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Abstract 
Previous empirical study excludes hidden ownership structure into their study. Consequently, their ownership 

calculation could give biased results. This study develops a novel methodology to trace hidden ownership of each firm 
to its controlling owners and investigate the effects of hidden ownership on firm performance. The results show the 
existence of hidden ownership in Thai firms. We found the presence of hidden ownership is positively related to firm 
performance. Firms with hidden ownership have higher proportion of foreign shareholders, who are more likely to be 
institutional investors. Presence of institutional investors might lead to better governance, active monitoring, and result 
in stronger firm performance. The results dispel traditional hypothesis of wealth expropriation from minority 
shareholders to ultimate owner.  In addition, the results provide new avenues of focus for further studies on the motive 
of hidden ownership that may include price manipulation, foreign quota reserve and tax management.  
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Chapter1 Introduction  

 

Motivation: 

For decade, the issue of the separation of ownership and control has 

been discussed for numerous years. In corporate governance prospective, agency 

problem exists when a separation of ownership and management is occurred. 

Recently, many empir ical l i teratures showed the  new type of agency problem in 

another aspect which come from the confl ict of interest between majority and 

minority shareholders. Especial ly when f irms have ownership concentrat ion 

(Dennis and McConnell, 2003). On the other hand, concentrated ownership le ad 

to another agency problem between minority and ult imate shareholders (or 

control l ing shareholder)  because concentrated ownership is associated with 

potential costs as the ult imate owner may have incentives and power to extract 

private benefits of contro l. The ult imate owner controls composit ion of the board 

of directors and inf luences the corporation’s activit ies. Control l ing shareholders 

may endeavor manage company assets or company activit ies for their own 

interests whereas minor shareholders and other  stakeholders must bear the costs 

(Shleifer and Vishny, 1997  and La Porta et al. , 1999 ) .  The transfer of corporate 

resources by ult imate shareholders takes many forms, including consumption 

benefits, excessive compensations, stealing investment opportunit i es and 

ineffect ive investments (Johnson et al. , 2 0 0 0 ) .  In addit ion, private benefit of 

control includes amenity potential (Demsetz and Lehn, 1 9 8 5  and Gompers et al., 

2 0 1 0 ) , tunneling (Bertrand et al. , 2 0 0 2 )  and insider trading (Anderson et al., 

2012) .  This expropriat ion problem is more pronounc  where ult imate shareholders 
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are also in management teams and in the countr ies where the legal protect ion and 

enforcement of laws are poor (La Porta et al. , 1999 and Bebchuk et al. ,1999)  

 

Problem statement: 

The transparency of ownership and control is extremely important in 

corporate governance. Investors need transparency of ownership and control to 

accurately estimate expropriat ion r isks, which involves in appropriate anticipation 

of potential confl icts associated with the ult imate owners’ transactions (Chernykh, 

2 0 0 8 ) .  The hidden ownership usually obscures confl ict of interest and al lows 

ult imate owners to engage in self -dealing benefits. In part icular, the hidden 

ownership can eventually cause discrepancy between control and cash f low rights, 

revealing motivation of ult imate owners and the business group aff i l iat ion. Then, 

i t is inevitable that questions can arise regarding how the hidden ownership is 

init iated, causing detr imental effects in te rm of f irm value and corporate 

governance. Specif ical ly, on t iming of IPO, when private f irms make transit ions to 

go public, the signif icant decreasing in ownership may associated with agency 

problem. Reasonably, the ult imate owners st i l l  want to remain po wer to control the 

f irm. They are l ikely to hide themselves via nominees  or offshore companies. In 

addit ion, the high degree of information asymmetry al lows the ult imate owners 

engage in and act upon their desires (Kenneth el at. , 2004). Thus, the motivation 

of ult imate owners wil l be questionable and remarkably interesting to investigate 

the behavior of IPO firm toward hidden ownership patterns.  

 

Research objective: 

For previous empir ical studies, most studies ignored or excluded offshore 

holdings shareholders from their empir ical tests. Hence, the method to  aggregation 
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of ult imate owners wil l be questionable  and this exclusion wil l lead to the object ive 

of this study as  

1. This study attempts to develop a novel methodology to trace the 

hidden ownership of each f irm to its ult imate owner . 

2. Investigate the effects of hidden ownership on f irm performance .   

Since Many puzzles exist in previous empir ical study of ownership structure 

and corporate governance.  Because of most studies ignored or excluded offshore 

holdings shareholders from their empirical tests. Consequently, their ownership 

calculat ion could give some biased results.  The result of this study may  help to 

revealing shareholder  structure and revolut ionize tradit ional belief on ownership 

structure and corporate governance.  For agency problem,  

 

Significant of research: 

The result of this study may provide new insights into hidden ownership 

puzzles and make signif icant contr ibutions to current corporate governance 

l i terature such as (1 )  This study wil l be one of the pioneering papers to provide 

an innovative methodology to trace hidden control chains, which can improve 

understanding of ownership control patterns. ( 2 )  This study wil l document the 

existence of hidden ownership structure and revolut ionize tradit ional belief on 

ownership structure and corporate governance . (3) The f indings of this study may 

suggest the necessity for regulators to re -visit rules or regulat ions that are higher 

of standard for disclosure and transparency requirements to protect minority 

shareholders.  

 
This proposal paper is organized as fol lows. In chapter 2, reviews the 

l i terature on ownership structure. In Chapter 3 describe data, measurement of 

variables, and methodologies. In chapter 4, the descript ive data and the results 
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are analyzed with stat ist ical tools, which wil l further be discussed and interpreted 

for the implicat ion in chapter 5. Finally, I summarize the study and make a 

conclusion in chapter 6.  
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Chapter 2 Literature Review 

 
This chapter discusses the relevant l i teratures on ownership structure  

and firm performance in below subsections.  

 

Separation of ownership and control around the world : 

Ownership structure is the important topic in corporate governance 

l i terature. In the early stage of the study, i t is found that there is a separation 

between ownership and control as the ownership is dispersed among 

shareholders. Thus, the control is concentrated in the hands of managers (Berle 

and Means 1932). The fol lowing l i terature also developed based on the same 

concept of ownership pattern as can be seen in the study by Jensen and Meckling 

(1976).  

In recent years, the soundness of dif fuse ownership  has been 

challenged by many studies. La Porta el at. (1999) proposed a method to identify 

the ult imate ownership by tracing control chains. This approach al lows us to 

examine different type of ownership structure around the world. The ult imate 

owner is defined as the largest control l ing shareholder through both direct and 

indirect holding.  

In general, there are three types of arrangement that al low an ult imate 

owner to enhancing control r ights with small fract ion of equity ownership, which 

are mult iple c lass shares, pyramids, and cross -ownership structures.  

1. Mult iple class shares are shares that offer dif ferent voting options. 

In each country, there can be mult iple voting shares, shares with l imited voting 
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r ights (preferred stock), or non -voting shares (for example, NVDR shares in 

Thailand).  

2. A pyramid ownership structure is an arrangement that al low ult imate 

owner, who is at the top layer, to effect ively control companies in bottom chain 

layer by owning just a fract ion of their equity. This structure  is one of the most 

used mechanism to enhance ult imate owner voting r ights.  

3. Cross-ownership or reciprocal holdings represent the company that 

the ult imate owner control company via direct and indirect ownership. In other 

words, i t is an interlock ownership structure between mult iple companies. Rules 

and regulat ions for cross -holding are comparat ively restr ict ive in dif ferent 

countr ies.  

The cross-country studies show that the majority of f irm around the 

world are structured as pyramidal ownership and cro ss-holdings structures, 

especial ly in Europe and East Asia. A study to identi fy the ult imate ownership 

by La Porta el at. (1999), which uti l ize ownership structure data of large 

corporations from 27 wealthy economies, shows that these f irms are typical ly 

control led by famil ies or the State. As previously stated, these shareholders use 

pyramid ownership structure and their own partaking in management to gain 

surplus control r ights over their cash f low rights. This result is supported by 

Claessens el at. (2000) who explore the separation of ownership and control in 

East Asian countr ies. I t is confirmed that owners in these countr ies have their 

voting r ight frequently exceeding cash -f low rights via pyramid structures and 

cross-holdings. Addit ionally, the separation of ownership and control is most 

pronounced among family -control led f irms and small f irms. Bebchuk el at. (1999) 

provide a theoretical analysis of enhancing control r ights and demonstrate that 

there is an arrangement, such as those mentioned above, fo r a shareholder to 

typical ly control a f irm by using less cash f low rights.  
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For Asian countr ies, the business entity is characterized by high family 

ownership and lack of transparency (Cheung et al. , 2011). The agency problem 

between manager and shareholder is not applicable in Asia because of the 

control l ing shareholders is the management and board of director of the 

company. Besides, hosti le takeovers cannot function properly in Asia since the 

large percentage of f irms with  concentrated or family ownersh ip. 

Wiwattanakantang (2001) discover that Thai f irms have high concentrat ion of 

ownership and there is a part icipation from control l ing shareholders in f irms’ 

management via off icers and directors. Moreover, there are large number of 

companies that are ent irely control led by a single family. Khanthavit el at. (2003) 

compare the ownership and control of Thai public f irms between the period before 

and after the East Asian f inancial cr isis. I t is found that there is an increasing 

concentrat ion of ownership aft er the crisis. Moreover, family owners continue to 

be the most dominant owners of Thai f irm and are st i l l  act ively part icipated in 

the management. According to these l i teratures, Thailand is considered to be a 

unique sample with numerous family -owned f irms and f irms with concentrated 

ownership which can be used to investigate the effect of hidden ownership more 

preciously.  

Although recent l i teratures attempt to improve methodology to trace 

hidden control chains of ult imate owner. For example, they used more  

comprehensive database for shareholder who hold at least 0.5 percent. Also, the 

ownership is traced through both public and private f irms. However, al l l i teratures 

commonly exclude companies with obscure ownership from empir ical analysis 

( i .e. nominee and local or offshore holdings) or assigned them to various classes 

of investors based on judgmental basis. Consequently, their ownership 

calculat ion could give some biased results. By providing a method to identify 
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anonymous ownership structure, this study aims to improve our understanding of 

obscure ownership and control patterns around the world.  

 

Ownership structure  and firm performance 

The early work of Jensen and Meckling (1976), on f irm theory of 

ownership structure show the foundation concept of agenc y costs and proposed 

the al ignment of interest hypothesis. The f irm value decreases as the ult imate 

ownership declines. Alternatively, Demsetz (1983) Fama and Jensen (1983) 

discuss on the entrenchment hypothesis. At certain level of ult imate ownership, 

managers’ consumption may out weight the loss from reduced value of f irm. This 

hypothesis shows negative relat ion between ult imate ownership fract ions and 

f irm value. Many recent l i teratures take into account both hypothesis by 

consider ing nonlinear relat ionship between ult imate ownership and f irm value. 

Morck et al. (1988) explore relat ionship between ownership and f irm value. They 

found that when range of ownership between 5 -25%, the entrenchment effect is 

dominate. For small or large proport ion of ownership , the al ignment is effect 

when range of ownership between 0 -5% and more than 25%. Later, Kenneth et 

al. (2004) investigate the relat ionship between managerial ownership and the 

change in f irm performance. They f ind that f irms with moderate level of 

managerial ownership exhibit negative relat ionship with change in f irm 

performance. Although, low and high managerial ownership exhibit posit ive 

relat ionship with change in f irm performance. The results from recent l i teratures 

are dif ferent and inconclusive. Perhaps, al l l i teratures generally exclude 

companies with obscure ownership from empir ical analysis or assigned them 

based on judgmental basis. Therefore, the calculat ion of ownership could give 

some biased results. This study aims to providing a method to ide ntify hidden 
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ownership structure and improve our understanding of ownership structure and 

control patterns around the world.  

 Especial ly when f irms have concentrated ownership and lead to severe 

agency problem between majority and minority shareholders. Since the control l ing 

shareholder have abil i ty to extract private benefit of control such as perk and 

consumption benefits, excessive compensations, steal ing investment opportunit ies 

and ineffect ive investments (Johnson et al. , 2000). In addi t ion, private benefit of 

control includes amenity potential (Demsetz and Lehn, 1985 and Gompers et al., 

2010), tunneling (Bertrand et al. , 2002) and insider trading (Anderson et al. , 2012). 

Recent l i teratures from Ashraf et al. ,2020 analyze agency problem between family 

and nonfamily f irm. They found that agency problem increased when family 

received private benefit of control. The agency problem is more pronounced where 

control l ing shareholders are also in management teams and in the countr ies where 

the legal protect ion and enforcement of laws are poor.  Hythesis of this study are  

as fol low: 

 

Hypothesis 1: The negative associat ion of hidden ownership and f irm’s  

performance (ROA) due to wealth expropriat ion from minority shareholders to 

ult imate owner 

 

Hypothesis 2: The negative associat ion of hidden ownership and f irm’s  

performance (ROE) due to wealth expropriat ion from minority shareholders to 

ult imate owner 

 

Hypothesis 3: The negative associat ion of hidden ownership and f irm’s  

performance (Tobin’s Q) due to wealth expropriat ion from minority shareholders 

to ult imate owner 
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Chapter3 Methodology  

 

Data: 

 To study hidden ownership structure more preciously. I focus attention 

on Thailand which is a country in emerging market. Thailand provides several 

advantages for examine the pattern of ownership structure. First, most companies 

control led by family shareholders which wil l be associated with confl icts of interest 

between ult imate shareholders and minority shareholders. Second, the problem of 

agency problem may be exacerbated because of ineffect ive governance 

mechanism and poorly developed market for corporate control in emerging market. 

Third, detai led data are available and accessible. These advantages increase our 

confidence in the rel iabi l i ty of the data.  

 I focus f irms on t iming of IPO (private f irm go public). Because I avoid 

confounding effect on ownership structure and enhance accuracy of hidden 

ownership tracing. The sample period includes al l IPO firms, l isted during 2011 -

2015. I restr ict data period to 2011 due to data l imitat ion and I wil l access f irm 

performance for 3-years period to avoid the confounding effects of a market -wide 

shock from covid19 situation . Thus, I require f irm go public before 2016. The 

sample excludes banks and other f inancial f irms because there are ownership 

restr ict ions imposed on bank and f inancial inst i tut ions by Bank of T hailand. Firm 

performance data wil l be obtained from Datastream. Detai l of ownership structure 

wil l be obtained from DBD database provided by ministry of commerce, department 

of business development and BOL database provided by Business Online Ltd. 

Addit ional data such as board members, director elect ion, company’s aff i l iates as 

well as family relat ionships among board members wil l be manual col lected from 
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mult iple sources such as SETSMART, company f i les (form 56 -1) and annual 

general meeting report.   

 During the years 2011 to 2015, 49 Thai f irms went public. Table 1 and 

table 2 show descript ive stat ist ics of IPO firms during 2011 -2015. 
 

Table 1 Distr ibution of f irms (IPO) by calendar year  

Year Number of f irms Percentage of f irms (%) 

2011 2 4.08 

2012 7 14.29 

2013 10 20.41 

2014 13 26.53 

2015 17 34.69 

Total 49 100.00 

 

Table 2 Distr ibution of f irms (IPO) by Industry  

Industry Number of f irms Percentage of f irms (%) 

Agro & Food Industry 10 20.41 

Consumer Products 2 4.08 

Industrials 4 8.16 

Property & Construct ion  12 24.49 

Resources 6 12.24 

Services 15 30.61 

Total 49 100.00 

 



SET Research Scholarship 2021-2022, The Stock Exchange of Thailand                           

12 

 

 I restr ict the analysis to the sample of 49 f irms for which I have complete 

data. Thus, I have data covered most of the Thai f irms that went public during this 

t ime period. 

 

Approach to identify hidden ownership : 

 The unique comprehensive database of shareholder structure provides 

opportunity to trace the ult imate owners of al l pr ivate and public companies that 

are the shareholder of f irms. I also search family relat ionships beyond their 

surname as well as family re lat ionships among board members. For offshore 

holdings that are the shareholder of f irms, I wil l use unique database of annual 

general meeting vote (AGM) to identify offshore holdings who support or withhold 

on confl ict agenda between control l ing and minor ity shareholder.  Therefore, I can 

use this information to trace shareholder relat ion to the ult imate owners of f irms.  

 

Figure 1 Show i llustrat ion step to identify shareholder relat ion.  

 

 The identif icat ion process is similar to “knapsack problem”. The knapsack 

problem refers to a problem in combinatorial optimization. Given values and sizes, 

we have to determine a set of i tems and pact i t into a container with a maximum 
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capacity. When the total size of i tems exceeds the capacity, you must choose a 

subset of the items of maximum total value that wil l f i t in the container. This kind 

of problem usually arises in resource al location with t ime constraint or f ixed 

budget. Compared to identif icat ion process, our problem is special case of 

knapsack problem which values and sizes are equal. The goal of this problem is 

to f ind combination of shareholders that sum of total shares equal to votes. After 

al l , there are several ways to solve knapsack problems. One of the most eff icient 

is based on dynamic programming. Unfortunately, when items and values are big. 

There is no pseudo-polynomial algorithm to solve it . That is the reason why most 

of the solver algorithm is based on branch and bound search.   

 As i l lustrat ion in f igure  1 , for more detai l , there are three steps to identify 

offshore holdings relat ion to the ult imate owners  

 1. Identify l ist of shareholder and number of shares for each shareholder. 

For example, there are 10,000 shareholders with 100,000,000  shares in total.   

 2. Use information from annual general meeting vote. Find the total 

number of vote (shares) who support or withhold vote. For example, there are 

50,000,000 shares who voted to support on confl ict agenda. Find the combination 

of shareholders who have sha res sum up to 50,000,000  shares. 

 3. Repeat the iterat ive process to generate a sequence of outcomes. 

Hence, we can calculate probabil i ty for each shareholder. At this point, I wil l know 

who is supporter and who is not. I can apply probabil i ty to trace the  relat ion for 

each shareholder and identify hidden ownership structure of company.  
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Methodology to investigate the effects of hidden ownership on firm 

performance  

 The method I use similar to approach used by Wiwattanakantang (2001) 

and Glaewketgarn (2013). I add some control variable reference from Chen an d 

Guay (2018) and Ashraf et al. (2020). The models to be tested are as fol lows.  

 
Firm Performance = 𝛼 + 𝛽1 Hidden ownership dummy or 

      +𝛽2 Level of h idden ownership or 

      +𝛽3 Ult imate ownership adjusted  

      +𝛽4 Firm age 

      +𝛽5 Firm size 

      +𝛽6 Board size 

      +𝛽7 Independent directors 

      +𝛽8 Industry dummy 

Where designated model specif icat ions wil l be fol lowing.  

 

Table 3 Designated model specif icat ions  

Variables Model1 Model2 Model3 

Level Hidden ownership  /   

Dummy Hidden ownership   /  

Ult imate ownership adj rat io    / 

Control variables / / / 
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Chapter4 Empirical Results 

 

This chapter discusses about the results from data analysis including 

the descript ive analysis of IPO firms and the hypothesis test ing.  

 

Descriptive Statistical Analysis : 

 For this analysis, I begin by categories f irms into two groups, f irm with 

and without hidden ownership, and comparing the characterist ics and 

performances of these two groups. The characterist ics can be classif ied into two 

groups 1) ownership variable which looks at the proport ion of shareholdings via 

nominee and, 2) f irm’s-control led variables including f irm’s age, asset size, degree 

of leverage, number of board members and independent directors.  

 Table 5 presents the summary stat ist ics of f irms with hidd en ownership. 

The sample of f irm with hidden ownership includes 52 companies. These f irms 

have shareholding via foreign offshore companies on average approximately 4.7%. 

Table 6 presents the summary stat ist ics of f irms without hidden ownership.  The 

sample of f irm without hidden ownership includes 84 companies.  Both groups of 

companies are well distr ibuted across mult iple industr ies as presented in Table 4. 

Firms with hidden ownership have highest proport ion in agricultural & food industry 

and service indust ry, while companies without hidden ownership have highest 

proport ion in property & construct ion and service industry.  The average ROA and 

ROE is 9.94% and 14.70% respectively for f irms with hidden ownership compared 

to 7.46% and 12.14% for f irms without hidden ownership. The average Tobin’s Q 

rat io for f irms with hidden ownership is also higher with an average of 2.92 

compared to 2.08 f irms without hidden ownership . 
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 In summary, I f ind evidence to support that hidden ownership does not 

have a negative impac t on the company’s performance. In contrary f irms with 

hidden ownership have higher ROA, ROE and Tobin’s Q, and outperform f irms 

without hidden ownership.  

 
Table 4 Distr ibution of f irm by industry  
 

 
Firm with hidden 

ownership 
Firm without hidden 

ownership 
Industry Obs. %Obs. Obs. %Obs. 

Agro & Food 20 38.46% 6 7.14% 
Consumer Products 0 0.00% 6 7.14% 

Industrials 0 0.00% 12 14.29% 
Property & Construct ion 10 19.23% 24 28.57% 

Resources 3 5.77% 15 17.86% 
Services 19 36.54% 21 25.00% 

Total Obs. 52 100.00% 84 100.00% 
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Table 5 Summary Stat ist ics of f irm with hidden ownership 
 
Variable Obs. Mean S.D. P.5 Median P.95 
Firms’ performance variable  
   ROA 52 9.94 6.14 -2.20 10.39 17.99 
   ROE 52 14.70 10.61 -7.28 16.75 35.23 
   TobinQ 52 2.92 1.73 0.97 2.31 6.60 
Ownership variable 
   Ult imate ownership 52 51.35 17.02 25.82 48.30 83.67 
   Hidden ownership 52 4.74 4.69 0.00 3.11 14.39 
Firms’ control variable 
   Firm age 52 23.44 11.49 7.60 22.00 44.40 
   Size 52 8,557,033 6,626,993 1,283,407 6,435,434 31,267,118 
   Leverage 52 0.78 0.61 0.15 0.74 2.58 
   Board size 52 9.69 1.78 8.00 9.00 15.00 
   Independent directors 52 4.10 0.82 3.00 4.00 5.00 
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Table 6 Summary Stat ist ics of  f irm without hidden ownership 
 
Variable Obs. Mean S.D. P.5 Median P.95 
Firms’ performance variable  
   ROA 84 7.46 4.49 -2.20 7.77 17.99 
   ROE 84 12.14 9.99 -7.28 11.42 35.23 
   TobinQ 84 2.08 1.16 0.91 1.84 6.60 
Ownership variable 
   Ult imate ownership 84 58.49 15.68 28.76 61.07 76.72 
   Hidden ownership 84 0.00 0.00 0.00 0.00 0.00 
Firms’ control variable  
   Firm age 84 20.93 12.22 5.25 19.00 50.75 
   Size 84   10,142,336      15,272,705     1,094,655     3,346,706      50,332,982  
   Leverage 84 0.98 0.77 0.15 0.70 2.58 
   Board size 84 9.45 1.51 7.00 9.00 12.00 
   Independent directors 84 3.73 0.68 3.00 4.00 5.00 
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Hypothesis Testing:  

 On Table 7-9, the estimated coeff icients on hidden ownership dummy is very 

strong and signif icant posit ive relat ion with ROA, ROE and Tobin’s Q, at the 5% levels, 

respectively. Regarding the relat ion between level of hidden ownership rat io is weaker 

and signif icant posit ive relat ion with ROA, at the 10% levels. However, no signif icant 

relat ion with ROE and Tobin’s Q. And adjusted ult imate ownership by including hidden 

owner is not related with any f irm performance variable.  

 These result indicate that the f irm’s performance is affected by the presence 

of hidden ownership. In fact, the evidence shows that f irms with hidden ownership 

outperform f irms without hidden ownership. The result are not consistent with the 

hypothesis that there are negative associat ion of hidden ownership and f irm’s  

performance (ROA, ROE and Tobin’s Q) due to wealth expropriat ion from minority 

shareholders to ult imate owner . Thereby, the presence of hidden ownership is not 

harmful f irm value since hidden owner doesn’t expropriate wealth from minority 

shareholders.  
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Table 7 The effect of hidden ownership and f irm performance (ROA) 
ROA Model1 Model2 Model3 

Hidden ownership dummy 2.634**     
  (2.51)     
Level of hidden ownership(%)   0.271**   
    (2.071)   
Adjusted Ult imate ownership     -0.004 
by including hidden owner  (%)     (-0.12) 
Firm age -0.026 -0.041 -0.024 
  (-0.657) (-1) (-0.581) 
Independent directors -2.298 -2.405 0.154 
  (-0.32) (-0.33) (0.021) 
Board size -0.4 -0.47 -0.336 
  (-1.292) (-1.479) (-1.056) 
Leverage -0.03*** -0.033*** -0.035*** 
  (-3.402) (-3.783) (-3.984) 
Size 0.14 0.2 0.438 
  (0.11) (0.157) (0.339) 
Industry dummy -0.073 1.116 0.846 
(Agro & Food Industry) (-0.052) (0.82) (0.595) 
Industry dummy 0.807 0.73 -0.068 
(Consumer Products) (0.351) (0.315) (-0.029) 
Industry dummy -0.702 -1.099 -1.646 
(Industr ials) (-0.359) (-0.563) (-0.832) 
Industry dummy 1.334 1.661 1.102 
(Property & Construction) (0.985) (1.193) (0.765) 
Industry dummy -1.495 -1.24 -2.136 
(Resources) (-0.971) (-0.778) (-1.333) 
Constant 13.547 14.473 11.408 
 (1.471) (1.546) (1.206) 
Observations  136 136 136 
Adjusted R2 0.167 0.154 0.124 

The dependent variable is ROA.  
***,**, and * indicate significant at the 1%, 5% and 10% levels, respectively 
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Table 8 The effect of hidden ownership and f irm performance (ROE) 
ROE Model1 Model2 Model3 

Hidden ownership dummy 4.831**     
  (2.195)     
Level of hidden ownership(%)   0.427   
    (1.551)   
Adjusted Ult imate ownership     -0.028 
by including hidden owner  (%)     (-0.447) 
Firm age -0.023 -0.046 -0.015 
  (-0.282) (-0.54) (-0.171) 
Independent directors -15.112 -14.676 -9.831 
  (-1.003) (-0.96) (-0.638) 
Board size -1.393** -1.487** -1.254* 
  (-2.145) (-2.229) (-1.892) 
Leverage -0.014 -0.02 -0.023 
  (-0.732) (-1.068) (-1.225) 
Size 0.403 0.578 0.899 
  (0.152) (0.216) (0.334) 
Industry dummy -2.58 -0.481 -0.64 
(Agro & Food Industry ) (-0.887) (-0.168) (-0.216) 
Industry dummy 2.8 2.457 1.098 
(Consumer Products) (0.581) (0.504) (0.226) 
Industry dummy -2.137 -3.015 -3.718 
(Industr ials) (-0.521) (-0.735) (-0.902) 
Industry dummy 1.933 2.375 1.789 
(Property & Construction ) (0.681) (0.812) (0.596) 
Industry dummy -2.549 -2.326 -3.447 
(Resources) (-0.79) (-0.695) (-1.033) 
Constant 29.956 30.823 26.786 
 (1.552) (1.567) (1.36) 
Observations  136 136 136 
Adjusted R2 0.035 0.016 0.002 

The dependent variable is ROE.  
***,**, and * indicate significant at the 1%, 5% and 10% levels, respectively 
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Table 9 The effect of hidden ownership and f irm performance (Tobin ’s Q) 
Tobin ’s Q Model1 Model2 Model3 

Hidden ownership dummy 0.599**     
  (2.266)     
Level of hidden ownership(%)   0.05   
    (1.507)   
Adjusted Ult imate ownership     -0.002 
by including hidden owner  (%)     (-0.232) 
Firm age -0.025** -0.028*** -0.025** 
  (-2.549) (-2.732) (-2.396) 
Independent directors -2.817 -2.736 -2.226 
  (-1.556) (-1.487) (-1.201) 
Board size -0.068 -0.078 -0.053 
  (-0.875) (-0.977) (-0.662) 
Leverage -0.008*** -0.008*** -0.009*** 
  (-3.36) (-3.739) (-3.896) 
Size -0.744** -0.72** -0.679** 
  (-2.336) (-2.234) (-2.093) 
Industry dummy 0.398 0.655* 0.618* 
(Agro & Food Industry ) (1.139) (1.902) (1.733) 
Industry dummy 0.439 0.388 0.236 
(Consumer Products) (0.758) (0.661) (0.403) 
Industry dummy -1.398*** -1.514*** -1.606*** 
(Industr ials) (-2.837) (-3.066) (-3.239) 
Industry dummy -0.419 -0.371 -0.46 
(Property & Construction ) (-1.229) (-1.056) (-1.274) 
Industry dummy -0.362 -0.345 -0.496 
(Resources) (-0.934) (-0.856) (-1.234) 
Constant 10.191*** 10.263*** 9.737*** 
 (4.394) (4.336) (4.107) 
Observations  136 136 136 
Adjusted R2 0.302 0.286 0.273 

The dependent variable is Tobin’s Q.  
***,**, and * indicate significant at the 1%, 5% and 10% levels, respectively 
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Chapter5 Discussion and Implication 

 

The existence of hidden ownership  

 
 This study presents the novel methodology to trace the hidden ownership of each 
f irm to its ult imate owners. The results reveal  and aff irm the existence of hidden 
ownership in Thai f irms . The ult imate owners spl i t  the control l ing shares and registered 
in a foreign offshore center  with unobservable aff i l iat ion . This mechanism allows owner 
to be hidden without formal violat ion of disclosure requirements . 

 

The effects of hidden ownership and corporate governance  

 
This study investigates the effects of hidden ownership on f irm performance . The 

results dispel tradit ional hypothesis of wealth expropriat ion from minority shareholders 
to ult imate owner.  The presence of hidden ownership is posit ively related to f irm 
performance. In addit ion, I conduct univariate analysis  in table 10. F irms with hidden 
ownership have higher proport ion of foreign shareholders , who are more l ikely to be 
inst i tut ional investors. Presence of inst i tut ional investors might lead to better 
governance, act ive monitor ing, and result in stronger f irm performance.  
 
Table 10 Percentage of shares held by foreign Investors  

 

 
Firm with hidden 

ownership 
Firm without hidden 

ownership 
Investors type %Shares %Shares 
Foreign individual 0.48 3.53 
Foreign inst i tut ional 5.91 0.37 
Foreign company 6.23 0.09 

Total Obs. 12.62 4.00 
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The new avenues of further studies on the motive of hidden ownership  

 

1. Buy/Sell Flexibility and Price manipulation  

 One of the possible motivations for hidden ownership is buy/sell  f lexibi l i ty and 

price manipulat ion. Figure 2 presents price comparison between f irms with hidden 

ownership and f irms without hidden ownership as price index relat ive to IPO price. The 

price of f irms with hidden ownership shows signif i cant more price volat i l i ty compared to 

f irms without hidden ownership . Furthermore, from this paper, general ly unobservable 

port ion of hidden share can be identif ied. This al lows us to further study the relat ionship 

between price movement and change in hidden ownership proport ion. Init ial observation 

reveals substantial pr ice variat ion between each year. This evidence consistent with the 

incentive of hidden ownership. By buying/sell ing  f lexibi l i ty with hidden shares, the owner 

can avoid legal restr ict ion  and disclosure requirements for owner trading or to avoid 

market signal ing. In a case that the market price is higher/ lower than owner expectat ion, 

the owner can sell /buy hidden share to alter share price to desired value.  

 

Figure 2 Price movement after IPO 

 

 

1 year after IPO 2 years 3 years 4 years 5 years 



SET Research Scholarship 2021-2022, The Stock Exchange of Thailand                           
 

25 

 

2. Room reserve for foreign quota  

 Thai laws have imposed restr ict ions on foreign ownership of Thai companies , 

similar to foreign business laws exist ing in most Asian countr ies . These restr ict ions will 

lead to possible motivations for hidden ownership. The owners are l ikely to hide 

themselves via offshore companies with unobservable aff i l iat ion . This mechanism will 

al low the owners reserve room in foreign ownership quota. The motivation for hidden 

ownership via offshore company could be due expansion f lexibi l i ty with future 

international  strategic partners. I f the foreign shareholding quota has been ful ly ut i l ized, 

this wi l l l imit the abil i ty of the company to expand or f ind a new foreign partners.  Hence, 

having hidden ownership via offshore company offers the owner strategic foreign 

shareholding and greater f lexibi l i ty for future expansions.   

 

3. Tax Management  
           Another possible motivation for hidden ownership is tax management 
incentives. The capital tax scheme could explain the possible reason company owners 
choose to have hidden ownership via foreign offshore companies. Companies registered 
in Thailand must report capital gain as income and pay corporate tax, while withholding 
tax for foreign company is less than corporate tax. Hence, this tax benefit could possibly 
incentivize owners to have hidden ownership via foreign offshore companies opposed 
to registered onshore companies.     
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Chapter6 Conclusion 

 

Ownership structure and corporate governance has been  a core area in 

corporate governance. Nonetheless, many puzzles st i l l  exist in empir ical study. One 

such area that has been excluded in study of ownership structure is hidden ownership. 

Consequently, their ownership calculat ion could give some biased results. Specif ically 

in Thailand, the ownership structures are highly concentrated but not easily observable 

as the owners have incentives to spli t their shares and mask their identit ies via foreign 

offshores companies . The motivations may include self-dealing benefits, tax 

avoidance, f lexibi l i ty to buy or sel l , pr ice manipulat ion or foreign quota reserve and 

hosti le takeover r isks.  

This study develops a novel methodology to trace hidden ownership of each 

f irm to its control l ing owners and investigate the effects of hidden ownership on f irm 

performance. The results reveal  and aff irm the existence of hidden ownership in Thai 

f irms. In fact,  I found the presence of hidden ownership is posit ively related to f irm 

performance. The results dispel tradit ional hypothesis of wealth expropriat ion from 

minority shareholders to ult imate owner. Firms with hidden ownership have higher 

proport ion of foreign shareholder s, who are more l ikely to be inst i tut ional investors. 

Presence of inst i tut ional investors might lead to better governance, act ive monitor ing, 

and result in stronger f irm performance.  

 In addit ion, the results provide new avenues of focus for further studies  on the 

motive of hidden ownership that may include Buy/Sell f lexibi l i ty and price manipulat ion, 

foreign quota reserve and tax management. 

 

 

 



SET Research Scholarship 2021-2022, The Stock Exchange of Thailand                           
 

27 

 

 

 

 

 

 

 

 

 

 

 

Appendix 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



SET Research Scholarship 2021-2022, The Stock Exchange of Thailand                           
 

28 

 

Table 10 Variable definit ions 

 
Variables Definit ion 

Tobin’s q The rat io between the market value and replacement 
value of the same physical asset calculated by dividing 
the sum of equity market value and l iabi l it ies book 
value by the sum of equity book value and l iabi l i t ies 
book value. 

ROE The rat io of net income before extraordinary item 
scaled by book equity, defined as common equity plus 
deferred tax. 

ROA The rat io of net income before extraordinary item 
scaled by total assets.  

Hidden ownership dummy Equals 1 if the f irm has hidden ownership on offshore 
holdings. Equal 0 for otherwise. 

Level of hidden ownership Percentage of hidden ownership.  

Ult imate ownership 

adjusted 

Percentage of ultimate owners  including hidden 
ownership port ion. 

Firm age Number of years of incorporation of the f irm.  

Firm size Log transformation of f irm’s asset in Thai baht (THB).  

Leverage Financial leverage proxied by total debt scaled by total 
equity. 

Board size Total number of directors on board.  

Independent directors Percentage of independent directors on management 
board. 

Industry dummy Equals 1 if the f irm is in the relative industry. Equal 0 
for otherwise. 

 

 

 



SET Research Scholarship 2021-2022, The Stock Exchange of Thailand                           
 

29 

 

Refernces 

 

Anderson, R.C., Reeb, D.M., Zhao, W., 2012. Family-controlled firms and informed trading: evidence 
from short sales. Journal of Finance. 67, 351–385. 

Ashraf, Rasha & Li, Huimin & Ryan, Harley E., 2020. Dual agency problems in family firms: Evidence 
from director elections, Journal of Corporate Finance, vol. 62(C). 

Bearle A., Means G., 1932. The modern corporation and private property. Harcourt, Brace, & World, 
New York. 

Bebchuk L., 1999. The evolution of ownership structure in publicly traded companies.  Harvard University 
working paper.  

Bertrand, M., Mehta, P., Mullainathan, S., 2002. Ferreting out tunneling: an application to Indian 
business groups. The Quarterly Journal of Economics. 117, 121–148. 

Chen, K., Guay, W., 2018. Busy directors and shareholder satisfaction. In: Wharton Business School 
Working Paper. 

Chernykh L., 2008. Ultimate Ownership and Control in Russia. Journal of Financial Economics. Vol. 88, 
No. 1. 

Cheung, L., Stouraitis, A., Tan, W., 2011. Corporate Governance, Investment, and Firm Valuation in 
Asian Emerging Markets. Journal of International Financial Management & Accounting. Vol. 22(3) 

Claessens S., Djankov S., Lang L., 2000. The separation of ownership and control in East Asian 
corporations. Journal of Financial Economics. Vol 58, 81-112. 

Demsetz, H., 1983. The structure of ownership and the theory of the firms. Journal of Law & Economics. 
26, 375– 390. 

Demsetz, H., Lehn, K., 1985. The structure of corporate ownership: causes and consequences. Journal 
of Political Economy. 93, 1155–1177. 

Denis, K., McConnell, J., 2003. International Corporate Governance. Journal of Financial and 
Quantitative Analysis. Vol. 38, issue 1, 1-36 



SET Research Scholarship 2021-2022, The Stock Exchange of Thailand                           
 

30 

 

Fama, E.F., Jensen, M.C., 1983. Separation of ownership and control. Journal of Law & Economics. 26, 
301– 325. 

Glaewketgarn, T. (2013). Governance of design for better firm performance of Thai listed companies. 
Thammasat University. 

Gompers, P., Ishii, J., Metrick, A., 2010. Extreme governance: an analysis of dual-class firms in the 
United States. The Review of Financial Studies. 23, 1051–1088. 

Jensen, M.C., Meckling, W.H., 1976. Theory of the firm: Managerial behavior, agency costs and 
ownership structure. Journal of Financial Economics. Vol. 3, pp. 305-360. 

Johnson, S., Peter B., Alasdair B. and Eric F., 2000. Corporate governance the Asian financial crisis. 
Journal of Financial Economics. Vol. 58, pp. 141-186. 

Khanthavit, A., Polsiri, P., Wiwattanakantang, Y., 2003. Did Families Lose or Gain Control after the East 
Asian Financial Crisis?. CEI Working Paper Series 2003-1, Center for Economic Institutions, Institute 
of Economic Research, Hitotsubashi University. 

Kenneth, A., Kitsabunnarat, P., Nofsinger, R., 2004. Ownership and operating performance in an 
emerging market: evidence from Thai IPO firms. Journal of Corporate Finance. vol. 10(3), pp 355-
381. 

La Porta, R., Lopez-de-Silanes, F. and Shleifer, A., 1999. Corporate ownership around the world. Journal 
of Finance.Vol. 54, pp. 471-517. 

Limpaphayom, P. and Polwitoon, S., 2003. Bank relationship and firm performance: Empirical evidence 
from Thailand before the Asian Financial Crisis. Journal of Business Finance and Accounting, Vol. 
31, pp. 1577-1600. 

Morck, R., Shleifer, A., Vishny, R.W., 1988. Management ownership and market valuation: an empirical 
analysis. Journal of Financial Economics. 20, 293– 315. 

Shleifer, A. and Vishny, R.W., 1997. A survey of corporate governance. Journal of Finance, Vol. 42, pp. 
737–783. 

Wiwattanakantang Y., 2001. Controlling Shareholders and Corporate Value: Evidence from Thailand. 
Pacific-Basin Finance Journal, Vol. 9(4), pp. 323-362. 

 


