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Abstract: This study enriches the corporate governance literature by examining the possible expropriation by
the majority shareholders towards minority shareholders (principal-principal conflict) on firm value in the
emerging market of Malaysia. Using panel data estimations, this study is based on a sample of 526 non-financial
listed firms from 2006 to 2015.Our findings show that there is no significant relationship between principal-
principal conflict and firm value. However, further investigations on the presence of different identity of block-
holders reveal that individual (family) owned firms negatively influence firm value whereas foreign institutional
owned firms positively affect firm value. We also found that the presence of independent directors help
tomoderate the effect of the conflict on firm value. Finally the findings could serve as a basis for the regulatory
entities and firm managers to promote better and effective corporate governance in Malaysia.
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INTRODUCTION ownership is in the hands of the majority shareholders,

A conflict between the majorityand minority governance mechanismsare argued to be less effective [6].
shareholders is argued to be more predominant in the Within limited empirical studies on principal-principal
emerging market which has high concentrated ownership conflict in Malaysia, this study aims to examine the
structure and weak minority shareholders protection [1]. potential expropriation by the majority shareholders
As highlighted by the entrenchment effect hypothesis, a towards the minority shareholders on firm value captured
fundamental problem of concentrated ownership is the by  ownership  concentration by firms’ block-holders.
potential expropriation of minority shareholders’ right by Next, this study intends to delve deeper on the issue of
the majority shareholders known as principal-principal block-holders identity by exploring four categories of
conflict [2]. Majorityshareholders could be seen as being block-holders namely individual (family), domestic
unfair to the minority shareholders particularly when the institution, foreign institution as well as state or
corporate activities are devised to increase their own government to identify whosignificantly dominatesin
benefit and wealth instead of the overall shareholders. It influencingfirm value. Finally, this study aims to examine
is argued that as the majority shareholders’ ownership the board governance mechanisms namely on the role of
increases, a redistribution of wealth from minority to independent directors and dual functions of a Chief
majority shareholders could cause a negative effect on Executive Officer (CEO) in moderating the potential
firm value [3]. conflict.

In relation to ownership concentration, previous
studiesfor instance [4] revealed that in general 50% of Literature Review
Malaysian firms are largely controlled by a single ultimate Principal-Principal Conflict: Ownership concentration
shareholder (block-holder)namely individual, institutions, can be defined as the percentage of shares owned by the
government and state. It is also claimed that the presence block-holders which denotes shareholders who own at
of these block-holders in influencing firm valuediffers least 5% of a company’s shares [7]. In relation to the
according to their identity (type) [5]. Meanwhile, when agency theory, increasing ownership concentration is one

some corporate governance mechanisms such as board
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of the internal governance mechanisms commonly applied unnecessary risks associated with weak governance firms
in mitigating the agency conflict that arise between [12]. Besides, [1] also state that foreign institutional
shareholders and managers [8]. Ownership concentration investors are more “pressure resistant” and hence able to
in the hands of the majority shareholders is expected to exert effective monitoring to improve firm performance and
foster the alignment of interest between both parties. value.
However, the entrenchment effect hypothesis states that Next, one strand of studies found individual (family)
there is a negative effect of concentrated ownership on owned firms create value. Both ownership and control
firm’s value because the majority shareholders have the might encourage family to effectively control over the firm
opportunity to expropriate wealth from the minority rather than to expropriate the minority shareholders [13];
shareholders at the expense of overall wealth creation [2]; [14]. Monitoring cost through family members are
[1]. In reviewing the literature, it is noted that there is no expected to be more efficient due to strong and close
consensus  concerning  the best proxy in measuring the relationships among them besides having excellent
extent of the principal-principal conflict [9]. However, information about the firm.Moreover, because of their
previous studies highlight that existence of large majority wealth, family owned firms are said to have strong
shareholders can allow the conflicts to beat its extreme incentive to ensure excellent firm performance [5].
because they are able to carry out their control of the Conversely, dominant individual (family) might pursue
firm’s affairs and derive private benefits. Thus, family interest and survival of the firm at the expense of
ownershipconcentration  is  argued to be a root cause of other shareholders and thus negatively influence firm
the principal-principal conflict and eventually dampen firm performance and value [15]; [12]. Lastly, previous studies
value [2]. claim that investors of government or state owned firms

Block-Holder Identity and Firm Value: Extant literature long term investors and obtain strong support and
highlights that the power of a particular block-holder guarantees from the government [16]. However other
among others depend on their ownership stakes, number studies such as [5] argued that government or state
of block-holders present as well as their identity (types) owned firms are less effective as state or government may
[10]. The identity of the block-holders is important have other political or social goals rather than maximizing
because they have different investment objectives, firm value.
decision making opportunities as well as resource
endowments which could eventually determine their Board Governance Variables and Firm Value: Extant
relative power and incentives. literature argue that board of directors’ function are less

Findings  from  previous  studies   pertaining to effective  with  the  presence  of  majority  shareholders
block-holder identity and firm value are however mixed. (Su et al., 2008). This could be due to expropriation by the
With regards to domestic institutional investors, [11] are large shareholders who control the decisions made at the
among the first to suggest that some institutional boardroom via their appointed directors or directly
investors such as pension funds as well as investment participate in management as well as represent their own
and mutual funds are prone to be “pressure resistant” interests instead of all the shareholders. Previous studies
from firm managers as they do not involve in direct also reveal that appointing a CEO as chairman of the
business  relationships  and  thus  might help to reduce board commonly referred as CEO duality will spur the
the  cost of the conflict and eventually enhance firm principal-principal conflict and negatively influence firms’
value. Alternatively, other types of institutional value [14, 1].
investorsnamely insurance companies and banks are Apart from that, the notion of the agency theory
likely to be “pressure sensitive” from firm managers as states that the non-executive directors are required to be
they  may  gain  benefits  due  to  their relationship with inside the boards to check and influence the actions of
the  firm.  Meanwhile, a number of empirical studies such executive directors as a result of their opportunistic
as  [12]  and  [5]  found  that  foreign institutional conducts or behaviors [8]. Board openness to outside
investors  significantly  improve  firm  performance. independent directors could also reduce the possibility of
Foreign  fund  managers  essentially would elude the conflict between the majority and minority
investing in low profitability and weak governance firms shareholders and diffuse control among the shareholders,
in order to maximize their return and involved in various thuspositively influence firm value [13, 6].

positively affect firm performance as they are considered
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MATERIALS AND METHODS smallest percentage of shares is owned by state or

This study employed panel data analysis techniques values of these block-holders suggest that institutional
based on a sample of 526 non-financial firms listed in block-holders play the highest role compared to other
Bursa Malaysia for a ten-year period from 2006 to 2015. block-holders as highlighted by [16] and [12]. Besides, a
Among the criterion used in the firms selection is that low mean of CEO duality of 0.10 support the separation
firmsshould have at least one block-holder holdingat least role of CEO and board chairman while amean value of 3.27
5% of the firms’ shares. All financial data were sourced for total independent directors on board are similar to the
from Data-Stream and Osiris databases whereas previous work of [6]. As for control variables, firms’
ownership and board governance data were hand- liquidity and leverage display mean values of 3.16 and
collected from firms’ annual reports. The commonly used 19.54 respectively. Years of inception for our sample on
Return on Equity (ROE) and Tobin’s Q (Q) were employed average are 25.92 years whereaslog total assets as the
as the dependent variableto measure the firm value. ROE proxy for firm size are 8.60.
denotes the ratio between net profitsto total equity In this study, due to near singular matrix matters,
whereas Tobin’s Q is represented by the ratio of book multiple regressions were separately conducted
value of assets minus book value of equity plus market particularly in examining the effect of block-holder identity
value of equity to book value of assets. As for the on firm value. In determining the most suitable model,
independent variables, this study includes ownership firstly Breusch-Pagan Lagrange Multiplier test was
concentration (OC) which denotes the total percentage of conducted.  The  calculated p-value for all models of
shares owned by all block-holders to capture the extent of 0.0000 signifies that the null hypothesis is rejected
the principal-principal conflict. Next, block-holders were indicating  that  Pooled  Ordinary Least Square model is
further categorized based on their identity which were not  the  suitable model. Next, Hausman Test was
represented by the percentage of shares ownedby them, employed  to  determine  whether Fixed Effect Model
namely by individual (family) (FOC), domestic institution (FEM) or  Random  Effect Model(REM) is appropriate.
(DIOC), foreign institution (FIOC) and state or The  calculated p-value  for  all  models of 0.0000 shows
government (SOC). Meanwhile two board governance that   the   null   hypothesis   of  non-observable
variables were examined that are total independent individual effects of firm values and explanatory variables
directors on board (IND) and CEO duality (CDUAL) is rejected, implying FEMis more suitable. Finally, to
represented by dummies where 1 denotes firms with CEO address the issues of heteroscedasticity and
as board chairperson and 0 signifies firms with no CEO as autocorrelation, the models were re-estimated using
board chairperson. Finally, a range of variables that robust adjusted standard error of cross-section SUR
influence firm value namely firms’ liquidity, leverage, age (PCSE).Hence, Table 2 and 3 display the estimation results
and size were included as control variables. In this study, of the selected models.
liquidity (LIQ) denotes ratio of current assets to current Consistent with previous studies such as [16], results
liabilities, leverage (LEV) is represented by ratio of total in Table 2 depict that there is no significant effect
debt to total assets while firm age (AGE) and size (SIZE) between ownership concentration and firm value implying
are represented by total number of years since inception that expropriation by the majority shareholders towards
and log of total assets respectively. minority shareholders (principal-principal conflict) has no

RESULTS AND DISCUSSIONS supports the entrenchment hypothesis effect of

Table 1 presents the descriptive statistics of this positive significant relationship is found between number
study. ROE and Tobin’s Q shown mean values of 6.76% of independent directors and firm value. This indicates
and 1.03 respectively. High ownership concentration with that board openness to outside independent directors
a mean of 47.58% conforms to the previousstudyof [4] play a significant role in moderating the conflict.
that statealmost 50% of Malaysian firms are tightly held Meanwhile consistent with the previous study of [15],
by a large shareholder with direct interest. In terms of the CEO duality has no effect on firm value. Nevertheless a
block-holder identity, the largest mean belongs to plausible explanation for a positive signimplies that
domestic institution of 29.37%followed by individual duality role could helpCEO in making viable strategic
(family) and foreign institutional ownership with a mean decisionsin achieving firm’s objective with minimal board
value of 10.39% and 5.59% respectively.Meanwhile the interference.

government with a mean value of 2.19%. The median

influence on firm value. However the negative sign

ownership concentration. Similar to the results of [17], a
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Table 1: Summary of descriptive statistics for all variables Table 3: Estimation results on block-holder identity on firm value

Variables Mean Std. Dev. Skewness Kurtosis

ROE 6.76 18.92 2.28 72.63
Q 1.03 1.31 25.59 1119
OC 47.58 17.08 -0.26 2.47
FOC 10.39 15.78 1.57 4.63
DIOC 29.37 22.74 0.27 1.91
FIOC 5.59 14.33 3.01 11.64
SOC 2.19 9.93 5.16 30.05
IND 3.27 0.98 0.98 4.40
CDUAL 0.10 0.31 2.58 7.65
LIQ 3.16 6.06 12.74 263
LEV 19.54 16.11 0.63 2.77
AGE 25.92 17.84 1.55 6.38
SIZE 8.60 0.61 0.80 3.88

where ROE is the Return on Equity, Q is the Tobin’s Q, OC is the
ownership concentration, FOC is the individual (family) ownership, DIOC
is the domestic institutional ownership, FIOC is the foreign institutional
ownership, SOC is the state or government ownership, IND is the number
of independent directors, CDUAL denotes CEO duality, LIQ is the firms’
liquidity, LEV is the firms’ leverage, AGE is the firms’ age and SIZE is the
firms’ size. 

Table 2: Estimation results on ownership concentration and board
governance on firm value

Variables ROE Q

C -47.0009 6.8413
(23.3749)** (3.0535)**

OC -0.0029 -0.0014
(0.0276) (0.0025)

IND 1.3461 0.0748
(0.4870)*** (0.0260)***

CDUAL 0.6041 0.0100
(1.7466) (0.0849)

LIQ 0.0317 -0.0040
(0.0612) (0.0017)**

LEV -0.3705 0.0026
(0.0489)*** (0.0017)

AGE -0.4979 0.0406
(0.1315)*** (0.0137)***

SIZE 8.0753 -0.8223
(3.0797)*** (0.3752)**

R 0.4685 0.39812

Adj R 0.4081 0.33022

F-stat 7.7610*** 5.8597***
LM test 0.0000 0.0000
Hausman test 0.0000 0.0000

where ROE is the Return on Equity, Q is the Tobin’s Q, OC is the
ownership concentration, IND is the number of independent directors,
CDUAL denotes CEO duality, LIQ is the firms’ liquidity, LEV is the
firms’ leverage, AGE is the firms’ age and SIZE is the firms’ size. Standard
error values in parentheses are for regression coefficients, *significant at 0.10
level, **significant at 0.05 level and ***significant at 0.01 level

Variables ROE Q
C -48.8892 6.9896

(23.3335)** (3.0187)**
FOC 0.0860 -0.0084

(0.0462)* (0.0032)***
DIOC -0.0189 -0.0029

(0.0353) (0.0022)
FIOC 0.0019 0.0138

(0.0379) (0.0057)**
SOC -0.1583 -0.0079

(0.0841)* (0.0066)
IND 1.3119 0.0722

(0.4890)*** (0.0264)***
CDUAL 0.6058 0.0331

(1.7407) (0.0825)
LIQ 0.0337 -0.0044

(0.0611) (0.0017)**
LEV -0.3723 0.0027

(0.0491)*** (0.0016)*
AGE -0.4892 0.0377

(0.1324)*** (0.0136)***
SIZE 8.2682 -0.8248

(3.0819)*** (0.3687)**
R 0.4695 0.40272

Adj R 0.4088 0.33482

F-stat 7.7425*** 5.9345***
LM test 0.0000 0.0000
Hausman test 0.0000 0.0000
where ROE is the Return on Equity, Q is the Tobin’s Q, FOC is the
individual (family) ownership, DIOC is the domestic institutional
ownership, FIOC is the foreign institutional ownership and SOC is the state
or government ownership, IND is the number of independent directors,
CDUAL denotes CEO duality, LIQ is the firms’ liquidity, LEV is the
firms’ leverage, AGE is the firms’ age and SIZE is the firms’ size. Standard
error values in parentheses are for regression coefficients, *significant at 0.10
level, **significant at 0.05 level and ***significant at 0.01 level

Results displayed on Table 3 shows the findings for
further testing on block-holder identity. Consistent with
the previous empirical worksof [15], [15] and [12],
resultsreveal that identity of the block-holders have
different influences on firm value. A negative significant
relationship is revealed between individual (family) firms
with Tobin’s Q suggesting that dominant individual
(family) might pursue family interest and survival of the
firm at the expense of other shareholders which eventually
reduce firm value.Results also show that foreign
institutional owned firm is positive statistically significant
to Tobin’s Q. This indicates that foreign institutional
investors avoid investing in poor profitability firms to
ensure their return on investmentsare maximised. Besides,
foreign investors are said to be more “pressure resistant”
and thus able to exert effective monitoring to improve firm
value. Apart  from  that, findingsof this study demonstrate
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