, or indirectly via their pri-

vately owned subsidiaries or a,ffilia,ted companies? I call this type of controllin~)o' simple. Even 

though Thai fums a,re not a,llowed to issue dual class voting or non-voting sha,res, other mecha-

nisrns can be used to sepa,rate cash flow claims from control rights, such as pyramidal ownership 

and cross-shareholdings. The shareholdingF mecha,nisms permit controlling shareholders having 

more control over the firms more than the proportion of their shareholdings. 

Py. 'ra,midal o~vnership is the process of controlling via lay. ers of compa,nies. I deine a pattern 

of shareholding as a pyramid in the same manner as La Porta, et al. (1998). Company Z 

is controlled through a, pyramid if it is controlled by a public company Y, which is in turn 

controlled bv. a familv_ X. Companie-s in the middle a.re required to be public cornpanies. If 
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Table 3.8: The Ownership of the Largest Shareholders of ¥¥'idely Held Firms. 

This table shows the sha,reholdingrs by the largest shareholder of 47 hrms with no cont,rolling 

shareholder. A controlling shareholder is a shareholder whose ownership of the firm's sha,res 

directly and indirectly exceeds 20* percent. 

Panel A: Summary Statistics of the largest shareholder's ownership 

IVlean 

IVledian 

Standard deviation 

Maximum 
Minimum 

l 9.31 

18.77 

9.78 

62.42 

b~.92. 

Pa,nel B: The Distribution of the largest sha,reholder's ownership 

Ownership level Number of firms Percenta,gre 

O - 5% 

5 - 10% 
lO - 15% 
15 - 200lc 

20 - 25r70 

more than 2b~% 

O
 
4
 
ll 

14 

15 
3
 

0.0C 

8.0*1 

23.40 

29.79 

31.91 

6.38 

Tot al 47 100.00 

compa,ny Y is privately owned by family X, we do not call this ownership structure a pyramid. 

The requirement is important in the case of Thai firms. If firms in the middle of the chain of 

control is privately owned by a family, the famil.v then are not a.ble to separate cash flow a,nd 

control right. The following example should give better understanding. 

Consider a simple case of the sequence of 2 companies, Y and Z. A controlling shareholder 

who holds more t,han 50 percent, of a public company Y, which in t,urn holds 5C percent, of 

company Z, has majority control over company Z. In this case, the controlling sha,reholder who 

actually holds only 25 (50*o'O) percent, of shares in company Z can exercise full conf,rol over 

company Z. If companies in the middle of the chain of control is privat,ely ovvned companies by 

a famil~.r, the sepa,ration of voting right and control is not applica,ble. An example of a pyramid 

st,ructure is the ownership st,ruct,ure of South Africa~ s conglomerat,es (Barl:, et, al. (1995)). 

Croq*s-shareholding is a mecha,nism for not only assuming effective control~ disproportion-

ate to ownership; but a.Iso to pl:otect the power of the controlling sha,reholders. . Comparing 

to pyramidal structure of control, the voting rights of cross-shareholding mechanism spread 

around compa,nies in the cha,in of control ra,ther than concentrated on a single shareholder (Be-
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bchuk, et al. (1998).). The most famous e_xample is the case of the .Ta.panese Keiretsu where 

complica,t,ed closs-shareholdings~ bet,ween firms in the same group are created (Sheard (1994)). 

Cross-shareholding is_ defined in t,he ~ame way as La. Porta, et, a,1. (1998). That is~ compan"~r Z 

has cross-shareholdings if it also holds any shares of its corporate controlling shareholder, or 

other companies along the cha,in of control. 

Table 3.9 shows how Thai firm~~ are owned. Note that in Table 3.9. more than one investor 

ca,tegory refers to i.) firms that have a single controlling block owned by two or more owners 

ultimately , and ii.) flrms that ha,ve two controlling blocks. Surprisingly there are very few 

cases- of complex ownership struc.ture. Most of the firms that have controlling shareholde.rs 

are controlled by the siTnple ownership structuTe. More specifically, out of 223 finns that ha,ve 

ultimate owners, 176 firms, or (~8.92 percent are classified under the simple olL'nership structure. 

The sec.ond most, frequent type of control is controlling through pyramids. The number 

of firms tha,t are controlled by a pyramidal ownership pattern is 40; which accounts for I f~.94 

percent of the firlns with controlling shareholders. There a,re only 2 firms, that are cla,ss.ified a,s 

cross-shareholdings. Finally there a,re 5 firms or 2.24 percent of the firms that a,re controlled 

by more corrrplex mechanisrn-s, i.e.~ through pyramid~~~ and also through cross-shareholdings. 

Note tha,t ma,ny of the firms that have a pyra,midal structure a.nd cross-o~vnership -;~tructure are 

also controlled partly via direct ownership by the controlling shareholders and their affiliated 

componies tha,t are privately owned. 

The incidence of complicat,ed ownership structure is more often in family-cont,rolled compa-

nies. Out of the 40 firms with pyramida,1 ownership, 28 finlls are single-family-controlle.d, 

7 are more-than-one-invest,ors-cont,rolled, I are the Governrnenf,-controlled and 3 are foreign-

cont,rolled. Most of t,he firms t,haf, are controlled by ot,her types of cont,rolling shareholders, 

however, have a simple paf,f,ern of shareholdings. For example, 32 firms from 35 foreign-oli~'ned 

flrms use a simple ownership patt,ern. For 2.8 firms t,hat are cont,rolled by at, Ieast, two invest,ors, 

16 frms are controlled under the simple ownership structure~ 8 firms use a pyramid structure, 

2 firms have cross-shareholding and t.he rest 2 flrms have bot,h the incidence of pyramidal and 

cross-ownership structures. 

Compared with the evidence of other countries, complicated ownership ls not commonly 

used by Thai sha,reholders to control the firms. For example, in South Africa, the six con-
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Table 3.9: Type of Controllingr 

This table presents how firms are owned. Firms are classified into each ca,t,egory a,ccording to 

their controlling shareholders. A controlling shareholder is a shareholder whose ownership the 

flrm's shares direct,ly and indirectly exceeds 25 percent. Three control mechanisms are defined: 

simple, pyramidal ownersh.ip and cross-shareholdings. First, when controlling shareholders con-

trol firms directly, or indirectly via their privately owned subsidiaries or affiliated companies 

it is called si'mple ownership. Second, pyramidal ownership is defined as folloTv. cornpany Z 

is controlled through a pyramid if it is controlled by a public company Y, which is in turn 

controlled by a family X. Firms in the middle are required to be public firms. Third, company 

Z has cross-~-hareholdings if it hold_;~ shares of its corpora,te controlling shareholders. The :~more 

than one controlling shareholder:' category refers to firms that have a, single controlling block 

ult,imat,ely owned by more t,han one shareholder; or firms that, have t,~vo cont,rolling blocks. 

Type of 
shareholding 

Simple (1) Cross- Pyramids (3) 
shareholdings (2) 

Both 
(2) and (3) 

Type of investor Number 
of firms % 

Number 
of firms Vc' 

Number 
of firms % 

Nulliber 

of fums %
 

An individual or 124 
a family 

Government 4 
Foreign investors 32 
More t,han one 16 
controlling shareholder 

55.61 O 

1.79 O 
14.35 O 
7 .17 2 

0.00 

c.Oo 

0.00 

o.90 

28 

3
 
8
 

12.56 3 

0.4~~ O 
1.3S O 
3.59 2 

1.35 

0.00 

0.00 

o.90 

Total 176 78.92 2 0.90 40 17.94 5 S2..24 
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glomerat,es ~vhich control 70 percent of tot,al listed frm** mainly use pyramidal ownership (Barr, 

et a,1. (1995)). In developed countries= La Porta, et al. (1998)) find tha,t in the sample of the 

twenty large<-t, firms from 27 rich countries, 26 percent of the firms t,hat have ult,imat,e owners 

use pyra,mida,1 oTvnership. 

3.4.3 Examples of controlling mechanisms 

In this section, I present ex. a,mples of ownership patterns used by controlling sha,reholders to 

control the firms described in Section 3.4.2. Thes'imple ownership structuTe in Figure. 3.l 

shows an example of direct shareholding b,.v a f'amily. This kind of olvnership pattern is the 

most straightforward. Shinna,wa,tra Computer a,nd Communica,tion is owned directly by the 

Shinnafvvatra family who is also the founder of the firm. The Shinnawatra, family control 50.22 

percent of the finn's votes. Though the Shinnawatra, fa,mily controls Shinnawat,ra Comput,er 

and Communication~ none of the family membe.rs a,ppear as ofiicers or directors. 

The next case is an example of controllingo' by direct and indirect, ownership~ another kind of 

f,he simple ownership structure. General Engineering is cont,rolled by a holdingr company called 

Pa,tawasu Holdings, with 25 percent, of the votes (Figure. 3.2). Pata~vasu Holdings, however, 

is a holding company of t,he C,hatika~vanit, family. The Chatikawanit family also holds 14.4 

percent, of General Engineering direct,ly. Therefore overall f,he Cha.t,ikawanit, family ult,imat,ely 

controls 39.4 percent of Genel:al Engineering. The Cha,t,ikawanif, family does not, only esf,ablish 

and conf,rol t,he company; buf, also part,icipates in it.s management,. One mernbel: of t,he family 

acts as the chairman of the board, a,nd twa members of the family are directors. 

Another exa,mple of the simple owne'rship str'uct,ure is the ca,se of Italian-Thai Development 

(Figure. 3.3). Ita,lia,n-Thai Development, however, ha,s more complex ownership. The Kanasut 

family, one of the founders, owns 34.13 percent of Italian-Tha,i Development. But the Kanasut 

family controls more votes of Italian-Thai De¥relopment. The family controls 25 .67 percent of 

Ital-Thai Holdings, which in turn controls 12 percent of Italia,n-Thai Development. Ita,lia,n-Thai 

Holdings also controls 95.16 percent of Ita,1-Tha,i Industrial, another shareholder oi' Ita,lian-Thai 

Development with 8.54 percent ownership. The Kanasut fa.mily is not the only one controlling 

shareholder of Italian-Tha,i Development. The Ja,ranachit family, also has controlling votes in 

the firm. The. Jaranachit family holds 21.73 percent of Italian-Thai Development directlyF and 
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indirect.,ly through controlling 29.71 percent of Ital-Thai Holdings' shares. However the Kana.sut, 

family and the Jarana,chit family are act,ually considered as one family beca,use the~.' are related 

by marriage. One of t,he daughters of the Kanasut family is married to t,he .Taranachit family. 

Because both Ital-Tha,i Holdings and Ita.1-Tha,i Industrial are not publicly tra,ded, the ownership 

structure of Italian-Thai Development i*_ not a pyrarnid. 

lvletro System Corporation is an example of the companies tha,t have one controlling q-hare-

holder but ultima,tely a,re controlled by a group of more a,t least two individua,Is or families 

(Figure. 3.4). The major shareholders of Metro System Corporation are Sri Krung ~¥'attana 

(32.85 percent) and Saha,pattana,poon (12.26 percent). Both Sri Krung Watta,na and Sahap-

attana,poon are holding companies of Sri Krung W~atta,na group which is one of the Tha,i big 

business groups. This group is controlled by, three fa,milies; namely the Laoha,thai fa,mily, the 

Setpornpong Family, a,nd the Ta,ngtrongsa,k Fa,mily. Since in this case it is not possible to speciiv. 

fra,ctionF;- of shares of IVletro Systein Corpora,tion owned by the three families~ I classify ~'Ietro 

System Corporation as ha,ving more tha,n one ultimate controlling sha,reholder. The ownership 

structure is simple since its two major sha,reholders are not public compa,nies. 

An example of a firm that is controlled by two separa,te group-< of shareholders is the Malee 

Sampra,n Factory (Figure. 3.b~). The pattern of shareholdings of Malee Sampran Factory gives 

als-o an example of control through pyramid companies. There are two different group~- of ul-

timate sha,reholders ~vit,h controlling votes; t,he Kulapiyawaja family who is also the founder 

of lvlalee Sa,mpran Fact,ory, and t,he. Chirat,hiwat family. Both families controi Malee Sampran 

Factory indirectly via holding companies that appear in the first layer of the ownership struct,ure 

of Ma,lee Sampran Fact,ory. That is, t,he Kulapiyawaja family cont,rols 100 percent, of f,he Bun-

malee Food Processing, which in t,urn holds 36.03 percent, in Malee Sampran Fact,ory' shares. 

On t,he ot,her side, the Chirat,hiwat, farnily controls 49.58 percent of t,he publicly t,raded ABICO 

HoldingsF which holds 41.1 percent, of Malee Sampran Fact,ory. The controlling mechanism 0L 

the Chirathiwat family is a pyramid since a listed company, ABICO Holdings, appears in the 

chain of cont,rol. 

The final example is the ownership structure of Interna,tional Cosmetics (Figure 3.6). The 

pattern of sha,reholding of International Cosmetics illustrates a,ll the types of the controlling 

mechanisms defined in this study, narnely direct holdings, indirect holdings, pyramidal holdings, 
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and cross-shareholdings. Int.,ernational Cosmet_,ics is part of the Saha-Pat,hanapibul ~~rroup vvhich 

is one of 'Tha,i conglomerat,es. The founder of Saha-Pa,tha,napibul group is the Chokwattana 

farnily. The Chokwattana family o~~!~ns only 0.96 percent of International Cosmetics direc.tly. 

However the Chokwattana family controls 20.08 percent of International Cosmetics indirectly 

by using the group's privately held holdingr companies. The ot,her t,wo large shareholders of In-

ternational Cosmetics are Sahapathana Inter-Holdings, and Saha-Pathana,pibul and WACOAI... 

All are controlled by the Chokwattana, fa,mily directly and indirectly. These three corpora,te 

shareholders are publicly tra,ded. Therefore the Chokwattana family owns more votes of Interna-

tiona,1 Cosmetics through pyramid companieq~ namely WACOAL, Sahapatha,na Inter-Holdings, 

and Saha-Pathanapibul. In total~ Chokwa.ttana fa,mily c.ontrols 48.58 percent of Internationa,l 

Cosmetics. International Cosmetics a.Iso holds 5.03 percent of Sa,hapathana Int,er-Holdings and 

4.44 percent of Saha-Patha,napibul. Hence this is also the c,ase of cross-shareholdlngs. 

3.4.4 Separation of control and ownership 

We have seen t,hat, confrolling shareholders exist, in most, of the Thai list,ed companies. The 

question ra,ised here is whether these large sha,reholder~} merely monit.or the firrns described in 

f,he model for American firms, for example, Sheifer a,nd Vi**hny (1986). Admat.i, Pfleiderer and 

Zechner (1994), Bolt,on and Thadden (1998a, 1998b or whet,her they. also part,icipa.f,e in t,he 
)
,
 

flrms: management,. I, t,herefore, examine the number of flrms vvhere t,he cont,rolling shareholders 

join management, f,eams. lvlanat'"ement is classified int,o t,wo t)oroups; officers and direct,ors. An 

officer is someone who holds one of the following positions: cha,irman, honora,ry cha,irman: vice-

chairma,n, president, vice-president~ CEO or ma,na,ging director. CEO and mana,gin~)a' director 

are equivalent positions. Both na,mes are us.ed widely used by Tha,i firms. A director is someone 

who is not an ofiicer but is a member of the board of directors. 

Panel A of Table 3.10 shows the evidence on how often controlling -shareholders mana,ge the 

flnrls. Out of 223 firms with controlling sha,reholder, the c,ontrolling shareholders of 157 firms, 

or 71.04 percent hold positions as officers. In 159 firm-~~, the controlling shareholders pa,rticipate 

in management as directors. This accounts f'or 71.95 percent of the firm~~* with controlling 

shareholders . 

Panel A a,Iso provides additional information on which t_vpe of controlling shareholders is 
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involved in management more oft,en. One ca,n see that in family-controlled firm~= the controlling 

shareholders appear more often among t,he top officers and directors. The incidence of family 

members? involvement in the mana~gement and control of flrms is more tha,n 75 percent of familv_ -

controlled firms. This is a,Iso the case for foreign-controlled firms that are ultimately owned by 

foreign individuals. All foreign-firms that a,re cont,rolled by foreign individuals have family 

involvement in mana.gement. The evidence of Thai firms is similar to La, Porta, Shleifer and 

Lopez-de-Sila,ne (1998). They find tha,t 69 percent of familV.'-controlled firms in rich count,ries 

are also fa,mily. -mana,ged firms. 

A family in sorne firms does not hold just one position of top-executive le¥rel. Panel B 

of Table 3.10 presents summary statistics of this incidence. Specifically I examine ho~v many 

positions of directors a controlling shareholder's f'amily holds. The average positions that a 

family of controllingr sha.reholder held is 1.97, with the median being 1. The maximum number 

of f'amily invOlvement as directors is 7. This. evidence is similar to the study of American frms 

with ma,jority ownership by Denis a,nd Denis {1994). 'They find that in 79 percent of the firms, 

more than two members oi' the controlling fa,mily appea,r among the top executive positions. 

Panel B further supports our argument that compared to other types af ultimate shareholders, 

families participate more oft,en in t,he flrms' ma,nagement.. 

Table 3.11 and Table 3.12 provide the distribution of shares held by of~:cers and members of 

the board of directors of companies in t,he sample, respectively. In both tables, Panel A presents 

t,he distribut,ion of mana(T~erial ownership of the t,ot,al 270 firms in t,he sample. Summary st,atis-

tics of managers' shareholdings are also included. Panel B sho~;vs the distribution of manageria,l 

ownership of 223 firms wif,h cont,rolling shareholders, cla,ssified by t,ypes of cont,rolling share-

holders. Table 3.11 and Table 3.12 support our argument that, t,he caf~_h flow right,s and cont,rol 

right, are not, ~vell separated in Thai companies. The mean percent,age ownership held by of~cers 

of 2f~O firms in t,he sample is 32.90, wit,h median 38.56. The a.verage shareholdings by directors 

is 36.41 perc.ent, with median 41.06 percent. 

In more than half of the conrpa.nies, officers a.nd direct,ors have cont,rolling o~vnership. More 

precisely; ofiicers in 163 firms or 60.37 percent of 270 firms in the sample hold more than 25 

percent ofthe firms' outstanding shares. In 177 firms or 65.56 percent of the firms in the sample, 

directors have controlling" votes. Examining further, one can see that it is fa,mily-controlled firms 
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Table 3.lO: Separation of O~vnership and Managemenf, 

Pa.nel A shows the number of firm-s where the controlling shareholders are officers a,nd direc.tors. 

An offlcer is someone. who holds one of the following Positions: chairma,n, honora,ry chairma,n) 

vice-chairman, president,; vice-president,, CEO or mana.ging direct,or. A direcf,or is someone who 

is not an officer but is a member of the board of directors. Figures in t,he percentage columns 

are ca,lculated as a fraction of firms where controlling shareholders exist 223 flrms). Panel (
 B provides information on how many posit,ions a cont,rolling family ha-< in t,he flrm's board of 

directors. Firms are classifled into each category according to their cont,rolling shareholders. 

A c.ontrolling shareholder is a, shareholder who oli~rns the firm;s shares directly and indirectly 

exceed 25 percent. The "mol:e tha,n one controlling sha,reholder" category refers to firm-s that 

have a single controlling block ultimately owned by more than one sha,reholder, or firms tha,t 

have two controlling blocks. 

Panel A: Number and percentage of firms where 

the controlling shareholders are officers a,nd directors 

Ofiicers Directors 

Type of controling shareholder Number of firms (%) Nulriber of firms (%) 
An individual or a, family 

Governm:ent 
Foreign invest,ors 

More t,han one controlling shareholder 

Total 

125 
O
 
11 

21 

157 

89~.78 

O.OO 

30.56 

75.00 

71.04 

119 
O
 
16 

24 

159 

78.81 

0.00 

44.4 

85.7 

71.95 

Panel B: Summary statistics of the number of 

directors on the board held by t,he firm's controlling shareholder(s) 

~!fea,n lvledian S.D. M ax Mill 

An individual or a family 

Government 
Foreign investors 

More than one controllin*~ 

holder 

All frms with controlling 

holders (223 finlns) 

share-

share-

1.97 

a.58 

1.64 

1.7 

2.0 

O
 
0.0G 

l.OO 

1.63 

O
 
0.79 

l.19 

l .55 

7
 
o
 
3
 

7
 

O
 
O
 
o
 
O
 

o
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Table 3.11: The Distribution of Shares held by Officers 

Pa.nel A present,s the dist.ribution of officers' ownership of 270 firms in the sample. An officer is 

someone ~~rho holds one of the following positions: cha,irman~ honorary chairman~ vice-chairman~ 

president, vice-president, CEO or managing director. Panel B shows the distribution of share-

holdings of officers; classified by types of controlling shareholders. Firms al:e classified into each 

categorv_' according to their controlling shareholders. A controlling shareholder is a shareholder 

who owns the finn)s_ shares directlv. a,nd indirectl~.r exceed 25 percent. Companies without a,n 

ultimate owner a,re classified as firms with no controlling shareholder. 

Panel A: The di_~-tribution of oilicers' ownership of 270 firms 

Ownership level Number of firms Pe.rcentage 

O% 
O - o~9~:n 

o* - 10% 

IC - Ib~% 

15 - 20% 

20 - 25% 
25 - 50% 
50 - 7,j-% 

75 - 100% 

Total 

65 
l
 
4
 

7
 
8
 
7
 
6
 
77 

77 
9
 
270 

24.07 

5.1 9 

2.59 

2.96 

2.59 

2.22 

28.52 

28.52. 

3.22 

100.00 

Mea,n 

Median 
S.D. 

Maximum 
Minimum 

32.90 

38.56 

26.16 

92.53 

0.00 
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Panel B: The di*stribution of oflicers' owner~hip classified by type of controlling shareholders 

A family Government Forergn More thal~ one 

Ownership level Investors controlling shareholders 
No controlling 

shareholder 

O% 
O - 5% 
5 - 10c/o 

IC - 15% 

15 - 20% 

20 - 25% 
2b~ - 50~c 

b~O - 75% 

75 - 100% 
Total 

'_l 

3
 
1
 
1
 
O
 
1
 
56 

65 
7
 
155 

o
 
o
 
c
 
o
 
o
 
o
 
o
 
O
 
5
 

16 

4
 
2
 

O
 
6
 
5
 
O
 
35 

8
 
O
 
1
 
O
 
O
 
O
 
10 

7
 
2
 
28 

lb~ 

7
 
3
 
6
 
6
 
5
 
5
 
O
 
O
 
47 

TVlean 

lvledian 

S.D. 

IVlaximum 
I¥/Iinimum 

44.06 

48.42 

23.43 

92.53 

o.Oo 

0.00 

0.00 

0.00 

0.00 

O.Oo 

16.63 

2.0 

22.47 

66.66 

0.00 

34.15 

39.b~O 

27.25 

87.76 

O.OC 

10.94 

6.52 

12.42 

42.42 

O.OO 

that have high managerial ownership. Out of 163 firms where officers' ownership exceeds 25 

percent, 128 firrns are single-family-owned, (~8.53 percent. This pa,ttern of shareholding is also 

the same for directors' ownership of family-owned firms. 

Ma,nagement of firm~_ with two or more controlling shareholders a,Iso have high sta,kes. Out 

of 28 firms of this type: number of' firms that have ofiicer and director ownership exceeding the 

2b~ percent level a,re 19 and 23, respectively. In foreign-controlled hrms, the mea,n value of _~hare-

holdings by ofiicers and directors are 16.63 and 23.85 percent, respectively. As noted earlier, 

there are tlvo types of foreign-controlling shareholders: foreign individuals and corporations. 

The evidence of managerial shareholdings in f'oreign-controlled firms come mainly from firms 

that are controlled by foreign individuals. Mana,grement of firms that are controlled by foreign 

corpora,t,ions do not, hold t,he firms' shares. 

In sum, controlling shareholders do not, merely cont,rol t,he flrms via shareholdings. They 

are involved in running t,he firms in t,he t,op management posit,ions. Only in about 30 percenf, 

of t,he firms t,hat cont.rolling shareholders do not, appear as manager~. 
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Table 3.12: The Distribution of Shares held by Directors 

Panel A presents the distribution of directors' ownership of 270 firms in the sample. Directars 

are member.<+ of the boa,rd ~vho are not ofiicers. Panel B shows the distribution of shareholdingrs of 

directors- ~ clas.sifled by types of controlling shareholders. Firms are classified into each category 

accordin"~~' tc their controlling shareholders. A controlling shareholder is a, shareholder who oTvns 

t,he firm's shares direct,ly and indirect,ly exceed 25 percenf,. Companies wit,hout, an ult,imat,e 

owner are classifled as firms wit,h no controlling shareholder. 

Panel A: The distribuf,ion of direct,ors~ ownership of 270 flrms 

Ownership level Number of firms Percentage 

O% 
O - 59;(o 

o* - 10% 

lO - 15c7(, 

15 - 20% 
20 - 25~c, 

25 - 50~c' 

50 - 75% 

75 - 100% 
To t a,l 

39 

16 

15 

8
 
8
 
81 

85 

11 

270 

14.44 

5.93 

5.56 

2.59 

2.96 

2.96 

30.00 

31.48 

4.07 

100.00 

Mea,n 

Median 
Standard Deviat,ion 

Maximurn 
Minimurn 

36.41 

41.06 

25.20 

92.53 

0.00 
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Panel B: The distribution of directors' owners,_hip 

classified by type of controlling sha,reholders 

A family Government Forelgn More tha,n one 

Ownership level Investors controlling shareholders 
No controlling 

shareholder 
OC7c 

O - 5% 
5 - 10~(:o 

10 - 15% 
15 - 2091~c' 

20 - 259~c, 

2,j~ - 50%c' 

5C - 75~c 

7.~* - 100~o 

Total 

hline Mean 
TVledian 

S.D. 

Maximum 
ivlinimum 

11 

10 

2
 
2
 
O
 
O
 
52 

69 
9
 
155 

44.02 

50.81 

23.13 

92.53 

O.OO 

o
 
o
 
o
 
O
 
O
 
O
 
O
 
o
 
5
 

0.00 

0.00 

o.oo 

0.00 

0.00 

l
 
3
 

2
 
2
 
2
 
1
 
2
 
4
 
9
 
O
 
3･~ 

23.85 

11.34 

26.56 

71.49 

0.0C 

4
 
O
 
1
 
O
 
O
 
O
 
15 
6
 
2
 
28 

49.O*8 

42.90 

22.29 

82.08 

0.00 

6
 
4
 
10 

3
 
7
 
6
 
10 

O
 
47 

16.78 

15.01 

13.82 

54.49* 

0.00 

3 . 5 S ummary 

This- paper examines t,he ownership st,ruct,ure of list,ed Thai flrms. First, the degree of ownership 

concent,raf,ion is high. In 42.64 percent, of the flrms, the largest, shareholder owns the firm alone. 

Second, the largest shareholders in 8･-.59 percent of the firms in the sample are a,Iso controlling 

shareholders who own af, Ieast, 25 percent, of f,he vot,es. However t,hel:e is nof, just, one ~)~rroup of 

controlling shareholders. in a, firm. In 10.37 percent of the firms; there exist two or more groups of 

cont,rolling shareholders. In addition, the controllint)o' sha,reholders are ma,inly families. Foreign 

shareholders a,Iso appear to have c.ontrolling stakes, but in the lesser extent. 

ThirdF in 47 firms or 1(~.41 percent of the finns that ha,ve no controlling sha,reholders, the 

firms are not a,ctually dispersedly held. Simply looking at the perce.ntage of shares held by the 

la,rg'est shareholder of these firms, there a,re only 4 firms where the ownership of the largest 

shareholder is less than 10 percent, the level of ownership of a major shareholder. 

Fourth, the controllingT Shareholders in 78.92 percent of the iwls with controlling share-

holders use a, simple ownership pa.ttern to control the finms. Thev_ either oI~Tn the firms' stakes 

directly, or indirectly via their privately owned holding companies and affiliated companies. 
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About, 21.27 percent, of the firms, the cont,rolling shareholders control the firms through a pyra-

mid structure and cross-f~-hareholdings. 

Fift,h, the controllingr shareholders do not just own the firm;~- and probably monitor the firms 

as described in the LTS. and LTK. ba-qed model. In about 70 percent, of the firms with controlling 

shareholders, the controlling shareholders are involved in t,he hrmsF management, as offlcers and 

directors. Furthermore on avera,ge the percentage of officers and directors' ~~*hareholdings are 

approximately 32.90 and 36.41 percent: respectively. . 

The analysis leaves one important issue of wha,t detenrlines the ownership structure unan-

swered. Whether the issue is relevant or not is not clea,r priori in the context of Tha.i firms. 

There are 2 stra,nds of resea,rch related to this issue. On one side, Demsetz a,nd Lehn (1985) 

argrue that the firm's choice of ownership structure ma,y be endogenously. determined. The 

structure of corporate ownership is the outcome of rebalancingr various costs and benefits of 

concentrated ownership and diffused ownership. In the context ~vhere large F~~hareholder exists 

(
 

in the firm, Barr et al. (1995) and Gomes 1999) argue that stakes held by controlling share-

holders are de.termined by the degree of agency problems arise in the firm. Firms with ;~_evere 

agency problems would have high concentrated ownership level becau,s~_e outside investors will 

not, want, to invest in such a firm. 

However, since controlling s hareholders have substantial discretion over their choice of share-

holdings, it m,ay not be that easy for outsiders to have significant elrect on choosing a certain 

level of ownership. Therefore, it, is not clear that, actual olvnership st,rucf,ures are detennined 

)
 

endogenously Hadlock (1998 ) To date empirical evidence based on firms ~vith similar owner 

ship st,ruct,ure as Thai firms do not, support, t,hat, ownership levels are optimally determined. 

(
 
)
 

Denis and Denis 1995 flnd t,hat, shareholdings of majority owned firms al:e not, relat,ed t,o any 

firm's characteristics, bnt are associated the presence of the controlling **hareholders in the 

firl:ns' mana.gement teams. Their result,s do not, support, t,he argument, t,ha.t, ownership level is 

set according to the agency costs. Whether ownership is determined endogenously inside the 

firm is ultimat,ely an empirical quesf,ion. This issue is, however, Ieft, for fut,ure research. 
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Chapter 4 

The Effects of 

and Corporate 

Performance 

Ownership Structure 

Governance on the 

Abstract 

This Chapter examines the infuellce of ownership structure, and governance mechanisms 

on the performance of firms operating in Thailand. Firm performa,nce is mea.sured b~~r ROA and 

Tobin's q. The results do not support the a,rgument that controlling shareholders expropria,te 

( . ) t,he wealt.h of non-cont,rolling ouf,side shareholders. Family-cont,rolled firms do not, perform 

poorer than firms with no controlling sha,reholder. W'hen performance is measured b.v R_OA, 

foreign-conf,rolled flrms display signiflcantly different, performance t,han firms wit,h no cont,rolling 

shareholder. The univariat,e and Inult,ivariat,e analyses suggest, t,hat, the ROA of firms t,hat 

are managed by t,heir controlling shareholder is lo~~~er t,han f,hat of flrms that, t,heir cont,rolling 

shareholders do not participate in management. Governance Inechanism~ t,hat may constrain the 

controlling sha,reholders are the board of directorF~*, the presenc,e of domestic financial institutions 

among t,he shareholders. 
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4.1 Introduction 

As shown in Cha,pter 3, the majority af Thai firms are o~vned by a group of sha,reholders with 

big stakes. The~_e large shareholders do not only control the firms via shareholdings but a.Iso are 

involved in managelTrent. In a firm tha,t, is owned and cont,rolled by a group of shareholders, the 

problem is not the conflict of interests between management and sha,reholders, a common issue in 

the more advanced economies. Managerial opportunism is likely to be constra,ined by controllers 

who have incent,ives to be active monitors because t,hey hold a significant, fraction of the firm. 

Controlling sha,reholders wit,h highly concentrated ownership, however, are susceptible to serious 

(
 

discretion problems at the expense of minority shareholders as well a~,_ creditors Shleifer and 

Vishny (199~ La Port,a et al. (1999) and Bebchuk ef, al. 1998)). In particular, La Porf,a et 
I
)
,
 

(
 

(
 
)
 

al. 1999 argue that the degree of corporate resources' expropriation by controlling shareholders 

is much more serious in a firm where t,he cont,rolling shareholders are also in management t,eams. 

The common practice of hiring fa,milv_ members into manag'erial posit,ions as top executives or as 

compan_y direct,ors may nof, only give effecf,ive infiuence on t,he decisions of managers, but also 

block them from being monitored and disciplined from a,ny corporate governanc.e mechanisms. 

The power to control a, corpora,tion gives a controlling shareholder use of corpora,te resources 

for their own interests while the minority sha,reholders and creditors bear the costs. These activ-

ities are for exa,mple; c,ons-uming perks, providing jobs to fa,mily's members, paying themselves 

excessive salaries_, giving sweet deals to the companies they privately own, and ,setting dividend 

policy according to their investment and consumption plans. In a,ddition, controlling sharehold-

ers may make investment decisions that yield them private benefits but are detrimental to the 

firm's operating performance (Bebchuk et a,1 1998)) The net effect of controlling shareholders 
.
(
 
.
 

on performance, however, is established empirically. LTp to date~ evidence related to this issue is 

still limited. This chapter investigates empirically whether controlling shareholders effectively 

expropriate corporate resources and consume private benefits that ha,ve negative efi:ects on the 

firm's value. 

Controlling shareholder's opportunism, howeverF can be prevented by corporate gover-

nance mechanisms. Corporate governance mechanisms are t,he mecha.nisms that constra,in self-

interested Inanagement and corporate insiders in ~uch a way thaf, t,hose who provide capit,al to 

( )) Hence m order to studv the effects of corpora.tions are prot,ec.ted (Shleifer and Vishny 1997 . 
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t,he exi~tence of controlling shareholder, it is necessary to control for the corpora,t.,e governance 

effect,. ~,'1echa,nis_ms that may control the a,~~crency conflicts in Thai firms include o~lv~nership by 

t,op management, monit,oring by financial inst,if,utions and t,he board of direct,ors a,nd the firm-~' 

reputation. If the governance mecha,nisms a.re effective, we expect to see a positive relationship 

between the corporate governa,nce mechanisms and performa,Ilce.. The results will provide an 

evidence on the effec.tivenesb- of corporate governance mecha,nisms in Thailand. From a more 

general perspective, the results will show whether corpora=te governance mechanisms in emerg-

(
 

ing economies are indeed as wea,l{ or underdeveloped a,s they a,re widely thought to be e.g. 

Shleifer and Vishn"v (1997 . 
)
)
 

The remainder of this chapter is organized as follows. Section 4.2 discusses the theoretical 

background of the study. It reviews how ownership and corporate governance may afl:ect the 

performance of a firm. Section 4.3 presents a,n empirica,1 approach and definition of all varia,bles. 

Section 4.4 contains univariate a,nd multiva,ria,te ana,1ysis. Section 4-4.4 addresses the causality 

effects between institutional ownership and performa,nce. Finally a, summary a,nd conclusion 

are provided in Section 4.5. 

4.2 OWnerShip structure, COrporate governance and firm per-

formance: Literature review 

In this section, two areas of t,he litera,ture that are relevant to the study are dis*cussed. First; I re-

view t,he literat,ure on the agency_ problern created by controlling shareholders. Second! I Present, 

corpora,te control mechanisms that may constrain the c,ontrolling sha,reholders' discretion. 

4.2.1 Controlling shareholders' discretion 

The role of large shareholders in mitigating the free rider problem of monitoring a management 

team, and hence reducing the a,gency costs is cle.ar theoretica,lly (e.g. Shleifer and Vishny (1986) 

and Admati et, a.1. (1994)). Sha,reholders with large stakes have incent,ive to bear monitoring 

cost,s because gains from invest,ing in monitoring activit,ies exceed t,he cost,s. However when 

ownership is concent,rated, beyond a certain point, in one group of sha,reholders, especially 

families, t,he problem of large shareholders' expropriat,ion of minority shareholders, employees 

as well as creditors may a,rise. 
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Here w~e focus on large shareholders w~ith high st,akes, that is controlling shareholders. The 

presence of controlling shareholders may be harmful to the firm's related parties beca.use of the 

conflict of goals between t.he controlling shareholders and minority shareholders (Shleifer and 

~ilshny (1997) La Porta et al (1999) and Bebchuk et al (1998)). Conflicts of interest between 

the controlling shareholder-< and other sha,reholders may arise because of diiference*- in their risk 

tole.rance a,nd their time horizon (Demsetz and Lehn (1985)). In addition, substantial ownership 

of caq*h flow rights not only enables the controlling shareholders to conduct a,ctivities of theh: 

own interests, for example, to place and remove. the manageme.nt teams: but also insulates 

them from externa,1 corporate control mechanisms such as hostile takeovers and tender offers 

(Stulz (198i8)). 

In many cases, the controlling shareholders are also involved in running~ the firms. In this 

case, the controlling shareholders ha,ve significa,nt power and discretion in the deployment of 

corporate assets. The controlling sha,reholders may pay out the companies' cash flows to them-

selves in severa.1 ways, inc,luding simply paying themselves excessive sa,laries a,nd dividend~;~. 

and giving top executive positions a,nd board seats to their family members even though they 

are not capable (DeAngelo and DeAngelo (1985)). The controlling shareholders may transfer 

the companies' a.ssets to the compa,nies they own privately by providing them specia,1 dea,Is, 

e.g.~ selling the companies' productq- at belol;~r-market prices (Shleifer and Vishny (1997)). The 

controlling shareholders ca,n transfer companies shares to their own account at discount prices 

as happened in Korea (Chung and Kim (1999)). Other privaf,e beneflf,s t,hat the cont,rolling 

shareholders ca,n obtain a,re employing companies' asset,s as collateral for their persona.1 ba.nk 

borrowing and borrowing company funds for t,heir personal purposes on favorable t,erms (Chung 

and Kim (1999)). The cont,rolling shareholders maY. invest, sub-opt,imally since t,he cost,s of the 

investment if it, fails will be -'hared by t,he ot,her invest,ors (Jensen and Meckling (1976) and 

Bebchuk et, al. (1998)). If t,he cont,rolling shareholders adopt, sub-opt.imal st,rat,egies, we expect, 

to observe the firms under their control to perform poorly. 

Previous empirical st,udies, t,hough not extensive, are inconsist,enf, wif,h the hypof,hesis f,hat 

the controlling shareholders use their voting p0~~'er to exploit the flrms~ assets a,nd expropria.te 

minority shareholders, however. Holderness and Sheeha,n (1988) investigate compa,nies listed 

on the NYSE and AMEX. Compared with companies where no sha,reholder holds- more tha,n 20 
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percent of the companiesl common ~-t,ock, compa,nies wit,h majority shareholdings do not pay 

out, excess compensation. Furthermore companies with majorit,~.r shareholdings do not misrnan-

age corporate resources; as measured by advertising expendit,ures, research and development 

expenditures, and capital expenditures. In comparison with companies ~~There no sha,reholder 

hold~~ more t,han 20 percent of the companies' common st,ocks~ companies with majority share-

holdings do not have signiflca,ntly loll~rer accounting rates of return a,nd the market measure of 

performance, TobinFs q. 

Studie_q tha,t focus on majority-controlled companies tha,t are controlled by individuals: Denis 

and Denis (1994 also do not observe that these compa,nies have F~ignificantlv lower ROE ROA ), . * * . ; and Tobin's q than non-ma,jority controlled compa,nies. The evidence that ma,jority-controlled 

firms survive over time without being constrained by col:porate governa,nce mechanisms in-

cluding, monitorine:g by the board of directors, capita.1 market, Iarge outside institutional a,nd 

non-institutional sha,reholders is left puzzling, however. 

(
 

Studies on non-LT.S. compa.nies a,Iso show similar results. G6rriz a,nd Fum~s 1996) show 

tha,t Spa,nish family-controlled compa,nies dr) not underperform companies tha,t are controlled 

b~_' other corporations: banks and multinationa,1 c.ompanies. However their studies do not control 

for the possible effects of corpora,t,e governance mechanisms. In a,ddition; the measure of the 

companies' performance are only accounting-based. 

(
 
)
 

LTsing Indian da,t,a, Khanna and Palepu 2COC study compa.nies that are associated with 

business grroups. These companies are conf,rolled by families and la,ck of transparency. Hence 

in these firms higher agency costs are hypothesized. Yet the empirical evidence reveals that 

performance of f,he business group-afliliaf,es is not, different, from t,he performance of non-group 

companies. The group companies do not, have inferior performance probably because t,hey 

are const,rained by plausible monitors, such as foreign instit,ufions. Again the hypof,hesis t,haf, 

companies vvith controlling shareholders have poorer performanc:e cannot be rejected. 

The presence of controlling shareholders may not necessary be inefficient for the firm. DeAn-

(
 
)
 

gelo and DeAngelo 1985 argue that, by holding high stakes of t,he firm, insiders may solve t,he 

problems ca,used by asy. mmetric information between insiders and outside shareholders rela,ted to 

investment opportunities a,nd mana,gerial performa,nce. For example, outside shareholders may 

have preference for investment pro.jects that provide faster payoff:s although their net present 
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values~ a,re low~er t,han t,he investment project-*~ t,ha,t, the cont,rolling sha,reholders want to carry 

out,. In addition, voting power held by insiders minimize cha.nces of being blocked correct,ly 

or incorrect,1y by outside shareholders. Vot,ing power may also encourage insiders to invest, in 

firm-speciflc hurnan capital. Other~visel there is no incentive to invest since returns from such 

investment is lost if cont,rol were replaced by other management team. 

(
 
)
 

Additionally, Fama and .Jensen 1983 argue that family members provide good monitoring 

in family-controlled firms, res-ulting in low agenr.y costs. Fa,mily members have incentives to 

monitor because their wealth, which includeq- pecuniarv_ returns as lvell as non-pecuniary returns, 

such as benefits fram having control over the companies are tied to the continuation of the 

companies. Monitoring a,nd disciplining the manab'ement by family members may be efficient 

because of the close interaction of fa,mily members. In a,ddition, the impiicit contract among 

family melnbel:s, Iike the responsibility towa,rd the fa,mily, may discourage owl:Ler-managers. frol~n 

abusing their power and tra,nsfer corporate funds to themselves. 

(
 
)
 

In a similar manner, DeAnb"elo and DeAngelo 1985 a,rgue that the ~vea,Ith generated from 

holding the companies} shares may discipline the controlling shareholder-mana,gers; hence lead 

to the alignment of their interests to thos_e of minority s_hareholders. Since wealth as well 

as private benefits of control are tied to the continuation of the firm, controlling shareholders 

directly be.ar the costs of their discretion. Hence they are unlikely to be short-sighted bV. cas hing 

out, corporate assets or purq*uing strategies that decrease the firm's value. 

4.2.2 Corporate governance mechanism in controlling the agency conflicts 

IVlinority s.hareholders as well as othel: stakeholders can be protec.ted against the controlling 

shareholders' discretion, or mana,gerial discretion when a firm has no controlling shareholder, 

by various mechanisms. Potential b~overnance mechanisms include lega.1 protection: monitoring 

by large sha,reholders and creditors, managerial ownership, monitoring by the board of directors, 

(
 
)
 

and reputation (Shleifer and Vishny 1997 , and Bebchuk et al. (1998)). In this study, I focus 

on mana,gerial ownership, monitoring by financial institutions and the board of directors and 

the firms' reputation. In this section, the role of the governance mechanisms in limiting the 

agency costs is discussed. 
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IVlanagerial ownership 

There are two strands of theories relating" to the effects of top mana.gement olvnership on con-

trolling the agency costs a,nd hence a firm's va,lue: the convergence of interest hypothesis a.nd 

the entrenchment hypothesis. 

The convergence of interest hypothesis is contended by Jensen a,nd ~/_ Ieckling (19r*6). The 

t,raditional aspect, of f,he agency cost, t,heory suggest,s that, ma.nagerial ownership alit)crns the 

interests of mana,gernent a,nd other sta.keholders of the firm (Jensen and ~/Ieckling (1976 ) 
)
.
 

Managers are more likely t,o become self-const,rained and avoid consumption of perquisit,es as 

their ownership rises since they have to bear the costs of such activities in a, proportion to their 

(
 

shareholdings. In ot.her words, .Tensen and Meckling 1976) hypothesize the posit,ive and linear 

rela,tion between top mana,gement's ownership and performa,nce. 

Ac.cording to the entrenchment hypothesis, ma,na,gerial ownership ma"v not be monotonica,lly 

rela,ted with the. agency costs and hence performance. Demsetz (1983 and Stulz 1988 argue ~
 

(
 
)
 

that beyond a certa,in level of ownership~ top manab~ers have suficient votinb" Po~ver and tend to 

pursue their own interests without being pressured frorn outside corporate control. This mana-

gerial entrenchment argument suggests a negative relation betv!~een performance and manageria,l 

owners hip . 

Empirical studiesi however, support both hypotheses. The most, cited work in the literature 

)
 

is Morck et al. (1988 . They find that the flrm's value rises as manageria.1 ow-nership increa.ses 

from O percent to 5 percent,, and fa,lls f-rom 5 percent to 25 percent. They argue thaf, at the 

5-25 percent level of o~vnership, managers tend to be entrenched and consume private benefits. 

There are extensive studies on this issue showing simila,r results~ but with different turning 

points. A more recent study using the LTK data: Short and Keasey (1999), finds that at the 

ow~nership level of O - 15.58 percent, performa,nce rises with manageria,1 ownership. When the 

ownership level is at. 15.58 - 41.84 percent,, performance falls as managerial ownership rises, and 

once ma,nageria,1 ownership rises beyond 41.84 percent performance and manab~eria,1 ownership 

a.re posit,ively relat,ed. 

The empirical evidence on the non-linear relationship between ovvnership by top management 

and performance can be explained by cornbining the convergence of interest and the entrench-

ment hypotheses (q-ee lvlorck et al. (1988 and Short a.nd Keasey (1999 . That is, at lo~v levels )
 

)
)
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of o~vnership~ ma.nagement. has the incentive to purs-ue the firm's value maximiz,a,t,ion activit.,ies. 

At intenTrediate levels of o~vnership, management has enough cont,rol and is wealt,hy enough 

t,o exploit, t,he firm to generate private benefit.,._= that are not, available to out,side shareholders 

(Shleifer and Vishny (1997)). However, at high levels_ of ownership, self-servingr behavior detri-

ment,al to the firm's value declines as manageme.nt owns a higTher fra,ction of the frm:s equit,y, 

and hence can not externalize the costs of their mora.1 hazard. 

Monitoring by large shareholders 

Other large shareholders, individuals or instituf,ions, may engage in corporat,e governance ac-

tivities. They have incentives to assist monitoring because the beneflts of monitoring are likely 

to outweight the incremental cos.ts (Shleifer a,nd Vishny (1986) a,nd Admati et al. (1994) Em-
.
)
.
 

pirical studies on the role of large sha.reholders in monitoring and disciplining the mana,gement 

is extensive, though the results a,re not conclusive. For example, McConnell and Serva,es (199C) 

find a positive relation between institutional ownership a,nd performa,nce of LT.S. firms. Khanna 

(
 

and Palepu 1999) detect the monitoring effects of foreign institutional ownership on Tobin's q 

using Indian da,ta,, but find no evidence of the effects of doulestic institutional ownership. 

(
 

O~vnership also affects the firm's va,1ue indirectly. Kapla,n and lvlinton 1994) find that large 

shareholders in .Ja,pa,nese firms ha,ve significant influence on the appointment of outsiders to 

the boarcl of directors when a firm performs poorly. This is in order to oversee the firms and 

implement responses. Kang and Shivdasani (1995 present evidence tha.t the presence of block )
 

shareholders increases the likelihood of non-routine managelrlent turnover in .Japan. The same 

(
 
)
 

evidence in the case of LT.S. firms is also observed by Denis et al. 1997 . 

Monitoring by the board of directors 

Control by the board of directors is one of the most important internal control mechanisms of 

a firm. Internal control in a, flrm is delega,ted to the boa,rd of directors because it is diflicult 

for minorit,v. shareholders to exercise cont,rol f,hemselves. The legal authorit,y of the board of 

direcf,ors is t,o hire, fire and set, managers' compensat,ion and to ra.t,ify and monitor import,ant, 

corporat,e decision* Fama and .Jensen (1983) . The role of t,he board in limit,ing t,he agency *( ) problem is by separating t,he cont,rol and management a.spect,s of t,he decision process. That, is, 
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t,he effect,iveness of t,he board of directors in limiting t,he agenc"v costs in t,he hrm is determined 

by its independence, ~_ize and composition (John and Senbet, (1998)). The deo~)'ree of the board's 

independence or the alignment bet,ween t,he board and out,side shareholder interest,s is presumed 

to increaq-e if the board is not insider-domina.ted. For example~ Weis_bach (1988) finds evidence 

that in poorly performing flrms, outside directors are more likely t,o remove CEOS than inside 

directors. Inside directors are less likely to cha,llent)oe top management beca.uq~e their ca,reers are 

tied with them. 

The size of the boa,rd affects the wa,y the boa,rd monitors management. Lipton and Lorsch (1992) 

and Jensen (1993) argue that the preferred size should be around eight or nine. Larger boa,rds 

would make it more diflicult for members to have effec,tive discuss.ions on managerial perfor-

ma,nce and slo~;iv~er down the decision making process. This argument is supported by Yer-

mack (1996), a,nd Eisenberg et al. (1998). 

Reputation 

W~hy should outside investor-~ put their money in the companies that are mainly controlled by 

a group of shareholders? Since outside investors a,re worried that the controlling shareholders 

may a,buse the.ir power, the companies may not be a,ble to attract outside capital. The at-

tractiveness of the companies may be due to their reputation f'or ma,nagerial competence and 

moderation in extracting private benefits (e.g. Bebchuk et al. (1998), and La Porta et al_ (2000)~-

Barr et al. (199 r*) find that the controlling shareholders of South Africa.n compa,nies with good 

reputation do not need to retain high shareholdings while keeping control over their firms. 

4.3 Empirical approach 

Literature reviel~r previously, in particular, Shleifer a,nd Vishny (1997): La Porta, et al. (1999) 

and Bebchuk et al. (1998) suggest tha,t controlling sha,reholders have votingcr polver a,nd are 

able to implement policies that benefit themselves while other sta,keholders- bear the costs. In 

addition? controlling shareholders that a,re involved in the top manae)crement levels are more 

entrenched. If the cont,rolling shareholders consume higher perks or have any private benefits, 

for exa,mple, if they invest and expand the firms sub-optima.1ly, then the performance of the firms 

where controlling shareholders exist should be lower compared to firms without a cont,rolling 
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shareholder. From these a,rguments. I formulate t~~~o testable hypotheses rega,rding holv firms 

with cOnt.rolling sha.reholder diifer from those without: 

Hl: Firms where a controlling shareholder exists display lower level of perfonnance than firms 

without a, controlling sha,reholder. 

H9_: Firms where f,he controlling shareholders are involved in t,op managemenf, display lower 

level of performance t,han firms where t,he controlling shareholders do not, participate in 

t,op management,. 

To investigate this issue, I conduct both univariate and multivariate ana,lyses. In a regres-

sion analysis, a measure for performance is regressed on the effects of different categories of 

controlling shareholders, governance mechanisms, firm characteristics and indust,ry dummies. 

4.3.1 Measurement of performance 

In common with similar st,udies on t,he effect, of ownership on flnns' performance, the economic 

performance of firms is captured usinb~ two measure.s: the accounting data-based mea~ure, ROA, 

a.nd t,he market,-orient,ed measure, Tobin;s q. In order t,o measure tot,al return accruing t,o equit,y 

holders, the return of a,ssets, ROA, is defined as the ratio of ea,rnings before taxes to total assets. 

That is, R.OA measures. management;s ability and efficiency in using the finn's assets to generate 

operating profits. 

Theoretica,lly Tobin's q is defined as the ratio of the ma,rket value of a firm to the repla,cement 

cost, of it,s assets. Due to data, unavailability, I employ the simplified version of Tobin's q 

(
 
)
 

(
 
)
 

introduced by Perfect and W~iles 1994 , and Chung and Pruitt 1994 . This estimate of'Tobin's 

(
 

q is documented to be hig"'hly correlated with the approach of Lindenberg and Ross 1981). 

IVleasure of Tobin's q is deflned a.s follows: 

Market value o.f equity + Book ~'alue qf total liabilities 

Book ljalue of total assets. 

The ma,rket value of equity is the number of outstanding sha,res multiplied by. the 1996 

year-end share prices.1 

1Note that the market value of equity defined by Perfect and Wiles (1994), and Chung and Pruitt, (1994) also 

includes the market, value of preferred st,ocks. However since issuing preferred stoc.ks is not common for Thai 

firms, I do not include this item in the equation. Overall there ~vere cnly 9 preferred stocks listed in the Stock 

Exchange of Thailand in 1996. And only 2 firms in the sample issued preferred stocks. 
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As far as Thai firms are concerned, it_, is not, clear ~;~~hich of t,he t,wo a,Iternative measures of 

perfarmance is better. Theoretically Tobin's q is superior to accounting measures ofperformance 

because it provides the value of the firm intangible asset*- such as monopoly rent,s, goodwill~ 

grow~th opportunities as ¥vell as superior mana,gerial and entrepreneurial skills in compa,rison 

( .) t,o the firm's replacement, cost.** (Linderberg and ROss 19~1 ). The value of intangible assets 

are reflected in the firm's market va,lue. However for Tobin~s q to provide an accurate measure 

of performa,nce, stock prices ha,ve to reflect the true va,lue of the firm (L,inderberg and Ross 

)
 
)
 

(1981) . As Khanna and Palepu (1999 pointed out, this implicit assumption may not be met 

in the cas-e of emerging economies since the capital markets a.re illiquid and there is a lack of 

timely disclosure. 

On the other hand~ accounting da,ta is not a,bsolutely a,ccul:ate in mea=suring the firm's true 

staf,e for several reasons. Acc,ounting measures of performa,nce does not reflect the firm;s intan-

gible assets. In addition, there is also a biaF~_ associa,ted with accounting sta,ndards; regarding to 

( ( )) advertising expenses: depreciation costs a.nd tax regimes ~~rernerfelt and Montgomery 1988 . 

Discretionary reporting choices affect the level of ea,rnings. Lastly, the accounting procedures 

are likely to vary according to industries (Benston (1985)). 

4.3.2 Independent Variables 

Controlling shareholders 

The effecf, of t,he presence of cont,rolling shareholders on performance is captured by a zero-

one dummy variable, The presence of controlling shareholdel'. The va,riable The presence of 

cont7vlling 3hareholde_r is given f,he value I if f,here exists at, Iea-f~t, one conf,rolling shareholder in 

the firm, and zero otherwise. The definition of a controlling shareholder follows the one given 

in chapter 3. That is, a controlling shareholder is a shareholder who holds directly or indirectly 

at least 2.5 percent of the shares. 

The effect of the presence of controlling sharehoiders on performance: howeverF may differ 

according to the types of controlling shareholders. As shown in chapter 3, controlling share-

holders in Thai firms can be classified into 4 categories, namely individuals or families] a group 

of more than one controlling sha,reholder, foreign investors and the Thai governrnent. 

There are two opposit,e argument,s associated with an individua.1 or a group of fa,mily as a 
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controlling shareholder. On one hand, family is not,orious for put,t,ing the intere~,_t,s of the fa,mily 

above the int,erests of other stakeholders of the firm. Due to immense voting power a,nd frequent 

involvement in ma,nagement,, fa,milies can implement, policies that, benefit t,hemselve~,_ and are 

detrimental to the firms' performance (La. Porta, et al. (1999)). On the other hand, since fa,mily 

relationships provides better aligcrnment, family-owned firms should have lo~iver a~g'ency costs 

(Fama and Jensen (1983 and DeAngelo and DeAngelo (1985)). )
 

Agency problems and contractual costs of a, firm tha.t is controlled hy- more than one fa,mily 

might not be the same as those with one controlling shareholder. If there exists more than one 

large share.holder in a firm, the large shareholders may monitor each other, hence reducing the 

agency costs. 

The agency problem that arises in foreign-controlled firms may be different from that of 

(
*
)
 

non-foreign controlled flrms beca,use I their controlling shareholders a,re geographically away 

from the country. , a,nd (ii) most of the firms that have foreign corporations as their controlling 

shareholders are run by professionals who own no stakes in the flrms. However the agency 

problem ma"v not be tha,t serious. Otherwise, there would ha,ve been no MNEs investing a,round 

the world. The argument is supported by prior studies. For example, Boardman et al. (1997) 
)
,
 
)
 

(using Canadia,n data and Majumdar (1997 (using Indian data) document t,ha.t performance 

of f'oreign-owned flrms is superior to that of domestic firms due to the possession of firm-specific 

advanta~~cres However, foreign firms may displa,y higher level of performance due to va.rious 

invest,ment promot,ion benefit,s obf,ained from f,he Thai government. 

Government-controlled firms are considered separate entit,ies because government.-controlled 

firms are operat,ing in monopoly or regulated duopoly market,s] t,hat may give rise to superior 

performance. 

To analyze the eilect of t,ypes of controlling shareholder on performance, durnlny variables 

are employed to represent different, types of cont,rolling sharehalders. The dummy variables 

are set to one for flrms that ha,ve controlling shareholders, farnily-controlled firms, firms with 

more than one conf,rolling shareholder, foreign-cont,rolled firlns and government,-cont,rolled firms, 

respectively. They are zero otherwise. 
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Controlling shareholder involvement in management 

To investigate if companies where controlling shareholders are involved in management ha,ve 

serious manageria,1 entrenchment, I include a, dummy varia,ble, Involvement in 'management. 

The variable Involvement in management equals one for flrms where the controlling shareholders 

are involved in the top mana.gement positions namely ofiicers and direc.tors, and zero otherwise. 

As discussed previously., the relaf,ionship befween managerial ownership and perforlnance 

may not necessa,rily be monotonic. ~!Iore specifically, when a, mana,geir holds la,rge stakes of 

t,he firm (in this case more t,han 25 percent,), he gains significant, control over t,he flrm and 

may utilize this power to divert corporate resources to his own intere~_ts. Hence lower fum 

performance should be observed. However for managers who own a larger fracf,ion of the flrms' 

shares, the results of non-value maximization activities i~rill be finally borne by themselves 

according to the proportion of their stake. Consequently, the interests of owner-manag)ers a,nd 

outside shareholderF- converge. 

Follo~ving previous studies, the non-linear rela,tion between managerial ownership a,nd perfor-

mance is ca,ptured by using the shareholdings of top management who ~d,re t,he firm's controlling 

shareholder (Ownership of controlling shareholde'r-m,al7;Ogers) and the square of Ownershup of 

controlli?hg shareholder-managers see McConnell a,nd Servaes (199b~), Short and Kea,sey ~1999)). (
 

This methodology is adopted because the turning point where the relationship between the per-

formance and ownership variables cha,nges direction cannot be pre-determined. Differences in 

t,urning point,s may be at,t,ribut,able to corporat,e cont,rol mecha.nisrns bet,ween count,ries (Short, 

(
 
)
 

and Keasey 1999) . 

4.3.3 Corporate governance covariates 

Non controlling shareholder managerial ownership 

Managers who are not, the firm's cont,rolling shareholder do not hold a high fract,ion of t,he shares. 

Typically the shareholdings per manager are between O- 2t)~ percent. The relation between the 

managerial ownership and performance is hypothesized in line with previous studies as follow. A 

lower stake gives inc.entive to managers to work to raise the value of the firm. But when managers 

hold higher portion of sha,res, they gain sorne control and may extract private benefits. That 

isF Perforrnance first rises with ownership, then falls as ownership increa,ses. 
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　　　In　the　same　manner　as　the　ownership　by　controHing　shareholder－managers，the　non－linear

e昼ect　on　per£ormance　o£the　ownership　by　managers　who　are　not　the　firmツs　controlling　share－

holder　is　captured　by　the　managersラshareholdings（0卿πe75んゆo∫πoπ一coη置ro〃歪π93んα7eんoJ（オε7一

’m餓αgeγ5）andthes似uare・fO伽ε7・3伽・μ・π一c・伽・π吻5んα面・1舳一7几α脚ε75．

FinanCial　inStitUtiOnS

In　this　sec†lion，I　discuss　the　effect　of　large　shareholders　in　monitoring丘rms．One　of　the　potential

monitors　in　Thailand　are丘nancial　ins七itution8．Financial　insti七utions　are　class迅ed　into　foreign

and　domes士ic　in8titu七ions．Financia1至Rsti蓄u垣ons圭n　more　advanced　countries　are　docume且ted

widely　in　assisting　monitoring，as　well　as　disciplining七he　management　and　reducing　t血e（iegree

of　managerial　entrenchment（McComell　and　Servaes（1990），and　Denis　et　a1、（1997））．Tke

role　ofdomestic費na’ncial　institutions　in　providing　adequate　corporate　governa，nce　is　less　noted，

bowever．Khanna　and　Palepu（1999）argue　thaもdomestic且nancial　institutions　may　no七play　a

8imilar　role　as£oreign　illstitutions　because（i）domestic　institutions　may　not　have　expertise　ill

performing　active　corporate　control，（ii）they　may　have　no　incentives　to　invest　in　monitoring

techniques，（iii）the　market　may　be　too　slnal1長》r　them亀o　gain　excess　pro丘ts，and（iv）costs　of　ac－

quiring　infbrmationin　less　advanced　economies　tends　to　be　hig互because　inforlnation　disclosure

rules　are　not　well　established．

　　　Consistent　with　pr量or　tkeory　and　empirical　studies，the　monitoring　effects　of昼nancial　in－

stitutions　on　the五rmヲs　value　shQuld　increase　with　tileir　ownership．The且11ancial圭nstitutional

shareholding　is　capture　by　two　measures：FoT吻πれ5耐u痂η5and　Po肌e3痂勉5痂漉oπ3，They

are　de且ned　as　the　aggregat圭on　of　shareholdings　of　foreign　and　domestic　financial　institutions，

respectively4Financial　institutions　include　banks，且nancial　companies，insurance　companies

and　mutual　fundsラbo毛h　governmen孟一〇wned　and　pr三va右ely　owned．

Board　of　directors

The　effectiveness　of　monitoring　by　the　board　of　director8is　measured　by　the　size　of　the　board

（β・副52zε），anditsc・mpGsi士i・R（・・η加・JJ吻5hα励・」4ε75－4・雁幅ε勘・α吻．F・11・wingYer－

mack（1996）ラand　Eisenberg　et　aL　（1998〉ヲthe　size　of　the　board　is（ie我ned　as　the　log　Qf　the

number　of　directors　on　the　board．The　log　traIlsformatiQn　is　intro（iuceδto　make　the（1istri一
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(
 

but,ion of the va,ria,ble more symmet,ric. Based on t,he argument of Lipton and Lorsch 1992)F 

(
 
)
 

and Jensen 1993 , the board's activism declines as t,he size becomes larger since it increase~;~ 

communication problems- among members, result,ing in a decrease in the firm's value. 

Controlling shar'eholde'rs-domirLated board is used to l:neasure the quality of the board in 

conducting monitoring activity. As discussed earlier, the elfect,iveness of the board is presumed 

to increa,se when it consists of fewer inside directors. A board that is dominated by a, family is 

thoug"ht to be less independent beca,use it is likely tha,t members of the board collude with each 

other as ~vell a,s lvith top management to expropria,te corporate assets. 

Due to the high correlation between the number of positions a controlling sha,reholder a,nd 

his fa,mily have in the boa,rd and ma,nagerial ol~'nership, I use a, zero-one dummy variable as a 

measure for the dependence of the boards. Controlling shareholdeT-dominated board take.s the 

va,lue I if the firmls controlling shareholder a,nd his hnmediate fa,mily hold more pos.itions in the 

boards than the media,n value of 20 percent. Otherwise it is_ zero. 

Reputation 

A dummV_' variable: Business group representing firms that are afiiliated with business groups is 

introduced to control for the reputation effect. There are two opposite effects of Business group 

on performance. Due to the complexity of their orga,nizational structure, thes-e companies 

are likely to have higher agency costs tha,n independent companies. The presence of cross-

shareholdings among member firms causes the firms to be less transparent, and reduces the 

( ( . ). effectiveness af external corporate governance mechanisms Khanna and Palepu 1999 ) In 

addition, the ability of controlling shareholders to move the companies' funds a,cross companies 

within the ~broup without adequate disclosure increases the severity of the agency problem. 

Their connection wit,h polit,icians and bureaucrat,s might, insulat,e t,hem from monit,oring and 

interfering by outsiders. 

HGwever business graups may be profitable because they are more diversified, have superior 

access to foreign ca,pital and technology. (Khanna a,nd Pa,lepu (1999)). In the ca,se of Thailand, 

close relationship wit,h t,he bureaucracy provides investment, opport,unities and monopoly po¥ver 

over product markets. 

Here I use the broader definition of business group. In order to identify business groups, 

~O i
 



the ranking of the top hundred business groups ac_cording t,o the companies: asset.,s in 1979, 

provided by Suehiro (1989 is employed. 2 Specifically business groups are defined as the )
 

busines~~ groups that ~i~'~ere among the hundred largest business groups 1979, and t,he groups 

survivingr to the present time. Since many of the groups keep their compa.nies private, there 

are only 23 business groups that contl:ol companies in our sample. These bu<-iness groups 

are namely. A~_a,kun, Chirathiwat: Choke Wattana, Chonwicharn, the Cro~ivn Property Bureau: 

Dara,ka,non, Kanasut, Laohathai, La.msam, Lia,ophairat, Osatha,nukhro, Phenchart, Pornprapha, 

Photirattana,ngkun, Ratta,naral{, Sophonpanit, Srifuengfung, Sri~?v~ikorn, Uachukiat, Wa.ng Lee, 

Wiri~,raprapaikit, Wa,ttana,wekin, and Wong"kusolkit. 

Follo~ving the Stock Exchangre of Tha,ilandts definitionF a firm is associated to a business 

group if the groups' controllin~b shareholders own more tha,n 20 percent the firm's sha,res. 

Firms' characteristics and industry effects 

A firm's value ma,y be affected directly or indirectly by factors rela,ted to the nature of the. firm 

and its industi:y. To control for such eifects, I introduce firm size, sales growth; age, fixed-a,sset 

ratio, and indus.try fixed effects. 

Previous empirical studies document both a positive and negative relation between firm size 

a,nd performance. One stream of resea,rch suggests that large flrms may be more difiicult to 

monitor due to a more complica,ted organizational structure. Large firms also tend to be more 

hierarchical and bureaucratic and less flexible in decision making (Williamson (1967 ) If this 
)
.
 

is the case, we expect a negative relation between firm size and performance. 

Another stream of research; however, suggests that firm size indicates more inve~~trnent 

(
 
)
 

opportunit,ies, economies of scale (Chhibber and Majumdar 19g9 ), and t,he ability t,o employ 

more skilled managers and employees Himmelberg ef, al. (1999 ). If t,his is the case, t,hen we 
(
 
)
 

would expect a positive relation between t.,he firm size and performa,nce. I use the log of sales 

t,o measure firm size. 

The percentage of annual change in sales, averaged over 1992-1996F is used to capture the 

effecf, of grovvth on the firm's perL0rmance. In markets where sales gro~~,'th is high, there are 

possibilities for firms to ma,ke la,rger profits. 

2AS far as I kuow, this is the most recent source of inforlnation that can be used as a reference Even though 

the ranking is not recent, the buslness groups defined here should not introduce any bias ta the analysis. The 23 

business groups are still well known a,t present. 
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Thearet,ically the relat,ionship between age and performa,nce is mLxed. On one hand, the 

life-cycle effec.t suggests that older firms may have superior performance resulting from from 

learning by doing. On the ot,her hand, older firms may be less flexible in coping with rapid 

changes in ma.rket-oriented economies~. They may a,Iso be more bureaucratic (Leech and Leahy 

(1991) and Chhibber and Majumdar (1999)). I use the log of the number of year~_ since firms 

were set up a,s a measure, to sc.ale do~?v~n the variation in firm's a,ge. To capture the capital 

intensity effect, I introduce the fixed asset ratio; the ratio of net property-, pla,nt a,nd equipment 

to total assets. Capital intensive firms are thought be less difficult to monitor compared to 

firms w~ith more intangible assets. Thi*q suggests a positive relation between the fixed asset ra,tio 

and performa.nc,e. However Tha,i firms a,re weil known to have bought property for speculation 

during the bubble periods (1991-1997). This va,ria,ble is thought to reflect a high proportion of 

investment in property. If this activity is not profitable, a nega,tive relation with performance 

should be observed. 

In order to remove variation from indus*try effects on the dependent varia,ble, I include 21 

industry dummy variables ~vith a,gribusiness a,q~ the reference industrv_ . The specification of the 

21 indus-tries followS the Stock Exchange of Thailand and can be ref'erred from Chapter 2. 

4.4 ReSultS and analySiS 

4.4. I Descriptive statistics 

Table 4.2 present.s summary statistics of firms' characteristics for 270 firms in the sample. 

Compared to firms without a controlling sha,reholder, firms that, have controlling shareholders 

are much larger in size, measured by either total assets or sales. For exal:rrple, the mean va.1ue 

of sales of the firms that, have controlling shareholders is Baht 3,974.93 million, and the median 

value is Baht 1,7a 7.24 million. The mean (median) sales of t,he firms that have no controlling 

sha,reholder are Baht 1,4_9.7.65 million (Ba,ht 1,156.46 million). 

R,egarding ot,her firms' charact,erist,ics namely age, sales growt,h and t,he fixed asset. rat,io, 

the differences between firms with and without controlling sha,re.holders a,re not statistically 

significa,nt. 

Relative to flrms with controlling sha,reholders, firms- vrith no controlling shareholder have 

significantly higher aggrega,te domestic institutional o~vnership. The mean of the proportion of 
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Table 4.1: Description of Variables 

Variable De~~-cription 

Dependent, variables 

R OA 
Tobin's q 

Independent variables 

Ownership variables 

Presence of controlling sharehclder 

Family 

Government 

FoTeign investor 

More than cne cont,rollirLg sharehclde'r 

R.at,io of profit before tax to tot,al a;~*sets. 

Ratio of the market value of equity 

plus the book value of liabilities 

to the book va,lue of tota.1 assets. 

Dummy variable, taking the value of 1 

if the firm has a controlling sha,reholder. 

Dummy va,riable, ta,king the va,lue of I if the finn 

has a controlling shareholder who is an individual. 

Dummy variable, t,aking t,he value of I if t,he fum 

has a controlling shareholder who is the government 

Dummy variable~ ta,kin~b the va,lue of I if the firm has 

a controllingr shareholder who is foreign investor. 

Dummy variable, ta,king the value of I if the firm 

has more than one controlling shareholder. 

In~;olvement in management 

O'u'nership of controlling-

sharehold er-managers 

Governance variables 

Ownership of non ccntrolling-

shaTehold er-managers 

FoTeign institt/'tional ownership 

Dome_stic institutional ownership 

Boa,rd size 

Controlling shaTeholders-

dominated board 

Business group 

Durnmy variable, ta,king the value of I if 

the controlling shareholder and his family 

are pre~}ent among the firm's top 11la,nagement. 

Percentage of shares held by top management who 

also the firm's controlling shareholders' families. 
are 

Percentage of shares held by top management who 
are not the flrm;s controllin~b Sha,reholder. 

Aggregat,e ownership of foreign inst,it,ut,ions. 

Aggregat,e ownership of domest,ic financial institut,ions. 

Log of the nurnber of direc,tors on the board. 

Dummy variable, t,aking t,he va-1ue of I if t,he fract,ion 

of number of direct,ors who came from the family 

of the firm's controlling sha,reholder is more than 

the median value of 20 perc.ent. 

Dummy variable, t,aking t,he value of I if f,he flrm 

belongs to one of the 2.3 largest business groups. 

Control variables 

Size 

Sales growth 

Ag e 

Fixed asset ratio 

Log of annua,1 sales. 

Percenta~g'e change in sales, 

averaged over the period 1992-1996. 

Number of years since incorporation. 

Ratio of net property, plant and equipment 

to total assets* . 
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Table 4.2.: SummarV Statistics of Firm:~- Characteristics 

Firms are classified into 2 categories: flrms with controlling shareholders and fums with no 

controlling shareholder. A controlling shareholder is a, s.hareholder who o~;~'ns at lea,st 25 percent, 

of a firm's shares, directly or indirectly. The summary statistics in this ta,ble are the mean and 

media,n of variables ba.sed on 1996 va,1ues. Total assets and sales a,re in millions of Baht~ with 

an a,pproximate excha,nge rate at the end of 1996 of one LT.S.$ equal to 26 Baht. Board size is 

measured by the number of directors on the board. Ivlean (median) differences are tested using 

the t-test and the W~ilcoxon signed rank test. *** ** indicate st,af,istically significanf, differences 

when compared with the finns ~~'ith no controlling shareholder at the I and 5 percent levels, 

respectivel y. 

IV'aria,ble All firmS With controlling Without coletT'olling 

shareholders shareholders 
Mean Mean 
(IVledian) (Median) 

Mean 
(Tviedian) 

Assets (Baht million) 

Sales (Baht million) 

Agre of firms (yea'rs) 

Sa,les growth 

Fixed asset ratio 

Ownership of controlling 

shareholder-managers % () 
Ownership of non controlling 

shareholder-managers (%) 
Foreign inst,itutional ownership ~ ) (o 

Domestic institutional ownership (%) 

Board size 

7140.71 
(249_8 . f~6) 

3531.52 

(1544.03) 

21.02 

(17.00) 

0.28 

(0.16) 

0.42 

(0.39) 

34.54 

(41.3b~) 

8.17 

(1.33) 

5.74 

(2.60) 

8.17 

(5.11) 

11.67 

(11.0C) 

7752.09** 

(2428.87)'*' 

3974.93*** 

(1707.24)**=* 

21.41 
(1 f~'OO) 

0.28 

(C.16) 

0.42 

(0.39) 

41.82 

(46.61) 

4.87*** 

(O.OO)"' 

5.65 

(2.65) 

7.42*** 

(4.75)"* 

11.65 

(11.00) 

49~39.87 

(2,006.34) 

1427.60~ 

(1156.46) 

19.17 

(17.5) 

0.29 

(O.16) 

0.43 

(0.40) 

23.84 

(22.05) 

6.19 

(2.09) 

11 .71 

(9.15) 

11.79 

(11.00) 

Nurnber of firms 2 70 22.3 47 
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share*.,~' held by domest,ic inst,it,utions in hrms with no controlling shareholder is 11.71 percenf,= 

with median 9.15 percent. In firms where controlling shareholders exist, the mea,n of the propor-

t,ion of shal'es held by domestic institut,ions is r*.4'2 percent, with median 4.75 percent,. Foreiogn 

institutional o~vnership in firms with and without controllingT Shareholders does not show any 

difference that is st,atistically significa,nt, however. 

Regnrding rnana,gerial ownership, the a~!'erage level of shareholdings bv..~ c.ontrolling Share-

holder mana,gers is 41.82 percent. In contrast, ma,nagers who are not from the family of the 

controlling shareholder do not hold high stakes. In total, the ownership of outside ofi~cers and 

directors in flrms with controlling shareholders is 4.87 percent. 

Controlling sha=reholders involvement in ma,nagement varies according to the firm ty_ pe a,s 

shown in Ta,ble 4.3 Out of 223 firms where a, controlling shareholder is present, the contlolling 

sha,reholder in 185 firms is involved in top ma,nagement,. This accounts for 82.51 percent. In 

fa,mily-controlled firms, the proportion of controlling sha,reholder involvement in management 

is 92.90 percent, vvherea,s in firms with more tha,n one controlling shareholder, it is 89.29 per-

cent. In 45.71 percent of foreign-controllecl fums; the controlling shareholder participates in 

management. 

Summary statistics of t,he shareholdings of the controlling sha.reholder-manager are shown 

in Table 4.4. Panel A illustrates a,dditional statistics of the shareholdings by the controlling 

shareholder-manager in the 223 flrms with a controlling sha,reholder. This informat.ion is addi-

t,ional to Table 4.･-. Panel B present,s summary stat,istics of the shareholdings of t,he controlling 

shareholder-managers in the 184 firms where the controlling shareholders participate in ma,n-

agemenf,. The mean o~i~;'nership of f,he amanagers who are also t,he firms' controlling b~hareholders 

is 50.35 percent,; wit,h median 5C.31 percent,. Table 4.5 shows descript,ive st,atist,ics of ownership 

by managers who are not, t,he firms~ cont,rolling shareholders. Panel A presents the statistics 

(
 

of all firms in t,he sample. The average median) shareholdings of non-cont,rolling shareholdel: 

managrers for 270 firms in the sample is 8.17 percent (1.33 percent). The ownership of this 

f,ype of manager is higher in t,he firms wit,h no conf,rolling shareholdel:. The meall median) (
 

manageria,1 ovvnership is 23.84 percent ~22.05 percent). Compared to firms with no control-

ling shareholder, managert;- in firms ~~"ith a cont,rolling sha,reholder hold much smaller stakes. 

The avera(ge managerial ownership of flrms with a controlling shareholder is 4.87 percent, with 
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Table 4.3: Cont.rolling Shareholder Involvement in ~,Iana~g'ement 

This ta,ble shows the number of flrms where controlling shareholders are invloved m management 

as offlcer~~ and directors. A controlling sha,reholder is a b-hareholder whos_e ownership of the 

firm's sha,res exceeds 2.5 percent. Firms with controlling sha,reholders are ca,tegorized into four 

groups- according to the following' types of controlling shareholders: fa,mily, government, foreign 

investor, and firms with more than one controlling shareholder. 

No. of Involved ~!~ot involved 

finlls No. of firms G7c~ rii~o. of firms % 

Full sample 

Firms with controlling shareholder 

Family cont,rolled firms 

Government, cont,rolled firms 

Foreig)n controlled firms 

More than one controlling share-

holder 

Firms with no controllingr shareholder 

2 70 

7~23 

155 
5
 
35 

28 

4'7 

185 

185 

144 

16 

25 

68.52 

82.96 

92.90 

4b~.71 

89.29 

85 

38 

ll 

19 
3
 

31.48 

1 7. 04 

7.10 

100.0C 

54.29 

IC.71 

median zero percent. 

Panel B and Panel C of Table 4.5 show the managerial ownership statistics of firms where the 

controlling shareholders are involved and not invol¥'ed in managernent, respectively. The mean 

managerial ownership of 185 firms where the controlling shareholders participate in mana,gement 

is 4.76 percent~ wlth median ownership of zero percent. The mean ownership of managers of 

flrms vvhere t,he cont,rolling shareholders are not, involved in management, is S.41 percenf,. 

4.4.2 Univariate analysis 

Table 4.6 compares the performance of firms with and without a controlling shareholder. In 

additiont Ta,ble 4.6 also pl:ovides statistical references comparing performa,nce of firms with 

different types of controlling shareholders, including individuals or families, the government, 

foreign iuvestors a,nd firms with more than one controlling shareholders, to performance of firms 

with no controlling shareholder. r¥lTote that hereafter the ana,lysis is ba**'ed on 269 observations. 

One observa,tion in the original sa,mple was dropped out because its ROA estimate was very 

extreme. This flrm belonged to the group of firms with no controllingr shareholder. 

The average ROA of the firms with controlling shareholders is 4.65, compared to 3.98 percent 
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Table 4.4: Summary Statistic~~; of Ownership by Controlling Shareholder-lvlanagers 

This table sho~vs summary statistics of ownership of top mana.gement who is also the firm's 

controlling shareholder. Top management includes oificers and directors. A controlling ~~hare-

holder is a shareholder whos-e ownership of the firm's shares exceeds. 2.5 percent. Firms ~vith 

controlling shareholders a,re ca,tegorized into four groups a,ccording to the following types of 

cont,rolling shareholders: family, grovernment,J foreign investor, and firms wit,h more than one 

controlling shareholder. Panel A presents sulnmary statistic,s of mana,geria,1 ovvnership for the 

firms where a controlling shareholder exists. Panel B presents summa,ry sta,tistics of manab~eria,l 

ownership for t,he firms where t,he t,he controlling shaleholder is involved in management,. 

Panel A: Firms where a controlling shareholder exists 

No. of Mean ~/Iedian Std. Min Max 
firms Dev. 

Firms with controlling shareholder 

Family cont,rolled firms 

Governlnent controlled flrms 

Foreign controlled flrms 

More tha,n one controllingr shareholder 

223 

155 
5
 
35 

28 

41.82 

47.23 

21.1 

4~.18 

46.61 

48.93 

O
 
44.91 

23.12 

l 8.64 

24.9~6 

23.69 

O
 
O
 

O
 
o
 

92.53 

92.53 

66.66 

87.76 

Firms with no controlling shareholder 47 

Pa,nel B: Firms where the c.ontrolling' sha,reholder is involved in management 

N~o. of Mean Medlan Std. Min Max 

firms Dev. Firms with controlling shareholder 

Family conf,rolled flrms 

Government, cont,rolled flrms 

Foreign controlled firms 

More tha,n one controlling shareholder 

184 
1 44 

16 

25 

50.35 

50.84 

46.17 

50.21 

50.31 

50.31 

b~0.31 

50.31 

14.,_4 

l 3 . 76 

9.99 

18.88 

25.00 

25.13 

29.80 

25.00 

92.53 

92.53 

66.66 

87.76 
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Table 4.5: Summa,ry Statistics of Shareholding~;~ by Non-controlling Shareholder ~,fanagers 

This ta,ble, sho~vF:~ summary statistics of the percentage of ;~_hareholdings of top management who 

are not the firm's controlling shareholder. Top ma,nagement includes of~cers and directors. A 

controlling shareholder is a shareholder whose ovj~nership of t,he firm's sha,res exceeds 25 percent. 

Firms with controlling shareholders are categorized into four groups according to the follo~ving 

types of controlling shareholders: fa,mily, government, foreign investor, and firms with more tha,n 

one controlling shareholder. Pa,nel A presents summa,ry statistics of a,ll firms. Panel B presents 

summary statistics- of the firms where the the controlling shareholder is involved in management. 

Panel C presents summa,ry *-tatistics of the hrms where the the controlling ~hareholder is not 

involved in management. 

Pa,nel A: All Firms in the Sa,mple 

No. of Mean Median Std. Ivlin lvlax 

firuls Dev. 
Full sample 270 8.17 1.33 1246 O 58.39 

Firms with controlling shareholder 

Fa,mily controlled firms 

Government controlled firms 

Foreign controlled firms 

More t,han one controllin~)"' shareholder 

223 

155 

3b~ 

28 

4.87 

4.91 

1.31 

6.95 

2.71 

o
 
c.55 

o
 
2.6 

o
 

8.37 

8.52 

2.93 

9 .49 

5.71 

o
 
O
 
o
 
o
 
O
 

42.98 

42.98 

6.56 

38.95 

23.65 

Firms with no controlling shareholder 4'7 23 84 22.0~~ 16 3 O 58.39 

Panel B: Firms where the controlling sha,reholder is involved in mana,gement 

No. of Mean h/Iedian St,d. Mm Max 

flrms Dev. Firms wit,h controlling shareholder 

Family controlled firms 

Government controlled firms 

Foreign controlled firms 

More tha,n one controllingr shareholder 

l 85 

144 
O
 
16 

25 

4.76 

4.96 

O
 
7.13 

2.09 

o
 
c.53 

o
 
4.2.7 

o
 

8.27 

8.51 

O
 
10.04 

4.18 

o
 
O
 
c
 
O
 
c
 

42.98 

42.98 
O
 
38.95 

IS.82 

Panel C: Firms where the controlling sha,reholder is not involved in management 

No. of TVlean Median Std. Min Max 

frms Dev. Firms wit,h cont,rolling shareholder 

Fa,mil~,r controlled firms 

Government, cont,rolled firms 

Foreign controlled firms 

More than one controlling shareholder 

38 

11 

5
 l
 
9
 

3
 

5.41 

4.21 

1.31 

6 . 79 

7.88 

o
 
0.55 

o
 
o
 
o
 

8.g7 

9.3 

2.93 

9.28 

13.6b~ 

o
 
o
 
c
 
o
 
o
 

31.23 

31.23 

6.56 

22.75 

23.65 
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for firms ~ivit,h no controlling sha,reholder. The median ¥'alue of R.OA of flrms ~;1"ith cont,rolling 

shareholder-~~ is 4.41 percent, a,gainst 4.49 percent for firms with no controllingo' shareholder. The 

difference in both the mean a.nd median values, however! is not, sta.t,is*tically significant at, the 

conventional levels for both the avera.ge and median values. 

Next, we will compare t,he performance of firms wit.,h different t_vpes of controlling share-

holders and that of firms with no controlling shareholder. Family-controlled firrns have a mean 

(median) ROA of 3.96 (4.19) percent, Iower tha,n the mean (Inedian) ROA of the firms ~vith no 

controlling shareholder. The difference, however, is not statistically sigrnificantly. 

Firms that have the government as their controlling sha,reholder have a mean ROA of 3.64 

percent, not signific,a,ntly lower than the aver~L,ge ROA for the finTrs with no controlling share-

holder. In terms of the median ROA, gove.rnment controlled firms outperform the flrms with 

no controlling shareholder, 5.62 percent against 4.49 percent for f,he firms with no controlling 

shareholder. The difference is not significant, however. The mean ROA of firms with more than 

one c,outrolling sha,reholder is 4.57 percent with media,n 2.67. The difference in both mea,n a,nd 

median ROA of firms with more tha,n one controlling sha,reholder and firms with no controlling 

shareholder is al_so not significantly different. 

Arnong different types of controlling shareholders, only foreign cont,rolled firms have signif-

icantly higher profita,bility than firm-s with no controlling shareholder. The mean a,nd median 

ROA for foreign controlled firms a.re 7.89 a,nd 7.43 percent, respect,ively, significa,ntly higher 

t,han f,he mean and median R.OA of 3.98 and 4.49 percent, for the firms with no cont,rolling 

shareholder. 

In fact,~ t,he perfolmance of foreib~n-conf,rolled firms is a,lso superior to t,hat, of family-owned-

firms and firms wit,h more f,han one conf,rolling shareholder. The differences wit,h respect f,o 

both the sarnple mean and median values of R.OA are signifir_ant at conventional levels. While 

t,he mean value of ROA of government, cont,rolled flrms is not, significantly different frorn t,hat 

of foreign controlled firms, the difference in median value is significant a.t the 5 percent level. 

R,egarding t,he comparison on t,he ot,her performance mea~ure~ Tobin's q, t,he sample mean 

)
 

(median values of Tobin's q for flrms with controlling sha,reholders are 1.18 (0.98) against an 

average Tobin's q of 1.15 and media,n of 0.96 for firms with no controlling shareholder. When we 

compare the mea,n and median Tobin'-s q of firms with different types of controlling shareholders 
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Table 4.6: A Comparison of Performance: Firms with Controlling Shareholder versus Firms 

with no Controlling Shareholder 

This table compares the peri'orma,nce of firms with a,nd ~vithout controlling shareholders. A 

controlling shareholder is. a shareholder whose ownership of the fum:s shares exceeds 25 percent. 

Firms with c,ontrolling sha,reholders are ca,tegorized into four groups- according to the following 

types of controlling shareholders: family., the governmentl f'oreign investor, and firm-~~ with more 

t,han one controlling shareholder. Performance is measured by R.OA and Tobin's q. R.OA, is 

deflned as the raf,io of earnings before taxes to tctal assets. Tobin's q is deflned as the ratio 0L 

the market value of equity plus the book value of liabilities to the book value of total assets. 

Significance level refers to the difference of mean and median tests between firllls with controlling 

shareholders, including the four groups of controlling shareholders: and firms without controlling 

shareholder. Mean differences are tested using the t-statistic from a parametric test. Statist,ical 

significance of the differences in median are based on the ~"ilcoxon signed rank test. * **, a,nd 

~** indicate statistically significant difference when compared lvith the firms with no controlling 

shareholder at t,he 10, 5 and I percent levels, respective.ly. 

Number of ROA (9;(c') Tobin's q 
firms Mean Median TVlean Median 

Full sample 269 4.53 4.45 1.18 C.98 

Firms with controlling sha,reholders 

Fa,mily controlled firms 

Government controlled firms 

Foreign controlled firms 

Firms with more than one cont,rolling 
shareholder 

223 

155 
5
 
35 

28 

4.65 

3,96 

3.64 

7.89*** 

4.0'7 

4.41 

4.19 

O~.62 

7.43*** 

2.67 

1.18 

1.18 

l.65 

1.12 

1.15 

0.98 

0.97 

0.98 

0.98 

0.96 

Flrms wrthout controlling shareholders 46 3.98 4.49 1 15 C.96 
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t,o t,hat, of hrms wit,h no cont,rolling shareholder, there is no evidence that firms* wit,h any t"~!~pe of 

controlling sha,reholder perform significantly different from firms wit,h no controlling shareholder. 

This result, holds also when we compare t,he performa,nce of firms from different categories. 

There is one point worth noting about the estima,tes of Tobin's q. Theoretica,lly, if the 

market value of a flrm is* highel: t,han its book valueF an est,imate of Tobin's q is glleater t,han 

one. As Ta,ble 4.6 shows~ even though the mean va.Iues of Tobin's q a,re grea,ter than oneF the 

median values of Tobin's q are less than one. Further investigation revea,Is tha,t most of the 

firms in the sample have a market value lower than their book values (see Figure. 4.1). In 

addition, at the end of the last trading day of 1996~ stoc.k prices of 37 firms out of '_69 firms, or 

13. f~5 percent of the sample were lower than the pa,r values of Ba,ht 10. 

Table 4. 7 compa,res the performance of firms- with controlling shareholders a,re involved in 

management and that of finns tha,t the controlling shareholders do not hold top executive 

positions. The mea,n ROA for the firms with controlling shareholders involved in management 

is 4 percent with median 4.20 percent, whereas the mean ROA for firms where controlling 

shareholders are not involved in mana,gement is 7.82 percent with median (~.07 percent. The 

differences in both the mean and median values_ are significant at the I perce.nt level. ~¥rith 

respect to Tobin:s q; the differences in bot,h the mea,n and median valtres a,re, however, not 

statistica.1ly sit)c"nificant from zero. 

Regarding the compa,rison of performance between firms with different types of controlling 

shareholders, only foreign conf,rolled flrms with cont,rolling sha,reholders in top management, 

display signiflca,ntly different perfonnance from foreign controlled firms where t,he controlling 

shareholders are not involved in management. Firms t,hat are owned and run by foreign investors 

( . ) have a mean medlan ROA of 4.91 percenf, (6.99 percent), significa.nf,ly lower than t,he mean 

(median) ROA of 10.39 percent 10 28 percent for foreign cont,rolled firms wit,h no cont,rolling 
,
(
 
.
 

)
 

shareholders involved in management. A similar pat,t,ern holds for t,he mean value of Tobin's q. 

That is, the incidence of foreib~n in¥restors involvement in ma,nagement is associa,ted with lower 

performance measured by bot.h ROA and Tobin]s q. 

In summary, applying univariate tests, the difference in performa,nce for firms with a,nd 

without controlling shareholder, measured by both ROA and Tobin's q, is. not sta,tistically sig-

nificant from zero. However when performance is measured by ROA, firms where the controlling 
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shareholders are foreign inve<_t,ors ha¥'e ROA significantly higher than that of firms without any 

shareholder holding cont,rolling sta,kes. That is there is no evidence to support the al:gument 

that controlling shareholders di~'ert corporate assets in such a ~vay t,hat t,he firms turn out, to 

have poorer performance. The univariate camparisons show, however~ that firms where the 

controlling shareholders participat,e in management do perform worse than the firms where the 

controlling shareholders do not participate in mana.grement. 

4.4.3 Multivariate regression analysis 

This section presents the results from a multivariate analysis of the effects of o¥vnership on 

performance, after c.ontrolling for the effects of corporate governance, other firm characteristics 

and industry effects. The regre_ssion re-sults are shown in Table 4.8 and Table 4.9. In both 

tables, Pa,nel A reports the results when t.he. performao:lce measure is ROA. In Panel B~ the 

dependent variable is Tobin's q. Specifra,tion (1) presents t,he results of the effect of the presence 

of a controlling shareholder on performance. Specification (2) addresses t,he effects of non-

linear controlling shareholder managerial shareholdings on performance. Table 4.9 repeaf,s the 

estimation as in Table 4.8 but addresses t,he effects of shareholdings by the following four types 

of cont,rolling shareholders: family, the government, foreign investors firms ~vith more than one 

controlling shareholder on performance. 

The regression results based on ROA 

The results of t,he hypothesis t,hat, t,he presence of a cont,rolling shareholder has negat.ive effect, on 

the performa.nc,e are *qhow~n in Table 4.8. The coefficients of Presence o,f a controlling shareholder 

are positive and significant at t,he I percent, Ievel in bof,h Specification 1) and Specificat,ion (2). (
 

The results indicate that after controlling for other effects~ firms with controlling shareholders 

are sigrnificantly more proflta,ble than firms with no controlling shareholder. On average, firms 

lvith controlling shareholders have a ROA that is about 6 percentage points higher tha,n firms 

with no controlling shareholder. 

Regarding the effects of the t,ype of controlling shareholder on performance, t,he estimated 

results in Table 4.9 show that only the coefficients associated with the presence of f'oreign 

controlling shareholders are positive and significant at the I percent level. Consistent with 
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Table 4.7: A Comparison of Performance: Involvement, in ~'lana.gTement versus not Involvement. 

This table provide*x' a comparison of the performance of firms where controlling shareholders are 

involved In management and acgainst firms where controlling sha,reholders are not involved in 

top management. Top management includes officers and director~~. A controlling shareholder is 

a <-hareholder whose ownership of fhe fum's shares exceeds 25 percent. Firms with controlling 

shareholder5 are cat,egorized int,o four groups a.ccording) t,o t,he following t,ypes of cont,rolling 

shareholders: family, the Government, foreign investor, and firms with more than one controlling 

shareholder. Mean differences are test,ed using t,he t,-st,af,ist,ic from a parametric tesf,. Statist,ical 

significance of the differences in median are based on t,he Wilcoxon -<igned rank test. * **, a.nd 

*** ndicate statis*tica.1ly aignificant difference when compared with the flrms where controlling 

shareholders are involved in management a,t the 10, 5 a,nd I percent levels: respectively. . 

Pa,nel A: Performance measure Is ROA 

Involved in managernent Not involved in ma,nagement 
No . lvlean Median ~~o. lvlean Median 
of firms ~%) (%) of frms (%) (%) 

Firms with controlling share-
hol der 

Fa,mily controlled firms 

Government controlled firms 

Foreign controlled frms 

Firms with more tha,n one con-
t,rolling shareholder 

18b~ 

1 44 

16 

25 

4.00 4.2 

3.82 

4.91 

4.44 

4.19 

6.99 

2.3 

38 

11 

5
 
19 
3
 

7.82*** 7.07*** 

5.86 

3.64 

10.39*~ 

5.68 

2.84** 

5.62 

10.28*** 

9.04 

Firms wit,h no cont,rolling share- -

holder 

46 3.98 4 . 49 

Panel B: Performance measure is Tobin's q 

Involved in management Not involved in ma,nagement 

lvlean Median No. lvledian No. lviean 

of firms (%) (%) (%) of firms (%) 

Firms with controlling share-
holder 

Fa,mily controlled firms 

Government controlled firms 

Foreign conf,rolled firms 

Firms with more than one con-
trolling shareholder 

185 

144 

l
 
6
 

25 

1.17 0.97 

1.17 

0.99 

1.3 

0.97 

0.9 

1.17 

38 

11 

5
 
19 

3
 

1.26 

1.24 

1.65 

1.22* 

O.89 

1.01 

1.03 

0.98 

1.02 

0.83 

Firms with no controllinb" share- -

holder 

46 1.15 0.96 
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t,he uni¥'ariate t,est, forei()(~n o~vnership has a pos-it,ive influence on firm performa,nce baq-ed on 

ROA. The finding that foreign o~vner~~-hip concent.ra.t,ion is positively related to performa,nce is 

similar to the flndings of Boardman et.al (1997) (Canadian data), a,nd Chhibber and Majum-

dar (1999) (Indian data,). The superior performance of foreign-controlled firms may reflect that 

foreign ownership mitig)at,e-s the agency problem. The results may also indicat,e the effects of the 

firm-specific. advantages that foreign firms possess (Boardman et.al (1997 ) However a~s noted 
)
.
 

previouslyF foreign firms may outperform others simply beca,use they are able to obta,in the 

benefits coming from the investment promotion schemes of the governrnent. This issue needs 

further investigation. 

With respec.t to the effect of controlling shareholder involvement in management, the esti-

(
 
)
 

ma,ted coeflicient of Involvement in mana,gement is negative and significant Table 4.8 . The 

regression results support the findings ba,sed on the univariate tests that contl:olling sharehold-

ers' involvement in management ha,s negative influence on ROA. 

The estimated coefiicients of the intera,c.tion between the 4 dummy variables representing 

types of controlling shareholders and Involvement in management are in line with the re~_ults of 

the univariate ana,lys-is (Table 4.9). That is, otrly coefficients a,ssociated with Foreign il~;vestor 

In'vol'vement in management are significant. Finns tha,t are controlled a,nd managed by a group 

of foreign investors have significantly lower ROA than foreign firms that are not run by their 

controlling shareholders. 

In term of f,he levels of ownership of controlling shareholder-manager, f,here is no evidence 

support for the hypothesis that managerial ownership has a non-linear effect on the performance 

of firms in t,he sample. The estimat,ed coefficienf,s on t,he level of t,he cont,rolling shareholder-

mana,ger's ownership variables Ownership of contrclling-manager and Owne_rship of controlling-

manager2 have expected signs, but, are not statist,ically signiflcant in all models (Table 4.8 and 

Table 4.9). 
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Table 4.8: The Effects of O~vnelship and Corpolate Go~ernance on Perfor 

ma,nc.e I 

The regression method is the OLS. Each specification includes a set of 20 

industry dummies but the results are suppressed. The t-statistics are in 

parentheses. * ** *** indicate significa,nce at the 10: 5 and I percent levels, 

respectively. 

Panel A: The dependent variables is ROA 

Predicted sign (1) (2~ 

Presence of a controlling s.hareholder 

Involvement in management 

Ownership of cont,rolling shareholdel:-managers 

(Ownership of controlling shareholder-managers)2 

Corporate governance variables 

OwnerF~*hip of non cont,rolling shareholder-managers 

(Ownership of non controlling shareholder-managers 2 )
 

Foreign inst,itutiona,1 ownership 

Domestic inst,itutional ownership 

Board size 

Controlling shareholders-dominat,ed board 

Business group 

Control variables 

Size 

Sales growt,h 

(
 

Lod~" age) 

Fixed a,sset ratio 

Intercept 

Adjusted R2 

F-statistic 

p-value 

+ 

+
 

+
 

+ 

?
.
 

+ 
?
.
 

o.058*** 

(2.824) 

-O.046** 

(-2..56) 

O.282*** 

(2.736) 

-C.448* 

(-1.823) 

0.183** 
(2..~)'72,) 

0.093* 

(1.657) 

-0.036** 

(-1.975) 

0.019 

(1.385) 

0.023* 

(1.721 ) 

0.005 

(0.981) 

O.016* 

(1.301) 

0.025*** 

3.002 

-0.048* 

(-1.823) 

-0.076 

(-0.875) 

0,128 

2.160 

0.001 

0.056*** 

(2.692) 

0.006 

(C.1lcq) 

-O.209 

(-1.208) 

0.203 

(1.257) 

O.315*** 

(2.907) 

-0.527*' 

(-2.C73) 

0.184** 

(2.476) 

0.090~* 

(1 .60~) 

-0.039** 

(-2.077) 

0.018 

(1.304) 

0.09_3* 

(1.666) 

0.007 

(1.194) 

0.01 6* 

(1.314) 

O.024*** 

2.733 

-0.047* 

(-1 .749) 

-0.087 

(-0.993) 

0.127 

2.08C 

0.001 
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Pa,nel B: The dependent variable is Tobin's q 

Predicted sign (1) (2) 

Presenc,e of a controlling shareholder 

Involvement in mana-gement. 

Owner**hip of cont,rolling shareholder-managers 

(Ownership of controlling shareholder-manat)oers)2 

Corporate governance variables 

Owne.r;~-hip of non controlling shareholder-managers 

(Ownership of non controlling shareholder-mana,gera)2 

Foreign institutiona,1 o~ivnership 

Domestic institutional ownership 

Board size 

Controlling sha,reholders-domina,ted board 

Business group 

Control va,ria,bles 

Size 

Sa.les growth 

(
 
Log age) 

Fixed as*set ratio 

Interc,ept 

Adjusf,ed R,2 

F-st,at,ist,ic 

p-value 

+
 

+ 

+ 

+ 

?
.
 

+ 

?
 

0.068 

(0.392) 

c.050 

(0.335) 

1.l~50* 

(1.39_6) 

-2.811* 

(-1.362) 

1.480**** 

(2..487) 

0.741* 

(1_b~79) 

-0.292** 

(-1.939) 

-o.052 

(-0.447) 

0.115 

(1.02b~) 

0.018 

(0_403) 

0.283*** 

(2.686) 

-0.004 

(-o.053) 

-o.a41 

(-C.186) 

1.24* 

(1.718) 

0.146 

2.39 

0.00 

0.134 

(0.766) 

-O.324 

(-0.778) 

0.777 

(0.541~ 

0.055 

(0.041) 

1.507* 

(1.668) 

-3.11C* 

(-1.465) 

1.870*** 

(3.009) 

0.991** 

(2.057) 

-0.220* 

(-1 .423) 

-0.091 

(-0.78) 

O.093 

(0.83) 

O.CO1 

(0.032) 

O.270*** 

(2.58) 

-0.004 

(-0.056) 

-0.048 

(-0.215) 

1.181 

(1.639) 

0.155 

2.40 

O.CO 

87 



Table 4.9: The Effects of Ownership and Corporate Governance on Performance II 

The t-statistics are in parentheses. , '* indicate ~_ignificance at the IC, 5 and *. *.*, * 

1 percent levels-, respectively. 

Pa,nel A: The dependent variables is ROA 

Predicf,ed sign (1) (2) 

Familv 

Government 

Foreign investor 

lvlore than one controlling shareholder 

Family- * Involvement in management 

Foreib-n investor * Involvement in management, 

More tha,n one controlling sha.reholder * 

Involvement in management 
Owllership of controlling sha,reholder-manager-< 

(
 
2
 

Ownershrp of controlling sharehalder managers) 

Corpora,te governance v~ariables 

Ownershlp of non controlling sha,reholder-managers 

(Ownership of non controlling shareholder-managers 2 )
 

Foreign institutionaL ownership 

Domestic institutional ownership 

Board size 

Controlling shareholders-dominated board 

Busines~~ group 

Size 

Sa,les growth 

(
 
Log age) 

Fixed asset ra,tio 

Intercept 

Adjusted R2 
F-statistic 

p-~*alue 

+ 

+
 

+ 

+ 

+ 

0.037 

(1.261) 

0.035 

(0.826) 

0.075*** 

(3.077) 

0.056 
(1.094) 

-O.027 

(-0.948) 

-0.066*** 

(-2.288) 

-0.038 
(-O.74 r~) 

0.264*** 

(2.51) 

-O.4C2"= 

(-1.614) 

0.189*** 

(2.61) 

0.087* 

(1.542) 

-0.036** 

(-1.973) 

0.020 
( I .443) 

0.024* 

~1.685) 

0.005 
(1.018) 

0.014 
(1.106) 

0.023*** 

(2,606) 

-0.043=+= 

(-1.595) 

-0.077 

(-0.8gl) 

0.124 

2 .030 

0.001 

0.037 
(1.258) 

0.040 
(0.945) 

0.075*** 

(3.015) 

0.055 
(1 .08/*) 

O.020 
(0.37) 

-0.019 

(-0.342) 

0.007 
(0.104) 

-0.196 

(-1.137) 

0.191 
(1 , 196) 

0.298*** 

(2.723) 

-0.497*=* 

(-1.93~') 

0.185*** 

(2.463) 

0.088* 

(1.514) 

-0.039** 

(-2.077) 

0.019 
(1 .301 ) 

0.025* 
(1.71 2) 

O.006 
(1 .093) 

0.014 
(1.102) 

0.022** 

(2.518) 

-0.052===* 

(-2.02) 

-0.070 

(-0.82) 

0.124 

2.030 

0.001 
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Panel B: The dependent variable is Tobin>s q 

Predicted sign (1) (2) 

Family 

C*overnment 

Foreign investor 

More tha.n one cantrolling shareholder 

Family * Involvexnent in management 

Foreign investor * Involvement in management 

lvlore tha,n one controlling shareholder * 

Involvement in management 
Ownership of controlling sharehalder-managers 

(Ownershrp of controlling shareholder ma.na,ger-<)2 

Corporate governance variables 

Ownership of non controlling shareholder-managers 

(Ownership of non controlling shareholder-managers)2 

Foreign inst,itutional ownership 

Domest.ic instit,utional ownel:ship 

Board slze 

Controlling shareholders-dominated board 

Business group 

Contral variables 

Size 

Sales growth 

(
 
)
 

Log age 

Fixed asset, ratio 

Intercept 

Adjusted R,2 

F-statistic 

p-value 

+ 

+ 

+
 

+ 

?
*
 

+
 

?
.
 

0.070 
(O.28) 

O.113 
(0.317) 

0.088 
(0,425) 

0.013 
(0.031) 

0.040 
(0.169) 

-O.158 
(-0.6~)~1) 

C.296 
(0.689) 

1.214* 

(1.373) 

-2.862* 

(-1.364) 

1.797*** 

(2.952) 

O . 703* 

(1.48･_) 

-0.28** 

(-1.835) 

-0.027 

(-0.231) 

0.055 
(O.456) 

0.006 
(0.138) 

0.281*** 

(2.628) 

-0.007 

(-0.1) 

0.013 
(0.055) 

1.358* 

(1.864) 

0.138 

2.1 60 

0.000 

0.177 
(0.70b~) 

O.245 
(0.689) 

0.149 
(O.712) 

0.084 
(0.196) 

-0.423 
(-0.928) 

-0.616 
(-1.308) 

-O.142 
(-0.244) 

O.891 
(0.614) 

-0.054 
(-0.04) 

1.563** 

(1 .691 ) 

-3.261* 

(-1.507) 

2.059*** 

(3.252) 

0.883** 

(1 .807) 

-0.216* 

(-1.375) 

-0.066 

(-0.548) 

0.042 
(0.343) 

-0.014 
(-0.314) 

0.277*** 

(2.594) 

0.011 
(0.143) 

-O.C98 

(-0.455) 

1.453** 

(2.008) 

0.135 

2.130 

0.000 
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The estimated coefficients of the ownership of non cont,rolling shareholder managers a,nd 

the square of the ownership of non controlling shareholder mana,gers have ex. pected signs and 

are significant at conventional levels in a,ll regressions. An additional F-test was performed 

to check if the eq-tirna,ted coefficients on Ownership of non controlling shareholder-manage'rs 

and Ownershup of non controllzng shareholder managers2 are <Imultaneously zero. The results 

showed that we can reject the hypothesis at the 5 percent level. That is~ the evidence on 

the relationship between managerial ownership and performa,nce is consistent with the previous 

litera,ture based on data, from developed economies. Specifica.1ly, performance measured by ROA 

initia,lly increases with ownership and then decrea.ses when ownership increases. beyond a certain 

threshold. The results suggest that at a low level of ownership, inc,reases in o~;ivnership provide 

incentives and motivation for managers to work to increase the firms' performance. However 

1~'hen their shareholdings rise over certain levels, managers gain controllin~cr power and become 

more entrenched. 

The presence of both foreign a,nd domestic institutional sha,reholders is associated with a 

higher performance. In all models, the estim'd,ted coefficients are significant at the conventional 

levels. The positive relations between the aggregate ownership of foreitgn and dornestic insti-

tutions and performance implies that foreign institutions and probably domestic institutions 

do corporate governa,nc.e, resulting in better performance. As pointed out by Khanna a,nd 

(
 

Palepu 1999), the causality may not run from ownership to performance. The results may also 

be inf,erpreted as reverse causality. That, is, inst,itutions may increase t,heir shareholdings in 

better performing firms, and may do nothing about monitoring those firms. This issue will be 

investigat,ed in t,he follo~~'ing section. 

Estimated coeflicient,s Board size_ have f,he expecf,ed signs. In all regressions, the coefficients 

of t,he mea.sure of board size are significanf, and negat,ive. The evidence suggest,s t,hat, a la,rger 

board is harmful to t.he firm's performance. This flnding support,s t,he evidence of Eisenberg 

et a,1. (1998) using Finish data. The argument raised by .Iensen (1993) that la,rge boards of 

directors are ineffective is not, only supporf,ed by evidence from larger firms in t,he more advance 

( ( ) ( countries Yermack 1996 and Vafea.s 1999)), but also applies to sma,ller firms in emerging 

markets. 

. Controll,ing shareholdeT's dominated The other measure of the effectiveness of the board. 
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boa,rd turns out, to be positively relat,ed t,o performance. However the coefficients a,re not signifi-

cant in all regressions. The findings are against the argument that controllinog shareholders when 

they control f,he boards by holding man"v positions t,end to have strong influence on the firm and 

hence a,re able to consume private benefits and conduct activities follo~iving their own ob.jectives 

at the expense of minorit,y shareholders. The domination of the controlling shareholders over 

the boa,rd indeed has not effect on the firm's performance. 

The business group dummy varia,ble has positive coefiicients tha,t are signifir_.-ant at the 

10 percent level in all regressions. The results are against the hypothesis that ag~ency co*~:ts 

are higher in busine-qs groups- beca,use they are less tra,nspa,rent and a,re isola,ted from externa.1 

control. In contraq*t, the 23 business groups are more profitable measured by ROA perhaps due to 

lowel: transaction costs, strong political connection;~- that provide them investment opportunities~ 

and more diversification. 

The control variables have inte.req-ting effects on ROA and deserve some discussion. The 

finn size variable haq~ a positi¥'e sign, but is not significant. The estima,ted coefficients of sa,les 

growth are positive and significa,nt at the IC percent level. Tha,t is, firms that experienced high 

growth in sales in the pa.st 4 years have superior performance. The c-oefficient~::i on firm a,ge 

are positive and strongly significant. Older firms display higher performance based on ROA. 

The results suggest that older firms_ are more flexible in reacting to the nevv environment a,nd 

have gained the benefits of learning by doing. Last,ly, the estimated coeflicient of the fi_xed a.sset 

rat,io is negat,ive and significant, indicat,ing the negat,ive effect, of holding a high proportion of 

property. 

The regression results based on Tobin's q 

The regression result,s part,1y support t,he findings based on the R.OA re~'crression. Regarding 

the eifects of the presence of controlling shareholder and types of controllingT Shareholders, 

t,he regression result,s support, t,he findings based on t,he univariat,e t,ests. That is, cont,rolling 

for other effects, the results show no support for the hypothesis that there is a significant 

difference in t,he performance between firms wit,h cont,rolling shareholdel:s and firms without, a 

controlling shareholder. The estimated c,oefiicients of the Presence o.f a controlling sha.reholder 

) () in both Specification (1 and Specification 2 of Table 4.8, are statistically insignificant. The 
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result,s also hold when we examine the influence of o~vner~~hip of the four types of controlling 

shareholders (Table 4.9). 

The results do not support, the hy_ pothesis that cont,rolling shareholder involvement in ma.n-

agement has a negative effect on performance as measured by Tobin's q. The estimated coef-

ficients on the variable Involl'emel7,t in management are insignificant in all regressions. In line 

with the results based on ROA. we do not find evidence tha,t the relation between the level of 

shareholdings b.1/ mana,gers who are the firms~ controlling shareholders a,nd Tobin's q is non-

linear. The coefiicients of the va,ria,bles O~Llnership of non cont,rolling shareholder-managers a,nd 

Ownership o.f non controlling shareholder-manaqer5 2 are insignificant in all specifications. 

The estimated coefiicients of non controlling shareholder managerial ownership have ex-

per.ted sign-s, in the sa,me way as the estimat,ion based on ROA. The results a,re statistically 

significant only at the 10 percent level using the one-tailed tes.t. The hypothesis testing of 

l~rhether the coefficients on Owne'rsh,ip of non contrclling shareholder-managers and ( Ownership 

of non controlling shareholder-managers 2 are shnultaneously zero, however; ca.nnot be rejected )
 

a,t the conventiona.1 Ievels. Hence we ca,nnot conclude that the rela,tion between the o~~'nership 

of non controlling shareholder managers and Tobin's q is non-linear. 

As wit,h the ROA reg'ression, the presence of both foreign and domestic institutional share-

holders is associated with higher values of Tobin's q. The proxy of board effectivenessF board 

size, is a.Iso nega,tively associa,t,ed ~vith Tobin's q. The coeflicients are significant at the c.onven-

t,ional levels. 

Unlike in the ROA regression, t,he results also show that there is no signiflca,nt, difference 

between t,he Tobin=s q of afiiliat,es of business groups and t,hat, of the rest,. The est,imaf.ed coef-

flcients of t.he cont,rol varia.bles in t,he Tobin's q est,imation are not, very signiflcanf,. Signiflcant 

resulf, is observed only for t,he coefficient, of t,he variable Sales growth. 

4.4.4 The association between past performance and institutional ownership 

The results thus fa.r suggest that both foreign and domestic institutional ownership are positively 

related to a firm's performa,nce. The direction of the rela,tionship is not fully explained by the 

previous ana,lV_ s_is. In this section, I explore the direction of ca,usality by es.t,imating a regreF;,_F;,_ion 

model on the determinants of institutional ownership. Put differentlyF our interest is whether 
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shareholding"~s by inst,it,utions are associated wit,h past performance. Therefore, the regression 

includes past performance and other control variables for hrm charact,eristics as suggested by 

Dems-etz and Lehn (1985). I measure past performance by the ratio of earnings* before interest., 

and tax to total assets, averaged aver the period 1992-1995. It is not possible to test using 

Tobin's q because I do not have the data. Firm charact,eristics are variation in sales (measured 

by the standa,rd deviation of the percentage change in sales over the period 1991-1996): firm size 

(
 

and capital expenditure measured by the fust difference on property, plant a,nd equipments of 

the years 1996 and 1995). 

A caveat must be noted before exa,mining the results. The ana,lysis here is whether the 

decisions by institutions of holding firms' shares are preceded by performance. We are not 

actually testing the ca.usality. 

The estimation results a,re shown in Table 4.lO. Since there exist ma,ny firms without in-

stitutional ownership, the appropriate regression method is the Tobit. Specifica.tion (1) a,nd 

(
 
2) are the resultq~ when the dependent variable are foreig"n and dornestic institutional owner-

ship~ respectively. . The results from the two specifications appear differently. The estima,ted 

coefiicients of the past performance a,re. positive but significant only when foreign ownership is 

regarded as a regressor (at t,he I percent level The results indicate that foreign institutions 
)
.
 

invest in firms that ha,ve high ROA in the past. With respect to domestic institutionsj there is 

no rela,t,ion between past va,lu~ of the ROA and domestic institut,ional shareholdings. I int,erpret 

t,his and t,he previous evidence to mean f,hat, domest,ic in*qt,itutions mighf, perform monitoring 

activities of Thai firms, while this may not be the case of foreign institutions. 

4.5 Summary and concluSlon 

This study investigates the effects. of the ownership structure, a,nd governa,nce mechanisms on 

performance. Ba,sed on both the univariate and multiva,riate ana,lyses, we do not find tha,t the 

evidence support the hypothesis that firms with controlling sha,reholders have lower profitability 

measured by ROA and q than firms with no controlling shareholder. In fact; concentrated 

ownership is associated with higher performance using ROA as a mea.sure. 

Further investigation on the effects of the characteristics of controlling sha,reholders are in 

general consistent with the findings. That is] compared to firms without a controlling share-
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Table 4.10: The Association between Institutional Owner<*hip and Past Performance 

Fol'eign instit･utions is the aggregate ownership of foreign fina.ncial institutions. Dcmestic insti-

t･utions is the aggregate owners-hip of domestic financial inq-titutions. Past-ROA is an average 
value of the ratio of earnings before interest, ta,xes to total assets over the period 1992-1995. 

Val:iation in sa,1es is the standard deviation of t,he percentage change in sa,les over the period 

1991-199,~~. Firm size is the log of a.nnual sales. Capital expenditure is the first difference in net 

property, pla,nts, and equiprnent over the previous year. The regression method is Tobit. Each 

specific,a,tion includes a, set of 18 dummy variables to control for industry fixed-effects, but the 

results are suppressed. The t,-statistics are in parentheses. , , * ** *** dic,a,te srg~mfic.a,nce at the 

10, 5 and I percent levels, respectively. 

Variable Dependent variable (ownership) 

Foreign institutions Domestic institutions 

Intercept 

Past, R,OA 

Variation in sales 

Slze 

Capital expenditure 

-46.932 
(-5. f~39) *** 

0.314 

(3.839) *** 

1.230 

(1'371) 

3.332 

(5.943) "' 

0.131 

(0.134) 

35.430 
(4.162.) "' 

0.072 

(0.812) 

-C.755 

(-O.*r52) 

-1.625 

(-2.776) *** 

-1.268 
(- I . 5 74) 

Model Chi-squared 

Number of observations 

86.49*** 

270 

3~~.25** 

270 
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holder, firms that are controlled by families and t,he govelnment, as well as firms vvith more 

than one controlling sha.reholder do not differ significantly in termb- of performance measured 

b}_' ROA and q. Firms t,hat are controlled by foreign investors-: however, display si"gnifica,nt,ly 

superior performance as measured by ROA. More specifically. = the ROA of foreign-coritrolled 

firms is higher than non-foreign controlled firms or firms ~;~*ith no controlling shareholders. 

Foreigrn-owned flrms are more profitable than domestic firms probably due to the possession 

of firm-specific a,dvantages, benefits from government's investment polic.ies and lower agency 

costs. More work remains to be done to distinguish these plausible effects, however. 

The a,nalysis. casts doubt on the argument tha,t controlling shareholder involvement in ma,n-

agement ha,s a, negative effect on the performance. The univariate and multivariate ana,lyses 

suggest that the ROA of firms ma,na,ged by their controlling sha,reholder is lower than tha,t of 

firms where controlling shal:eholders do not part,icipa,te in managernent. 

The study contribute,s interesting results to the literature rega,rding to the rela.tionF~-hip be-

tween the levels of managerial shareholdings and performance. Studies based on data from the 

developecl economies document a non-1inear relation between mana,gerial ownership a,nd perfor-

mance. However, the results of this study indicate that the relationship between the performance 

of firms and levels of managerial o~vnel~ship difl:ers depending to the chara.cteristics of manag-

ers. The relation between the stakes held by top managers who are also the firms' controlling 

shareholders is uniform. However the ownership of mana,gers who are not the firms' control-

ling shareholder is non-linearly relat,ed t,o t,he performance measure, ROA. The resulf,s show 

a significant, positive-negative relationship between the non cont,rolling shareholder-managers 

o~~i~nership and performance, which are in line wit,h t,he developed economies based st,udies. 

R,egarding t,he effect,iveness of t,he board of direct,ors, board size is negat,ively associated wif,h 

performance. These findings caF~*t, doubt, on t,he argument, f,hat the board of direct,ors in Thai 

firms is not effective in performing the monitoring role. The results suc~(rgest, that in order for 

the boa,rd to be effective~ its size ha~s to be sma,ll. 

Anot,her corporate governance t,hat, may help limif,ing t,he cont,rolling shareholders' discretion 

is the monitoring by domestic financial institutions. The regression results show that aggregate 

domestic institutiona.1 ownership is positively associated with performance. 
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Chapter 5 

The Determinants of Capital 

Structure 

Abstract 

This chapter presents empirical evidence on the determinants of the ca,pita,1 structure. Eln-

pirical result,s imply that t,he fax effect, the sig"naling efEect and the agency costs play a role 

in fina,ncing decisions. Ownership structure also eff:ects financia,1 policy. Firms that are asso-

ciated with the well-known business g'roups have lower debt ratio. The results indicate that 

the information asymmetric problem ma"v be less severe. The presence of non-fina,ncia,1 foreign 

investors is associated with lower debt ra,tio. This finding may reflect that foreign shareholders 

monitor t,he firms. Firms that have the government as their ma,jor shareholder appear to ha,ve 

hig'her market leverage ratio. This type of firms ma"v be a,ble to issue high debt since they are 

secured by the government. Managers of the firms where the c.ont,rolling shareholders are in-

volved in managing t,he fll:m have higher debt, Ievels. The cont,rolling shareholder-and-managers 

may adopt high debt ratio to inflate their voting Power. However, the results a,re a.Iso consistent 

~vit,h the argument that, high debt, is used t,o signal les<- agency problem arise in f,he firm. 
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Thi~_ chapter analyze;~~ the capital st.,ructure of financing polic_y. Specifically, the object,ive 

is to examine what Thai flrms' financial structure is, and what a,re factors that, determine the 

existing financing decision. The tradit,ional capit,al structure theory suggest,s tha,t when sef,t,ing 

fina,ncing policies, firms attempt to balance the tax benefits of using debt against the greater 

chance of financial distres*-. In a,nother school, capital st,ructure simply reflects asymmetric 

information problem between managers and outside investors since mana.gTers know more about 

the firms than outsiders. This asymmetric information problem affects t,he choice between 

internally genera,ted cash flows and externa.1 financing. And firms end up having a pecking 

order. 'Tha,t is, flrms first use interna,1 funds. When internal funds run out firms prefer debt 

ovel: equity because debt is less sensitive t,o mispricing. Issuing equity is chosen as the last 

choice. 

On the other hand, the agency costs based model suggest that capital s.tructure reflects the 

agency problem arise in the firm. Firms that have severe conflicts bet~veen inF~*iders and outside 

sha,reholders tend to have high levera,(ge to cope with the agency problem. In other words, debt 

can be used to discipline the management. I discuss the three leading capital structure theories 

in Section 5.1. These theories a,re used as backb"round of the study. In Section 5.2: I present 

empirical model ernployed to analyze the det,erminants of capita,1 structure. 

The empirical results are presented in the following order. In Section 5.4.1, I presents the 

smnmary of balance sheets of hrms in the sample. This will give the picture what fina,ncing 

choices of Thai firms al:e. Secf,ion 5.4 present,s regression results and their implicat,ions. Fina,lly 

section o~.b~ is conclusion of the study. 

5.1 Theoretical revieW 

The modern theories of ca,pital structure suggest that a firm;s optinla,1 capital structure is 

determined by a, trading off the va,rious costs a,nd benefits of borrowing. The theories can be 

classified into 3 groups: the tax based model, the a,gency model and the sigrnaling model. 

5.1.1 The tax based model 

Debt was nof, accepted as a flnancial instrumenf, that has some merits to firms until the pub-

lication of Modgliani and Miller (1963). They show that debt financing provide corporate tax 
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saving by t,he reduct,ion of interest payments. However there is a limit, to the amount that firms 

can be levered. Being high leveraged may lead to a grea.t,er probability of financial distress. 

Costs of financial di-stress can be divided into direct and indirect, cost,s. The direct costs include 

legal and administrative costs of bankruptc),'. One exa,mple of indirect costs is under investment 

as pointed out by Myerq 1977). He shows that firms in financia.1 distress are likely to take on *( 

risky pro.jects~ or pass up value-increasing projects. Managers of fina,ncial distress firms behave 

in this ~livay because in this sta,te the returns on investment are sha,red mainly by creditors. This 

theory su~ggests tha,t firms should trade-off the adva,ntages of debt flnancing against the costs. 

However Miller (1977 argues that lvlodgTliani and Miller 1963) model overstates the advan-)
 

(
 

tage in ta,x reduction. Since investors are subjec,ted to personal ta,x on interest revenue~ over all 

the corporate tax saving is offset partly or even totally canceled. There are some other non-tax 

items tha,t firms ca,n use to shield their corporate tax pa,yments as. pointed out by DeAngelo 

and Masulis (1980). The_v are, for instances, depreciation expenses on fixed a,ssets: inve*F~tment 

tax credits, ta,x loss carry-forwards. Although the statutory ma,rginal tax rate is the sa,me for 

firms, these non-debt tax shields are vary a,cross firms. Firms with high non-debt tax shields 

are likelv to use less debt. 

(
 

In sum, this theory suggests that firms with safe and t,an~g'ible assets tha,t can be used a,s 

collateral) and plenty of taxable income to b-hield will be highly levered compared to high g'rowth 

firms with risky int,angible assets and volatile cash flow. 

5.1.2 Asymmetric information based models 

In the firms where individllals who supply ca,pital do not run the firms themselves, there exist 

2 types of asymmetric information problems. Firstly the conflict betliveen principal-a,gent that 

(
 

arises when there is mora,1 hazard. That is agents ma,nagers) ma,y pursue some activities for 

their ov~rn satisfa,ction that may. not be the same a,s the principals, and the principals can not 

monitor or enforce perfectly. The capital structure model tha,t based on this concept is the 

agency cost model. The second problem arises when there is adverse selection. The controlling 

managers may possess some information that is unknown to outside investors. The model that 

based on this problem is called the signa.ling based model. 
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Agency cost based model 

This model was introduced by- Jensen and lvlecklint)o(1976) a,nd )vlyers (1977). In this model 

factors that determine ca,pital structure are agency costs arising from external financing due to 

conflicts of interests between principals and agents. Jensen and IVleckling (19f*6) address two 

categories of conflicts, i.e., conflict between sha,reholders a,nd ma,nagers (agency costs of equity), 

and conflict between debt-holders and shareholders-managers (agency cost,s of debt,). 

Agency cos-ts of equity arise from sepa,ration of o~vnership from control. In a, wholly ow~ned 

flrm which is managed by the owner, the owner bears all cost,s and benefits from hi** en-

trepreneurial activities. However, in publicly traded companies where managers do not own 

ICO percent. of residual claims, the beneflts as well as costs are sha.red. There is a f,endency t,hat, 

managers will make some decisions tha,t are f'a,vorable to themselves rather than maximizing the 

finn's value. For examples, they may want to ma,ximize growthj or stock prices: or tra,nsfer of 

wealth from sha,reholders in the form of consumption of perquisites. The managers' ownership 

of a la,rge fraction of residua,1 claims helps solve this problem since they will also bear the cost 

of conducting any activities that reduce t.he value of the firm. Another possibility is the use of 

ownership concentration through share holding monitoring. 

Further Jensen 1986) points out that debt fina,ncing can eliminate the conflicts. Mana,gers (
 

of companies that, generate substantial free ca,sh flow~, operat.ing cash flow in excess of any 

profitable investment; are likely to misuse the capital. In the free ca,sh flow theory, Jensen 

argues t,hat debt, financing is an effective mean t,o cope with the free cash flo~iv problem because 

borrowing requires paying back and reduces the amount of ca.sh to be us~ed for the mana,ger's 

perk consumption. The issuance of debt, howe.ver, causes other agency costs, i.e., the agenr.y 

cost of debt. 

The agenc.y cost of debt arises from conflicts of interest bet,ween existing shareholders a,nd 

)
 

debt-holders According f,o Tensen and Meckling 1976 and Myers (197f~ shareholder~ of 

, . . levered firms tend to invest in risky projects because of limited liability. If they fail debt-

holders bear most of t.he loss but if f,hey are succeed, shareholders t,ake most, of the gain. Hence 

the advantage of debt flnancing is to reduce the a,gency costs of equity. Debt financing, however, 

)
 

int,roduces the agency cost, ofdebt. .Tensen and Meckling (1976 suggest that, t,he opf,imum choice 

of capital structure is then to balance between these two agency costs. 
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Accordint)" to the theories, firms wit,h plenty of in¥'e~tment opportunit,ies as opposed to firms 

that invest in ta,ngible assets, a.nd regulated firms are less likely t,o be flnanced by debt. Mature 

firms with lots of free cash flows should be high levered. 

The signaling model 

This model is ba.sed on t,he idea that mana,~gers have bet,ter information about the value of their 

firms risk and prospect,s tha.n out,side investors Myers and Majluf 1984 and lvlyers (1984) , , . ( ') point out that in this circurnstance, it may not be a good decision for managers to finance 

posit,ive-Npv project,s by. stock issuance. By the nat,ure of t,he claims, debt, is more commit,t,ing 

compared to equity. Firms ca,n postpone paying out dividends ~vhen they ~Lre in financia,l 

distress. However if they ca,n not provide pay~ments according to debt contra,ct,s, they will be 

in a difficult situation. For this reason prices of debt claims a,re less sensitive to cha,nges in the 

value of firms than stock prices. In other word, debt is less mispriced. Therefore changes in 

the firm's ca,pital structure ca,n serve as a signal a,bout the firm to outside investors. Adding 

debt provides positive signa,1 of ma,nagers: c.onfidence about future earnings. This argument is 

observed in many studies. 'They find tha,t stock prices g)o do~vn a,fter a,n announcement of a 

stock issue. This is in contrast to an a,nnouncement of a dividend. 

Firms with a lot of good investment opportunities may pref'er to pa.ss up their valua.ble 

investment opportunities beca,use they believe that their stock prices are under-priced by the 

markets. To mitigrate this under-investment problem, Myers and Majluf(1984 and IVlyers 1984) )
 

(
 

suggest that firms should f'ollow a financing pecking order where internal funds are preferred to 

external funds, and when retained earning is not sufficient, Io~~i'-risk debt is preferred. Equity is 

used as a last., source. The pecking order theory implies that high growth firms with many good 

investment opportunities and few free cash flo~;v will have high debf,-equit,y raf,io. 

5.2 Empirical deSign 

This section describes a regression model used to analyze the determina,nts of the Thai firm's 

debt policy. Factor-~~ t,hat might affect, the firms' Ieverage level are based on the capital struct,ure 

theories that are discussed in Section t)~.1. The Thai fums' corpora,te governa.nce mechanisms 

presented in Chapter 3 also incorporated in the model. I first describe me.a,sures of dependent, 
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variables a,nd then will discuss explana,t,ory variables and their relations with leverage- In 

the final sectionF I will present the review of previous resea,rch relating to capit,a,1 structure 

det,erminat,ion. 

5.2.1 Measures of leverage 

This study uses two measures of leverage as dependent va,ria,bles: book leverage and market 

leverage. Book leverage is defined as the book va.1ue of total debt divided by the book va,lue 

of total assets_. Market leverage is defined a,s the book va,1ue of total debt divided by the book 

va,lue of total liabilities plu-q the market value of total equity. Total debt is bank overdrafts and 

10ans from financia,1 institutions, current portion of long term liabilities) debenturesF convertible 

debentures: and long term liabilities. The market value of total equity is defined as the number 

of outstanding shares nlultiplied by the shale price of the last trading day of 1996. 

5.2.2 Explanatory variables 

Non-debt Tax Shields (NDT) 

The tax-based model suggests that the major benefit of using debt financing is corporate tax 

deduct,ion. The t,ax eff:ect,s on financing decisions are examined following the non-debt, t,ax 

shields argument of DeAngelo and IVlasulis (198C). They argue that firms can use other non-

interest item such as depreciation, tax credit, pension funds to reduce corporate tax payments. 

Therefore firms that have higher non-debt tax shields are likely to use less debt. Among non-

debt tax shields~ depreciation is the mo-st important item used bv.' Tha,i firms to shield income 

against tax. So the measure of NDT is the ratia of depreciation to total assets. 

Tangibility 

Debt financing gives an incentive to managers to invest subopt,imally, or to take on risky projects 

(IYfyers (1977) and .Jensen and Meckling (1976)). Therefore frms with a lot of investment oppor-

tunrtles i.e., Iess t,angible asset~, are likely t,o have a low debt, rat,io to eliminat,e t,his manager 

incentive problem. I use t,he markef,-t,o-book rat,io (market-to-book ratio) as an indicator for 

invest,menf, opportunit,ies t,hat are valued by t,he market,. Barclay, Smif,h and Watt,s (1995), for 

example, argue that market va.1ue of assets reflects both intangible assets such as investment 
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opportunit,ies and tangible asset,s, while book values reflect tangible assets. Hence the larger 

a firm's grcwth options in comparison to their tangible asset,s, the higher its market to book 

value. It is also possible to interpret t,he market, to book ratio in favor of the tax based theory. 

Johnson (199 /*) suggests that the ma,rket to book ra,tio ca.n be thought of as a negative indica,tor 

of a firm's liquidation values. Hence the higher the market t.,o book ratio, t.he lower the ability 

to use debt. 

The other proxV. used in this study to measure the value of tangible a,ssets of the firm is the 

fixed assets ratio (FIXED-ASSET)f that is net value of property, plant and equipment divided 

by tota.1 as-sets. The positive rela.tionship between a, firm's liquidation value and the level of 

debt is predicted by both the tax model a,nd the ab~ency model. Lenders require assets that ca,n 

be used a.s collateral to compensate for the chance of the asset-substitution problem oc.curring. 

For firms that cannot provide collatera.1, Ienders may require higher lending terms. Therefore 

debt financing is more costly than equity fina,ncing. lvloreover the asset substitution problem 

is less likely to occur when firms have more assets already in place (Myers (197(~)). The higher 

the value of tangible as.sets, the more likely that a firm will have a high leverage ratio. 

Profitability 

The peckingr order theory suggests that firms use flrst internal funds and then move to external 

funds. This means that high profit firms should have a smaller debt ratio. This positive 

relationship is also supported when con-qidering the supply side. Rajan and Zingales (1995) 

ar~)o~ue that creditors prefer to give loans to firms with high current cash flow. The proxy used 

is return on assets (ROA) which is the ra,tio of earnings before interest= taxes to total assets. 

Business risk 

The theory of finance suggests that risky firms, or firms tha,t have high possibility to default 

should not be highly levered. Volatility of a frm's sales is often used as a direct proxy for the 

observable flrm's risk and t,he probabilit,y of financial dist,ress in many studies. Here t,he risk 

proxy RISK is deflned as t,he standard deviat,ion of t,he firsf, difference in sales 5 years before 

1996, scaled by the average value of the flrm's total assef,s over t,hat period. 
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S ize 

Theoretically the rela,tion betvveen size a,nd leverage ratio is_ unclear. The relationship depends 

on what size is proxy for. Many studies- argue that larger firm~_ tend to be more diversified 

and hence are less likely to go bankrupt. That is flrm size ca,n serve as an inverse proxv.. for 

unobservable credit risk. Further Fa,ma and Jensen (1983b) argues that la,rger firms tend to 

provide more informaf,ion to lenders f,han smaller firms. Therefore t,he monit,oring cost, should 

be smaller for larger fums. Also larger firms tend to ha,ve a higher c.apa,city to borrow than 

smaller ones. However size may be inversely relat,ed t,o t,he level of informat,ion asyrnmet,ries 

between insiders and outside investors (Rajan and Zingales (199{)~)). Larger firms tend to release 

more informat,ion t,o public than smaller hrms. IL t,his is the case, Ia,rger firms may favor equit~.r 

financing. The measure of a firm's size used in this study is the logarithm of its sales volurne. 

Agency variables 

This study uses 8 measures of a,gency costs. The following four measures stem from the char-

acteristic.s of Thai firms. They are represented by dummv_ va,riables: i) family-owned firms: ii) 

CONGLOMERATE, iii) foreign-owned firms, and iv) stat,e-owned firuls. The other measures 

are, i) a firm's reputation, ii) the size of the board of directors, iii) ma,nagerial ownership, and 

iv) t,he degree of o~vnership concent,ration. 

Family firms Fama and Jensen (lg83a) argue that the agency cost of equity is low when a 

firrn' s shares are held merely by a family group. The moral hazard problem can be controlled 

because it is relatively ea,sy to communica,te and exchange informa,tion within a familV. ' If this is 

the case~ we should observe low level of debt in this type of firms. However in a, public firm that is 

owned, controlled a,nd managed mainly by members of a family, it is likely that the mana,gement 

is inFsulated from external influence. The controlling shareholders ma,y act for their own interest, 

and hence expropriate wea,Ith from minority and non-controlling shareholders. Wealth transfer 

can be done in many ways. For exarnple t,he controlling shareholders may pay out the firm' s 

cash flows mostly to themselves, provide jobs for members of the family! do price transferring by 

selling t,he firm's product,s t,o t,heir o~~rn companies cheaper t,han t,he market, prices (Shleifer and 

Vishny (1997)). R,ecognizing this, out,side shareholders; are nof, int,erest,ed in investing in t,his 
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t,ype of flrms. The owner-manager, therefore~ may use a high debt level as a signal to minorit,y 

shareholders t,hat he has put the firrn under debt covena,nt.~~-, a,nd hence he vvill not pursue non 

value maximizing activities. However debt, may be used by management to increa,se t,heir voting 

power (Stulz (1988), and Ha,ris and Raviv (1988)). Owner-ma.nagers of family controlled firms 

may prefer hi~gher debt in order t,o be sure that their families are t,he largest shareholders and 

hold the controlling power. 

I capture this effect by introducing a dummy ¥rariable called FAMILY. It is set to be one 

for the firms where a, fa,mily. has ma.jority shareholding; as well as those where a familv.. owns at 

lea,st 25 percent of the shares and there exists no other q*hareholder with at least 5 percent of 

ownership. Otherwise FAMILY is taking the value zero. 

CONGLOMERATE The motivation to test ~1'hether the flrms associated with business 

groups have flnancial st,ruct,ure different, from ot,hers came from t,he st,udies of Hirot,a (1997). He 

finds that the six largest Japanese keiretsu groups have higher debt ratios. Hoshi et al.t (1991) 

argue that the orga,nizational structure of keiretsu firms reduces the costs of financial distress. 

The keiretsu firms have integra.ted production and distribution cha,nnels, and have reciprocal 

holdings in equity and debt claims among companies a,nd banks in their group. The long term 

relationship with their main banks not only reduc.es t,he cost of funding but also reduces the cost 

of ba,nkruptcy. Although there is no evidence of Tha,i ba,nks acting like the Japanese ma,in ba,nk 

system, the Tha.i business groups, when compared with sma,ller full:Is~ are better established, 

more diversified, have better reputations, and political and bu-~iness connections. In addition: 

some of the business groups even own banks. These factors may provide them higher debt 

capacity. 

Because the business groups are very well-known, the information asyrnmetric problems 

between insiders a,nd the ca,pital market may be not tha,t severe cornpa,ring to non-business 

group companies. A stock issuinbo' announcement or an a,nnouncement of public offering of these 

firms may be interpreted positively. Therefore we may find that business groups may issue more 

equit,y in t,heir capit.al st,rucf,ure. 

It is interesting to examine whether firms tha,t a,re a,ssociated to the la,rgest ten business 

groups as t,heir major shareholders have different financing decisions different, from other flrms. 

I use the CONGLOMERATE dummy va,riable to capture this effect. According to the Stock 
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Exchange_ of Tha.iland, at. 10C7c ownership level, a shareholder is defined as a firm's major share-

holder and can influence over the firm's major decis_ions. So if a firm has 10% or more of its 

stake-s held by any of t,he ten business groups presented in Table 3.7~ the dummy is set t,o one. 

Otherwise it is equal to zero. 

Foreign firms In some of the firms in the sample, there exists foreign individuals and cor-

porations as the firms' ma.jor shareholders. Since these foreign investors are geographica.1ly far 

a~;iv~ay from the country, it is relatively more diflicult for them to monitor the management. To 

cope wit,h t,his problem, foreign invest,ol:s may demand that, the management use<* high debf, 

to keep the management, in control. However it is also doc.umented that foreign institutional 

shareholders monit,or flrms actively. Consequent,1y t,he use of debt, flnancing t,o discipline man-

agement is less. a,dopted. To sepa,rate the effects of ibreign institutiona,1 s,_hareholders from the 

effect, of other foreign invest,ors, t.he ownership cut,off level has t,o be set relat,ively high. Since 

foreign institutional shareholders a,re rarely Ina,jor sha,reholders, the ownership cutoff level is 

set at 10%. Specifically a dummy va,ria,ble called FOREIGN., is one if the firm has at least one 

foreign sha,rehOlder with a, sta,ke of more than 10c/r'. It is zero, otherwise. 

Government-owned firms Gompanies that have the state a,s their major sha,reholder may 

have higher debt-equity' ratios ~vith the following reasons. Firs_tly creditors are willing to provide 

10ans to companies tha,t have the sta,te as their major shareholder because the debt is secured. 

Secondly, it is ~vell-known that management of state-owned firm;~- in developing countries devi-

ates from the firm's va,lue increasing activities, as well as tra,nsfers the firm's resources to their 

benefits. Hence like in the case of free cash flow problem; higher debt would be observed in 

this ty_ pe of firms a.s a tool to discipline the management. To mea.-~ure this effect, I construct a 

dummy variable, GOVERNMENT. It is set equal to one for firms that have the percentage of 

shares owned by t,he government more than 10%. Otherwise it, is zero. 

(
 

Reputation Diamond 1991) a,rgues that older firms with a long history of repaying their 

debts a,re less likely to invest in risky project*q, since doing so will destroy. their reputation, 

esta,blished over many. years. Younger firms, in contrast, have less of a reputation to lose. 

Therefore they bear less cost when engaging in asset substitution. Kno~ving that they tend 
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to invest in risk"v projects, creditors ~;v~ould not be willing t.,o pl:ovide them ~vith credit= or may 

charge them higher rates. Consequent,ly younger firms end up with having a ~,.maller leverage 

rat,io and older firms having a, higher one. The proxy for reputat,ion is zero-one dummy va,riable 

(AGE). It is set to one if the firm has been In business for more than twenty one yea,rs. The 

t,~venty-one years t,hreshold is used since it is the mean of the number of years firms in the 

sample have been set up. 

Size of the board of directors Management can also be monit,ored by a firm's int,erna.1 

control sysf,em, Iike t,he boa.rd of direct,ors (Fama and .Tensen (1983a) The board's major 
)
.
 

function is t.,o cont,rol the firm's C.EO; to hire, fire, and evaluate the CEO's performance as well 

as t,o compensate t.he CEO, and t,o act, as a counselor (.Tensen (1993 ) The effect,ive role of 
)
.
 

the board, hovvevel:~ is limited by ma,ny factors. Lipton a,nd Lorsh 1992) ar~bue that among (
 

t,he fact,ors is t,he size of f,he board. The board must, be srnall for its members t,o effect,ively 

exchange information, discuss, set the firm's objectives~ a,nd determine the. factors that a,ffect 

(
 
)
 

the firm:s value. Acc,ording to Lipton and Lorsh 1992 , the appropriate size for the boa,rd is no 

more tha.n eight or nine members. If the size of the boa.rd is appropriate -F~o that the director-s 

are able to monitor the ma,nagement effectively, and thus reduce the mana,gement discretion, 

debt financing should be insignifica,nt. The empirical studies by Mehran (1992) and Berger et 

(
 
al. 199 r~) found a significa,nt relation between the size of the board of directors and debt ratios. 

The proxy for the board size (BOARD-SIZE) is defined following Berger et al. (1997) as the 

logarithm of the number of directors. 

IVlanagerial ownership The higrher t,he proportion of a mana,ger's ownership, the more the 

interests of q_hareholders a,nd mana,gement are aligned. An owner-ma,nager will not make a 

decision that will decrease the hrm's value Jensen and Meckling (1976 . As a result, debt 

financing as a device t,o mitigate t,he a.~)o'ency problem is not needed. The nega,t,ive rela,tion 

betv~reen the debt ra,tio a.nd ma,nagerial ownership, however, 11lay also exist, due t,o mana,~)o'ement's 

risk aversion Fama (1980), and FI:iend and Lang (1988 High leveragre is less attractive to 

managers because it, can impose higher risks to managers t,han to public inl"est,ors. The higher a 

firm's leverage ratio the higher the chance of financial distress, and hence the higher the chance 

t,hat managers' professional reputat,ion, earning capacit,y a~ well as his undiversifled portfolio will 
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be damaged (Fama (1980)). Furthermore ma.nagers may not like usin"t)~ debt, financing because 

debt governa,nce put~5~ pressure on them not to deviate from the hrm's value maximizing object.ive 

(C.rossma,nd and Hart 1982); 'Tensen (1986): ~~rilliamson (1988), Harris and R~~viv 1990) and (
 

(
 

Stulz (199C ). Berger et al. (1997 provides an evidence to support this a,rgument 

However manager*- may prefer to add high debt simply to maintain t,heir own voting cont,rol 

) ( ) (Stulz (1988 , and Harris and Raviv 1988) . ~~lith effective control, manabCrers may pursue 

activities for their own interests which ma,y not be value-ma.x_ imizing. For ex. a,mple they ma"v 

I~ra,nt to flnance grolvth beyond the optimal level, or to protect themselves from a ta,keover 

threat. The measures of mana,gerial ownership employed in this study are: the percentage of 

sha.re*~ held by CEOs, a,nd the percentage of shares held by directors. 

The degree of ownership concentration In very difEusely owned firms, where ownership 

and cont,rol are separat,ed, cost,s incurred by any. managemenf,'s discretion are shared among 

various- sha,reholders. Because small shareholders' stakes are too small, they ha,ve less incentive 

to monitor the management,. This problem does not occur if there is a small number of share-

holders who hold large stakes in the firm- Since the costs of any management discretion are. 

spread over a, small number of shareholders5 the large shareholders have both an incentive a,nd 

( ( ) the voting power to put pressure on the management Shleifer ancl Vishny 1986 ). For instance, 

large sha,reholders may replace poorly performed managers, or cut discretionary spending like 

(
 
)
 

advert,ising and entertainment e_xpenses (Shleifer and Vishny 1997) . If a concentrated o¥vner-

ship structure induces a higher level of monitoring, a high concentration of owners-hip implies 

the reduction in management discretion. Therefore debt financing used to mitiga,t,e the moral 

hazard problem is less widely adopted. 

The inverse relation between the level of debt and the deg)ree of ownership concentration can 

)
 

also be interpreted in supporting the signaling model. Zeckhauser and Pond (1990 argue that 

since the existence of large shareholders guara,ntees active monitoring, the cha,nce of the asset 

substitution problem occurring is small. As a, result~ debt is a, Ie.ss- reliable signa,1 to outsiders 

of a flrm's condit,ion. Instead f,he presence of large shareholders serves as a signal t,hat the firm 

is committed, and not going to pursue an~.r non-profit ma,ximization ac.tivities. 

)
 

Following Mehran (1992 , I use four measures for concentrated o¥vnership: t,he percent,age 

of shares held by the largest individua,1 shareholder, the percentage of shares held by the largest 
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corpora,t,ion, the percenta.ge of shares held by the largest financial instit,ution, and the percentag'e 

of shares held by the five largest sha.reholders. All measures of shareholdings are const,ructed 

by {Trouping shareholders using method (a), discussed in chapter 3. 

The q-urnmary of expla.natory va,ria,bles and their predicted effects on leverage ratio is shown 

in Table 5.1 

5.3 Previous research 

A summary of the most rele.vant research is presented in Table 5.2. The studies are based 

on .Japan, t,he LTnit,ed St,at,es, t,he Unit,ed Kingdom, France, Germany, It,alV_~, and Aust,ralia. 

Certainly, the revielv rela,ted to capital structure of firms in developingr countries is closely (
 

)
 

related to Thai firms and is interest,ing. However I was nof, be able t,o find any sf,udy. The 

relations between debt-equity. ra,tio and potential determinants are some~vha,t mixed due to 

variation in mea.sures of both debt-equity ration and their determinants. 

Ta,ble 5.1: The Relationship between Explana,tory. Va,riables and Leverage Ratio 

The f,able presenf,s t,he priori predict,ion of t,he effect,s of measures of firm charact,eristics on the 

choice of leverage rat,io. 

108 



Table 5.2: Summary of Previou-~ Studies_ on the Determina,nts of Capital Structure 

Determinant Estimate_d 

Result 
Study 

Tax + 

insignifica,nt 

Bardley, P-t al (1984), Graham (1996) 

Mackie-Mason (1990) , Prowse (1990), Chiarella, et, al (1992)= 

Hirota (1997) 

Kester (1986), Titman and Wessels (1988), Friend and Lang 

(1988) , Baskin (1989) , Chiarella, et al (1992) , Ikeo and Hirota 

(1992), Rajan and Zingales (199~~), Hirota (1997), Berger et 

al (1997) 

Tangibility + 

insigniflcant, 

Marsh (1982). Bardley, Jarrel and Kim (1984)= Friend and 

Lang (1988), IYlackie-Mason (1990), Rajan a,nd Zingales 
(1995), Hirota (1997) 

Chiarella, et al (1992), Berger, et al (1997) 

Titman amd Wessels (1988), Barton, et al. (1989), Mehran 

(1992), Rajan and Zlngales (1995), Berger, et al (1997) 

Profitability 

insignificant 

Kester (1986), Titman and ~~ressels (1988), Friend and Lang 

(1988), Baskin (1989) , Chiarella et al (1999_) , Ikeo and Hirota 

(1992), Rajan and Zingales (199S), Hirota (1997), Berger et 

al (1997) 

Rajan and Zingales (1995) 

Business Risk 

+ 
insignificant 

Long and Maritz (1985), Friend a.nd Lang (1988), Crutch-

ley and Hansen (1989), Prowse (1990), Kale et al (1991), 
lkeo a,nd Hirota (1992) , Bat,hala et al (1994), Hirota (1996), 

Berger et al (1997) 

Kim and Sorensen (1986), Barcla_v et al (1995) 

Friend and Lang (1988), TitIILan and Wessels (1988), Mehan 

(1992). Hirota (1996) 

Firm Size + 

insignificant 

Friend and Hasbrouck (1988), Crutchley and Hanseu (1989), 

Chiarella et al (1992), Ikeo and HirOta (199';-), Barclay et, 

al (1995), I~ajan and Zingales (1995), Hirota (1997) Berger 

et al (1997) 

Titman and V~ressels ~l988), Rajan and Zingales (199t,~), Bar-

clay et al (1995) 

Rajan and Zingales (1995), Hirota (1996) 

lvlana.gerial ownership 

+ 

insignificant 

Friend and Lang (1988), Bathala, Moan and Roa, (1994) 

Kim and Sorensen (1986), Friend and Lang (1988), Mehran 
(1992), Ikeo and Hirota (1992), Berger et al (1997) 

Friend and Lang (1988), Bathala et, al (1994) 

Concenttated 
Shareholding 

insignificant IVlehran (19g2) = Ikeo and Hirota (1992) 

Ownership of 
Financial Institut,ion's Bathala et al (1994) 

Size of board of directors 

+ 
Berger et al (1997) 

Mehran (1999_) 
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5.4 Empirical reSultS 

This section present*- empirical evidences on financial decisions of Tha,i firms. Firs-t I will show 

a mean consolidated of bala,nce sheets of all firms in the sample to answer the question how 

Thai firms finance their projects. Next summary statist,ics of ¥'aria,bles in the model presented 

in Section 5.1 will be sho~vn. Fina,lly I will discu-ss the regression results and their implica,tions. 

5.4.1 Sources of capital of Thai firms 

This section describes the sources of financing used by Thai firms. Table 5.3 provides a mean 

consolida,ted ba,lance sheet of 270 fums in the sample. The ta,ble shol~~s that external fina,nc,ing 

domina.tes internal fina.ncinh~. The proportion of internal financing} that is; reta,ined ea,rnings, 

is about 9.33% of the tota,1 sources of capital. The sha,re of interna,1 financingr is a little higher 

if ~ve als*o include loans from rela,ted firms. Long tenn and short term loa,ns from rela,ted firms 

ac.counts for around 2.03%. 

The largest sources of externa,1 flna.ncing are stock issuance and short term a,nd long term 

debt. Common stock issuance accounts for 36.72%. Short term and long term debt defined as 

bank overdrafts and loans from financial institutions, current portion of long term liabilities, 

debentures~ convertible debentures, and long term liabilities together contribute around 38.26c7c 

of total flnancing. Bank overdra,fts and loan*~ from fina,ncial institutions are the dominant sources 

of not only short term debt but also debt financing. This item account,s for around 21.62%. 

The next important source of short term funds is from trade credit. It represents about 6.73% 

of corporate financing. 

For long term liabilitie**, Iong term debt accounts for approximately 10.85%. The major 

source of long terrn debt are banks and financial inst,itutions, both domestic as vvell as foreign. 

Because of t,he high volatilit,y of the domestic interest, rat,es, domest,ic banks and financial inst,i-

tutions provide mainly medium and long term loans in the form of roll-over short term loa.ns. 

There are very felv domest,ic financial instit,ut,ions t,hat, supply five or t,en year long t,erm loans. 

One exa,mple is the Industria,1 Finance Corporation of Tha,ila,nd (IFCT), a state-owned financia,l 

institution. Finally the la.st type of long term source of capital is debentures. The proportion 

of debentures and convertible debentures are a,bout 2.7%. 

One reason that Tha,i firms rely on financial institutions especia,lly banks as sourc,es of 
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Table 5.3: Balance Sheet 

The value of each it,em is calculat,ed as t,he mean value of it,s proport,ions to t,he book value of 

total assets. Da.ta sample is 270 non-financial firms in 1996. Ba.lance sheets of all firms are 

consolidat,ed. The account,ing period is .Tanuary I t,o December 31, 1996. 

ASSETS 
Cash on hand and at banks 
Shorf,-t,erm investment,s 

Tra,de accounts a,nd notes receiva,ble 

Loans to and amount due to related pa,rties 

Invent.ories 

Other current a,ssets 

Total c'url'ent assets 

Investment and loans 

Investment and loa,ns due to related parties 

Propert,y, plant~ and equipment,, net 

Long-term project development under construction 

Other assets 

Total assets 

LIABILITIES 
Ba,nk overdrafts and loans from flnancial institutions 

Tra,de account,s and notes payable 

Current, portion of long-t,erm liabilit,ies 

Loans and amount due to related parties 

Other current liabilities 

Total curTent liabilities 

Debentures 
Convertible debentures 

Loans to and amount due to related parties 

PI:ovident and pension fund 

Long-term liabilitics 

Other liabilities 

Total liabilities 

SHAREHOLDERS EQUITY 
Preferred stocks 

Common stocks 
TI:easury stocks 

~~rarrant,s 

Retained ea,rnings 

Other shareholders equit,y 

Total shareholders equity 
Total Liabilities and Shareholders Equity 

%
 
1.77 

5.3 

13.11 

5.44 

15.61 

1.94 

43.17 

1.96 

15.89 

35.62 

0.77 

3.23 

100.00 

21.62 

6.73 

3.09 

1.75 

4.00 

37.2 

1.43 

1.27 

0.28 

0.1 O 

10.85 

0.87 

51.36 

0.02 

36.72 

-0.03 

0.18 

9.33 

2.43 

48.64 

100.00 
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capital ra,t,her than public debt issuance is probably due t,o government's regulations. LTnder 

the Securities Act, B.E. 2535 (1992) and t,he Securities and E.xchang'e Act B.E. 2530', public a,nd 

private companies t,hat want to issue public debt security in eit,her domestic or foreign markets 

are obliged to apply for an approval from the Securities Exchange CommisF~~ion (SEC). There 

are two types of long term debt securit,ies that, are common for Thai firm-<: debentures and 

convertihle debent ures. 

Table 5.4 presents the regulations rela,ting to the issuance of debentures and convertible 

debentures. As in developed economies, Ivhen issuingr debt securitieF~* Thai companies may 

choose between public offerings or privat,e placements. In private pla,cements, the security. issue 

is sold directly to a small nullrber of lenders that cannot exceed 35. The lenders are required 

to be domestic .juridica.1 institutions or foreign investors. These ,juridical institutions include, 

government abcrencies, banks, fina,ncial insf,itutions, insurance companies, pension funds, a,nd 

unit trusts. Securities can be sold to individua,Is, provided tha,t ea,ch individua,1 purchases a,t 

lea,st 10 lvlillion Baht worth of securities. Issued securities ca,nnot a,Iso be listed in the Stock 

Excha,nge of Thailand a,nd the Ba,ngkok Stock Dealing Center (the over-the-counter ma,rket in 

Thailand) for a,t least 2 years after issued. 

In public offerings, the debt, securities are sold to any one. Ccnrrpanies a,re required t,o be 

rated by qualified bond rating companies before applying for approval from the SEC. Listed 

companies ca,n a,pply to list their debentures and convertible debent,ures on the Stock Exchan~ge 

of Thailand. The criteria of list,ing the debf, securities are shown in Table 5.5. In 1996, one 

(
 

company listed debentures and 5 companies listed convertible debentures see Table 2.5 in 

Chapter 2). 

There are t,wo point,s t,o note abouf, bank' s lending. First,, a bank is limit.ed by Banking 

Law not t,o lend t,o a firm more t,han 25% of t,he BankFs equit,y, ot,herwise t,he bank is required f,o 

get, special permission from t,he Bank of Thailand. Second, Thai banks are allowed t,o provide 

overdraft loans only in Thai currency. For either short or long term loans in terms of foreign 

currency Thai flrms normally use the following three met,hodq_. Firsf, they approach foreign 

ba,nks directly. Second they borrow from foreign ba,nks through the recent set up of the off-

shore market, the Bangkok Interna,tiona,1 Banking Facility (BIBF). Third they issue bonds. in 

foreign markets. The third method is, hoTvever, Iimited to large firms. 
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Table 5.4: Public Offerings a,nd Private Pla.cements: Regulations 

This table presents the regulations relating to the issuance of debentures (DB) and convertible 

debentures (CD) using public offerings and private placement,s. The regulations are under the 

Securities Act, B.E. 2535 (1992) and the Securities and Excha,nge Act B.E. 2535. 

Qualiflcat ions Public offerings P rivat e placements 

Company Opera,te more than 3 years 

and have good performance 

during the past 3 years 

Specia,l requirement lvlust 

for 2 

not list the securitv 

years aiber issuing 

Number of security holders - No more than 35 

Security holders Anyone Bank of Thailand, 

Government agencies, 
Fina,ncial institutions, 

Pension funds, unit, t,rust,s, 

Juridical institutions that 

have total assets more than 

500 million Baht, 

Individua,Is who have t,o hold 

at least 10 million Baht, 

worth of them 

Foreign investors 

Duration required to sell Within 6 months, for DB Within 1 year, for DB 

Security rating rules IVlust be rated by 

qualified ra,ting companies 

Application f ees Baht 50 OCO Baht 10 OOO 

Source: Securif,ies Exchange Commission (1997) 
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Table b~.5: Criteria for Listinb~ Public Debt 

This t,able presents t,he criteria for listing debent,ures (DB) and convert,ible debent,ures 

in the Stock Exchange of Thaila,nd. The criterion are based on t,he Securities Act, B.E. 

(1992) and the Securities and Exchange Act B.E. 20'35. 

(CD) 

2535 

Qua,lifications Debentures Convertible Debentures 

Company 

Number of holders on the 

date of filing the application 

Par value 

IY'Iaturity period 

Number of underlying shares 

Amount, of securit,y issua,nce 

Security rating rules 

Application fees 

Admission fees 

Annual fees 

A public compa.ny limited 

More than 50 

Baht 100 

At, Ieast, 3 years 

More tha.n 100 million Baht, 

Must be rated by 

qualified rating companies 

Baht 60 OOO 

0.02 % of the value of DB 

as the date of filing 

the a,pplica,tion for a,pproval 

25,0CO plus C.OI % 

of the va,1ue of DB 

A Iimited public company 

Ordinary shares have been listed 

for more than one yea,r 

IVlore tha,n 50 

Ba,ht 100 

At least, I y. ear 

Less than 30 C70 of pa,id-up capital 

More t,han 100 million Baht 

Must be rated by 

qualified rating companies 

Baht 60.000 

0.02 % of the va,1ue of CD 

as the date of filing 

the application for a,pproval 

25,000 plus 0.01 % 

of the value of CD 

Source: Stock Exchange of Thailand (1995, 1997a) 
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5.4.2 Regression results 

The regression re*-ults are presented in the following order. First the results of the tax a,nd 

signaling effects_ on financing dec.isions are shown. The effects of a"gency costs and ownership 

structure on debt-equity decisions are disc.ussed afterwards. Some firms in the original sample 

that were used to describe the ow~nership structure were eliminated. These are flrms for which 

all the informat,ion needed to esf,imat,e their flnancing decisions do not exist. A1<*o observat,ionts~ 

that have extreme values were excluded. Therefore our sa,mple is ba,sed on 244 companies. 

Descriptive staf,istics for t,he variables used in t,he model are shown in Table 5.6. Diagnost,ics 

show no severe multicollinearity bet~veen va,riables 

Tax and signaling effects on financing decisions 

Table 5.7 reports the regression results of the levera,ge ratio on explanatory va,riables hypoth-

esized by the tax based model a,nd the signaling model. The proxies of agency costs a,re not 

included here. Column I a,nd 2 present the results when the book levera,ge ratio.*- are usecl a.~ 

regressors. The results for the dependent variables based on market values- are shown in columns 

3 and 4. Columns I a,nd 3 present the results when industry dummies are not included. 

Ta,ble 5.6: Descriptive St,at,istics 

This table reports descriptive statistics for the follov!'ing va,ria,bles. Book leverage rat,io is the 

ratio of total debt to book value of total a,sse.ts Market levera,ge ratio is the ratio of total debt 

to market value of total assets. NDT is the ratio of depreciation costs t,o total a,ssets. FIXED-

ASSET is the ratio of net property, plant a,nd equipment to total as.sets Market-to-book ratio 

is the ratio of market va,1ue of total assets to book value of total assets. ROA is the ratio of 

earnings before interest, taxes to tota,1 assets. SIZE is the logarithm of sales. RISK is the 

standard deviation of the fust diffel:ence in sales 5 years before 1996, scaled by the average 

value of the firm's total assets over that period. BOARD-SIZE is the logarithm of number of 

directors. 

Variable Mean Value Std. Dev lvlaximum Minimum 
Levera,ge (book va,lue) 

Leverage (market value) 

NDT 
FIXED-ASSET 
Market-to-book ratio 

RO A 
RISK 
BOARD-SIZE 

0.376 

0.381 

O.034 

0.356 

1.217 

0.084 

0.150 

2.089 

0.195 

0.224 

0.027 

0.23C 

0.777 

0.08C 

0.1 76 

0.373 

0.776 

0.917 

0.153 

0.935 

5.741 

0.467 

1.612 

2.996 

0.000 

0.000 

0.000 

0.007 

O.250 

-0.403 

0.003 

l .099 
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Bowen et al. (1982) and Bradley et a.1. (1984) argue that, Ie¥'era,ge rat,ios differ a,cl:oss in-

dustries. Not controlling for indust,ry factors may give bias results. I therefore extend the 

analysis by adding ten industry dummy variables t,hat represent the Thai leading indust,ries 

to the regression model. These industries are agri-busineq_s, building and fini*~:hing, commerce 

materials, chemica,Is and plastics, foods and beverages, property development, textile, clothing 

and footwear, electrical products, packaging and health ca,re service. The results that inc.lude 

these industry dummy variables are reported in columns 2 and 4. 

The o¥'erall results a,re consistent with the prediction of the ta,x based model and the signaling 

model. The estimated coefiicients of NDT.. ROA= market-to-book-ratio and SIZE are consistently 

sigrnifica,nt a,nd have the predicted signs a,cross the equa,tions- . The coefficients on FIXED-ASSET 

are positive but signiflcant only when ma,rket levera,ge is used as a dependent va,ria,ble. 

The estimated coefficients of the two proxies for ta,ngibility, FIXED-ASSET a,nd market-to-

book-ratic have the predicted signs. The coefficients of FIXED-ASSET are positive, but their 

estimates are not robust with respect to measures of leverage ra,tio. However the results imply 

tha,t firms with plenty of fixed assets that can be used as collateral have a, higher ma,rket leverage 

ratio. 

)
 

The relation between the proxy for profita,bility (ROA and leverage is negative and strongly 

significant in all re.gressions. This= result supports the pecking order theory. High profit flrms 

use internal financing, while low profit firms use more debt because their internal funds are not 

adequat,e. The coefficients of a firm's size are positive and st,rongly significa,nt. This is consist,ent, 

with the view that larger finns face lower direct cost,s of bankruptcy. Moreover they are more 

diversified; a fact, f,ha.t, enha.nces t,heir debf, ca.pacit,y. Last,ly, Iarger firms may have an advant,a,ge 

over smaller flrms in accessing credit, market,s. This point, is also document,ed in t,he fina.ncial 

statements of f,he firms in t,he sample f,hat, many firms, especially large and well-knovvn firms, 

obt,ain loans wit.hout, providing collat,eral. 

The estimated coefi~cients of RISK, the proxy for varia,tion in firms' opera,ting incomes 

are posit,ive for f,he dependent, variable based on book values~ and negaf.ive fol: t,he dependent, 

variable based on ma,rket values. However the estimates are consis.tently insignificant across all 

the regressions. This result is inconsistent with the traditional capital structure literature that 

predicts a nega,tive relationship between debt ratio and the chance of bankruptcy Mvers (1984)). 
(
 
.
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Table 5.7: The Ta,x and Signaling Effects on Financing Decisions 

The dependent variables a,re ma,rket a.nd book levera.ge ratio. ND'T is the ra,tio of depreciation 

costs to total as-<ets. FIXED-ASSET is the ratio of net propert~.*, Pla,nt a,ncl equipment to total 

assets. Market-to-book ratio is the ratio of market value of tota,1 ass.ets to book value of total 

assets. ROA is the ratio of earnings before interest a,nd taxes t,o total asset~~. SIZE is the 

10garithm of sales. RISK is the standard devia,tion of the firs t difference in sa,les b~ years before 

1996, scaled b~.' the a,verage value of total assets over that period. The rest ten va,ria,bles are 

* ** *** enote slgmficance at industry dumlny va,riables. T-statistics is in the pa,rentheses. ~ 

the 10, 5 and I percent le~'els, respectivel~.'. 

Leverage (Book Value) Leverage (lv'larket ¥;'alue) 

Va,ria,bl e 1
 

2
 

3
 

4
 

NDT 

FIXED-ASSET 

Market-to-book ra,tio 

ROA 

SIZE 

RISK 

Agribusiness 

Building materials 

Food and beverages 

Property developrnent 

Textile 

Electrical products 

Packaging 

Chemicals and pla.stics 

Commerce 

Health care services 

Adjust,ed R.-~quared 

F-statistic. 

P-value 

-1'604*** 

(-3.42.4) 

0'060 

(1'076) 

-0'038** 

(-2.414) 

-O'b~43*** 

(-3.b~66) 

0'041*** 

(4.089) 

0'026 

(0'397) 

0.17 

9.53 

0.00 

-1'650*** 

(-3.398) 

0.083 

(1'407) 

-C'02-7* 

(-1.726) 

-O'447*** 

( -2.90!~) 

0.03b~*** 

(3.484) 

-0.055 

(-0.766) 

0'122*** 

('_' f~87) 

0.1'_5*** 

(9~.984) 

O.082* 

(1'674) 

0.120*** 

(2.891) 

0.073 

(1.608) 

0.136*** 

(2.287) 

0.037 

(0'762) 

-O.C29 

(-0.489) 

-0.035 

(-O.608) 

C.023 

(0.389) 

0.22 

5.34 

0.00 

-1.264*** 

(-2.608) 

G.080 

(1.381) 

-0.123*** 

(-7.585) 

-0.649*** 

(-4.118) 

0.031*** 

(2.993) 

0.006 

(0.089) 

c.33 

20.96 

c.oO 

-1.314*** 

(-2.619) 

0.103* 

(1'696) 

-0.112*** 

(-6.838) 

-0.531*** 

(-3.346) 

0.026** 

~ 2.474) 

-O'058 

(-O. (~8) 

0'119*** 

(2.621) 

0.134*** 

(3.100) 

0.061 

1.213 

0.134*** 

(3.1 4) 

0.l05*** 

(2.264) 

C.1 27** 

(2.07) 

O.04C 

(0'781) 

-0.032 

(-0.52.3) 

-0.021 

(-0.35) 

C.059 

~C.974) 

0.37 

9.92 

0.00 

117 



The estimat,ed coefficient.,s of non-debt, t_,ax shields ha.¥'e nega,t.ive sign and are signiflcant in 

all regre-~sions. This evidence supports the tax based theory. The findings a,re consist,ent, with 

t,he argument, that non-debt, t,a,x shields are subs_titut,e for debt. However MacKie-Mason (1990) 

argues that the substitution effect between non-debt tax shields and interest deductibility may 

not, be the same across firms. Profitable firms with high taxable income may_ ha,ve high non-debt. 

tax shields and be able to use a high debt-equity ratio. On t,he other hand, firms that fa,ce tax 

exha,ustion: i.e., pay little or no tax~ are likely to issue less debt beca,use the a.ssociated interest 

deduction is* cancelled out by non-debt tax shields. Therefore the inverse rela,tion between non-

debt tax shields a,nd leverage ratio should be stronger in firms that experience ta,x exhaustion. 

)
 

To investiga,te this effec,t, I follow Dhaliwal et a,1. (1992 . Firms. a,re divided into two groups 

using a zero-one dummy varia,ble: T.4X. TAX is set to one for firms that pay low taxes. TAX 

is set to zero for firms with hib"h effective ta,x rates. . Tax payment ability is measured by eLn 

effective tax rate. Effective ta,x rate is defined as the ratio of income taxeF~* pa,id to earnings 

before interest, taxes. The effective tax rate used as a cutoff point is 8.45c/c; which is the 

bottom 50% of the effective tax rate dis_tribution. The interaction between TAX and NDT, 

TAX~eNDT captures the tax exhaustion effect. Specifically, the ta,x exhaustion effect expects 

negative relation between TAX~NDT and debt,-equity ratio. 

Table 5.8 presents the regression results from estimating the tax exha,ustion effect. The 

regressions include other control varia,bles: asset tangibility, flrm size: variation in earnings, a,nd 

indust,ry dummy variables. The coefficient,s on NDT is negative and significant, in all regressions, 

confirming our previous findings of the substitution effect, of non-debt tax shields. No significa,nt 

result,s are observed for the estimat,ed coefficients on TAX~NDT, however. The resulf,s reveal 

t,hat t,he f,ax exhau-<f,ion efEect, does not, exis_f,. 

The obtained result,s may not be robust,. For example, t,he t,ax rat,e cutoff may not be correct. 

Also the insignificant, results obf,ained with TAX~NDT may be due t,o using an inappropriate 

measure for the dependent variable a.s argued bj Dha,liwa,1 et al 1992) To check whether the r ,.( . 
result,s are robust, I re-esf,irnat,ed f,he model in t,wo different, ways - the detailed resulf,s are nof, 

presented here. First I used another effective tax rate cutoff, representing the bottom 30% of 

the effective tax rat,e distribution. Similar results to the ones sho~vn in Table 5.8 Ivere obta,ined 

how~ever. Second I used the ra.tio of interest expenses to sales as a dependent variable instea,d 
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of t.,he levera,ge rati0. Again the tax exhaus=t,ion effect was not, observed. 

Adjusted R2 and F-statistic show that industry classifications have an impact on t,he deter-

minants of debt-equity choices. Adjusted P.2 and F-stat,ist,ic of the estimat,ed results, including 

the industry dummy va,ria.bles, reveal higher goodness of fit. Adjusted R2 increases from 0.1 7 

to 0.2･_ for the dependent variable based on market values, and from O.33 to 0.3f~ fol~ the de-

pendent variable based on book values. The estimated coefficients of the following industry 

dummy variable-s; agribusiness. , building materials, property development= and electrical prod-

ucts, computer and components are positive and significant. That is both ma,rket and book 

le.verage ratios of thes-e industries are higher than the rest. The coefficients on the dummy 

va,riable representing flrms in foods and beverages, and textile, clothing and footwear industries 

are positive si~)"nificant but are not robust with respect to the measures of levera,ge. 

Table 5.9 presents. further information on book a,nd nlarket levera,ge ratios of all industries 

in the sa,mple. Industry cla,ssifica,tion follows the classification of Stock Exchange of Tha,ila,nd. 

Among the industries, firms in building a,nd finishing ma,terials industry have the highest level 

of Ina,rket leverage ratio. Pulp and paper industry has the highest level of book leverage ratio-

Reas-ans why some indu~~*tries have significant higher debt ratio than others are left for futLlre 

research. 

5.4.3 Agency effects on financing decisions 

Now we investigat,e t,he influence of the agency variables on t,he debt,-equit,y choices, cont,rolling 

the tax, signa,ling effects a,s well as va,ria,tion in indus.tries. Measures of the agency variables are 

added in the model. Regressian results when the market leverage ratio and book leverage ra,tio 

are dependent va,ria,bles are reported separa,tely in Table 5.10 a,nd Table 5.11, respectively. In 

all regressions~, the ten industry dummy variables. and intercept a,re inc.luded. Columns I and 2 

of the two tables report the results when the directors' ownership is included as an explanatory 

variable. Columns 3 and 4 present the results when the CEO's ownership is included as one of 

explanatory variables. In coluinns I and 3, I include the ownership of the largest individual, 

corporate and financial institutional shareholder. The results when the ownership of the five 

largest shareholders are included are presented in columns 2 and 4. 

The results in Table 5.10~ and Table 5.11 indica,te no changre in sigrns or significance of the 

l 19 



Table 5.8: Esf,imat,ed Results: The Tax Exhaust,ion Effect, 

The dependent, variables are market, and book leverage rat,ios. TAX is sef, f,o one for frms f,haf, 

have effective tax rate lower than 8.45G7c. IVDT is the ratio of deprecia,tion costs to total assets. 

NDT*TAX is interaction betvveen TAX and NDT. FIXED-ASSET is the rat,io of net property~ 

plant and equipment to total assets lvla,rket-to-book ratio is the ratio of market value of total 

assets to book value of total assets. ROA is the ratio of earnings before interest, taxes to total 

assets. SIZE is the logarit,hm of sales. RISK is the standard deviation of the first difference 

in sales 5 years before 1996~ scaled by the average value of total asset-~ over that period. The 

regressions are controlled for va,ria,tions in industries. T-statistics is in the parentheses. , * ** 

*** enot,e significance at the IC, 5 and I percent levels, respectively. 

¥i'ariable Market leverage ratio Ratio Book leverage Ratio 

TAX 

I¥!JDT 

NDT*TAX 

FIXED-ASSET 

lvlarket-to-book 

ROA 

SIZE 

RISK 

ratio 

0.009 

(0.198) 

-1.497*** 

(-2.645) 

0.828 
(O. r~91) 

0.l06* 

(1.734) 

-0.112*** 

(-6.861) 

-0.549'*' 

(-3.447) 

0.025** 

'(2.403) 

-0.066 

(-0.885) 

0.045 

~1.043) 

-1.746*** 

(-3.212) 

0.550 

(0.547) 

0.082 

1.409_ 

-0.028* 

(-1.752) 

-O.475*** 

(-3.l04) 

0.034*** 

(~･388) 

-O.068 

(-0.96) 

Adjusted R-squared 
F-statistic 

P-value 

0.37 

8.95 

0.00 

0.23 

5.12 

0.00 
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Table 5.9: Leverage Ratio Classifled b~.' Industries 

This t,able reports summary st,atistics of leverage ratios classifled by industries. Book debt ratio 

is defined as t,he book value of tot,al debt divided by the book value of total asset,s. Ma,rket, 

debt ratio is defined a,s total debt divided by the book value of total liabilities plus the market 

value of t,ot,al equit,y. Tot,al debt, is bank overdrafts a,nd loans from flnancial instit,uf.ions, currenf, 

portion of long t,erm liabilities, debenturesF convertible debentures, and long term liabilities. 

Industry No. of firms Market leverage ratio Book leverage ratio 

Mea,n std. Dev. Mean Std. Dev. 
Agribusine~ss 

Building Materials 

Chemicals and Plastics 

Commerce 
Communica,tion 
Elect,rical Products and Cornputer 

Elect,rical Component,s 

Energy 
Entertainment and Recreation 

Food and Beverages 
Hea,Ith Care Services 

Hotel and Travel Ser¥rices 

Household Goods 
Machinery and Equipment 
Packa,ging 

Printing and Publishing 

Property Development 

Pule and Paper 
Textiles, Clothing and Foot-wa,re 

Transportation 

Vehicles a,nd Parts 

Others 

Total 

26 
2',*-

10 

11 

7
 
4
 
lO 
3
 
5
 
18 

11 

8
 
5
 
4
 
16 

6
 
27 
4
 
20 
6
 
6
 
11 

244 

0.458 

0.506 

0.337 

O.316 

0.212 

0.519 

0.463 

0.109 

0.053 

0.353 

O.424 

0.303 

O.362 

0.233 

0.332 

0.233 

0.491 

0.437 

O.422 

0.362 

0.308 

0.416 

O.203 

0.181 

O.219 

O.172 

C.138 

0.1 70 

0.185 

0.064 

0.036 

0.198 

C.192 

0.248 

0.109 

O.269 

C.238 

0.204 

0.9_03 

O.181 

0.227 

0.2b~8 

O.327 

C.232 

C.451 

0.482 

0.323 

0.308 

0.338 

0.485 

0.465 

0.139 

O.114 

0.373 

0.347 

0.255 

0.358 

0.302 

O.:312 

0.314 

0.472 

0.514 

0.378 

O.311 

0.328 

O.396 

0.180 

0.154 

0.198 

0.187 

0.144 

0.164 

0.1 52 

O.C74 

0.097 

0.176 

0.148 

0.199 

0.178 

0.214 

0.216 

0.269 

0.140 

0.139 

0.188 

0.251 

0.262 

0.226 
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est,imated coefiicienf_,s of the proxic~ discu*.-~'sed before, except the coefficient,s for ma,rket-to-book-

ratio. The relations between ma.rket-to-book-ratio as well as the fixed a,sset ratio and leverage 

are nof, consist,ently significant. Further ~;~~e do not observe significant, results of the e*,.timated 

coefficients on RISK in all regression~b. 

The significantly positive relation bet,1veen FIXED-ASSET as ~vell a.s the negative rela=tion 

betw~een the market to book ratio are also consistent with the agencv.. Iitera,ture. Firms tha,t have 

higcrh assets in place, or lo~iv growth firms are sub,ject to a, Iower degree of the asset-substitution 

problem= a,nd therefore have. a, higher ca,pacity of using debt. However the market to book ra.tio 

may not be a good measure of Thai firmsF growth options~ beca,use the mean va,lue of the market 

to book ratio of firms in the sample is only 0.57, firms. That is Tha,i flrms do not seem to have 

higrh b~rowth options overall. Specifically~ the regres.s.ion results may, not imply that firms with 

a high market to book ra,tio use less debt beca,use the firms a,re subjected to high agency_ c,osts. 

This conclusion is usually. reached in other research. 

FAMILY has a positive a,nd significant estimation a.ssociated with the level of both market 

and book leverage. The results imply that single-family-owned firms a.dopt a higher level of 

debt to a,ssure outside inve_F~tors that the_v do not shirk or conduct perqui_qite consumption, or 

control their votin~g power. The later point is supported by Pipatseritham (1982). He argues 

that the shareholders of the single-family-owned firms are lj~ery careful not to lose their voting 

control over their irms. One way to make sure that t,hey do not lose control is to use debt. 

The esf,imat,ed coefiicients of the Business group, FOR.EIGAr and GOVERNMENT variables 

are not significant. The results reveal that there is no diirerence in the capital structure be-

t,ween firmq- t,hat, have the business groups, t,he government and foreign investors as their major 

shareholders, and t,he fums t,hat do not, have f,hese investors as f,heir major shareholders. 

No significa,nt, result,s are obtained from AGE variable. I re-estimat,ed the model including 

f,he number of years since a firm has been incorporated. However t,he estimated coefiicienf,s were 

not sib"nifica,nt. 
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Table 5.10: The Agency effect,s on Financing Decisions 

In this ta,ble~ the dependent variable is- book leverage ra,tio. I¥]~DT is the 

ra,tio of depreciation costs to total assets. FIXED-ASSET is the ra.tio of 

net property, plant a,nd equipment to total a-ssets. Ma,rket-to-book ra,tio is 

the ratio of market value of tota,1 assets to book va,lue of total assets. ROA 

is t,he ratio of earnings before inf,erest, and taxes to t,ot,al asset,s. SIZE is 

the logarithm of sales. RJSK is t,he standard deviaf,ion of t,he first, differ-

ence in sales 5 years before 1996, scaled by the avera,ge value of total a,ssets 

over that period. FAlvIILY, CONGLOMERATE~ FOREIGN and GOVE,RN-
MENT are dummy variables representing f,ypes of t,he firmsF major share-

holders. AGE is a dummy variable representing number of years since a. 

flrm was incorporated. BOARD-SIZE is the logarithm of the nunrber of di-

rectors. DIRECTOR, CEO, individual-largest; corporate-largest: fina,ncial 

institutions-largest and five largest are measures of ownership. T-sta,tistics 

is in the parentheses. * ** *** denote signiflcance a,t the 10, 5 and I percent 

levels, respectively. 

Va,ria.ble 1
 

2
 

3
 

4
 

NDT 

FIXED-ASSET 

Market-to-book ratio 

RO A 

SIZE 

RI S K 

FAMILY 

COr(]IGLOMERATE 

FOREIGN 

GOVER_NlvlENT 

AGE 

BOARD-SIZE 

DIRECTOR 

CEO 

individual-largest 

-1.606*** 

(-3.218) 

0.077 

(1.31) 

-0.028* 

(-1.761) 

-0.429*** 

(-2.7 f~8) 

0.038*** 

(3.<b~89) 

-0.055 

(-0.783) 

0.094*** 

(2.726) 

O.C08 

(0.21) 

0.013 

(0.416) 

0.037 

(0.552) 

0.035 

(1.40) 

-0.017 

(-0.481) 

0.0C1 

(1.488) 

-0.002* 

(-1 .671) 

-1.648*** 

(-3.9~84) 

O.C93 

(1'578) 

-0.025 

(-1.531) 

-0.453*** 

(-2.942) 

O.036*** 

(3.412) 

-0.048 

(-0.68) 

0.078** 

(2.413) 

-0.009 

(-0.262) 

0'009 

(0.294) 

0.085 

(1'294) 

0.033 

(1'33) 

-O.C17 

(-0.488) 

O.CO1* 

(1'743) 

-1.547*** 

(-3.082) 

0.073 

(1 '241) 

-0.08* 

(-1'77) 

-0.4~~4*** 

( -2.939) 

0'038*** 

(3.b~29) 

-0.062. 

(-0'88) 

C.091*** 

(2.612) 

0.018 

(O.477) 

0.009 

(0.301) 

0.033 

(0'491) 

0.036 

(1.441) 

-0'009 

(-0'249) 

0.001 

(1.036) 

-0.002 

(-1.491) 

-1.569*** 

(-3. 1 1 f*) 

O.C87 

(1 .464) 

-0.020~ 

-1.568 

-0.481*** 

(-3.13) 

0.035*** 

(3.348) 

-0.058 

(-0.809) 

O.C75*** 

(2.262) 

0.002 

(0.044) 

0.004 

(0.122) 

0.075 

(1.153) 

O.034 

(1.371) 

-0.008 

(-O.213) 

0.001 

(1.343) 
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Varia.b le 1
 

2
 

3
 

4
 

corpora,te-la,rg~est -0.003*** 

(-3.081 ) 

financial inst,itution-la,rgest O .OOO 

(-0.1b~8) 

five largest -0.002** 
(-2.145) 

Adjusted R-squared 0.26 O .25 
F-statistic 4.35 4.41 
P-value O.CO 0.00 

-0.009_*** 

-2.9lg 

-0.001 

(-0.183) 

c.26 

4.28 

c.oo 

-O.002* 

(-1.888) 

O.25 

4.34 

O.OO 

The coefficients of the proxies of board size, the ownership of CEOs, are insignificant. Esti-

mates for the directors' ownership are positive but not robust to the specifica,tions of levera,ge a,nd 

ownership concent,ration. I extend the analysis t.o examine t,he effect of manab~ement, ownership 

on financing decisions of singrle-family_ -o~vned firms. To investigate this issue, I ran a,n a,Iter-

nat,ive regression in which t,wo new measures of ma.nageria.1 ownership, DIRECTOR ~FAMII.Y 

and aEO~FAMILY., were incorporated. DIRECTOR~FAMIL.Y is the directors' ownership of 

single-family-o~vned firm~~_ that a,re not in the business groups. This variable is calculated by 

multiplying FAMILY and DIRECTOR. CEO ~FAi~IILY is the CEOs' ownership of _F~ingle-farnily-

owned firms. It was constructed in the same manner as DIRECTOR~FAMII.Y. The estimated 

results are shown in Table 5.12. Since there is no cha,nge in the esthTlated coeflicient,s of other 

controlled variables, only coef~:cients of the measures for ownership are reported. 

The observed results are interesting results. The coeflicients of DIRECTOR.~FAMILY and 

CEO~FAMILY are posif,ive and consistenf,ly significanf, across all t,he equat,ions. That, is, even 

though t,he mana,gement's ownership in general has no impact, on the firm's financial choice, 

it does have a posit,ive effect for single-family-owned flrms. This evidence is cont,rary f,o the 

alignment of interests bet¥veen management and shareholders hypothesis of Jensen and Meck-

ling (1976) as well as the managerial risk aversion hypof,hesis where they are predict,ed f,o have 

a nega,tive relation. Previous studies, including Mehra,n (1992), Ikeo and Hirota (1992): a,nd 

Berger et a,1. (1997) also document a s.imilar positive rela,tionship. Aga,in these results sup-

ports the a,rgument of Harris and Raviv (1988) a,nd Stulz (1988), tha,t mana,gers may use debt 

to protect their voting power. However it a,lso supports the a,rgument of Mehra,n (1992) that 

manat)"~ers with high stakes in a firm prefer high levels of debt because debt limits the agency 

problem and increases the firm's value, and hence the managers' ~vealth. Here I do not have 
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evidence t,o support any of these argument,s. lvlore research is needed to find out, why managers 

of family-o~;~'ned firms prefer high debt. 

~~rith reg'ard to the role of large shareholder*'~, the coefficients of the ownership of the largest., 

corpora,te shareholder and five largest sharehalders are negative and significa,nt in greneral. The 

estimates for the owner~hip of the largest individual are significant. only when the dependent, 

variable is bas-ed on ma,rket value. The estimated coefficients of the proxies for concentration 

ownership, though sma,ll in magnitude, have signs as pl:edicted by the agency theory. That 

is, when the ownership is concentrated, there is less dernand for debt to control opportunistic 

behavior of ma,nagers in the firms. Large shareholders may provide active monitoring services. 

The estimated coefficients of the largest financial institutiona,1 sha,reholders a,re consis_tently 

insignificant across a,ll the estimations. The lack of significa,nt results imply that flnancia,l 

institutions do not conduct active monitoring. This evidence is not surprising since, overall, 

financial institutions have small stakes in Thai firms. 

Additional unreported regressions ~vere run to determine vvhether the results on the eifec,t of 

ownership concentration on the level of leverage a,re robuF;-t. I ra,n regresF:-ions by incorpora,ting 

other proxies- for ownership concentra,tion namely the percentage of shares held by the three 

(
 

largest shareholders cat,egorized by group of investors individual, corporations and financia,l 

) The estnnated lesults have the same srgns and srgnlficance slmilar to the equa institutions . 

tions tha,t, include the ownership of the laJfgest shareholder. In particular, estimates for the 

o~i~~nership of f,he t,op t,hree individua,1 shareholders are nega.tive and significant, in regressions 

when the dependent variables are both market and book value. In addition, I ran regressions 

by includingr t.he largesf, and t,he three largest shareholdings t,hat is defined as grouping met,hod 

() b in chapt,er 3. Again similar results were observed. 

5 . 4 . 4 Remarks 

It, is irnporf,ant, t,o highlight t,he point f,haf, f,he resulf,s on f,he effects of large shareholders a.nd 

manageria=1 ownership to leverage ratio is c.onsis.tent with the US. and .Japa,n ba,sed model*q. 

That is, mana,~gerial ownership aligns the interests of managers and outside shareholders. ~~fith 

respect to large shareholders including} the largest, individual shareholder: the largest corpora,te 

shareholder, have motivation to monitoring the firms. 
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Table 5.11: The Agency effect,s on Financing Decisions 

In this_ table, the dependent va,ria,ble is market levera,ge ratio. NDT is the 

ratio of depreciation costs to total assets. FIXED-ASSET is the ra,tio of 

net property, plant a,nd equipment to total assets. Ma,rket-to-book ratio is 

the rat,io of market value of total assets to book value of total asA_ets. ROA 

is t,he ratio of earnings before intere~*t, and taxes to t,of,al asset,s. SIZE is 

the logarithm of sales. RISK is t,he standard deviation of t,he flrst differ-

ence in sales 5 years before 1996: sca,led by the avera,ge va.1ue of total asset,s 

over that period. FAlvIILY, CONGLOMERATE~ FOREIGN_ ~ and GOVERN-
MENT are dummy variables representing t,ypes of f,he firms' major share-

holders. AGE is a dummy variable representing number of years since a 

firm was incorporated. BOARD-SIZE is the logarithm of the nmlrber of di-

rectors-. DIRECTOR~ CEOF individual-largest, corporate-largest, financial 

institut,ions-la,rgest and five largest a,re measures of ownership. T-statistics 

* ** *** enote significance a,t the IC, 5 and I percent is in the parentheses. , , 

levels~ re.spectively. 

Va,ria,ble 1
 

2
 

3
 

4
 

ND'T 

FIXED-ASSET 

Market-to-book 

ROA 

SIZE 

RI S K 

FA MILY 

ra,tio 

CONGLOMERATE 

FOREIGN 

GOVERNlvlENT 

AG E 

BOARD-SIZE 

DIRECTOR 

CEO 

-1.216** 

(-2.416) 

0.095 

(1'608) 

-0.114*** 

(-7.149) 

-0.516*** 

(-3.312) 

0.03*** 

(2.766~ 

-0.063 

(-0.881 ) 

O.131*** 

(3.789) 

O.CIO 

(0.27) 

0.010 

(0.317) 

O.O11 

(0.155) 

O.C38 

(1.523) 

-0.036 

(-1.001) 

0.000 

(0.893) 

-1.310'* 

(-2.591) 

0.123** 

(2.074) 

-O.108*** 

(-6.682) 

-0'551*** 

(-3.b~46) 

O.028*** 

(2.627) 

-0.053 

(-0.74) 

O.108*** 

(3.318) 

-0'003 

(-0.086) 

0.015 

(0'461) 

0.087 

(1.314) 

0'037 

(1'496) 

-0'035 

-0.973 

0.001 

(1.171) 

-1.166** 

(-9_.31) 

C'092 

(1'553) 

-0.114*** 

(-7.121) 

-0.533*** 

(-3.432) 

0.029*** 

(2.714) 

-0.069 

(-0.962) 

O.1 28*** 

(3.656) 

C.018 

(0.481) 

C.009 

(0.286 

0.009 

(0.129) 

C'C39 
(1'55 f*) 

-0.031 

-O'863 

0.001 

(O.979) 

-1.25** 

(-2.469) 

0.ll8** 

(1'991) 

-0.108*** 

(-6.685) 

-0'57*** 

(-3.689) 

0.027** 

(2.579) 

-O.06C 

(-0.841) 

0.104*** 

(3.134) 

0.006 

(0.168) 

0.012 

(0'388) 

0.082 

(1 .255) 

O'038 
(1 '534) 

-0.028 

-0'780 

0.001 

(1.151) 
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¥,raria.ble 1
 

2
 

3
 

4
 

individual-largest 

corporat,e-1argest 

financial institution-la,rgest 

five largest 

Adju_F~ted R-squared 

F-statistic 

P-value 

-0'003*** 

(-3.G83) 

-O.004*** 

(-4.379) 

-O'CCl 

(-0.343) 

0.43 

8.11 

0.00 

-0.004*** 

(-3.724) 

0.42 

8.45 

0.00 

-0'003*** 

(-3.109) 

-C'004*** 

(-4.354) 

-0'OO1 

(-0'316) 

0.43 

8.12 

C.OO 

-0.003*** 

(-3.6 (~2) 

0.42 

8.45 

0.00 

However, the Thai ownership structure is very much diffel:ent, from the US. based model. 

Chapter 3 shows that. in many cases the f,wo t,ypes of large shareholders, individuals and cor-

porations a,re indeed the same agent. That is, corporate shareholders are owned ultimately by 

individuals and families. Consequenf,lyF individual and corporat,e shareholders are combined as 

a single shareholder. Furthermore the la,rge shareholders who a,re the firms' controlling sha,re-

holders a,re involved in the management both as top executives and members of the boa,rds of 

directors. Hence, the analysis has to be modified. 

I re-estimate the regressions of Table 5.10; a,nd Ta,ble 5.11. The variables, IV~DT.. FIXED-

ASSET, Market-to-book ratio, ROA, SIZE} RISK, FAMILY.. OONGLOMERATE, FOREIGN, 

AGE? a,nd BOARD-SIZE are kept the same as control variables in the model. To remove the 

variation of industries as far as possible, I include more industry dummy variables. In similar 

manner to Chapter 4, 20 industrv. dumm_v variables deflned by the Stock Exchange of Thailand, 

except agribusiness, are added to the regression. 

According to the agency framework, increased managerial ownership aligns the interests 

of managers with those of outside shareholders a,nd reduces the role of debt as an agency-

conflict-mitigating device. -Accordingly, nega,tive relationship between ma,nageria,1 ownership 

and leverage ratio is expected. However due to the level of shareholdings, managers who are 

members of the firms' controlling shareholder families and thos.e who are not may have different 

incent,ives and motivat,ions, result,ing in choosing different, capital strucf,ures. In addit,ion, during 

the bubble period, it is believe widely tha,t firms where the controlling sha,reholders a,re involved 

in management borrow heavily for their privat,e purposes. I address this issue by inf,roducing 
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Table 5.12: The Ef~ects of Managerial Ownership on Financing Decisions 

This ta,ble presents the estimated results of the effects of ownership on financing dec.isions. 

DIRECTOR*FAIVIILY is direct,ors' owners-hip of single-fa.mil"v-o~vned firms. CEO*FAMILY 

is CEOs' owners_hip of single-family-owned flrms. The control variables; NDT: FIX-ASSET! 

IVlarket.-to-book ratio, ROA, SIZE, RISK, Business Groups, FOR.E,IGN, GOVER.NMENT, AGE, 

BOARD-SIZE a,nd industry dummy varia,bles are also included in the regrressions but, their es-

* ** *** enote significance at the timates are not reported. T-statistics is in the parenthese-s. , , 

10~ 5 and I percent levels, respectively. 

Panel A: Dependent variable is book leverage ra,tio 

DIRECTOR*FAMILY 

CEO*FAMILY 

individual-la,rgest 

corpora,te-la,rgest 

flnancial inst,it,ut,ions-1a.rgest, 

flve largest 

Ad.justed R-squared 

F-stati_stic 

P-value 

0.002*=** 

(2.776) 

-0.001 

(-1.1 13) 

-0.002*** 

(-2.743) 

-0.001 

(-0.181) 

0.26 

4.40 

0.00 

0.0C1*** 

(2.624) 

-0.0Cl 

(-1.568) 

0.25 

4.43 

0.00 

(o.002)*** 

(2.85b~) 

-o.ool 

(-1.159) 

-o.002*** 

(-2..657) 

-a.ool 

(-0.264) 

0.26 

4.43 

0.00 

O.002*** 

(2.886) 

-0.001 

(-1.61) 

0.25 

4.52 

0.00 

Panel B: Dependent variable is market levera,ge ratio 

DIRECTOR*FAMILY 

CEO*FAMIL~f 

individual-largest 

c.orporate-la,rgest 

financial institutions-1argest 

five large<~t 

Adjus_ted R-squared 

F-statist,ic 

P-value 

0'002*** 

(3.128) 

-0'002** 

(-2.491) 

-0'003*** 

(-3.882) 

-O'OOl 

(-0'307) 

0.42 

8.05 

0.00 

0.002*** 

(2.821) 

-0.003*** 

(-3.1 74) 

0.41 

8.42 

0.00 

0.002*** 

(3. /~39) 

-C.003*** 

(-2.771) 

-0.003*** 

(-3.9S3) 

-O.ool 

(-a.384) 

0.43 

8.36 

0.00 

0.002*** 

(3.572) 

-0.003*** 

(-3.379) 

0.42 

8.80 

0.00 
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two managerial owne.rship variables: namely Col~'tl'olling shareholrlel'-and-mar~(~ger, and Non 

controlling shareholder-manager. Contf~;ll'il~g shal'eholder-and-manager st,a,nds for the fra,ction 

of sha.res held by officers and directors who are from the cont,rolling shareholder~s families. Non 

controlling shcereholder-manager sta,nds for the fraction of shares held by officers and directors 

who are not part of t,he cont,rolling shareholder's families. 

The role of la.rge shareholder on debt policv.. is* capture by the combined ownership of domes-

tic a,nd foreign financial institutions Domestic institutional ownership, and foreign institutional 

ownershrp. If the monitoring and intervention by. these two types of institutions serve to align 

controlling shareholder-ma,na,~)"ers and outside shareholder interestsF Ieverage ratio should de-

cline . 

The estimated results a.1:e sho~ivn in Table 5.13. The estimated of coeflicients on NDT) 

FIXED-ASSET, Market-to-book ratio, ROA, SIZE, RISK, AGE, and BOARD-SIZE are gen-

erally in line as the previous regressions. ~~rhile the coefiicients of FAMILY a,ppea,r to be 

statistic,a.1ly insignificant, the coefficients of CONGLOMERATE a,re signific,a,nt a,t the I pel:cent 

level in both equa,tions. I ra,n alternative regression using a dummy variable representing the 

(
 

2.0 business groups the broader definition of the busine-q-s groups which includes smaller size 

)
 

business groups . The results are significant wit,h signs consistent with t,hose of COiVGLOMER-

ATE. The results are in line with the notation that firms associated with the bu-~iness groups 

have less information asymmetric problems. 

The presence of non-financial foreign invest,ors a** a major shareholder is associated wit,h 

lower leverage ratio. The estimated coeificient is significant at the 10 percent level when the 

dependent, variable is based t,he market, value. The coeflicient, of FOREIGIV when t,he dependent, 

variable is based t,he book leverage rat,io, is signiflcant, at, f,he 13 percent, Ievel. This_ finding is 

consist,ent with t,he view f,haf, non-financial foreign shareholder are active in monit,oring firms' 

aff airs . 

The coefficients of the dummy va,ria,ble representing the government as a, major sha,reholder 

(
 

)
 

is signiflcanf, at the 10 percent, Ievel only in t,he markef, based regression. Firms t,hat, have the 

government as their major shareholder appear to ha.ve higher market leverage ratio. This type 

of flrms may be able to issue high debt since they. are secured by the government. 

Regarding to managerial ownership, only, the coefficients on Controlling shareholder-and-
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(
 

ma,na,ge'r are st,atistically significant, the est,imates are significant at, t,he 5 a.nd ll percent le~rels 

for the dependent variable based on the book a,nd market values, respectively. Firms where 

the controlling' shareholders a,re also managers appear to have hi~)"'h leveragre ratio. The positive 

relationship between the o~ivners-hip of mana,gers who are the flrm's controlling-shareholder are 

consistent wit.h the previous findings in Section 5.4.3. Tha,t., isF the results do not support the 

Jensen Meckling 1976)~s hypothesis of managrerial ownership mitigates the agency problem. 
(
 
*
 

Rather, the controlling shareholder-and-manager may use high debt to either inflate their voting 

pow~er as argued by Stulz 1988) and Harris and Raviv (1988 J or signa,1 to the market that (
 

)
 

markef, that ma,nagers a,re less a,ble to indulge in profit reducing behavior. 

Finally~ variables associated with financial institutional o~;~i'nership ha~!~e positive connection 

the leverage. Only coefiicients of foreign institutional ownel:ship are significant a,t the 10 and 13 

percent levels for the dependent variable based on the book and market va,lues, respectively. The 

positive rela,tion between foreign institutiona,1 ownership and debt level is not in line with the 

financial institution activism hypothesis. The results indicate that foreign institutions encoura,ge 

the firms ~~There they hold shares more borrowing. If forei"b'n institutions are also creditors of 

(
 

the firms as in the case of Japan (Prowse 1992)), the results would indicate that the presence 

of credit,ors as large shareholders in the firms solve some of the agency costs problem bet,ween 

controlling shareholder-a,nd-managers and debtholdersF and hence lower costs of debt. However: 

as far a,s Thai firms are concerned, we do not know if the financial institutions are both the 

firms: shareholders and credit,ors. To my knowledge, there is no st,udy on t,his issue. And I do 

not, have a clear explanation for this finding. 

130 



Table 5.13: The Agency effects on Financing Decisions: Re-est,ima.t,ed Re-

sults 

This table presents the regression results of book and market levera.ge ratios 

on their determina.nts, NDT is the ratio of deprecia,tion costs to total assets. 

F'IXED-ASSET is the ratio of net property, pla,nt and equipment to tota,l 

assets. h/Ia,rl{et-t(~book ratio is the ratio of market value of total assets to 

book value of t,ot,al assets. R,OA is f,he rat,io of earnings before inf,erest, and 

taxes to tota,1 assets. SIZE is the logarithm of sales. RISK is- the sta,ndard 

deviation of the first difference in sales 5 years before 1996, scaled by the 

average va.1ue of t,ot,al asset,s over tha,t, period. FA~/IILY, CONGLOIVIER* 

ATE, FOREIGN and GOVERN~/IENT are dummy variables represent,ing 
types of the firms' major shareholders. AGE is a, dummy variable repre-

senting number of ~..rea,rs since a, firm wa,s incorporated. BOARD-SIZE is 

the logaritharl of the number of directors. Controlling sharholcler-manager 

and Non-cont,rolling sharholcler-manager are the proportion of shares held 

by ofiicers and directors who a,re the firm's controlling sharholder and who 

are not, respectively. Domestic and foreign institutional ownership stand for 

the aggregate shareholdings by domestic and foreign financial institutions, 

re-spectively. T-s.ta,tistics is in the pa,rentheses. * *' *** denote significance 

at the 10: 5 and I percent levelsF res-pectively. . 

Dependent Variable: Leverage Book Value Market Value 

NDT 

FIXED-ASSET 

Market-to-book ra,tio 

ROA 

SIZE 

R JSK 

FAh,nLY 

CONGLOlvIERATE 

FOREIGN 

GOVERN~,IENT 

AGE 

BOARD-SIZE 

Controlling sha,rholder-manager 

-1'673*** 

(-3.188) 

O.085 

(1'349) 

-0'017 

(-1.2 f*2) 

-0.512*** 

(-3.209) 

O.C27** 

2.302 

-0.016 

(-O.23) 

-0.018 

(-0.586) 

-C.091*" 

(-2.773) 

-0.049 

(-1.526) 

0'084 

(O'855) 

0.013 

(0'536) 

0.036 

(O.823) 

C.146** 

(2.434) 

-1 .310** 

(-2.373) 

0.111 * 

(1 .685) 

-0.094*** 

(-6.566) 

-O.623*** 

(-3.711) 

0.024** 

1.954* 

-0.002 

(-0.031 ) 

-0.007 

(-0.231) 

-0.1 07*** 

(-3.089) 

-0.068* 

(-1.726) 

0.185* 

(1.781) 

0.022 

(0.80'5) 

0.035 

(0.761) 

O.lOO 

(1.592) 
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Dependent Variabl e: Leverage Book Value Ma,rket Value 

Non controlling sharholder-ma,nager 

Dome~_t,ic inst,it,utional o~;vnership 

Foreign instit.utional ownership 

Adjusted R2 

F-statistic 

p-val ue 

-0.099 

(-0.82) 

0.037 
(0.2.6) 

0.306* 

(1.791) 

C.2545 

3.59 

O.OO 

-0.086 

(-0.676) 

O.C91 

(0.616) 

0.274 

(1.524) 

O.3741 

5.54 

O.CO 

5.5 Summary and concluslons 

This cha,pter investiga,tes the determina,nts of the capital structure af listed Thai firms. Mea,sures 

of the traditional fa,c,tors that a,re hypothesized to affect financing decisions, na,mely profitability, 

tangibility, taxeq-: and growth are a,11 significant. In addition, fa,ctors that are related to gov-

ernance mechanisms of Thai flrms also have influence on the debt policy choices. Firm=s with 

different types of major shareholders seem to have different capital structure. The presence of 

non-financial foreign investors and business group firms_ are associated with lower debt ratio. 

This finding may reflect the alignment of insiders and outside shareholders. Firms tha,t have 

the government as their ma,jor shareholder appear to have higher ma,rket leverage ratio. This 

type of hrms may be able to issue high debt since they al'e secured by the government. 

Managers of the firms where the controlling q~hareholders are involved in manab~ing the firm 

have higher debt levels. The poq-if,ive association between management,'s o~vnership and debt, 

rat,io is consisf,ent, wit,h f,wo explanat,ions: owner-managers of f,his t,ype of firms use debt to 

prot,ect, f,heir voting polver in t,he firms, or as a commit,ment, to limit, agency costs. 

The study does not ta,ke into account the effects of government regulat,ions regulations on 

bond issuance on t,he firms' flnancing decisions. 

There a,re at least three possible extensions to this study. First, in order to give a, better 

explana.tion of whether management tries to expropriate lvealth from sha,reholders, other cor-

pora=te governance va,riables used in previous studies, such a.s compensation-based performance 

incentives for managers, and the null:rber ofyears a manager holds. a, position, should be included 

in the model. Second, in analyzing financing decisions5 better results may be obtained by using 

changes in fina,ncing decisions (MacKie-Ma.son (1990). Gra,ham (1996) and Berger et al 1997 ) . , .( ). 
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Finally, using dat,a for a longer period should give a better pict,ure of the determinant,s of the 

debt-equity choices. 

Finally as noted previou*slv~ , public debt issuance via both privat,e placements and public 

(
 

offerings have to be approved by the Securities Exchange Commission SEC). Consequently, 

some companies that are able f,o get the approval to issue bonds have vvider range over choices 

of debt financing relative to companies that are not a,ble to get a,pproval. How the government 

rebCrula,tions a,ffe.ct firms' fina.ncing dec.isions is an interesting topic for future resea,rch. 
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Chapter 6 

Summary and Conclusion 

6.1 Summary of the analySls and findingS 

This study investigates the o~vnership and ca,pital structure of Thai firms. Additionally, the 

study examines the influence of the ownership structure and corporate governance on the capital 

structure policy and performance of Thai firms. The data sample is based on 270 non-financia,1 

companies listed firms in the Stock Exchange of Thailand in 1996. The firms in the sa.mpie 

account for 97.08 of the capitalization of non-financia.1 companies tra,ded in the Stock Exchange 

of Thailand in 1996. 

6.1.1 The ownership structure of Thai firms 

I beb~in the study by analyzing the ownership structure of the firms in the sample in order to 

discover the governance and control mechanisms of Thai finns. The effects of these factors in 

determining the firm's financing decisions_ as well a.s the firm's value are widely documented in 

the a,gency cost literature. 

Over all individuals appear to have the higheq-t share of Thai flrms' equity. Individuals 

hold approxima,tely 54 percent of the shares. Dornestic carporations are the secGnd largest 

share-holding group. They hold 25.(-6 percent of the outstanding shares. Domestic financia.l 

institutions hold less~ than 10 percent of t,he equity. Firms a,re, however, not a~- widely held a.s 

these statistics show. I adopt the standard applied in the developed count,ries to show ownership 

concentration, namely the shareholdings of the largest, and the top five largest shareholders. 

The la,rgest individual shareholder a,1~id the la,rgest corporate shareholder own 20.48 percent a,nd 
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23.82 percent of outst,anding~ sha.res. Furt,hermore t,he top five shareholders hold a.pproximat,ely 

60 percent. of t.he li*sted Thai frm-~=. That is} the evidence sho~vs tha.t Thai firms are not held by 

sma.II individuals or corporate ~_hareholders. 

The sta.nda,rd method used to investig"ate the o~;vnership structure does not seem to be 

appropriat,e with t,he characteristics of Thai firms. Ca,refully exarnining the ovvnership structure, 

I found tha,t corporate shareholders are not widely owned ultimately as in the case of developed 

countries. Ra,ther they have individua,Is. or fa,milies as their ultima,te owners. Based on this 

information, I modified the definition af sha,reholder. An individual shareholder or a family 

and their afiiliated companies are trea,ted as one single shareholder. A company is. af~:liated to 

a fa.mily if the members of the family together with other companies controlled by the family 

together have a,t least 25 percent of the shares. According to the Stock Exchange of Thailand, 

a shareholder is a, firm's controlling shareholder if he owns at least 2~~ percent of the shares. 

Based on this deflnition~ I found that in a,bout 72.96 percent of the firms in the sample, 

fa,milies a,ppear as the largest shareholder. The second largest group that emerges a.s the la,rgest 

shareholder is foreign investors. They account for 17.04 percent of the sample. I proceeded 

further to investigate the level of shareholdings of' the largest shareholders. The results show 

that in 82.b~9 percent of the flrms, the la.rgest shareholder holds the controlling block of at least. 

25 percent of the outstanding share-s. 

With respect to the pa,ttern of shareholdings, in most of the firrns the controlling shareholders 

do not use more complex ownership st,ructures. Appro_ximat,ely 9-1.27 percent, of t,he firms are 

owned via pyramid struc.ture and cross-shareholdings. 

The cont,rolling shareholders do not, merely ow~n t,he firms but also participaf,e in managing 

f,hem. The results shows t,hat, about, 70 percent of the firms wit,h at least, one cont,rolling 

shareholder, t,he cont,rolling shal:eholder appear in f,he t,op management, t,eams as well as t,he 

boards of direct,ors. 

There a,re only 47 compa,nies from the sample of 270 companies, or 17.41 percent of the 

flrms in t,he sample, that have no controlling shareholder. These compa.nie** may be considered 

as widely held companies. Hawever, further investigation shows that these companies are not 

indeed held by. ma,ny sma,ll shareholders. Their la,rgest shareholders' shareholdings are lar~)o'e 

when compared with simila,r results using da,ta, from developed countries, especially the US. 
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and L"K. In only 4 companies* out of t,he 47 companies does t,he largest ~,_hareholder hold less 

than 10 percent of the shares. Base on the evidence; Tha,i firms are not widely held. 

6.1.2 The effects of ownership structure and corporate governance on per-

formance 

The existing ownership structure of Thai firms indicates tha,t the traditional agency problem, 

t,he conflict, of int,erest,s between managers and out,side shareholders, is not, f,he main problem. 

The free-rider problem in monitoring t,he firm should not, be serious because of the presence 

of shareholders wit,h large shareholdings. Instead, the agency problem between t,he cont,rolling 

shareholders and managers, on one hand, a,nd minority shareholders and other stakeholders such 

as credit.ors, on t,he ot,her hand should be more severe. Since t,he cont,rolling shareholders have 

voting power a,re involved in management, the~.r may obtain private as well as monetarv_ benefits 

that a,re not genera,lly availa,ble to outside sha,reholders. For example, they can have expensively 

luxurious offices and cars, and provide themselves jobs. In addition, the controlling shareholders 

may a,dopt investment, dividend, and debt policies that serve their own purposes. V~'hether 

the cont.rolling sha,reholders significa,ntly divert corporat.e resources for their own interest,s at 

the expense of minority shal:eholders is empirica,lly determined, however. If the controlling 

shareholders are opportunistic, such behaviors should have negative effects on performance of 

the firms. 

I investigate this issue by comparing the performance of firms with controlling sha,reholder 

and that of firms with no controlling shareholder. The evidence is against the hypothesis 

that controlling sha,reholders ha,ve negative influence on the firm's value. Both univariate a,nd 

multiva,ria,te analysis show that the performance of firms, measured by ROA and Tobin's q, with 

controlling shareholders and firms ~Arith no controlling shareholder are not significantly different 

from each other. Since the nature of controlling shareholders may a,ffect the firm's value due 

t,o differences in f,he agency problems and of,her factors, r distinguish t,his efEect, by classif.ying 

firms accordin~g to their controlling shareholders namely, family, the State, foreign invest,ors, 

and flrms wit,h more t,han one conf,rolling shareholder. The investigat,ion, ho~vever, provides a 

similar conclusion when the performance Ineasure is based on Tobin's q. When performance is 

measured by ROA, foreign invest,ors-controlled firms display signiflcanf,ly diffe.rent, performance 
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than firms 1~'ith no cont,rolling shareholder. In addition, foreign-controlled firms appear t,o have 

higher ROA tha,n famil"v-controlled firms. 

The evidence suggests that, foreign-controlled firms ha,¥'e high profit,abilit.,~.･ beca,use they 

have better flrm-~_peciflc knowledge or due to the benefits from the governrnent's inveq*tment 

promotion policies. It, may also be the case thaf, foreign-controlled fil:m-~ have lo~ver agency 

costs than other flrms, in particular family-controlled firms. Hence we cannot conc-lude that 

family. -controlled flrms are eflicient. The issue of whether fa,mily-controlled firms have serious 

a~gency problem or not is left for future research, hovvever. 

The results show that controlling sha,reholder involvement in mana,gement has a negative 

effect on the performance, meas.ured by ROA. The rela.tionship bet~veen the owners.hip level 

of the ma,na,gers who ca,me from the controlling shareholders~ fa,milies, and performance is, 

however, uniform. The evidence 

Next I examine the effectiveness of the existing corporate governance mechanism on perf'or-

ma,nce. With respect to the ownership of ma,nagers who a,re not the frms' controlling share-

holders, a,t low level of ownership, performance and ownership are positively related. However 

when ownership rises beyond a certain threshold~ the firm's perfbrmance decline~:-. The results 

indicate that ownership at, Iower level provides the ma,nagers wit,h incentive a,nd mot,ivation to 

lvork. But the managers become entrenched and start pursuing self'-interest activities when 

their ownership is higher due to the a,bilit,y to control the firms. 

The result,s t,hat, f,he relationship bef,ween the performance of firms and levels of manageria,l 

ownership differs depencling to the chara,cteristics of managers is another contribution of the 

st,udv t,o t,he lit,era,t,ure. 

The results also show f,hat the aggregate ownership of foreign and domest,ic institutions are 

posit,ively related t,o Tobin's q, which implies thaf, financial inst,it,ut,ions~ may pursue corpora,f,e 

)
 

governance service. Consist,ent, wit,h Jensen (1993 , a large board increases the board's ineffi-

ciency in pursuing the monitoring function. Lastly, I find the evidence against the argument 

t,hat controlling shareholder~ dominat,ed boards are associat,ed vvith poor performance. The 

firms where controlling shareholders hold the most influential position such a,s CEOS~ and dom-

inate the boards by holding more than 20 percent of the tota,1 number of positions (the median 

value) do not appea,r to have signiflcant lower performa,nc.e. 
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6.1.3 Tlle determinants of capital structure 

The sources of flnancing of Thai flrms come mainly from external. Internal fund accounts only 

9.33 percent of tota,1 assets. The largest sources of external fina,ncing are stock issua,nce a,nd <~hort 

term a.nd long term debt. Common stock issuance accounts for 36.72 percent. Short term a,nd 

long term debt defined a,s ba,nk overdra,fts and loans from fina.ncial institutions, current portion 

of long term liabilif,ies, debentures, converf,ible debentures, and long t,erm liabilit,ies toget,her 

contribute a,round 38.26 percent of total fina.ncing. Among debt financing, bank- overdrafts a,nd 

loans from flnancial inst,if,ut,ions are the dominant, sources. This it,em account,s for around 21.62 

percent. The second major source of debt financing is from long term debt. Long term debt 

accounts for approximat,ely. 10.85 percenf,. The major source of long t,erm debt, are banks and 

fina,ncial institutions, both domestic as well a.s foreign. 

The empirica,1 results indica,te that taxes, bankruptcy costs, a,gency costs and information 

costs are importa,nt factors in the Tha,i firm's financing decisions. Non-debt tax shields, prof-

itabilitY_ and investment opportunities ha,ve negative effects on debt-equity ratio. The results 

are consistent with the tax based model. Firms use the items such as depreciation expenses, 

tax credit,s t,o reduce corporate t,a,x payments. Firms that have high depreciation expenses, t,ax 

credits to reduce corporate tax payments a,ppear to use less debt, ratio. 

The evidence is also consistent wit,h t,he pecking order theory. That is, high profit firms a,s 

well a,s firms with many investment opportunities use less debt-equity ratio. The result that 

high growth firms choose higher levels of debt support. the agency t,heory. Compared f,o firms 

with a lot of fixed assets, it is more difficult to rnonitor the management of firms with growth 

options. 

Larger firms and firms with a lot of flxed assets appear to have high debt capa,city. The 

measure of variation in operating income is not significantl), rela,ted to both the book a,nd market 

measures of leverage. 

The ana,lysis shows tha=t ownership and control mechanisms have signific.ant effects on the 

flnancial st,ruct,ure. Firms f,hat, have the Government as major shareholder are more levered 

probably because the borrowing is* secured by the Government. Firms that are associa,ted with 

the well-known business groups have lower debt raf,io. The results indicaf,e that the informaf,ion 

asymmetric problem may be less severe. The presence of non-financial foreign investors is 
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as-socia,ted with lower debt ra.t,io. This finding may reflect that, foreign shareholders provide 

good l:nonitoriug. Firms where the controlling sha~eholders are involved in managing the fil'm 

appear to have higher debt le¥'els. The controlling shareholder-and-managers may a.dopt high 

debt ratio to inflate their votin~~ Power. However, the results are also con-qistent with the 

argument, that high debt is used t,o signal less agency problem arise in the firm. This st,udy does 

not provide enough evidence to distinguish these t~Fv~o pla,usible interpretations. 

6.2 SuggestlonS for future Studles 

Much work remains to be done in this area. 

First, in this dit;_sertation, I dicl not consider the possible inter-rela,tionship among va,riables. 

Ownership and other governa,nce variables namely size of the board of directors: and its com-

(
 

position were t,reated as exogenous in exa,miningr the effect of ownership a,nd the governance 

mechanisms_) on capital structure and performance. The OLS regression results suggest that 

ownership structure (and other grovernance mechanisms) affcct the a(gency costs and therefore 

capital st,rucf,ure, and performa,nce. Put different,ly, the implicit assumption made is f,hat, the 

causa.1it,y runs from ownership and governance variables to capital structure a,nd performance. 

In addit,ion, in t,he st,udy of capit,al struct,ure, t,he causalit,y bet,ween performance t,o debt, policy 

wa.s assumed. 

Wit,h respect, t,o capif,al struct,ure and performance, previous st,udies document, causalit,y 

may run both from performance t,o debt, rat,io, and from debt, rat,io t,o performance. The capit,al 

structure theory s.uggests tha,t hitgh profitability firms depend less on debt simply because they 

(
 

( ~) ) have enough inf,ernal funds Myers and Majluf 197( . Debt, a.ffecf,s performance posit,ively 

because it reduces free cash flow (Jensen (1986 ) and provides monitoring on ma,na=gement 
)
,
 

(
 
)
 

(Jensen and Meckling 1976) . Debt may a,fi:ect performance ne~)cratively since it increases the 

firm's fina,ncial distress. 

In a similar vein; reverse of the causality from performa,nc.e to the board mechanism is also 

(
 
)
 

posq*ible. For example, Eisenberg et al. 1998 argue that firms adjust their boa,rd size in response 

to profitability. Additiona,lly, boa.rd cornposition may be affec.ted by other control factors such 

as ownership. Controlling shareholder-dominated boa,rds may be the outcome of the presence 

of controlling shareholders in the firms. 
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The int,erdependence among the variables may be po*.,s_ible beca.u~*e they are simult,a,neousl"v 

within the firm. However whether ownership structure, capita,1 _~tructure; ~50'overnance mecha-

nisms and performance are det,ermined endogenously is ult,imately an empirical quest,ion. More 

work is needed to analyse the.se issues. If the variables a,re interrelated, simultaneous equations 

is the appropriat.=e methodology to analyze the problem. 

Second: a, time-series and cross-sectional analysis shauld improve the understa,nding of Thai 

firms. Pa,nel data, will allow us to analyze the dynamic response of capital structure and per-

formance to agency variables through time within firms as ~~'ell as across firms. This w~ill a,dd 

additional informa,tion and a,110ws stl:onger conclusions than the res-ults derived from use of a 

static cross-sectional model. 

The disserta,tion investigra,tes three ma,in important a,spects of firms. There are at least 

another two important decisions ma,de in the flrm~ namely investment dec,ision and dividend 

policy that are not yet well understood. 
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