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Abstract
This study analyzed the performance of initial public offerings listed on Pakistani,
Japanese, and American financial markets conditioned on group-level and
founder-level concentration. We found that concentration harmed initial public
offering (IPO) performance in Japan but had a positive impact in Pakistan. Looking
more specifically at whether ownership concentration leads to positive or negative
performance results, it was found that concentration was negatively related to
performance in Japan; however, in Pakistan, founder-level concentration seemed
to be aligned with positive performance results while group-level concentration to
the negative performance results.
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1.

Introduction

Over time, the customs ascribed to a particular region, whether it is a nation
or a village or town, have shaped how people interact with each other, how they
work, and how the ownership of the businesses that they work in are structured.
When we examine the differences between the US style of business organization
and other countries, we see a disparity in the ownership structures of the
organizations. La Porta, Lopez-de-Silanes, and Shleifer (1999) illustrated that there
are significant differences between ownership structures of businesses in 27
countries which included both developed and developing economies. Further, La
Porta et al. (1999) explained how shareholder protections in countries can affect
and influence how firms are owned and whether the owners exert undue influence
over the cash flow rights of the firms that they are associated with. La Porta et al.
(1999) found that in their sample of 27 countries that 26 percent of these firm’s
ownership structure had some type of pyramidal ownership. They drew a clear line
between countries that developed their securities’ markets based on a common-law
and the countries’ that did the same based on a civil law system. Further, they found
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that the distinction between common law and civil law origins had significant
ramifications for the development and functioning of securities markets and
provided a linkage between the development of securities laws, ownership
concentration, and valuation. Moreover, that firms with greater protection over
minority shareholders experienced a positive relationship between firm valuation
and higher cash flow rights by the controlling shareholders.
Berle and Gariner (1991) voiced their concern over the concentration of
power that is bestowed on the management team based on a dispersed ownership
structure. Smith (1852) illustrated this fear more directly, “The directors of such
companies, however, being the managers rather of other people’s money than their
own, it cannot well be expected that they should watch over it with the same anxious
valiance with which the partners in a private copartnery frequently watch over their
own” (p. 311). To contend with this potential problem, many firms in countries
outside of the US seem to have a greater concentration in their ownership structures,
which potentially leads them to exert undue influence over cash flow rights. This
paper is motivated by the sentiment provided in La Porta et al. (1999), Bearle et al.
(1991), and Smith (1852), which examine the differences in corporate control,
organizational performance, and organizational structure in different countries and
their influence on the development of capital markets.
In particular, we aimed to compare and contrast the two developed nations
(i.e. US and Japan) that have highly developed stock markets in order to determine
how business structure affects the stock market performance of firms that have gone
public from 2013 to 2015 and introduce a third, the emerging market economy,
Pakistan, as an attempt to draw some comparisons between the first two nations
and draw some implications for how investors experience IPO investments in the
three markets. In doing so, we intend to provide a linkage between stock market
performance and ownership control. Moreover, we highlight a comparison of how
two countries in Asia (i.e., Pakistan and Japan), one whose legal structure was built
upon a common law framework (Pakistan) and the other that was built upon a civil
law framework (Japan) seem to view ownership concentration through very
different lenses as indicated by post-IPO performance based on group- and founderlevel concentrations.
In this paper, we have presented some interesting findings. First, we
illustrate that when examining the one-year market returns after the issuance of
IPOs, the not-so-concentrated Japanese firms were able to time their IPOs better
than the firms with more concentration. Moreover, the post-issuance market’s
performance was higher for Japanese IPOs that have less concentrated ownership.
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There was no relationship between post-IPO market performance and concentration
in the US or the Pakistani sample.
Second, we showed that when Japanese firms have groups of concentrated
owners that these IPO firms produce statistically and economically significant
lower post-IPO raw returns when compared against firms that do not have
concentrated ownership. Similar to the previous statement on the US IPOs, there is
a weak statistically significant relationship between concentration at the first level
of shareholding and raw IPO performance in the US and Pakistan. This seems to
suggest that firms with concentrated ownership structures time their IPOs better,
ensuring the best interest of a controlling shareholder.
Finally, we illustrated how when Japanese firms have groups of
concentrated owners, their Cumulative Abnormal Returns (CARs) are statistically
and economically less than the IPOs that have minimal concentration in their
ownership structure. In the cases of Pakistani and the US IPOs, we found evidence
of the opposite relationship, which suggests that concentration might provide a
positive signal to the marketplace. We also identified weak statistical evidence of
this in the US IPO markets and a strong statistical evidence of this in the Pakistani
IPO market. In order to further emphasize these general relationships, we ran less
restrictive tests of proportions to determine whether, after conditioning on
shareholder concentration, we identify evidence of abnormal performance in IPOs
one-year after the issuance. We found that ownership concentration significantly
and negatively affects the one-year performance of the Pakistani and Japanese
IPOs, but not the US IPOs.
In the final test, we compared the performance of firms with very high levels
of ownership concentration to firms with very low levels of concentration using the
Herfindahl-Hirschman Index (HHI) and found that, in terms of market-adjusted
performance, Pakistani IPOs perform better when there is a high level of ownership
concentration contrary to the Japanese IPOs; whereas, the US IPOs had
insignificant market-adjusted returns. These results, collectively, illustrate that
concentration, whether it comes in the form of business groups or individual
concentration of ownership, generates statistically and economically significant
underperformance for the Japanese IPOs while the Pakistani IPO performance
provides a stark contrast to the relationship that was generated between
concentration and IPO performance in the Japanese sample.
The rest of the study is structured as follows. Section 2 provides an
overview of ownership concentration, Section 3 discusses the data and
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methodology, Section 4 examines the empirical results and Section 5 concludes the
study.
2.

Literature Review

Agency theory is used as almost a ubiquitous term to describe the
relationship between the principals and agents in a firm’s organizational structure.
Bearle et al. (1991) illustrated that as owners delegate responsibilities to their
employees the cost to monitor their employees’ performance increases as they are
incentivized to engage in non-value maximizing activities such as prerequisite
taking and empire building. Jensen and Meckling (1976) claimed that owners could
potentially reduce the conflict between principals and agents by increasing the
insiders’ stake in the company up to a point in which they would have total control.
Prendergast (2017) highlighted modern agency theory and provided a general
account of how the conflict between principals and agents should be addressed by
varying compensation with performance when performance information is
available. This is very similar to the sentiment reached in Jensen et al. (1976)
indicating that the most appropriate way to incentivize an agent to work in the best
interest of the firm is through provision of ownership stakes. Prendergast (2017)
indicates that the traditional model does not hold because of the incentive alignment
issues that employees face. In this study we examine whether and if ownership
concentration is related to performance; thus, we are taking a more in-depth look at
the relationship between ownership concentration and performance within the
context of agency theory.
Many studies find evidence of a positive relationship between ownership
concentration and firm performance. For example, Bruton, Filatotchev, Chahine,
and Wright (2010) find evidence that falls in line with the general idea that
concentration of ownership improves company performance in the United
Kingdom and France. Similarly, Iwasaki and Mizobata (2020) in a meta-analysis
that examined the performance of emerging market economies in Central and
Eastern Europe including the former Soviet Union found a positive relationship
between firm performance and ownership concentration. Moreover, Gedajlovic and
Shapiro (2002) found evidence of a positive relationship between ownership
concentration and firm performance from 1986 to 1991 in Japan using a sample of
334 companies. Further, Ullah (2017) examined the relationship between
ownership concentration and firm performance for 1362 firms listed on the TSE
(Tokyo Stock Exchange) from 1991 to 2009 and found that there was a positive
relationship between insider’s share of ownership and firm performance.
Additionally, Yasser and Al Mamun (2017) found that there was a positive

4

An Analysis of Pakistani, Japanese, and U.S. Initial Public Offering Performance:
Is Ownership Concentration Important?

relationship between firm performance and ownership concentration from 2009 to
2013 using a sample of 95 Pakistani firms. Gugler, Mueller, and Yurtoglu (2008)
used a sample of 3,614 US companies from 1989 through 1997 and found a positive
relationship between insider ownership and performance. This review of studies
illustrates how pervasive the evidence relating performance to ownership
concentration is.
Transiting to our aim in this particular study, we intend to look more
intimately at the relationship between ownership concentration and firm
performance in a developing and a developed country in Asia and use US evidence
as a comparison. The reason for this is that in some Asian economies and companies
that have businesses across Continental Europe ownership concentration seems to
be more prevalent compared to US companies. Specifically, in Asian markets, there
have been numerous studies outlining the importance of the ownership structures
referred to as the keiretsu in Japan, the chaebol in Korea, the jituan qiye in China,
or the trading houses in India. The question that this paper explores is what effect,
if any, do these ownership structures have on their company’s performance? This
study compares the performance of Japanese, US, and Pakistani IPOs based on
ownership concentration (at issuance of the IPO shares).
By comparing these three nations this study will be able to offer insight into
the perception that shareholders in economies that have pyramidal ownership
structures possess about these ownership structures and contrast those against
countries that have more dispersed ownership structures. Further, we will explore
the relationship between concentration and performance across different levels of
development (i.e. developed versus emerging), fundamental rules of laws (i.e.
common versus civil law heritage), and cultures. There is a lot to learn about how
ownership concentration affects firm performance in these different nations. This
study attempts to shed light on and build a conversation around ownership
concentration and its effect on IPO performance over the initial year of seasoning.
To accomplish this task, we took a country that is located in the west, the US, that
has a developed market whose securities laws framework was grounded in the
common law tradition, and two countries that are located in the east, one that is
developed, Japan, whose securities laws framework were grounded in the civil law
tradition and the other, Pakistan, that is developing whose securities law’s
framework were grounded in the common law tradition. Note, that traditionally the
common law framework has been claimed to have better protections for minority
shareholders when compared against civil law legal origins (La Porta et al., 2002).
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Throughout the literature, numerous studies have attempted to highlight the
problems associated with concentrated ownership structures. Specifically, how
owners can, sometimes, expropriate undue control or cash flow rights if they have
the right ownership structure and the regulatory regime does not offer strong
protection for shareholder rights (Albuquerque & Schroth, 2015; Claessens &
Djankov, 1999; Darmadi & Gunawan, 2013; Dhillion & Rossetto, 2015; Earle,
Kucsera, Telegdy, 2005; Heugens, van Essen, & van Oosterhout, 1999; Keister,
1998; Wang & Shailer, 2013; Wang et al, 2015). La Porta, Lopez-de-Silanes,
Shleifer, and Vishny (2002) explained that the concentration of control rights in
firms, as opposed to cash flow rights, provides owners with the opportunity to
expropriate benefits in an efficient and seemingly disproportionate manner to their
actual cash flow rights. In La Porta et al. (2002), they build a model of how an
entrepreneur might attempt to expropriate an undue share of control rights over the
firm by establishing cross-shareholding relationships to exert control, divert cash
flows, or tunnel a firm’s profits. The costs associated with stealing in the La Porta
et al. (2002) model is greater in a nation with more protective legal regimes; so, the
likelihood of excess appropriation decreases.
There are a number of studies that relate the idea of ownership control to
company performance across many economies, both emerging and developed
(Claessens & Djankov, 1999; Earle, Kucsera, & Telegdy, 2005; Heugens, van
Essen, & van Oosterhout, 2009; Wang & Shailer, 2013). For example, Claessens
and Djankov (1999) found from 1992 to 1997 that as the concentration of
ownership increased in Czech firms the profitability and labor productivity
increased. Earle, Kucsera, and Telegdy (2005) found in a study of the Budapest
Stock Exchange where the size of the largest shareholder block was positively
associated with profitability and efficiency; however, after controlling for the size
of the first block-holder, the concentration effect wears off and turns insignificant.
Heugens, van Essen, and van Oosterhout (2009) conducted a meta-analysis of
Asian firms’ performance and found a small but positive association between
performance and concentration.
Wang and Shailer (2013) conducted a meta-analysis of ownership
concentration and firm performance in the emerging markets and found that
ownership concentration had a negative relationship with firm performance across
countries after considering the population differences, researchers’ modeling
choices, and that endogeneity caused issues when researchers attempted to analyze
and evaluate the relationship between ownership concentration and performance.
However, the data from the Japanese studies were not included in their metaanalysis and they seemed to be more interested in examining the relationship
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between ownership concentration and emerging market economies, which
generally have weaker institutional structures (Wang et al., 2013).
According to Wang et al. (2013), the theoretical basis for obtaining a
positive relationship between ownership concentration and performance is based
upon theories related to “interest alignment, ownership as a substitute for weak
legal and institutional environments, and ownership signaling of commitment to
bailout and not to expropriate a firm” (p. 2). Likewise, Wang et al. (2013) provided
the theoretical basis for a negative relationship between ownership concentration
and performance as being related to the “controlling shareholder agency problem,
the cost of capital hypothesis, and negative impact on other corporate governance
mechanisms” (p. 2). Similarly, Javid and Iqbal (2008) contend in their study of 60
Pakistani firms that ownership concentration is an endogenous substitute for poor
shareholder protection and has a significant impact on the firm performance. In
another study, Javid and Malik (2016) studied the performance of 72 Pakistani IPOs
from 2001 to 2015 period and documented that initial returns are inversely related
to ownership concentration. This evidence was contrary to signaling theory which
showed that concentrated ownership signaled the issuers to evaluate the quality of
the firm thereby resulting in underpricing. Related to our conversation about
ownership control is a field of inquiry focused on examining the relationship
between the concentrated block ownership of securities. In general, large
concentrated positions create inefficiencies in the marketplace which have been
shown to affect the pricing of securities. For example, Barclay and Holderness
(1989) explored the pricing of 63 block trades of greater than 5% of a listed
company between 1978 and 1982 and found that the trades often executed at a
premium of, on average, 20%. Barclay et al. (1989) conclude that this block trade
premium reflects the private benefits associated with voting power within the firm.
This premium is paid to allow the block shareholder to extract pecuniary or
nonpecuniary benefits from the firm (Barclay et al., 1989, p. 374). Among other
things, Albuquerque and Schroth (2015) explored the relationship between the
valuation and the illiquidity of the shares of controlling blocks using the US data.
In their model, there were two different sets of investors and they were referred to
as the control block owners and the dispersed shareholders (Albuquerque et al.,
2015). They found that the marketability or the block discount was on average 30%
but had a median value of 12% and determined that this discount was explained by
two effects, which were the probability of the firm experiencing a liquidity shock
and the potential effect of a fire sale of that firm.
Transitioning from block ownership of shares to block ownership of initial
public offerings (IPOs), Dhillo and Rossetto (2014) presented a model that
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predicted that as the size of the block for the median shareholder of a firm decreased
the firm value and risk associated with the firm increased. They continued to cite
various research studies indicating that support the idea that the effects of block
holders were typically positive. Further, they attempted to generalize their model
to IPO performance and indicated that underpricing can be higher when the initial
owner wanted to avoid additional trading blocks and claim that underpricing
increases as the size of the trading block increases. Finally, the researchers
indicated that underpricing occurred if the shared control of multiple block
shareholders was greater and they explained that minority shareholders could
extract an illiquidity premium from the block holders as the size of that block
increased.
All of the aforementioned studies indicate that concentration and the
existence of concentrated trading blocs within firms affect not only the bloc
participants but the market value of the companies that they own and the valuation
that the non-bloc participants should place on the firm. A different form of control
is an ownership wedge, a divergence between cash flow and ownership rights, and
Wang, Cao, Liu, Tang, and Tian (2015) found, in a study of non-SOE (State Owned
Enterprises) in China, that firms that have a control-ownership wedge
underperform non-control-ownership wedge firms over 1, 2, and 3-year
performance windows from 2002 to 2010. In another study, Darmadi and Gunawan
(2013) suggested, after evaluating 101 Indonesian IPOs from 2003 to 2011, that
ownership concentration had an insignificant effect on very short-term performance
but conjectured that there would be a positive relationship between underpricing
and ownership concentration because the owners of the firm would want to
incentivize broad ownership and oversubscribed issues so that they would not have
very large blocks of shareholders.
Research on how ownership concentration affects the performance of IPOs
is relatively sparse across all markets and this study adds to the literature by
providing a comparison of how ownership concentration in different shareholder
levels affects the short-run (i.e., one-year) performance of IPOs in two developed
nations and a third emerging nation.
3.

Data and Methodology

3.1.

Data

For this study, we collected data on the IPOs for Japanese and US firms
from 2013 and 2015. Due to the small size of the Pakistani capital market, we
considered a sample of IPOs issued from 2004 to 2015. The data on the date of
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issuance and the percentage of ownership for the top five shareholders was obtained
from the Japan Exchange Group for the Japanese IPOs and form 424B4 filed with
the Securities Exchange Commission (SEC) for the US firms. With regard to the
percentage of ownership for the top five shareholders for Pakistani IPOs was
gathered from the IPO prospectus. Note, the specific type of ownership that we
extracted from these offering documents is direct ownership by level of
shareholding at the time of the issuance of the unseasoned shares. Additionally,
because the level of concentration is pulled directly from the offering documents,
we are interested in analyzing the relationship between the initial level of
concentration for the IPO, which is a decision that the founder makes as they decide
how much of their firm’s control they want to give up, and IPO performance.
We also obtained performance data for the Nikkei 225 Index and the S&P
500 Index from Yahoo! Finance and collected weekly annual performance data
from the IPOs went public on one of the market division in the Tokyo Pro Market
and the US IPOs from Google Finance. For measuring the performance of IPOs,
we extracted the market returns from the database of the Pakistan Stock Exchange
(PSX). The initial data set of IPOs that went public during this time frame for the
Japanese IPOs was 334 companies and 36 companies did not have enough
performance data or data could not be obtained and for the United States IPOs we
had 656; and 91 companies were either partnerships or missing data; therefore, we
used 298 Japanese IPOs and 565 US IPOs to carry out the analysis. For Pakistan,
we used 84 IPOs listed during the period between 2004 and 2015.
3.2.

Methodology

Numerous studies on the relationship between ownership concentration and
firm performance or valuation have been carried out using the event study
methodology and the Cumulative Abnormal Return (CAR) method to identify
abnormal performance. As an example, Barclay and Holderness (1989), in a study
of concentrated ownership, collected data on firms whose shareholders engaged in
block trading of at least 5% of the value of equity firms trading on the NYSE or
AMEX and determined that block trades typically occur at a premium over the postblock trade price. To determine whether the block trades produced a positive or
negative performance event, the researchers apply the event study methodology and
use the CAR estimation technique.
Further, Albuquerque and Schroth (2015) use percentage ownership of 35%
to 90% as a proxy for block shareholding within the event study framework and
applied the CAR methodology to examine the effect of liquidity shocks on block
shareholders’ wealth. Moreover, Wang, Cao, Liu, Tang, and Tian (2015) traced the
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cash flow rights associated with an investor’s stake in a particular firm by
examining the pass-through ownership associated with investors having ownership
stakes in a particular firm through their investments in different companies.
Although the approach that they use to differentiate between control rights (i.e.
ownership) and cash flow rights is novel, they rely on the CAR method within the
event study framework to determine if ownership concentration affected long-term
IPO performance.
This study makes adjustments to the way that ownership concentration is
measured in an attempt to gain additional insight into the relationship between
ownership concentration and performance. In the ensuing paragraphs, we outline
how we calculated abnormal returns and how we proxied for ownership
concentration within the event study methodological framework.
3.2.1. Abnormal Returns
To identify whether returns are normal or abnormal, we first needed a
method to aggregate the individual returns and then a method to compare the
aggregate returns against a model of the market. Traditionally, this type of analysis
is carried out using some type of market model (Lo, 2005; Markowitz, 1952), asset
pricing model (Fama & French, 1993; 2015; Ross, 1976; Sharpe, 1964), and a
method to aggregate returns in longer-term studies (Barber & Lyon, 1997). In our
case, we operate under the initial assumption that there is no abnormal performance;
therefore, the market’s returns in a given period should be equivalent to the IPO’s
returns and vice versa. This is a simplification of more complex models, but it is
useful because it provides us with a relatively simple way to compare the magnitude
of abnormal performance within our concentration of ownership levels; therefore,
the model of abnormal performance is as follows:
𝐴𝑅𝑖,𝑡 = 𝑅𝑖,𝑡 − 𝑅𝑚,𝑡

(1)

3.2.2. Cumulative Abnormal Returns
Furthermore, we aggregate all of these individual returns into a Cumulative
Abnormal Return (CAR) estimate using the following procedure (similar to Barber
& Lyon, 1997 in Equation 2) and the sample standard deviation as follows in
Equation 3; moreover, the test statistics to test whether there is a statistically
significant difference between the two samples is provided below (i.e., Equation
4):
̅̅̅̅̅̅
𝐶𝐴𝑅 =

1
∑ 𝐴𝑅𝑖,𝑡
𝑛

(2)
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𝑠𝐶𝐴𝑅 = √
̅̅̅̅̅̅
𝑡=

∑(𝐴𝑅𝑖,𝑡 − 0)2
𝑛 − 1

(3)

̅̅̅̅̅̅̅
𝐶𝐴𝑅𝐴 − ̅̅̅̅̅̅̅̅
𝐶𝐴𝑅𝐵
√

(4)

2
2
̅̅̅̅̅̅̅
𝑠𝐶𝐴𝑅
𝑠̅̅̅̅̅̅̅
𝐶𝐴𝑅𝐵
𝐴
+
𝑁𝐴
𝑁𝐵

The ̅̅̅̅̅̅
𝐶𝐴𝑅 that we generate is an estimate of the average abnormal returns
experienced by investors holding the IPOs for one-year as compared to the market’s
return. On average, the Pakistani IPOs generated 20.55% returns over the first year
of listing with a standard deviation of 79.67% and the market’s return were 20.71%
with a standard deviation of 25.73%, the Japanese IPOs produced 27.13% returns
over the first year of seasoning with a standard deviation of 111.25% and the
matched market’s return were 14.46% with a standard deviation of 24.91%, and the
US IPOs obtained 24.90% performance over the first year with a standard deviation
of 77.01% and the matched market’s return were 8.8% with a standard deviation of
7.76%.
We then employed the following algorithm: If firm i’s 1st shareholder has
less or equal to 10% ownership of the firm, then they are a member of Cohort A. If
firm i's 1st shareholder has greater than 10% ownership of the firm, then they are a
member of Cohort B. We continued this procedure moving to the 2nd, 3rd, and 4th
ownership levels of the firm maintaining the 10% ownership threshold. This
strategy allowed us to segment the raw returns, market returns, and market-adjusted
returns based upon the concentration at each level of ownership.
We contend that by employing this technique, we will be able to generate
some understanding of the relationship between shareholder concentration at each
level of shareholding and performance. By segmenting the population of IPOs in
this manner, we believe that it allowed us to proxy for differences in the
performance of IPOs that are controlled by affiliated investment groups and those
that have individual founders. This distinction is important because the literature
related to the business groups (i.e., keiretsu in Japan, the chaebol in Korea, the
jituan qiye in China, or the trading houses in India) suggests that these groups can
exert disproportionate influence over the cash flow rights of a firm than their
ownership rights would otherwise entitle them. By applying this statistical
technique, we believe that as we move from the first to the fourth level of
shareholding, an increase in the statistical significance between our tests illustrates
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evidence that investors believe that business groups may exert unfair control over
cash flow rights as group-level ownership concentration increases.
3.2.3. Test of Proportions
To provide an absolute test of performance, we, first, segmented the sample
population of IPOs into two distinct groups, which were identified as concentrated
or not concentrated in terms of their ownership. We defined the concentration of
10% or greater in each shareholder position as concentrated. This 10% level was
selected based on the US Securities & Exchange definition or classification of the
level of ownership in a company that would lead an individual to be identified as
an ‘insider’ where individuals are assumed to have some unfair informational
advantage over the rest of the public and were subjected to more stringent rules
with regards to trading their shares. We segment the sample population as
concentrated or non-concentrated for each of the shareholder positions (i.e. from
the most concentrated shareholder level to the second most concentrated, to the
third most concentrated, and so on) and generated the raw returns, CARs, and
market returns for each paired sample based on the sorting criteria and a comparison
of the two classes (i.e. concentrated and not concentrated).
The methodology used to determine the statistical significance was as
follows and this hypothesis test was examined by comparing whether there was
ownership concentration at the first, second, third, and fourth level of the
shareholding of 10% ownership or more and performance. Next, we categorized a
positive performance result as a success (i.e. Y1 would be coded a success if the
concentrated firm had a positive performance event and Y2 would be coded as a
success if the nonconcentrated firm had a positive performance event and n1 would
be the sample size of the sample with concentrated ownership and n2 would be the
sample size of the sample with nonconcentrated ownership). Finally, we ran the
following hypothesis test to determine if there was a statistically significant
difference between the estimates obtained in this analysis based on the ownership
concentration of the firm:
𝐻0 : 𝑝𝑐𝑜𝑛𝑐𝑒𝑛𝑡𝑟𝑎𝑡𝑒𝑑 − 𝑝𝑛𝑜𝑡 𝑐𝑜𝑛𝑐𝑒𝑛𝑡𝑟𝑎𝑡𝑒𝑑 = 0
𝐻𝑎 : 𝑝𝑐𝑜𝑛𝑐𝑒𝑛𝑡𝑟𝑎𝑡𝑒𝑑 − 𝑝𝑛𝑜𝑡 𝑐𝑜𝑛𝑐𝑒𝑛𝑡𝑟𝑎𝑡𝑒𝑑 ≠ 0
𝑍=

(𝑝̂1 − 𝑝̂ 2 ) − 0

(5)

1
1
√𝑝̂ (1 − 𝑝̂ )( + )
𝑛1 𝑛2
𝑌 +𝑌

In which 𝑝̂ = 𝑛1 +𝑛2 is the number of successes in the two combined samples.
1

2
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The test of proportions metric provides us with a way to identify less
obvious trends in the data and is simply another way to group the data to determine
if there are trends that we may not have identified using other statistical techniques.
Asking whether ownership concentration, at a particular level of shareholding, led
to a positive or negative performance result over the ensuing year of seasoning
provides us with an indication of how ownership concentration might affect
performance across these three regions. We believed that by differentiating between
concentration at the first and fourth level of shareholding we will be able to provide
some indication of what type of ownership concentration is influencing the
performance results (i.e. individual/owner or group level concentration).
3.2.4. Test of Proportions and the Herfindahl-Hirschman Index (HHI)
To continue our analysis, we wanted to segment firms that have ownership
concentration that is considered extremely concentrated, and firms that have
minimal ownership concentration. To accomplish this, we applied the HerfindahlHirschman Index (HHI) to categorize firms as highly concentrated firms and firms
that have low levels of concentration. According to Hirschey (2009), the HHI “is a
popular measure of competitor size inequality that reflects size differences between
large and small firms” (p. 529), which is defined as follows according to Hirschey
(2009):
𝑛

2
𝐹𝑖𝑟𝑚 𝑆𝑎𝑙𝑒𝑠𝑖
𝐻𝐻𝐼 = ∑ (
∗ 100)
𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝑆𝑎𝑙𝑒𝑠

(6)

𝑖=1

In this paper, we adopted the HHI to provide us with a proxy of firm
concentration that allowed us to segment the sample population into highly
concentrated firms and firms that had relatively low concentration levels. Our
adjusted HHI is defined as follows:
𝑛

𝐻𝐻𝐼𝐴𝐷𝐽

2
𝑃𝑒𝑟𝑐𝑒𝑛𝑡𝑎𝑔𝑒 𝑜𝑓 𝑂𝑤𝑒𝑟𝑠ℎ𝑖𝑝𝑖
= ∑(
∗ 100)
𝑇𝑜𝑡𝑎𝑙 𝑂𝑤𝑛𝑒𝑟𝑠ℎ𝑖𝑝 𝑃𝑒𝑟𝑐𝑒𝑛𝑡𝑎𝑡𝑔𝑒

(7)

𝑖=1

This adjusted form of the HHI, which is identified as HHIADJ will allow us
to segment the sample population based on the level of ownership concentration.
10,000 is a maximum level for the HHI and would illustrate that 100% of the firm
is held by the first shareholder [e.g. (1 * 100)2]; however, if the first and second
shareholder each owned 50% of the firm the HHIADJ would equate to 5,000 and so
on. According to the U.S. Department of Justice and the Federal Trade Commission
(2010) based on agency experience, levels for the HHI that are greater than 2,500
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indicate high concentration levels, and less than 1,500 indicate low levels of
concentration and this is the standard that we adopted for our HHIADJ measure.
Using the HHIADJ measure as a sorting mechanism, we grouped the entire sample
into cohorts that had high levels of concentration (i.e. they had an HHIADJ of greater
than 2,500) and low levels of concentration (i.e. they had an HHIADJ of less than
1,500).
Next, we sorted the high and low level of concentration samples into groups
of positive performances, which we categorized as successes, and negative
performances. The proportion of positive performances in the high HHIADJ group
was then compared against the proportion of the positive performance in the low
HHIADJ group and we ran the following statistical test:
+
+
𝐻0 : 𝑝𝐻𝐻𝐼
− 𝑝𝐻𝐻𝐼
=0
>2500
<1500
+
+
𝐻𝑎 : 𝑝𝐻𝐻𝐼
− 𝑝𝐻𝐻𝐼
≠0
>2500
<1500

𝑍=

+
+
(𝑝𝐻𝐻𝐼
− 𝑝𝐻𝐻𝐼
)−0
>2500
<1500

(8)
1
1
√𝑝̂ (1 − 𝑝̂ )( + )
𝑛1 𝑛2
𝑌1 +𝑌2
In which 𝑝̂ = 𝑛 +𝑛 is the number of successes in the two combined samples
1

2

(i.e. Y1 is the number of observations that were greater than zero in the sample of
companies that had an HHIADJ of greater than 2,500 and Y2 is the number of
observations that were greater than zero in the sample of companies that had an
HHIADJ of less than 1,500; moreover, n1 and n2 are the number of companies in the
sample of companies that have an HHIADJ of greater than 2,500 and the number of
companies in the sample of companies that have an HHIADJ of less than 1,500).
Given that we are segmenting the IPOs performance results across the
different regions into cohorts of very concentrated firms and unconcentrated firms,
this segmentation provided us with a clear understanding of the differences in the
performances associated with very concentrated firms (i.e. founder concentrated
firms) and firms that are not concentrated. This last test will help us to differentiate
between firms that have group-level concentration and firms that have ownership
that is concentrated at the founder level. To obtain an HHI of 2,500, the level of
concentration of ownership at the first level of shareholding is at least 25%,
assuming that all other levels (i.e., two through four) are 25%; however, it is more
likely indication of concentration of ownership at that first or first and second levels
of shareholding and not representative of group concentration.
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4.

Empirical Results

This section is broken into three distinct subsections. First, we will provide
a comparison of the raw performance of IPOs, the performance of the market when
the IPOs were issued, and the market-adjusted performance of the IPOs issued on
the US, Japanese, and Pakistani markets. Next, we will compare positive and
negative events conditioned on whether the ownership concentration is high or low
and examine raw performances, market matched performances and marketadjusted performance associated with concentration. Finally, we break the samples
up into high and low concentrated IPOs in the US, Japanese, and Pakistani Markets
and employed a two-subsample t-test to compare the raw returns, paired market
returns, and the market adjusted returns based on ownership concentration.
4.1.1. Raw Returns Obtained by the Market One-Year Following IPO
Conditioned on Concentration
The results presented in Table 1 provide evidence that in Japan as firm
ownership becomes more and more concentrated across the 1st, 2nd, 3rd, and 4th
shareholder positions, the difference in the one-year post-IPO performance declines
subsequentially. However, there is no relationship between concentrated ownership
at the different levels of shareholding for the Pakistani and US IPOs and subsequent
market performance.
As illustrated in Table 1 (Panel B) for the Japanese firms, when we
compared the firms that are not concentrated against the firms that are concentrated,
the market’s returns associated with decisions to go public for firms that do not
have concentrated ownership structures perform better than the firms that have
concentrated ownership structures. Also, when we compare the concentration of
the groups, the statistical significance associated with the different levels of
concentration decreases as we move from evaluating concentration at the first
shareholder position to the concentration at the fourth shareholder position. What
the results indicate is that as the level of concentration of the ownership structure
for Japanese IPOs decreases the market returns after the IPO is issued increases;
this seems to suggest that as ownership becomes less concentrated, Japanese firms
seem to time their IPOs better.
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Table 1: Raw Returns Obtained by the Market One-Year Following IPO Conditioned on Concentration
Statistic

1st Shareholder
< or = to
10%

Average
Standard Deviation

Concentration

2nd Shareholder

> 10%

< or = to
10%

13.85%

16.45%

40.77%

3rd Shareholder

> 10%

< or = to
10%

16.10%

16.30%

27.90%

28.41%

77

29

4th Shareholder

> 10%

< or = to
10%

> 10%

17.47%

13.63%

17.14%

11.30%

29.27%

31.95%

21.56%

30.03%

22.83%

55

57

27

71

13

Panel A: Pakistan

Sample Size

7

t value

-0.17

-0.03

0.61

0.80

Panel B: Japan
Average

31.02%

12.68%

18.26%

11.55%

15.40%

13.03%

15.30%

12.60%

Standard Deviation

26.15%

24.15%

25.89%

23.73%

24.70%

26.52%

25.33%

19.62%

29

269

139

155

233

57

274

11

Sample Size
t value

3.62***

2.31**

0.61

0.44

Panel C: United States
Average

8.60%

8.81%

9.18%

8.50%

9.01%

8.26%

8.78%

8.96%

Standard Deviation

7.65%

7.78%

7.57%

7.90%

7.79%

7.69%

7.84%

6.96%

44

521

244

321

405

160

512

53

Sample Size
t value

-0.18

1.03

1.05

-0.18

Note: The results above illustrate the difference in the performance of the market’s raw returns following a new issue when
the ith shareholder of the IPO firm had less than or equal to 10% ownership in the company, which fall in Cohort A, as
compared against the ith shareholder having greater than 10% ownership of the company, which falls in Cohort B. ***, **,
& * indicate statistical significance at .01, .05, & .10 levels.
Source: Authors’ calculation

4.1.2. Raw Returns Obtained by IPOs One-Year Following IPO
Conditioned on Concentration
In this section, we evaluated the raw one-year returns of the IPOs and
further examined the effect of concentration on these IPOs. The results presented
in Table 2, Panel B (for the Japanese IPOs) are interesting because they indicate
that as firm ownership becomes more concentrated, the firms that are concentrated
generate lower absolute returns as compared to the firms that have less concentrated
ownership. More specifically, as we increased the level that we evaluated
shareholder concentration (i.e., from the 1st to the 2nd to the 3rd to the 4th) the
difference in the raw returns obtained by the Japanese IPOs that had concentrated
ownership and non-concentrated ownership diverged and the raw performance of
Japanese IPOs that were not concentrated is better than IPOs that were
concentrated. Although the differences between the performance of the
concentrated and non-concentrated Japanese IPOs at the first and second
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shareholding level were statistically insignificant the raw differences in
performance between the two groups was approximately equal to or greater than
20%. Contrarily, we generate weak statistical evidence that concentration seems to
be positively related to the one-year post-issuance performance of IPOs issued in
Pakistan and the US; however, it is not as clear as the relationship between
concentration in the different levels of shareholding and the IPOs performance as
was presented in the Japanese IPO dataset. We will revisit this finding in later
sections.
Table 2: Raw Returns Obtained by IPOs One-Year Following the IPO Conditioned on Concentration
Statistic
Concentration

1st Shareholder
< or = to 10%

> 10%

2nd Shareholder
< or = to 10%

> 10%

3rd Shareholder
< or = to 10%

> 10%

4th Shareholder
< or = to 10%

> 10%

Panel A: Pakistan
Average

-50.97

3.77%

-11.88%

5.05%

-9.81%

18.23%

-1.77%

4.53%

Standard Deviation

69.74%

61.41%

61.94%

62.07%

60.57%

64.94%

64.05%

50.37%

7

77

29

55

57

71

13

Sample Size
t value

-2.01*

-1.19

27
-1.89*

-0.40

Panel B: Japan
Average

45.16%

25.19%

36.67%

-12.75%

33.91%

3.91%

29.43%

-32.84%

Standard Deviation

83.71%

113.77%

107.13%

115.65%

114.51%

100.77%

110.30%

43.23%

269

139

155

233

57

274

11

Sample Size

29

t value

1.17

1.30

1.96**

4.25***

Panel C: United States
Average

11.64%

26.02%

21.68%

27.34%

21.75%

32.87%

24.73%

26.55%

Standard Deviation

54.51%

70.17%

64.00%

85.60%

73.50%

84.96%

78.41%

62.44%

44

521

244

321

405

160

512

53

Sample Size
t value

-1.61^

-0.90

-1.46

-0.20

Note: The results above illustrate the difference in the performance of the IPO’s raw returns following a new issue when the
ith shareholder of the IPO firm had less than or equal to 10% ownership in the company, which fall in Cohort A, as compared
against the ith shareholder having greater than 10% ownership of the company, which falls in Cohort B. ***, **, *, and ^
indicate statistical significance at .01, .05, .10, and .15 levels.
Source: Authors’ calculation.

4.1.3. CAR Obtained by the IPOs One-Year Following IPO Conditioned on
Concentration
In the third analysis of this section, we examined whether concentration
affects the one-year CARs obtained by the IPOs in our sample. In Table 3, we
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compare the results of the CARs obtained as we allowed ownership concentration
to increase among IPO firms.
In Panel B of Table 3 (focusing on the Japanese IPOs), as we increased the
shareholder position level of concentration we found that the non-concentrated
firms gradually generated higher and higher levels of outperformance when
compared to the concentrated firms and that the difference in the CARs changed
from insignificant to significant at the 1% level as we increased the shareholder
position level of concentration. Similar to the findings in the last section, we
generated weak statistical evidence that concentration seems to be positively related
to the one-year CARs of IPOs issued in Pakistan and the US; however, again, it is
not as clear as the relationship between concentration in the different levels of
shareholding and IPO performance that was presented in the Japanese IPO dataset.
Table 3: CARs Obtained by the IPO One-Year Following IPO Conditioned on Concentration
Statistic
Concentratio
n

1st Shareholder
< or = to
10%

>
10%

2nd Shareholder
< or = to
10%

>
10%

3rd Shareholder

< or = to 10%

>
10%

4th Shareholder
>
10%

< or = to 10%

Panel A: Pakistan
Average

-64.52%

-12.68%

-27.97%

-11.26%

27.28%

4.61%

18.91%

-6.77%

Standard Deviation

71.68%

60.94%

56.83%

64.10%

60.20%

64.82%

63.87%

49.37%

7

77

29

55

57

27

71

13

-2.15**

-0.78

Sample Size
t value

-1.85*

-1.22

Panel B: Japan
Average
Standard Deviation
Sample Size

14.14%

12.51%

18.41%

70.65%

108.74%

98.93%

29

269

139

t value

0.11

8.25%

18.51%

112.41
%
155

108.71
%
233

0.82

-9.12%
96.36%
57

14.12%
104.33
%
274

1.89*

-45.44%
46.29%
11

3.89***

Panel C: United States
Average

3.04%

17.20%

12.49%

18.84%

12.73%

24.61%

15.94%

17.58%

Standard Deviation

55.06%

77.38%

62.98%

84.45%

72.66%

83.28%

77.41%

60.41%

44

521

244

321

405

160

512

53

Sample Size
t value

-1.58^

-1.02

-1.58^

-0.18

Note: The results above illustrate the difference in the CARs following a new issue when the ith shareholder of the IPO firm
had less than or equal to 10% ownership in the company, which fall in Cohort A, as compared against the ith shareholder
having greater than 10% ownership of the company, which falls in Cohort B. ***, **, *, and ^ indicate statistical significance
at .01, .05, .10, and .15 levels.
Source: Authors’ calculations.
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4.1.4. Summary and Discussion of Results
According to Gugler, Mueller, and Yurtoglu (2008), the structure of
distributed, but group-level, shareholding in Japan has been shown to lead to firmlevel underperformance. Further, they indicate that increasing concentration in US
firms is typically related to increases in stock performance. Moreover, that
increases in ownership concentration in the US are positively related to wealth
effects and offset managerial entrenchment. Contrarily, when focusing on the Asian
firms in their sample (i.e., Japan, Korea, and Taiwan) they note that firms from
these countries perform differently when compared against the other European
firms that grounded their legal systems based on the civil law traditions, thus they
assumed that Asian culture may influence firm performance and the relationship
between ownership concentration and performance. Recent evidence in Pakistan
relating the performance of firms to ownership concentration seems to point to
evidence that ownership concentration minimizes management entrenchment and
leads to shareholder wealth maximization (Khan & Nouman, 2021; Rehan &
Javaid, 2019; Waheed & Malik; Yasser & Mamun, 2017) similar to what was found
in the US sample that Gugler et al. (2008) analyzed. Therefore, we do not believe
that there are generalizable differences between the European and Asian corporate
governance structures that are based on a continental divide which appropriately
explain the difference in the relationship between ownership concentration and
performance; however, we do believe that the development of country-specific
legal frameworks and customs influence this relationship.
4.2.1. Tests of Proportions
In Table 4, we present similar evidence of the distinction of the relationship
between ownership concentration and post-IPO performance when comparing the
Japanese IPOs and US and Pakistani IPOs; however, these tests of proportions
allow us to take a different look at the data using an alternative technique. The
question that we are now asking is whether there is a relationship between
ownership concentration and one-year post-issuance IPO performance and positive
or negative market, IPO returns, and CARs. The results of this analysis, presented
in Table 4, help us to parse through the differences in the type of IPO concentration.
In the US IPO data, we do not have any distinct trends, but in the Japanese and
Pakistani data, we begin to highlight some interesting findings. For the Japanese
IPOs, it seems as though, somewhat consistently across the different tests, that as
concentration increases this increase has a negative effect on the post-issuance IPO
performance. We posit that this has something to do with the prevalence of business
groups in Japan, the history associated with these business groups, and the abuse of

19

Smith, Kislal and Mumtaz

their collective influence over the cash flow rights for a firm. Interestingly, we
identify some evidence of this in our results for the Pakistani IPOs in Panel 4, which
seems to suggest that as the 1st, 2nd, 3rd, and 4th shareholding levels become
concentrated above the 10% level, there is a strong negative and statistically
significant relationship between this type of group-level shareholding and one-year
post-issuance IPO performance. Contrarily, for the Pakistani IPOs, it seems as
though concentration at the first level of shareholding could be perceived positively
because the results indicate that these types of firms outperform the nonconcentrated IPOs and this result was statistically significant.
Table 4: Test of Proportion for Pakistani, Japanese, and U.S. IPOs
Panel 1: 1st Shareholder Concentration
Pakistani IPOs
> 10%

United States IPOs

Japanese IPOs

<= 10%

z test

> 10%

<= 10%

z test

> 10%

<= 10%

z test

Raw

60%

0%

3.08***

46%

69%

-2.38**

58%

50%

1.05

Market

26%

27%

-0.07

71%

90%

-2.15**

80%

84%

-0.59

CAR

47%

0%

2.44**

41%

52%

-1.16

51%

45%

0.69

Count

77

7

269

29

521

44

57%

58%

-0.11

Panel 2: 2nd Shareholder Concentration
-1.57^
41%
57%
2.77***

Raw

56%

73%

Market

26%

25%

0.12

69%

78%

-1.82*

78%

84%

-1.74*

CAR

50%

39%

1.04

36%

48%

-2.09**

51%

50%

0.35

Count

55

29

155

139

321

244

60%

56%

82%

80%

0.44

56%

48%

1.55^

160

405

Raw

58%

62%

Panel 3: 3rd Shareholder Concentration
-0.48
32%
52%
2.81***

Market

21%

28%

-1.03

68%

75%

CAR

48%

46%

0.23

26%

45%

Count

27

57

57

233

-1.07
-2.63***

0.85

Panel 4: 4th Shareholder Concentration
Raw

32%

68%

-4.23***

9%

50%

-2.66***

62%

57%

0.73

Market

23%

26%

-0.56

82%

74%

0.60

81%

81%

0.08

CAR

23%

54%

-3.85***

9%

43%

-2.24**

57%

50%

0.94

Count
13
71
11
274
53
512
Note: In this series of test we compare whether the level of shareholder concentration is related to the raw one-year IPO
performance, whether the raw market return associated with the issuance of new IPO shares has a relationship with
concentration, and whether there is evidence of a relationship between the level of concentration and one-year marketadjusted performance associated with IPOs. This analysis was carried out on IPOs that were issued from 2013 to 2015 on
U.S. and Japanese Exchanges. ***, **, *, and ^ indicate statistical significance at .01, .05, .10, and .15 levels.
Source: Authors’ calculation.

The results presented in Table 4, attempt to look more specifically at the
differences between founder-level concentration as it relates to IPO performance
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and group-level concentration. Again, there is a significant contrast between the
performance of Japanese and Pakistani IPOs. In the case of Pakistan, IPOs that have
significant levels of founder concentration outperform, but IPOs that have grouplevel concentration underperform. Shaikh, Fei, Shaique, and Nazir (2019) claim
that control-enhancing mechanisms, such as pyramid ownership, allow controlling
shareholders to expropriate smaller shareholders. In their study, found evidence of
manipulation of accrual-based earnings and real earnings management within firms
that had this type of ownership structure. Hence, what we found could be evidence
that firms operating under these pyramidal ownership structures are not acting in
the shareholders’ best interest; whereas, founder-concentration helps prevent
managerial entrenchment and maximizes shareholder wealth.
Japanese IPOs seem to consistently have a negative relationship between
ownership concentration and IPO performance; whereas, the US sample has no
substantiating evidence of a negative relationship between concentration and IPO
performance; however, there is weak evidence of a positive relationship between
ownership concentration and IPO performance. In Japan, almost all forms of
concentrated ownership (i.e., founder and group) seem to affect both the timing of
IPOs and their overall performance. Ullah (2017) claims that in Japan there is an
unwinding of the control imposed through group-level shareholding. Further, there
is a positive relationship between the transfer of ownership from stable investors
(i.e., financial institutions and non-financial corporations) that practice group-level
shareholding (this typically shields managers from external pressures and the threat
of takeovers) to more active investors that provide better monitoring of the firm’s
managers. This unwinding and transfer of ultimate ownership in a company to
investors outside of the traditional keiretsu framework, even in the presence of
concentration, should provide opportunities to reduce managerial entrenchment and
align their interests to maximize the shareholder wealth.
4.3.1. Test of Proportions Using the Herfindahl-Hirschman Index (HHI)
In Table 5, we analyzed whether firms that have less concentrated
ownership structures are more likely to experience a positive performance event
when they issue their shares on Pakistani, Japanese, and US IPO markets. We found
that the Japanese IPO experience is very different from the experience in the US
and Pakistani IPO markets. In the aggregate, when we examined the raw and market
performance of Japanese IPOs, the firms that had a more disbursed ownership had
more positive performance events when compared to firms that had significant
ownership concentration. When we evaluated the performance of the firms that
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issued shares on the US and Pakistani equity markets during this time, we found
the opposite effect.
Table 5: Test of Proportions - A Comparison of High and Low Ownership Concentration Firms
Panel 1: Pakistani IPOs
Low Concentration

High Concentration

Raw
Return

Market
Performa
nce

Market Adjusted
Performance

Raw Return

Market
Performance

Market
Adjusted
Performance

Positive
Outcomes

10

32

9

18

26

18

Total Outcomes

37

37

37

35

35

35

Proportion
(Positive)

27.02%

86.49%

24.32%

51.42%

74.29%

51.42%

t Stat

-1.71*

-0.33

-2.10**
Panel 2: Japanese IPOs

Positive
Outcomes

80

113

68

29

53

31

Total Outcomes

143

143

143

84

84

84

Proportion
(Positive)

55.94%

79.02%

47.55%

34.52%

63.10%

36.90%

t Stat

3.18***

2.61***

1.56^
Panel 3: U.S. IPOs

Positive
Outcomes

173

140

230

108

133

105

Total Outcomes

331

331

331

159

159

159

Proportion
(Positive)

52.27%

42.30%

69.49%

67.83%

83.65%

66.04%

t Stat

-3.28***

-8.63***

0.76

Note: In this series of tests, we compare whether the level of shareholder concentration is related to the raw one-year IPO
performance, whether the raw market return associated with the issuance of new IPO shares has a relationship with
concentration, and whether there is evidence of a relationship between the level of concentration and one-year marketadjusted performance associated with IPOs using the Herfindahl-Hirschman Index (HHI) as the sorting mechanism. This
analysis was carried out on IPOs that were issued from 2013 to 2015 on U.S. and Japanese Exchanges. ***, **, *, and ^
indicate statistical significance at .01, .05, .10, and .15 levels.
Source: Authors’ calculation.

Although the results for the CARs in the US IPO cohort were statistically
insignificant, the CARs for the Japanese and Pakistani IPOs were statistically
significant and produced opposite signs. Moreover, the results for the Japanese
IPOs seem to support the general findings and conclusions reached throughout the
paper, which were that concentration, in Japan, typically has a negative effect on
post-issuance IPO performance. Contrarily, in the Pakistani cohort, we see that
significant amounts of concentration, which we contend would be more likely to be
associated with founder/owner concentration has a positive relationship with the
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one-year post-issuance IPO performance. The results of this statistical test help us
to refine our understanding of how concentration might affect post-issuance IPO
performance and distinguish between the effects associated with group-level
concentration and significant levels of concentration in the first and second level of
shareholding.
As illustrated in previous sections, both the magnitude of concentration and
type of concentration has an impact on the timing and performance of IPOs in our
sample; however, the results presented for the US sample is less convincing. The
differences between Japanese and the Pakistani IPO performance for the high- and
low-concentration firms show a clear distinction between these two countries,
which indicates that the differences in the relationship between ownership
concentration and performance is more ‘country-specific’ then it is a continent-bycontinent issue (Gugler et al., 2008). Nagata and Nguyen (2017), in their study of
disclosure policy in the Japanese market, indicate that concentrated ownership is
not associated with better disclosures and they indicate that these concentrated
stakes are likely strategic as such the motivations of these concentrated owners are
different from active shareholders. It seems as though in the US and Pakistani
markets that ownership concentration is used as a monitoring device and a means
to control the threat of managerial opportunism (Waheed & Malik, 2019) and
reduce agency problems (Khan & Nouman, 2017); whereas, in the Japanese IPO
market, ownership concentration is still used to extract benefits that are not
primarily focused on maximizing shareholder wealth.
5.

Conclusion

This paper provides performance-based statistically significant evidence
which illustrates that concentration, in terms of corporate ownership, affects postissuance IPO performance over a one-year time-horizon in Japan differently than it
affects IPO performance in the US and Pakistan. We conjecture that the keiretsu
framework and the emphasis on stakeholder value maximization over shareholder
maximization in Japan provides a reasonable explanation of why the performance
of IPOs in Japan are markedly different from the performance of IPOs in the US
and Pakistan. However, when we add the results that were generated across all
rounds of the analysis in Pakistan, we see that significant group-level concentration
is also negatively related to the one-year post-issuance performance of IPOs, but
only at extreme cases of group-level concentration; furthermore, in Pakistan,
concentration is not always seen as a bad thing and, at times, Pakistani investors,
based on the performance results presented in this paper, seem to see concentration
as a positive signal (i.e. founder/owner) as long as that concentration does not trend
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towards the extreme group level concentration. This evidence indicates that, except
for extreme levels of group-level concentration, in Pakistan and the US, the use of
concentrated ownership seems to provide an appropriate deterrent against
managerial entrenchment and aids in maximizing shareholder wealth. In the case
of Japan, there could be an unwinding of the control imposed by group-level
shareholding (as indicated in Ullah, 2017), but this process of transferring
ownership from stable owners to owners that are truly focused on maximizing
shareholder wealth is not yet complete and there is still significant evidence of a
negative relationship between all types of concentration and IPO performance in
the Japanese market for IPOs.
There are a few limitations to this study, we will identify two of our primary
limitations. First, when collecting data to study the differences in the performances
of IPOs based on ownership concentration across these regions, the Pakistani
sample during the 2013 to 2015 was very small compared to the Japanese and US
samples, which were 298 and 565 IPOs, respectively. Therefore, we used a sample
time horizon lasting from 2004 to 2015 for the Pakistani sample, which provided
us with 84 observations. Second, there is evidence that some firms may be more
likely to allow concentrated owners to exert excess power over the managers of
their firms and the even cash flow rights within the firm. The discussion provided
in the literature review highlighted the fact that different regulatory regimes,
cultures, and ownership structures have an effect on firm performance and that
certain firms (whether they are controlled through a series of cross-shareholding
relationships, pyramidal ownership, or other types of concentrated ownership) are
more likely to allow large shareholders to obtain influence in excess of what their
ownership rights would entitle them. We did not identify a clear way to distinguish
these types of firms from firms that are focused specifically on shareholder wealth
maximization and this has the potential to lead to potential bias in our results.
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