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Abstract 

This study investigates the relationship between firm performance and institutional 

ownership in Sweden. This study contributes to the ongoing debate between researchers 

regarding the potential benefit of institutional owners through increased monitoring 

capabilities. A panel data analysis and a fixed effects model estimated with generalized least 

squares is utilized to investigate the relationship between performance and ownership structure, 

controlling for firm size, foreign ownership, leverage and return on equity. While having a 

strong theoretical foundation no correlation is found between institutional ownership and firm 

performance. This is true even when institutional owners are further divided into pressure-

resistant and pressure-sensitive owners. This study indicates that institutional ownership has no 

impact on firm performance. These findings are consistent with similar studies performed in 

other Nordic countries. 
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I. Introduction 

The connection between ownership and firm performance is a long and ongoing debate, 

especially in the corporate finance literature (Demsetz & Villalonga, 2001). Previous research 

confirms that institutional ownership affects firm performance and that the intrinsic nature of 

different institutions affects firm performance differently (Chen et al, 2007; Cornett et al, 2007; 

Bhattacharya & Graham, 2009; Elyasiani & Jia, 2010).  

The effect on performance for publicly listed firms depends on factors such as institutions 

investment horizon, relationship to the firm and ownership stakes. Defined as operating 

financial performance, Cornett et al (2007) suggest that higher institutional investments, 

number of unique institutional owners and stockholdings impacts the industry adjusted return 

on assets for firms in the S&P 100 between years 1993 through 2000. Increase in operating 

performance can be explained by the increased monitoring of corporate managers (Cornett et 

al, 2007).  

Building on the notion that institutional ownership impacts financial performance, 

Elyasiani and Jia (2010) finds a positive relationship provided that institutional owners’ 

stockholding and vote control remains stable over time. The implication for this conjecture is 

that with a long-term perspective, institutions improve firm performance by decreasing 

information asymmetries and developing the incentive-based compensation for executives as a 

result strengthening the pay-performance link. In addition, Bhattacharya and Graham (2009) 

report that even distributions between the largest institutional owners results in an increase in 

contestability.  

This leads to an augmented situation between institutions to optimize decision outcomes, 

which might positively impact both firm value and financial performance, e.g. Tobin’s Q and 

ROE. Furthermore, Chen, Harford and Li (2007) suggest that independent long-term 

institutions help influence management in making better acquisitions, thus increasing the value 

of the company that is monitored. Evidence is presented that institutional owners will monitor 

rather than trade for short-term profits (Chen, Harford & Li, 2007) This benefit both incumbent 

shareholders but also the institutions.  

On the other hand, the performance effects are not all positive. According to Mallorquí 

and Santana (2011) an institution is dominant in terms of ownership stakes when the firm value 

is affected negatively. When a bank in particular is the dominant owner it will reap private 

benefits by disregarding the interest of minority shareholder. This also holds true for dominant 

investment funds, which will not take an active part in the business but instead sell their stakes 

when the financial performance declines.  
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Institutional investor incentives for monitoring and to be an active part of the corporate 

governance mechanisms are to reduce their portfolio risk. However, Roberts and Yuan (2010) 

finds that at high levels of institutional ownership concentration the institutions have a 

tendency to increase the cost of loans due to the agency costs of debt. Nonetheless, companies 

with institutional shareholders generally pays significantly lower borrowing costs compared to 

companies without institutional shareholders (Roberts & Yuan, 2010).  

In Sweden and other parts of the world the degree of institutional ownership is vastly 

greater than private ownership (Sjöström, 2010). Moreover, Sjöström (2010) argues that 

institutional owners in Sweden represent the majority of ownership on the Stockholm Stock 

Exchange, and that foreign owners are overrepresented by institutional owners. The Swedish 

trade union confederation (LO) is concerned and argues that institutional owners are not 

interested in taking an active part as owners, instead LO refer to institutional owners as short-

sighted. This is because LO believes that institutional investors rather would relinquish their 

voting rights in favor of short-term returns (LO, 2001). LO (2009) suggests that institutional 

owners lack a deeper connection other than the shares that are owned, and that financial 

performance is valued over, for example production and production knowledge (LO, 2001; 

Sjöström, 2010). This is why institutional owners frequently are referred to as faceless owners. 

Furthermore, deregulations and increased foreign and institutional ownership has resulted in 

fundamental change in the Swedish tradition based on a combination of strong controlling 

family owners combined with an egalitarian wealth policy. This creates a seemingly unstable 

system where the controlling families now are relatively light in capital, consequently putting 

the controlling families at the risk of being relegated to a passive role in corporate governance 

(Henrekson & Jakobsson, 2005). The fact that different owners have different goals, e.g. profit 

horizons. From this it is possible to extrapolate that LO’s (2001) concerns are valid, at least to 

some extent. If the controlling families or other previously major shareholders are being 

replaced by institutional owners, and if the effects of institutional ownership are unclear, then it 

is obviously important to investigate this phenomenon to a further extent.   

On the other hand, Celik and Isaksson (2013) state that investors are expected to monitor 

firm performance and try to allocate capital effectively. There is also a clear connection 

between ownership, control and monitoring which origins in the principal agent problem as 

presented by Eisenhardt (1989) trying to map the problematic relationship between owners and 

managers. This is according to Celik and Isaksson (2013) the reason why shareholders, 

institutional or not, will not only monitor their investments but they will actively participate in 

corporate governance if they have the ability to do so.  

2



Hjelm&and&Sundin&& Uppsala&University& VT62016&

&

In addition to this, Celik and Isaksson (2013) also state that shareholders, whom do not 

exercise their rights to monitor and influence their investments, are inadequately equipped in 

terms of helping the wider economy. Instead they are merely a simple capital injection. This is 

not just theoretical and it is valid under the assumption that investor participation and 

monitoring are associated with costs and that different owners indeed have different goals. This 

could also be one of the reasons why it is possible to see different degrees of participation in 

corporate governance and monitoring of firm performance (Celik & Isaksson, 2013).    

The political climate in Sweden in the 1970s led to what could be described as an attack 

against the Swedish ownership model in the form of wage earner funds (Henrekson & 

Jakobsson, 2005). The idea was to give the trade unions privileged equity issues in order to 

gradually give them control over companies, and in the long run, the entire business sector. The 

issue eventually exposed Swedish firms to large groupings of foreign investors (Henrekson & 

Jakobsson, 2005).  

Furthermore, in year 2000 a multi-tier pension system was introduced where 2.5% of 

total 18.5% paid by employers for future pensions would go to premium pension funds. This 

change drastically increased institutional owners; especially pension funds participation in the 

stock market (Giannetti & Laeven, 2009). While seemingly a step towards the Anglo-Saxon 

model, a big difference is that the Swedish market is dominated by relatively few funds, often 

tied to the government, effectively moving back towards the same concept as the wage earner 

funds (Henrekson & Jakobsson, 2005).  

Building on this debate, the aim of this paper is to investigate the relationship between firm 

performance and institutional ownership. This study is performed within a Swedish context as 

most of the previous research is performed outside the Nordic region where ownership models 

are slightly different. 

Disposition 

The remainder of this study is structured as follows. Section II presents theoretical 

foundation relevant to this study. First contextual concepts based on both the Nordic and 

Swedish environment are presented. Then the relationship between institutional ownership and 

performance is presented as two hypotheses. Section II continues with an emphasis on 

monitoring and its related costs and ends with two more hypotheses that represent the 

relationship between two kinds of institutional owners, namely pressure-resistant and pressure-

sensitive owners. Section III presents how the study is performed with logic methodical 

reasoning. Results and discussion are presented in Section IV. The study ends with concluding 

remarks and suggestions for further research in Section V.  
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II. Related literature and development of hypotheses 

Corporate governance in the Nordic countries 

The Corporate governance in the Nordics is similar to the Anglo-Saxon and continental 

Europe in many aspects; however, the corporate governance committees of Denmark, Finland, 

Iceland, Norway and Sweden (2009) argue for nine characteristics that make the Nordic 

countries stand out. A lot of power is given the general meeting of shareholders (1). There are 

shares with multiple voting rights, serving as an ownership control enhancing mechanism (2). 

Strong minority protection through adjusts for the relative balance of power against major 

shareholders through regulations regarding decisions made at the general meeting (3). Effective 

and far-reaching individual shareholder rights further strengthen this protection. 

Non-executive boards constitute an important part of Nordic corporate governance, 

shareholders must elect at least half of the board members and the same person may not be 

chairman of the board and CEO at the same time (4). Extensive use of board committees is 

another characteristic encouraged by Nordic corporate governance codes, including audit and 

compensation committees (5). Auditors are appointed by and accountable to the shareholders 

rather than the company, including reviewing the board’s management of the company (6). 

The active role of major shareholders is of particular importance for this research. It is 

very common for listed companies to have one or a few controlling shareholders who take an 

active part in governing the company (7). This involvement extends beyond participating in 

annual general meetings, and not seldom into the boardroom. While the view of ownership 

involvement in corporate governance is positive there are strong regulations preventing misuse 

of that power. This enforces the duty of the board to work in the best interest of the company 

and its shareholders (8). Finally Nordic countries have adopted a high standard of transparency 

towards their shareholders, ranking top positions in the European Commission’s information 

disclosure study (9). 

Building on the Nordic perspective, it is possible to look at the research done by 

Bhattacharya and Graham (2009) in Finland on public listed firms and the implications of 

institutional ownership on performance. Bhattacharya and Graham (2009) do not find any 

significant relationship in regards to the impact of institutional ownership on performance. A 

significant relationship is found between performance and equal distribution of voting powers 

between the largest shareholders (Bhattacharya & Graham, 2009). 

Corporate governance in Sweden 

The differences between the Nordic countries and Anglo-Saxon capital markets 

notwithstanding there are further differences to the Swedish market that need to be addressed. 
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Shleifer and Vishny (1986) argue that monitoring management and performance is something 

that is done by the largest shareholders. In Sweden this can often be a family owner, a notion 

confirmed by the Nordic Corporate governance boards (2009). Shleifer and Vishny’s (1986) 

research implies small institutional ownership to be obsolete. This could of course be due to the 

high costs of monitoring and maybe even a reward that is too low in relation to said costs. This 

would suggest that institutional, and other small owners do not have enough skin in the game to 

make it worth their while to monitor and actively participate in corporate decisions. These 

arguments are in line with the report by LO (2001) arguing that there is no mandate for pension 

funds or institutions to use their voting rights at the general meetings.  

Henrekson and Jakobsson (2005) debate the weakness of the Swedish ownership model 

and the increasing takeover of foreign investors as well as both state and corporatist pension 

funds. How these new owners will impact the market remains to be seen. While not 

contributing to the research of institutional ownership and its impact on firm performance per 

se, Giannetti and Laeven (2009) do find a positive correlation between institutional ownership 

and company value on the Swedish market. On one hand their study specifically targets pension 

funds and no other types of institutional owners. On the other hand, they do confirm the 

importance of both control and monitoring in terms of pension funds having a positive impact 

on firm value. It is possible to argue for a connection between firm value and firm performance, 

at least to some extent. 

Institutional owners’ and their participation in corporate governance 

Different owners might take a different approach to corporate governance, but what 

happens when institutional owners decide to take a more active part in governing a company? 

Chen et al (2007) suggest that the net benefit of monitoring increases with increased 

institutional ownership. Company performance should, at least in theory take a turn for the 

better with increased monitoring. This could possibly suggest a long-term rather than a short-

term ownership. 

Smaller institutional ownership in a firm would point towards a short-term perspective 

and a stronger focus on trading (Chen et al, 2007). Pension funds often hold portfolios of a 

relatively great size with fewer shares in each company, and can end up with high monitoring 

costs should they decide to take an active role in governing their whole portfolio (Bushee et al, 

2014). Owning a smaller amount of shares in a firm could possibly help with faster liquidation, 

and faster liquidation could decrease the incentive to monitor, at least to some extent. 

Studies by Demirag (1998), Maug (1998), Coffee (1991) and Bhide (1994) argue that 

institutions often opt for the latter type of ownership because of the short-term profit desire. 
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This desire could outweigh the benefits of long-term ownership and monitoring. Institutions 

that have preserved relatively large stakes in a company for at least one year will often 

concentrate on monitoring activities, thus showing little or no emphasis on short-term trading. 

This does not mean that institutions cannot focus on a short-term profit even though large 

stakes are owned in a firm (Chen, Harford & Li, 2007).  

Nevertheless, larger institutional ownership indicates a longer time horizon, which is 

brought up by Maug (1998) who also argue that high institutional ownership makes company 

shares less marketable and increasing the time period shares are held. This could create an 

incentive for institutions to monitor companies they own a substantial amount of shares in. 

These findings are in line with Grossman and Hart (1980) who find that only large 

shareholders, such as institutional owners, can achieve satisfying benefits from the rather costly 

process of monitoring. However, these benefits and the owners’ willingness to influence 

managers are contingent on the size of the institutional ownership (Maug, 1998). Similar results 

are also found by Chen et al (2007) and Shleifer and Vishny (1986).  

Evidence presented by Demiralp et al (2011) suggests that institutional monitoring has a 

positive effect on company performance. Their study is performed United States on US 

publicly traded firms and operating performance improvements related to increased 

institutional ownership, which can be traced up to three years after the increase.  

There are several studies indicating a positive impact of institutional ownership and 

subsequent monitoring on firm performance. However, there are also arguments to the 

contrary. While finding a positive relationship between institutional ownership and 

performance, Duggal and Millar (1999) fail to reach significance regarding institutional 

owners’ and their superior monitoring capabilities. Demsetz and Lehn (1985) argue that 

ownership concentration is dependent on rather specific factors and when these factors are 

accounted for, no correlation between ownership concentration and performance can be found. 

This is linked to monitoring and also to the principal agent problem (Eisenhardt, 1989), if the 

need for monitoring and control was disrupted by perfectly aligning labour market, managerial 

and shareholder interest, then monitoring and control is at least questionable or worse. 

These findings seem to confirm the efficiency declination hypotheses, stating that 

institutional owners are incapable of monitoring managers on account of passivity, conflicts of 

interests or legal constraints (Duggal & Millar, 1999). It is also stated that institutional 

investors have a myopic, shortsighted goal with their investments seeking only to meet 

quarterly quotas. This view is confirmed by previous research (Demirag, 1998; Maug, 1998; 

Coffee, 1991; Bhide, 1994). The argument regarding legal constraints is however not the same 
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in the Nordic countries as in the US, where these studies are performed. This could have an 

effect on the hypothesis.  

  Research by Chung and Zhang (2011) suggests that a higher share price will attract 

institutional investors, but studies also show that corporate governance has become an 

increasingly important gauge for institutional investors (Chung & Zhang, 2011).  

Bushee et al (2014) suggest that institutional investors that are large or have a preference 

for growth-firms are likely to invest in firms that have what is described as a better corporate 

governance mechanism. Furthermore, their implications suggest that institutions with a long-

term investment perspective and a small-cap investment strategy are likely to lean their 

portfolios in the direction of firms with a relative strong shareholder protection as well as the 

avoidance of block holders. They also suggest that better corporate governance in many ways 

could be regarded as a lower risk investment. If bad governed companies are regarded as high-

risk investments, or at least higher risk than a well-governed company. Then it is possible to 

argue that the fiduciary nature of institutional ownership is a viable indicator of a well-

governed company. This assumes that organizations such as banks, insurance companies and 

pension funds are more careful and cautious with their investments (Chung & Zhang, 2011; 

Bushee et al, 2014). 

This could in turn indicate that a well-governed company requires less monitoring of 

management and performance. Not that monitoring necessarily would be bad, but taking the 

cost versus reward relationship into account it would make more sense to invest in a company 

that does not require close monitoring (Chung & Zhang, 2011; Bushee et al, 2014). These 

arguments do not necessarily constitute a hindrance to this study, as this is primarily only true 

for short-term owners. Firms with higher levels of institutional ownership, which is the focus of 

this study, give owners powerful incentives for monitoring (Maug, 1998).   

Based on the findings above it is possible to hypothesize that there should be a similar 

relationship evident in the Swedish context.  

 

 

H0a: There is no relationship between institutional ownership and firm performance1. 

 

H1a: There is a relationship between institutional ownership and firm performance2. 

&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
1 !!!:∆ !

! ! = !!!!
!!!!

− !!
!!
= 0 The null hypothesis describing that the change in the price to book ratio is not 

dependent on the change in the ownership vector !, yielding an effect =0. 
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Monitoring with or without pressure 

By accepting a possible relationship between institutional ownership and the cost of 

monitoring (that the cost of monitoring will decrease as institutional ownership increases), then 

the thought of economies of scale in terms of monitoring is not that far-fetched (Silberston, 

1972; Chen et al, 2007). With increased ownership it is most likely easier to access top 

management as well as the board of directors.  

This relationship does not hold true for all institutional owners, this is apparent when 

looking in studies such as Brickley et al (1998), Chen et al (2007) and Cornett et al (2007).  In 

mentioned studies the authors divide institutional owners into pressure resistant and pressure 

sensitive owners. Pressure sensitive owners are defined as institutional owners with either a 

current or potential future business relationship to the company (banks, insurance companies 

etcetera). The definition of Pressure resistant owners, on the other hand, is that they do not have 

any business relationship to the company in which they invest (mutual funds, pension funds 

etcetera). The term pressure sensitive respectively pressure resistant describe that type of 

owners’ eagerness or reluctances to exert pressure on the management.   

The connection to the cost of monitoring is an easy concept to grasp in the sense that 

pressure-sensitive institutions have a higher cost of monitoring than pressure-resistant 

institutions. Increased institutional ownership over a longer period of time could therefor 

increase the benefits of monitoring. This could be rooted in the notion that increased ownership 

together with a long-term perspective can increase the influence, or at least the potential 

influence the institutional owner can have on the firm it has invested in (Chen et al, 2007). 

With more and hopefully positive influence on management it is possible to see a connection to 

financial benefits (Chen et al, 2007). Long-term investments will also have the potential to 

increase the amount information that can be utilized. Information is obviously crucial and 

institutional investors benefit greatly from trading when having access to superior or high 

quality information. This could for example be valid in regards to the decision whether an 

owner should sell or buy additional shares in a firm (Chen et al, 2007). 

Elyasiani and Jia (2010) confirm a positive relationship between performance and 

institutional ownership for both pressure-resistant and pressure-sensitive institutions, with a 

&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
2, !!!:∆ !

! (!) ≠ 0 The null hypothesis describing the change in the price to book ratio as a function of vector !, 

which contains all ownership structures used in equation (1) and (2). The null hypotheis states that the change in 

the dependent variable is a consequence of the ownership vector, yielding an effect ≠ 0 
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larger effect for the former. This is partly in line with the findings of Cornett et al (2007), who 

find a significant relationship between firm performance and the number of shares owned by 

institutions. However, in their study, the relationship does not hold true for all institutions. 

Indeed, only firms with no present or potential future business relationship with the firm, 

pressure-resistant firms, have any impact on performance that can be confirmed in their study. 

This indicates that, for example public pension funds have a positive effect on performance 

whereas a bank does not, at least not to the same extent. If institutional owners have a business 

relationship with a firm, then they probably are less willing to challenge decisions made by top 

management (Brickley et al, 1998; Chen et al, 2007; Cornett et al 2007).  

Pressure-resistant companies, for example, public pension funds are viewed as 

independent as they do not seek relationships with the firm they invest in, again, at least not to 

the same extent as pressure-sensitive institutional owners (Brickley et al, 1998; Chen et al, 

2007; Cornett et al 2007). Thus, independent owners face a lower cost of monitoring as they do 

not have any business relationships to lose or at least risk losing in the same way as pressure-

sensitive institutional owners (Brickley et al, 1998; Chen et al, 2007; Cornett et al, 2007).  

Chen et al (2007) also argue for a difference in costs based on long-term versus short-

term shareholding. Institutional owners with long-term shareholding will have greater 

knowledge about the firm they have invested in. This could allow for lower costs in comparison 

to the short-term investor. Based on these findings a similar relationship between pressure 

resistant and/or pressure sensitive institutional owners and firm performance should be present 

in the Swedish market, leading to the second hypothesis: 

 

H0b: Neither pressure resistant nor pressure sensitive institutional owners effect firm 

performance3.  

H1b: Pressure-resistant institutional owners have a greater impact on performance compared to 

pressure-sensitive institutional owners4. 

  

&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
3 !!!:∆ !

! ! = !!!!
!!!!

− !!
!!
= 0,!The null hypothesis describing that the change in the price to book ratio is not 

dependent on the change in the ownership vector!!, yielding an effect = 0. 
4 !!":∆ !

! (!) ≠ 0, The alternative hypothesis describing the change in the price to book ratio as a function of 

vector !, which contains all ownership structures used in equation (3) and (4).  The null hypothesis states that the 

change in the dependent variable is a consequence of the ownership vector!!, yielding an effect ≠0   
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III. Method 

Following the study of Batcharaya and Graham (2009) this study investigates to what 

extent company performance is affected by the degree of institutional ownership in publicly 

listed companies on NASDAQ OMX Stockholm Large Cap. Two tests are performed to verify 

two different aspects. The first tests the effect and discrepancy between institutional capital and 

institutional vote on company performance.  

Instead of using a Herfindahl index for voting power concentration in line with 

Batcharahya and Graham (2009) this study tests the effect that ascends when there are 

discrepancies between capital control and vote control, which is the case with dual class 

shares.5 The second test in this study considers how the characteristic of different institutional 

ownership affects firm performance. In line with previous research by Cornett et al (2007), 

Bhattacharya and Graham (2009) and Elyasiani and Jia (2010) the second system tests the 

effect on performance when institutions are divided into pressure sensitive and pressure 

resistant owners.  

For the purpose of analyzing the potential difference in performance between institutional 

and other kinds of ownership, four regression models are created. To effectively estimate a 

regression model a number of tests are performed to determine which one to be used. The data 

consists of both cross-sectional and time series data organized into a longitudinal panel. Both 

F-test for the presence of fixed effects6 and Breusch-Pagan LM test7 are performed individually 

in order to evaluate if a fixed or random effects model is better suited to estimate the models 

compared to pooled OLS (Breusch & Pagan, 1980).  

The Breusch-Pagan LM tests also measure whether or not there is heteroscedasticity 

between the variables. Since P is <0.05 for all equations the null hypothesis is rejected. The 

dataset is of heteroscedastic nature. To mitigate panel-wide heteroscedasticity this study utilizes 
&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
5 To orderly assess Batcharaya and Graham’s (2009) method in relation this study a subset of data is used to 
measure vote concentration and vote differences by using a Herfindahl index. The Herfindahl index is traditionally 
used to detect antitrust behavior; such as oligopolies etcetera (Matsumot, Merlone, & Szidarovszky, 2012; Fox, 
1982) can be applied on voting differences and concentration. This is executed by calculating the logarithm of the 
sum of squares of the divergence between the largest and second largest owner, and the second largest and third 
largest owner. However none of the Herfindahl variables held significance, all other variables equal. Also, the 
alterative testing limited the data sample to 175 observations, why these results are not presented.  
6 Results from the Ftests for presence of fixed effects: 
Eq1. F(59, 405) = 1.41 , Prob > F = 0.03. ;  
Eq2.  F(59, 405) =  1.37 , Prob > F = 0.04.;  
Eq3.  F(15, 405) = 1.38 , Prob > F = 0.04. ; 
Eq4.  F(15, 405) = 1.39 , Prob > F = 0.03. 
7 The results from the Breusch-Pagan LM test is presented as Chi2(degrees of freedom)=statistical value (p-value): 
Eq1. Chi2(15)=1044.59 (p=0.0000);  
Eq2. Chi2(14)=968.83 (p=0.0000);  
Eq3. Chi2(15)=979.45 (p=0.0000);  
Eq4. Chi2(15)=995.91(0.0000). 
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(1.0)&

(2.0)&

binary year dummies, which are included in equations (1-4). To decide between random or 

fixed effects model8 a Hausman test is performed. The null hypothesis is rejected in all 

equations in favor of the fixed effects model.  

Even though there are discrepancies between the independent variables they still suffer 

from multicollinearity. As a consequence the variables are tested individually, yielding four 

equations instead of two where equation (1) and (2) test the first hypothesis whilst equation (3) 

and (4) test the second hypothesis.  Equation (1) captures the effect on the price to book ratio 

against the amount of institutional capital control and foreign capital control plus control 

variables.  

 

Δ!! = !!! + !!!"#$%$&$%'"()!!"#$%"&!!"#$%"& + !!!"#$%&'!!"#$%"&!!"#$!"# + !!!"#$%&

+ !!!"#"$%&" + !!!"# + !!!"#$!$%$!&"'(!!"#$%"&!!"##$
+ !!!"#$%&'!!"#$%"&!!"##$ + ! 

 

 

Equation (2) tests the effect on the change in price to book value against institutional votes and 
foreign votes plus control variables.  
 

Δ!! = !!! + !!!"#$%$&$%'"()!!"#$!!"#$%"& + !!!"#$%&'!!"#$!!"#$%"& + !!!"#$%&

+ !!!"#"$%&" + !!!"# + !!!"#$!$%$!&"'(!!"#$!!"##$
+ !!!"#$%&'!!"#$!!"##$ + ! 

 

Institutions are divided into pressure sensitive and pressure resistant institutional owners 

(Cornett et al, 2007; Bhattacharya & Graham, 2009; Elyasiani & Jia, 2010). Pressure sensitive 

owners include institutions that have a present or potential future business relationship with the 

firm, for example a bank or an insurance company. Pressure resistant owners include, for 

&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
8&Results from the Hausman test for equation 1-4. At a 95% significance level the cut-off value for rejecting the 0 
hypothesis is 0.05: 
Eq1.Chi2(15)=(b-B)'[(V_b-V_B)^(-1)](b-B)= 47.12, Prob>chi2 =  0.0000.;  
Eq2.Chi2(15)=(b-B)'[(V_b-V_B)^(-1)](b-B)= 26.12, Prob>chi2 =  0.0250.  
Eq3.Chi2(15)=(b-B)'[(V_b-V_B)^(-1)](b-B)= 38.38, Prob>chi2 =  0.0008.;  
Eq4.Chi2(15)=(b-B)'[(V_b-V_B)^(-1)](b-B)= 40.01, Prob>chi2 =  0.0005 
 
 
 
&
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(3.0)&

(4.0)&

example pension funds and mutual funds with no probable business relationship with the firm. 

A classification of the above variables is made into both vote and capital controlled. Just as the 

previous equations (1) and (2) multicollinearity is found between capital rights and votes for 

pressure sensitive and pressure resistant owners. As a consequence the variables are tested 

individually with the same control variables as in equations (1) and (2). This is in line with the 

method of Cornett et al (2007), Bhattacharya and Graham (2009) and Elyasiani and Jia (2010). 

Equation (3) tests how pressure resistant and pressure sensitive owner capital rights 

affect the change in the price to book ratio with control for lnsize, leverage, and return on 

equity and dummy variables for ownership control exceeding 20%.  

 

Δ!!! != !!!! + !!!"#$$%"#!!"#$#%&'%!!"#$%"& + !!!"#$$%"#!!"#!$%$&"!!"#$%"&!+ !!!"#$%&

+ !!!"#"$%&" + !!!"# + !!!"#$#%&'%!!"#$%"&!!"##$
+ !!!"#$%&%'"!!"#$%"&!!"##$!+ ! 

 

Equation (4) contains the same control variables and the independent variables are 

substituted with pressure resistant and pressure sensitive votes.  

 

Δ!!! !!= !!!! + !!!"#$$%"#!!"#$#%&'%!!"#$% + !!!"#$$%"#!!"#!$%$&"!!"#$% + !!!"#$%&

+ !!!"#"$%&" + !!!"# + !!!"#$#%&'%!!"#$!!"##$
+ !!!"#$%&%'"!!"#$!!"##$!+ ! 

 

In line with Cornett et al (2007) all equations are tested in different time periods to see if the 

possible monitoring effects of institutions take time to achieve. This is executed by forwarding 

the dependent variable 1, 2, 3 and 4 years in contrast to the ownership variables who are held at 

time 0. The reasoning behind this operation is that institutions that buy stakes in t0 cannot affect 

the performance measurement until the next time period, t1.  

&
Dependent and explanatory variables 

Two commonly used performance measurements in research regarding institutional 

ownership are ROE and Tobin’s Q (Cornett et al, 2007; Bhattacharya & Graham, 2009; 

Elyasiani & Jia, 2010). The method of this study is in line with Bhattacharya and Graham 

(2009) and Tobin’s Q is deemed to be the best fit. The value of Tobin’s Q is obtained by 

dividing the total market value of equity and liabilities with the book value of total equity and 
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liabilities (Holmes & Maghrebi, 2015). If the quota is higher than one (1) the market value 

exceeds the recorded value of the company’s total assets. This implicate that the market values 

some unmeasured assets that the company possesses. However, since the implementation of 

IAS 39 in 2006 the book value of liabilities is valued through the market. Tobin’s Q is based on 

the quota between market value of equity and market value of liabilities through book value of 

equity and book value of liabilities. Consequently one divided by one. The formula is rewritten 

and interpreted as price to book ratio9. The relation is illustrated in equation (5): 

 

!"#$!!!" = !!"#$%&!!"#$%!!"!!"#$%& +!"#$%&!!"#$%!!"!!"#$"!"%"&'!""#!!"#$%!!"!!"#$%& + !"""#!!"#$%!!"!!"#$"!"%"&' !

⇒ !!"#$%&!!"#$%!!"!!"#!"# + 1!""#!!"#$%!!"!!"#$%& + 1 = 

⇒ !
! 

 

To assess how institutional ownership will affect P/B this study looks at the change in in 

P/B rather than the P/B-itself. The dependent variable is defined as the relative change in the 

ratio between year (1) and year (0), described in equation (6). As a consequence the first year in 

the data sample is omitted.  

∆!! =
!!!!
!!!!

− !!
!!

 

While not a variable directly associated with corporate governance, firm size has shown 

to be of importance by Duggal and Millar (1999) and it is used in several similar studies such 

as Cornett et al (2007) and Elyasiani and Jia (2010). Previous research adjust the variable by 

using a proxy as there are very large differences in size between firms which can have a 

detrimental effect on the coefficient. In this paper the natural logarithm of book value of total 

assets is used as a proxy in line with Elyasiani and Jia (2010), Cornett et al (2007) and 

Demiralp et al (2011) see equation (7).  

 

!"#$%&(!) = Ln(!""!"#$%&!!"!!"!#$!!""#$"(!))! 
 

&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
9&Price to book ratio is a measurement that explains how the market values a company’s abilities, and the 
difference between the recorded value of assets and the market price reflects how investors view company 
performance (Branch et al, 2014).&

5.0&

7.0&

6.0&
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Another common argument in the debate is the impact of foreign owners (Henrekson & 

Jakobsson, 2005), which is why it is included as a control variable in equation (1) and (2).  The 

variable is defined with the same method as institutional ownership, which is adding votes or 

capital rights belonging to foreign owners divided by total votes or capital rights.  It is mainly 

used in equation (1) and (2) to investigate what affects more, institutional ownership or foreign 

ownership. However, Foreign ownership is not included in equation (3) or (4) since those 

equation's purpose is to investigate whether different kinds of institutional ownership affects 

firm performance or not.  

The leverage variable serve as a proxy for insider ownership, it is theorized that high 

insider ownership may increase leverage since owners with substantial controls may increase 

debt in relation to equity in order to maintain high ownership stakes (Bhattacharya & Graham, 

2009). However there could also be a negative correlation between leverage and performance 

(Bhattacharya & Graham, 2009). Furthermore Elyasiani and Jia (2010) use leverage as a proxy 

for firm risk. On this foundation leverage is included as a control variable in the model as it is 

hypothesized to have an impact on performance. It also serves a purpose of controlling against 

corporate tax shields which is especially useful when using Tobin’s Q/ price to book ratio as a 

proxy for performance as tax shields can inflate their values (Craswell, 1997). The leverage 

ratio is calculated as debt/total assets and can be seen in equation (8): 

 

!"#"$%&"! =
!"#$!

!"#$%!!""#$"!
 

 

 

Previous research by Bhattacharya and Graham (2009) suggests that institutions 

consistently invest in firms that have a previous record of solid financial performance. The 

price to book ratio is interlinked with return on equity in valuations models and this is why 

ROE is used as a control variable and an illustration can be shown in equation (9): 

 

!"#! =
!"#!!"#$%&!!

!ℎ!"#ℎ!"#$%&!!"#$%&!
! 

  

Grossman and Hart (1980) and Maug (1998) implicate that only large owners will benefit 

from monitoring. As a consequence several dummy variables are used for when a single 

institution, pressure sensitive institution, pressure resistant institution or foreign owner, owns 

8.0&

9.0&
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more than 20% capital or voting rights in a firm (see: equation (1)-(4)). The controlling owner 

variable should have a positive relationship with firm performance especially since high 

amounts of institutional ownership indicate a long-term perspective.  

Data 

The longitudinal panel is structured so that each firm has 12 annual observations. Eight of 

the variables are described as percentages of the total ownership structure (IOC, IOV, RC, RV, 

SC, SV, FOC, FOV). They all have low variance and there has been no need for data cleaning 

in form of winsorizing on those variables. This is also true for leverage and the natural 

logarithm of firm size. The data set spans over the years 2006-2014, covering many different 

fluctuations and legislative changes in the world economy. Therefore ROE and ΔP/B has a high 

volatility with plenty of extreme values, and in order to mitigate this problem a winsorizing is 

performed at a 2.5% level. Furthermore, a normality test is executed too see if the data is 

subjected to skewness or kurtosis. After winsorizing the variables ROE and ΔP/B, all 12 

variables fail to reject H0 , which implicate a normal Gaussian distribution.   

 

 

Operation Ownership structures Unique owners 

Raw data sample 971,320 N/A 

Exclude 2005 -68,669 N/A 

Less than 1% -578,619 6,821 

Remove non 

institutions -223,595 2,124 

Final ownership 

sample 100,437 769 
Table 1. This table describes the filtrations made to reach the final institutional  

ownership structure. 

 

The data used in this study is derived from two different sources. The first source is 

Thompson Reuters Datastream. The original sample from Datastream contains 5 variables 

(book value of total assets, market value of total assets, total liabilities, total equity and the 

price to book ratio) on all companies listed at either the Small Cap, Mid Cap or the Large Cap 

segment during periods 2005-2014 on the NASDAQ OMX Stockholm stock exchange. The 

variables for this study are extracted for the years 2006-2014 with one yearly observation per 

December 31st. This study will only study the Large Cap segment of the NASDAQ OMX 
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Stockholm stock exchange. The final data sample from Datastream contains 518 observations 

distributed over 73 Large Cap companies, where (1) observation represents all available 

variables (unbalanced data sample from datastream) for (1) large cap company during (1) year.   

The ownership data is collected from a database owned by Modular Finance, previously 

known as SIS Ägarservice and the first data set consists of 971.320 rows of specified owners. A 

row in the raw data file is in this case defined as (1) owner’s ownership stake during (1) year in 

(1) of the 73 large cap companies. These rows are divided over ten years on all Large Cap 

companies listed on the NASDAQ OMX Stockholm stock exchange.  

The first operation excludes year 2005 since a majority of the companies have poor data 

quality or data missing. This filtration yields 902,651 rows of ownership data with thousands of 

unique owners.  The second filtration excludes all owners with less than 1 percent voting or 

capital stake in a firm. Remaining is 324,032 rows and 2124 unique owners dispersed among 

all 73 companies. At this stage 100,437 rows of data remains. A filtering is done to remove all 

owners that do not classify as institutions. Institutions are divided into either pressure sensitive 

or pressure resistant owners in line with Batcharaya and Graham (2009). After excluding 

irrelevant owners there are 769 unique institutional owners left. After merging the two data sets 

657 observations structured in an unbalanced longitudinal panel dataset remains. Lastly, to 

compute the change in the price to book ratio limitation formulas are used, leaving out 2006 

since the change is based on year two (2) minus year one (1). The final data sample consists of 

480 observations. 

&
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Descriptive statistics 
      Percentiles           Statistics     

  1% 25% 50% 75% 99% Min  Max Std.Dev Mean Variance N 
ΔP/B -4.56 -0.32 0.11 0.63 6.68 -9.75 25.69 2.34 0.24 5.49 539 
IOC 0 0.02 0.38 0.47 0.70 0 0.79 0.16 0.36 0.02 615 
IOV 0 0.20 0.37 0.51 0.76 0 0.80 0.20 0.36 0.04 615 
RC 0 0.02 0.07 0.15 0.41 0 0.45 0.10 0.10 0.01 615 
RV 0 0.02 0.05 0.16 0.64 0 0.67 0.15 0.12 0.02 615 
SC 0 0.15 0.24 0.35 0.63 0 0.70 0.13 0.25 0.01 615 
SV 0 0.10 0.21 0.39 0.63 0 0.70 0.16 0.24 0.02 615 

FOC 0 0.04 0.09 0.16 0.60 0 0.86 0.12 0.12 0.01 615 
FOV 0 0.02 0.71 0.16 0.51 0 0.86 0.12 0.11 0.01 615 

Leverage 0.0006 0.33 0.67 1.15 14.2 -20.1 32.1 3.24 1.45 10.5 531 
Lnsize 13.03 16.13 16.87 17.85 19.74 12.46 20.09 1.40 16.9 1.97 568 
ROE -22.2 8.86 15.9 24.1 74.1 -27.1 -24.5 16.5 17.9 272.6 547 

Table 2: This table reports descriptive statistics from our entire data sample for 73 Swedish firms traded in the large cap segment at OMX Stockholm stock exchange. The variables listed in the 
first column are: The relative change in the price to book ratio (ΔP/B), Institutional owner capital (IOC), Institutional owner vote (IOV), Resistant capital (RC), Resistant votes(RV), Sensitive 
capital (SC), Sensitive votes (SV), Foreign owner capital (FOC), Foreign owner votes (FOV), Leverage, Lnsize and Return on equity(ROE). On the first row we present the 1st,5th, 25th, 50th (the 
median), 75th and 99th percentile for each variable. The minimum and maximum value is presented as well as the standard deviation, mean, variance and number of observation (N). 
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Table 2 reports summary statistics for variables used in this research. As mentioned before, the 

dataset is not balanced due to observations missing, specifically in the ΔP/B, leverage, lnsize 

and ROE variables. The study finds that the average change in the P/B ratio across all 73 firms 

is 0.2441 with year as the time unit. After winsorizing the variable has a minimum value of -

9.75 and a maximum of 25.69. The median is in the 50th percentile at 0.11. The volatility in the 

dependent variable becomes apparent by looking at the standard deviation (2.3451) and 

variance (5.4997) in comparison to its mean (0.2441). ROE also exhibits a substantial amount 

of volatility with a variance of 272.6581 and a standard deviation of 16.1523 with a mean of 

17.9830.  The variables FC, FV, IC, IV, RC, RV, SC and SV are based on percentages why the 

minimum is 0. The IOC variable averages at 36.16% of the capital rights and 36.46% of the 

voting rights in the large cap segment of the OMX Stockholm stock exchange. Through years 

2006-2014 the average amount of foreign ownership accounts for 12.94% capital rights and 

11.42% voting rights of the total large cap segment at the OMX Stockholm stock exchange. 

Out data reveals that foreign owners prefer capital rights rather than vote control.  

An interesting anomaly in the data sample is the incongruity between the maximum values 

for resistant capital (41%) and resistant votes (64.6%). Correspondingly, the mean deviates 

with 1.64% between capital rights (10.66%) and votes (12.20%). Leverage and lnsize is fairly 

stable throughout the data sample with low standard deviation in comparison to its min and 

max range. The relative stability in the variable lnsize is a consequence of the fact that a 

company needs to have certain market capitalization to classify as a large cap company. To 

illustrate how the variables correlate to each other a correlation matrix is generated, Table 3. 

By observing the data, the need to test institutional capital and institutional votes individually 

to avoid multicollinearity become apparent. The variables are highly correlated at 0.91. This is 

also true for foreign ownership votes and foreign ownership capital (0.9508), and sensitive 

capital and sensitive votes (0,9334). Pressure resistant capital and pressure resistant capital is 

also highly correlated at 0.8835 but less so than the other type of ownership proxies.  
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Eq.(1)+(Eq.(2)( Eq.(3)+(Eq.(4)(

!! ΔP/B! FOC! FOV! IOC! IOV! RC! RV! SC! SV! Leverage! Lnsize! ROE!

ΔP/B! 1.0000!
! ! ! ! ! ! ! ! ! ! !

FOC! 0.0085! 1.0000!
! ! ! ! ! ! ! ! ! !

FOV! =0.0032! 0.9508! 1.0000!
! ! ! ! ! ! ! ! !

IOC! 0.0175! 0.3232! 0.2966! 1.0000!
! ! ! ! ! ! ! !

IOV! 0.0407! 0.2560! 0.2336! 0.9017! 1.0000!
! ! ! ! ! ! !

RC! 0.0089! 0.1696! 0.0978! 0.5197! 0.4968! 1.0000!
! ! ! ! ! !

RV! 0.0160! 0.0780! 0.0062! 0.4429! 0.5752! 0.8835! 1.0000!
! ! ! ! !

SC! 0.0135! 0.2461! 0.2695! 0.7651! 0.6686! =0.1526! =0.1536! 1.0000!
! ! ! !

SV! 0.0331! 0.2288! 0.2699! 0.6482! 0.6400! =0.2435! =0.2605! 0.9334! 1.0000!
! ! !

Leverage! 0.0401! 0.1044! 0.1560! 0.1462! 0.0978! =0.1397! =0.1238! 0.2744! 0.2317! 1.0000!
! !

Lnsize! 0.0952! 0.3229! 0.2959! 0.0633! 0.1594! =0.3021! =0.1693! 0.3010! 0.3472! 0.2927! 1.0000!
!

ROE! =0.0154! 0.1524! 0.1829! 0.0446! =0.0154! 0.0047! =0.0180! 0.0481! =0.0013! =0.0120! =0.0067! 1.0000!
(
Table 3.!!Correlation matrix for the variables in equation (1)- (4). The variables listed on the first row and first column are: The relative change in the price to book ratio 
(ΔP/B), Foreign owner capital (FOC), Foreign owner votes (FOV), Institutional owner capital (IOC), Institutional owner vote (IOV), Resistant capital (RC), Resistant 
votes(RV), Sensitive capital (SC), Sensitive votes (SV), Leverage, Lnsize and Return on equity(ROE).  The second column describes how our dependent variable, ΔP/B, 
correlates to the rest of the variables. The third column describes the variables used in Eq.(1) and Eq.(2). The fourth column describes the variables used in Eq.(3) and Eq.(4). 
The last column is the control variables used in all equations.   
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IV. Results and discussion 

The results from the fixed effect models used to compute equations 1-4 are presented in 

tables 4-7. Table 4 and 5 accounts for the results from the first hypothesis testing which is that 

the amount of institutional capital rights respectively voting power effects the change in 

performance. Table 6 and 7 reports the results from equation (3) and (4), testing the second 

hypothesis that pressure-resistant institutional owners have a greater impact on performance 

compared to pressure-sensitive institutional owners as measured by the change in the 

performance measurement of this study. The overall results reveals that the control variables 

are the only variables that are significant, thus a deeper explanation of the control variables will 

follow as well as a presentation of each model.  

In table 4 the results from equation (1) are presented. The R2in Equation (1) is 0.25 which 

means that 25% of the variation in the price to book ratio can be explained through the 

variables in equation (1). The F-test for equation (1), in time periods; t+1, t+2, t+3, and t+4 rejects 

the null hypothesis10, which implicate that the R2 is statistically different from 0, constituting 

that the equation holds explanatory power. However, the variables IOC and FOC holds no 

significance in equation (1), which infers that increased capital rights held by financial 

institutions or foreign owners will neither affect the company performance, as defined by the 

change in the P/B-ratio, positive nor negative. These results are in conflict with previous 

research on institutional capital rights effect on performance, where Cornett et al (2007) finds 

that institutions uses their ownership rights to act in the best interest of shareholders, thus 

facilitating a positive effect on the market valuation. Henrekson & Jakobsson (2005) suggests 

that at foreign ownership should have a positive impact on performance, which equation (1) 

also fails to prove. Another factor that is important to consider is that the sample is based on the 

73 companies at the OMX Stockholm stock exchange with the highest total market 

capitalization. Sharing some characteristics but not comparable per se, Cornett et al (2007) 

finds that in the S&P 100, institutions do effect operating performance positively. While 

providing rather weak but still valid arguments that higher market capitalization should not 

affect institutions ability to monitor. It is therefore possible to conclude that in the Swedish 

setting, in the large capitalization segment, institutional capital rights and foreign capital rights 

will not affect the annual change in the price to book ratio. Below the results from equation (1) 

– (4) are presented.  

  

&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
10 Ftests that the R2 is significantly different from 0: t+1: F(15,405)=9.18 (0.000)  t+2: F(14,364)=4,61 (0.000) , t+3: 
F(13,313)=2.44 (0.0037), and t+4: F(12,260)=8.09 (0.000), 
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 ΔP/B (t+1) ΔP/B (t+2) ΔP/B (t+3) ΔP/B (t+4) 
FOC -1.900 -0.453 0.328 -1.646 
 (-1.37) (-0.28) (0.22) (-0.93) 
IOC 0.893 0.679 0.778 -0.127 
 (0.77) (0.54) (0.66) (-0.10) 
ICD -0.376 0.199 0.399 -0.093 
 (-0.99) (0.48) (1.00) (-0.21) 
FCD 0.359 0.123 0.054 0.245 
 (0.78) (0.24) (0.11) (0.43) 
Leverage -0.200 -0.004 0.056 -0.341 
 (-4.91)*** (-0.10) (1.48) (-8.84)*** 
Lnsize -0.831 -0.166 0.457 -0.304 
 (-5.02)*** (-0.90) (2.63)*** (-1.57) 
ROE -0.014 0.016 -0.006 0.008 
 (-2.32)** (2.57)** (-1.16) (1.48) 
Constant 15.412 2.486 -7.675 5.958 
 (5.37)*** (0.83) (-2.60)*** (1.85)* 
R2 0.25 0.15 0.09 0.27 
N 480 437 385 330 

* p<0.1; ** p<0.05; *** p<0.01 

Table 4. This table reports results from equation (1). The variables listed in the first column are foreign 
owner capital (FOC), institutional owner capital (IOC), institutional control dummy (ICD) defined as when 
a single owner controls more than or equal to 20% of the capital rights, foreign control dummy (FCD) 
defined as when a single owner controls more than or equal to 20% of the capital rights, leverage, the 
natural logarithm of total assets (Lnsize), return on equity (ROE), the r-square (R2 ) and the number of 
observations (N). Column 2-5 lists all variables relation to the model and the dependent variable. The upper 
value is the variable’s impact on the dependent variable whilst the value in parentheses is the statistical p-
value. The table explicates the main time horizon (t+1), but also illustrates when the variable is forwarded 2 
(t+2), 3(t+3), 4 (t+4) years as a part of the robustness test.    

 
 
 
 

  

21



Hjelm&and&Sundin&& Uppsala&University& VT62016&

&

 ΔP/B (t+1) ΔP/B (t+2) ΔP/B (t+3) ΔP/B (t+4) 
IOV 0.897 0.628 0.385 -0.597 
 (0.78) (0.51) (0.33) (-0.43) 
FOV -1.677 -0.701 -0.656 -2.951 
 (-1.04) (-0.39) (-0.38) (-1.46) 
IVC -0.130 0.185 0.433 0.377 
 (-0.44) (0.55) (1.29) (0.94) 
FVC 0.255 0.140 0.104 0.074 
 (0.57) (0.28) (0.23) (0.14) 
Leverage -0.201 -0.004 0.058 -0.337 
 (-4.91)*** (-0.09) (1.54) (-8.76)*** 
Lnsize -0.815 -0.161 0.473 -0.286 
 (-4.95)*** (-0.88) (2.74)*** (-1.49) 
ROE -0.014 0.016 -0.006 0.008 
 (-2.36)** (2.58)** (-1.17) (1.44) 
Constant 15.039 2.420 -7.793 5.822 
 (5.23)*** (0.80) (-2.64)*** (1.82)* 
R2 0.25 0.15 0.09 0.28 
N 480 437 385 330 

* p<0.1; ** p<0.05; *** p<0.01 

Table 5. This table reports results from equation (1). The variables listed in the first column are 
institutional owner votes (IOV), foreign owner votes (FOV), institutional vote control dummy (IVD) 
defined as when a single owner controls more than or equal to 20% of the voting power, foreign vote 
control dummy (FVC) defined as when a single foreign owner controls more than or equal to 20% of the 
voting power, leverage, the natural logarithm of total assets (Lnsize), return on equity (ROE), the r-square 
(R2 ) and the number of observations (N). Column 2-5 lists all variables relation to the model and the 
dependent variable. The upper value is the variable’s impact on the dependent variable whilst the value in 
parentheses is the statistical p-value. The table explicates the main time horizon (t+1), but also illustrates 
when the variable is forwarded 2 (t+2), 3(t+3), 4 (t+4) years as a part of the robustness test. 
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 ΔP/B (t+1) ΔP/B (t+2) ΔP/B (t+3) ΔP/B (t+4) 
RC 0.768 0.371 1.924 -0.448 
 (0.54) (0.23) (1.29) (-0.26) 
SC -0.142 0.625 -0.019 -0.769 
 (-0.11) (0.44) (-0.01) (-0.51) 
RCD -0.273 0.251 0.474 -0.172 
 (-0.51) (0.43) (0.87) (-0.26) 
SCD -0.265 0.233 0.221 0.134 
 (-0.52) (0.42) (0.42) (0.24) 
Leverage -0.200 -0.005 0.060 -0.342 
 (-4.89)*** (0.11) (1.58) (-8.85)*** 
Lnsize -0.790 -0.168 0.500 -0.282 
 (-4.63)*** (-0.89) (2.84)*** (-1.43) 
ROE -0.014 0.016 -0.007 0.008 
 (-2.47)** (2.56)** (-1.25) (1.38) 
Constant 14.726 2.521 -8.281 5.586 
 (5.01)*** (0.82) (-2.79)*** (1.71)* 
R2 0.25 0.15 0.10 0.27 
N     480 437 385 330 

* p<0.1; ** p<0.05; *** p<0.01 

Table 6. This table reports results from equation (1). The variables listed in the first column are resistant 
capital (RC), sensitive capital (SC), resistant control dummy (RCD) defined as when a single resistant 
owner controls more than or equal to 20% of the capital rights, sensitive control dummy (SCD) defined as 
when a single sensitive owner controls more than or equal to 20% of the capital rights, leverage, the natural 
logarithm of total assets (Lnsize), return on equity (ROE), the r-square (R2 ) and the number of 
observations (N). Column 2-5 lists all variables relation to the model and the dependent variable. The upper 
value is the variable’s impact on the dependent variable whilst the value in parentheses is the statistical p-
value. The table explicates the main time horizon (t+1), but also illustrates when the variable is forwarded 2 
(t+2), 3(t+3), 4 (t+4) years as a part of the robustness test.    
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 ΔP/B (t+1) ΔP/B (t+2) ΔP/B (t+3) ΔP/B (t+4) 
RV 1.146 0.408 1.158 -1.446 
 (0.84) (0.27) (0.82) (-0.88) 
SV -0.247 0.519 -0.955 -0.769 
 (-0.17) (0.34) (-0.64) (-0.45) 
RVD -0.008 0.227 0.495 0.553 
 (-0.02) (0.56) (1.25) (1.19) 
SVD -0.301 0.172 0.081 0.118 
 (-0.66) (0.30) (0.14) (0.17) 
Leverage -0.199 -0.005 0.062 -0.343 
 (-4.87)*** (-0.11) (1.64) (-8.85)*** 
Lnsize -0.766 -0.159 0.515 -0.303 
 (-4.52)*** (-0.85) (2.94)*** (-1.55) 
ROE -0.015 0.016 -0.007 0.008 
 (-2.51)** (2.55)** (-1.31) (1.42) 
Constant 14.265 2.381 -8.275 5.983 
 (4.87)*** (0.78) (-2.79)*** (1.85)* 
R2 0.25 0.15 0.10 0.27 
N 480 437 385 330 

* p<0.1; ** p<0.05; *** p<0.01 

Table 7. This table reports results from equation (1). The variables listed in the first column are resistant 
votes (RV), sensitive votes (SV), resistant vote dummy (RVD) defined as when a single resistant owner 
controls more than or equal to 20% of the voting power, sensitive vote dummy (SVD) defined as when a 
single sensitive owner controls more than or equal to 20% of the voting power, leverage, the natural 
logarithm of total assets (Lnsize), return on equity (ROE), the r-square (R2 ) and the number of 
observations (N). Column 2-5 lists all variables relation to the model and the dependent variable. The upper 
value is the variable’s impact on the dependent variable whilst the value in parentheses is the statistical p-
value. The table explicates the main time horizon (t+1), but also illustrates when the variable is forwarded 2 
(t+2), 3(t+3), 4 (t+4) years as a part of the robustness test.    
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Equation (l) fails to prove a relationship between Institutional voting power and firm 

performance when a single institutional or foreign owner control more than 20% of the capital 

rights in the company. This result diverges from the findings of Mallorquí and Santana (2011), 

which asserts that dominant institutional shareholders will affect the firm valuation. The 

constant in equation (1), takes the value of 15.412 (5.37) when all other variables are held at 0. 

The constant is significant at a 99% level, which implies that equation (1) holds a weak 

explanatory power even though R2 is statistically different from 0.  As presented in table 4, and 

in line with the method of Cornett et al (2007), this study forwards the dependent variable two, 

three and four years, to test if the governance mechanisms of institutions take time to 

implement and that the effects will be present after longer time perspectives. Even when testing 

for different time period’s equation (1) fails to prove this relationship. What becomes evident is 

that year t+1 is when the institutional ownership is closest to significance, both according to 

their p-values but also the declining R2 in t+2, t+3, and t+4. Since neither the independent 

variables IOC or FOC nor the dummies for control over 20% are significant, equation (1) fails 

to reject H0 in favor of the alternative hypothesis.  To further test the first hypothesis this study 

use equation (2) in order to focus on institutional voting power and foreign voting power to 

incriminate the effect on dual class shares i.e. the discrepancy between capital rights and voting 

control (all other variables constant). 

  In table 5 the results from equation (2) are presented. The output from equation (2) is 

similar to the output from equation (1). This is a consequence from the fact that the 

independent variables IOV, FOV and the dummy variables for institutional- and foreign vote 

control >20% are the only variables that differ. With a statistically significant R2 in all time 

periods tested11, equation (2) holds the same explanatory power as in equation (1) with an R2= 

0.25. The explanatory variables, IOC, FOC and the dummy variables lack significance for firm 

performance. Since neither of the independent variables is significant, equation (2) fails to 

reject H0. Consequently, both equation (1) and equation (2) fails to verify that there is a positive 

or negative relationship between firm performance and the percentage of institutional 

ownership.   

Since the performance measurement used in this study inhabits both operational financial 

performance (roe) and the market valuation (p/b) these findings contrasts previous studies 

(Chen et al 2007; Cornett et al 2007; Bhattacharya & Graham, 2009; Elyasiani & Jia, 2010) 

&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
11&Ftests that the R2 is significantly different from 0: t+1 :F(15,405)=9.00 (0.000)  t+2: F(14,364)=4,62 (0.000) , t+3: 
F(13,313)=2.54 (0.0025), and t+4: F(12,260)=8.13 (0.000), 
&
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who finds that institutional ownership will affect both firm performance and firm valuation.  

The second hypothesis in this study, Pressure-resistant institutional owners have a greater 

impact on performance compared to pressure-sensitive institutional owners, is tested by using 

equation (3) and (4).   

The results from equation (3) and (4) suffer from the same lack of significance in 

explanatory variables. Both sensitive and resistant institutional owner votes are statistically 

insignificant at 90, 95 and 99% significance level. This is also true when the possible effect of 

ownership transformations is forwarded in contrast to the change in the price to book ratio two, 

three and four years. However, as in equation (1) and (2), the R2 is statistically significant for 

both equation (3)12 and (4)13 and does not diverge from 0.25 which indicates that the control 

variables are the only ones explaining the variation in the dependent variable.  

The effect of pressure sensitive and pressure resistant owners. 

Previous research claims that pressure resistant institutional owners should have a 

positive effect in terms of financial performance (Cornett et. al, 2007) and that pressure 

sensitive institutional owners will have no or negative effect (Bhattacharya & Graham, 2009). 

Results from both equation (3) and (4) fails to prove these relationships in the Swedish setting. 

It is also interesting to notice that neither of the dummy variables for control over 20% holds 

significance. This contrasts the findings of Mallorquí and Santana (2011) on the impact of firm 

value when an institution is one of the dominant owners. As none of the ownership proxies 

holds significance in either equation (3) or (4) H0b cannot be rejected. Consequently, neither 

pressure resistant nor pressure sensitive institutional owners affect firm performance. This also 

indicates that the alternative hypothesis is irrelevant. This study determines that there is no 

significant difference between pressure sensitive and pressure resistant institutional ownership 

in relation to the change in the price to book ratio.  

Control variables 

The control variables that are present in all equations are Leverage, Firm size and return 

on equity14. They are all illustrating a negative relation to the change in the price to book ratio 

given the lag of 1, 2, 3 and 4 years. In accordance with the results of Bhattacharya and Graham 

(2009) leverage has a negative effect on the market perception of the company. The variable 
&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
12&Ftests that the R2 is significantly different from 0: t+1 :F(15,405)=9.03 (0.000)  t+2: F(14,364)=4,61 (0.000) ,   t+3: 
F(13,313)=2.57 (0.0022), and t+4: F(12,260)=8.0 (0.000),&
13&Ftests that the R2 is significantly different from 0: t+1 :F(15,405)=9.11 (0.000)  t+2: F(14,364)=4,61 (0.000) , t+3: 
F(13,313)=2.62 (0.0017), and t+4: F(12,260)=8.16 (0.000),&
14&Eq1: Leverage= -0.2 (4.91)***, Lnsize= -0.831 (5.02)***, ROE=-0.014 (2.32)** 
    Eq.2: Leverage= -0.201 (4.91)***, Lnsize= -0.815 (4.95)***, ROE=-0.014 (2.36)** 
    Eq.3: Leverage= -0.2 (4.89)***, Lnsize= -0.790 (4.63)***, ROE=-0.014 (2.47)** 
    Eq.4: Leverage= -0,.199 (4,87)***, Lnsize= -0.766 (4.52)***, ROE=-0.015 (2.51)**&
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describes a relation where an increased amount of leverage reduces the markets discernment, 

consequently the valuation of the company. However, it is possible to expect a positive 

relationship since increased leverage should theoretically create a tax shield, which increases 

the cash flow and thus increasing the attractiveness on the stock market. Also, increased 

leverage often generates incentives for new investments when the cost of debt is less than the 

company’s weighted average cost of capital, which, if successful, creates returns greater than 

the interest rates of debts. Lnsize also implicates a negative relation to firm performance which 

deviates from the findings of Cornett et al (2007) who disclose a positive relation between 

logarithmical size and firm performance in the context of institutional ownership.  

Concluding the results this study find that none of the equations can reject H0 in favor of 

the alternative hypothesis, as all variables regarding institutional ownership are insignificant. 

This also becomes apparent when analyzing the R2, which do not diverge between equations, 

meaning that the control variables are the only ones holding explanatory power. This study 

does not find a relationship between firm performance and percentage of institutional 

ownership or any significant difference between pressure resistant and pressure sensitive 

owners at a 90, 95 or 99% significance level.  

Theory tells a story that institutional investors constitute a critical component in the 

ownership structure. The problem however, is whether institutional owners take an active part 

in monitoring and governing the firms they have substantial voting rights/ownership in. By 

scrutinizing the findings of Chen et al (2007) and their proclamation of a relationship between 

monitoring and the number of shares held by institutions, then the benefits of increased 

institutional ownership in regards to performance should be present (Maug, 1998; Shleifer & 

Vishny 1986; Cornett et al, 2007; Chen et al, 2007; Elyasiani & Jia, 2010; Demiralp et al, 

2011) Especially when considering the findings of Cornett et al (2007) and Elyasiani and Jia 

(2010) who demonstrate this relationship empirically in the US. 

The data and regression models in this study based on companies listed on NASDAQ 

OMX Stockholm Large Cap in Sweden expresses otherwise, and the study is unable to find any 

relationship between the percentage of institutional ownership and performance. This indicates 

that only does it not matter how much institutional ownership the firm has, as the null 

hypothesis could not be rejected, but also that the difference between pressure-sensitive and 

pressure-resistant institutional owners is unproven as the second hypothesis could not be 

rejected either. This implies that institutional ownership has no or little effect on company 

performance in the Swedish setting. The lack of significance is somewhat surprising, as 
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theoretically, it should be a significant relation between the ownership variables and the 

dependent variable, leaving us with the important question, why?   

One aspect could be that Demsetz and Lehn (1985) are correct in their arguments 

regarding ownership concentration and performance. Demsetz and Lehn (1985) state that if 

ownership is separated from monitoring and control, then the degree of institutional ownership 

will not affect the total earnings15. 

Furthermore the findings of Duggal and Millar (1999) regarding conflicting interests and 

legal constraints and its negative impact on the monitoring capabilities of institutions could, of 

course, be relevant in this case as the Nordic countries have extensive legislation protecting 

shareholder rights. Another simple answer could be that some of the companies in this study, to 

some extent, still are rather controlled by non-institutional owners rather than completely under 

the control of institutional organisations. This in turn could implicate that the Swedish model 

hinders the positive effect institutional ownership could have on performance or an indication 

that the concerns of Henrekson & Jakobsson (2005) arguing for the threat against the Swedish 

ownership model, namely the negative impact of increased institutional control on society 

through corporatist pension funds is more or less invalid.  

Worth mentioning is that if this study would have had significance in the explanatory 

variables in model one and two, then the impact would have been negative, unless most likely 

would have seen a negative impact on firm performance for institutional ownership but a 

positive effect for foreign ownership.  

Furthermore regarding the previous discussion about pressure-resistant and pressure-

sensitive institutions, which at least to some extent, provides a valid explanation to whether 

institutions will take an active part in monitoring and governing investments or not. For 

example, and as mentioned earlier, institutional organisations such as pensions funds do not 

seek any business relationship with their investments vis-à-vis its pressure-sensitive 

counterpart. This is important because theory (Chen et al, 2007; Cornett et al, 2007; Elyasiani 

& Jia, 2010) state that with increased institutional ownership better performance and an 

increased company valuation. One of the reasons for this is that increased monitoring will 

consequently lead to more influence on management. Furthermore, pressure-resistant owners 

can exert more pressure on management, as there is no business relationship to protect. This is 

also why there theoretically should be a difference between pressure-resistant versus pressure-

sensitive institutions. Through this resistance it should be able to reap superior rewards from 

&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
15& Calculated according to GAAP&
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superior monitoring and controlling capabilities. The findings of Cornett et al (2007) have been 

able to highlight this relation while it holds no significant relationship in this study. One 

explanation could be that pressure-resistant owners, such as pension funds invest with a more 

short-term perspective compared to their sensitive counterparts in the Swedish settings. This is 

in direct conflict with the findings of Chen et al (2007) stating that institutional owners will 

monitor rather than trade for short-term profits.  

Another factor could be the regulations in the Nordic region compared to studies 

performed in America, while inconclusive to some extent, has been able to show this 

relationship whereas Bhattacharya and Graham (2009) have not. There are limitations to the 

study, first of all the change in the price to book ratio that is used as a proxy for performance 

might be to volatile since there are two financial crises during the sample period. Also, it could 

be relevant to use another performance metric to see if institutional ownership affects other 

types of performance or firm valuation. Furthermore the time period is limited in scope on 

account of database restrictions, ideally a longer time period with more companies should be 

studied.  

However the study is still significant and the indication for the variables is still relevant, 

if hypothetically the case was that there is a relationship between performance and institutional 

ownership the p-value would not be as high as it is now for all models, it is unlikely that a 

larger sample would mitigate that issue. Regarding the financial crisis, some care should be 

taken when interpreting the results. In order to minimize this factor the study is utilizing year 

dummies and winsorizing on a 2.5% level on the P/B ratio and the return on equity variable. It 

is important to consider that this study is performed on the Large Cap segment at the NASDAQ 

OMX Stockholm stock exchange. Therefore the findings only represent these kinds of 

companies. Hypothetically the degree of capitalisation could be a pivotal factor in regards of 

institutions monitoring capabilities.  

Nevertheless, if the notion of monitoring having a positive effect on a company’s 

performance is accepted, then there should be evidence indicating that institutional ownership 

is playing a significant role, especially when used in combination with the concept of 

‘monitoring of scale’. That with increased institutional ownership it becomes more beneficial 

and less expensive to take a more active role in corporate governance. Looking at the research 

done by Duggal and Millar (1999) superior monitoring is clearly not the main reason to why 

institutional owners have a positive effect on performance. Duggal and Millar (1999) do not 

find a significant positive relationship between institutional ownership and performance, which 

this study fails to do. While a bit surprised by the findings it is possible to argue for contextual 
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circumstances playing a crucial factor for the results that are presented in this study. 

Bhattacharya and Graham (2009) did their study on publicly listed companies in Finland, their 

research provides a fairly good comparison to Sweden, as the context, while not identical, at 

least could be regarded as similar. Bhattacharya and Graham (2009) fail to find a relation 

between simple ownership concentration and performance. This is in line with the rejection of 

the first hypothesis. 

 

V. Concluding remarks 

Throughout this paper we give a pragmatic and clear message about institutional 

ownership and its relationship with firm performance. The data we present is a valid indication 

that institutional ownership has no relationship with performance in the Large Cap segment on 

NASDAQ OMX Stockholm Stock Exchange in Sweden. Au contraire to previous research by 

for example, Cornett et al (2007) and Elyasiani and Jia (2010) we do not find any significant 

correlation between firm performance and resistant / non-resistant institutional owners. An 

interesting area for future studies would be to investigate the reason why the relationship 

between performance and institutional ownership is not found and to investigate whether other 

Nordic countries share the same situation.  

It could also be fitting to study the two-way endogeneity between how institutional 

ownership affects performance and to what extent performance affects the degree of 

institutional ownership. Retrospectively, this study could also be performed on companies with 

less market capitalization (i.e. in the mid- and small cap segment of the OMX Stockholm stock 

exchange) to see if that is a decisive factor when it comes to the impact on firm performance. 

Following Shleifer and Vishny’s (1997) statement about the most important legal right a 

shareholder can have is the right to vote in essential firm matters. Then, although very 

speculative, it is possible to argue that institutions should use their voting power more in order 

to exert pressure on management and leverage the possible monitoring- and control effects 

available in the Swedish setting. The reasoning is based on that owner participation is 

something that is better than the opposite, at least according to Celik and Isaksson (2013). 

Nevertheless, this study does not find any evidence that institutional ownership is neither good 

nor bad for firm performance in Sweden16. 

  

&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&&
16NASDAQ&OMX&Stockholm&Large&Cap.&
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