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 The institutional owners hold large blocks of the corporations’ outstanding shares and 

can exert considerable influence upon the performance. The present study seeks to 
examine the relationship between the persistence and the proportion of institutional 

ownership and performance of the firms listed on the Tehran Stock Exchange. The 

population is composed of firms listed on the Tehran Stock Exchange over a period 
from 2008 to 2012. To test the hypotheses, the correlation method and panel data 

regression are employed. The independent variables of the study are the proportion 

ownership and the persistence of the institutional owners. The performance measures 
are the dependent variables including return on assets (ROA), return on equity (ROE) 

and earnings per share (EPS) and price to earnings ratio (P/E ratio). Size, risk and 

leverage are the control variables. The findings reveal that based on the variables of 
ROA, ROE and EPS, the persistence of the institutional owners leads to performance 

improvement. Furthermore, the persistence of institutional owners is found to have no 

relationship with firm’s performance based on the price to earnings ratio. The 
ownership ratio of the institutional owners improves the performance of the firms based 

on ROE, EPS and P/E ratio; however, the ownership ratio of the institutional owners is 

not associated with the firm’s performance in terms of ROA. 
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INTRODUCTION 

 

 Large enterprises play essential roles in the economic structure of the countries. Today, these enterprises are 

considered as the fundamental bases of economies and they consume large amounts of economic resources 

(such as labor, materials, managerial labor, capital). These enterprises hold significant responsibilities in 

economic growth and development of the countries. As a result, the concepts of corporate governance, corporate 

performance, separation of ownership and control have received increasing attention over the recent periods. 

Specifically, most of the theories related to classic periods have been revised over the recent decades and new 

theories such as agency theory are presented [24]. The establishment of large enterprises, the separation of 

ownership and management and the desirable and undesirable consequences have been introduced at global 

level at the late nineteenth and twentieth century. The corporate governance concept has been introduced in the 

early 1990s in Uk, USA and Canada and in response to the problems associated with the efficiency of board of 

directors of large firms. By the passage of time, the financial crisis of the recent years resulted in more emphasis 

on the establishment of corporate governance mechanisms in these countries and other global countries. The 

institutional investors are considered as the mechanisms of effective external controls on corporate governance 

[16]. Bushee [4] argues that the institutional owners monitor the firms through collecting data and making 

pricing decisions and also by managing the way the firms operate. Chung et al [5] believe that institutional 

owners possess some resources to exert influence upon the managers; however, the question remains whether 

the institutional owners really use their power and resources to monitor the managers. There are various factors 

impacting the corporate performance and many studies have been conducted to clarify the relationship between 

different financial and accounting variables and the corporate performance. However, the institutional 

ownership and persistence of the institutional owners have not been essentially explored in Iran [7,24,12].  
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 The present study aims to examine the relationship between the persistence of the institutional owners and 

the ownership level of the institutional owners of the firms listed on the Tehran Stock Exchange and the 

corporate performance. According to Bushee [4], the institutional owners include block shareholders such as 

banks, insurance companies, investment firms and so on. Institutional owners hold considerable stakes in the 

corporations and have potentials to impact the managerial functions. In terms of monitoring management and 

collecting data, the institutional owners paly more essential roles than the other owners. It is expected that there 

is a reasonable association between the proportion and persistence of the institutional owners and corporate 

performance.  

 

Literature review and research background: 

 In this section, the prior literature about institutional ownership and the role of institutional owners on 

corporate performance is reviewed. This section is classified into some categories.  

 

Institutional ownership: 

 The recent studies on corporate governance have put emphasis on the role of the institutional owners. The 

Cadbury committee was set up in 1991 and composed of four key reports including Cadbury, Greenbury, 

Hampel and Higgs which investigated different aspects of corporate governance in UK. All these reports 

emphasize on the significant role of the institutional owners on ensuring that the companies follow the corporate 

governance regulations. Based on Gillan and Starks [11], the institutional shareholders and external stockholders 

play key roles in many evolutions of corporate governance systems. From the theoretical perspective, the role of 

institutional owners is very complicated. On one hand, the institutional owners represent one of the other 

corporate governance mechanisms which might monitor the management. On the other hand, the institutional 

owners align the interests of the shareholders. The ways by which the shareholders monitor the managers are 

known as the agency theory. Institutional owners have been playing an increasingly significant role in the equity 

markets and they have achieved considerable ownership concentration. However, the ownership concentration is 

known as a significant mechanism of corporate governance which controls the agency problems and improves 

the protection of the investors’ interests [21]. This concentration might have negative consequences such as 

access to the secured information which creates information asymmetry between managers and shareholders. 

The institutional owners might also exacerbate the agency conflicts. However, this problem resolves by 

increasing ownership concentration. The prior literature have emphasized on the significant role of institutional 

owners in corporate governance. For example, Agrawal & Knoeber [1] argue that the active role of institutional 

owners might have positive impacts on financial performance of the corporations. In addition, Stapledon [23] 

declares that monitoring the institutional shareholders creates a balance between the market forces and devices 

working for diverging the interests of managers and owners. The institutional owners can resolve the problems 

associated with the ability to utilize the economic scale benefits and diversification. In doing so, it seems that 

the institutional owners represent the reason and the resolution of agency conflict. The role of institutional 

owners as the shareholder might separate the ownership and control. The increasingly engagement of 

institutional owners in the companies and concentration of the ownership are the methods used to monitor the 

management.  

 

The role of institutional owners in the corporate performance: 

 Based on Jensen and Meckling, the publicly held corporations confront with many conflicts resulted from 

agency problem. The agency conflict results in separating the decision making ability from the risk taking 

power. In doing so, the agency model seeks to mitigate the conflict of interests. The ownership structure, types 

of the owners and the concentration of stocks and the way the owners behave are subjects which might be 

examined. According to Pound [19], three hypotheses are proposed for the influence of institutional ownership 

on the firm performance: efficient-monitoring hypothesis, conflict-of-interest hypothesis and strategic-alignment 

hypothesis. The first hypothesis declares that the institutional owners can monitor management at lower costs. 

This is because the institutional owners have greater expertise and incentives [22]. Based on this hypothesis, the 

institutional owners have essential impacts on changing the structures and firm performance. The conflict-of-

interest proposition suggests that the institutional owners are short-term investors who act like the traders and 

buy and sell the shares based on the portfolio requirements. The specific item of this proposition is that the 

institutional owners are the inactive participants. In other words, these individuals hold stocks just because the 

stocks are components of the premium companies. In this situation, the institutional ownership is not expected 

to be associated with firm performance. This ownership is consistent because the stockholders own the stocks of 

active firms. Based on the third proposition, some institutional owners cooperate with the management to 

expropriate the minor shareholders. One of these three propositions plays more significant role on behaviors of 

the institutional owners. The relationship between firm performance and institutional ownership depends on the 

influence of one or more scenarios mentioned above. According to efficient-monitoring hypothesis, it is 

expected that there is a significant positive association between these two variables. Considering the strategic-
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alignment hypothesis, there is no relationship. In the last proposition, there is a negative relationship between 

the institutional owners and firm performance when the management is engaged in ineffective operations.  

  

Research background: 

 Noravesh and Ebrahimi Kordlor [18] examined the relationship between institutional shareholders and 

information asymmetry of the firms listed on the Tehran Stock Exchange during 1994 to 2003. Their findings 

revealed that the stock prices of the firms with higher institutional ownership contain more information about 

the future earnings. Hassas Yeganeh et al [12] explored the relationship between institutional owners and the 

value of the firms listed on the Tehran Stock Exchange. They concluded that the institutional investors improve 

the firm performance and increase the firm value. Namazi and Kermani (2008) found a significant negative 

relationship between the institutional ownership and firm performance. They examined the impact of ownership 

structure (institutional ownership, corporate ownership, managerial ownership and external ownership) on the 

performance of the firms listed on the Tehran Stock Exchange.  

 Sadeghi and Kaffashi [20] investigated the impact of shareholders’ incorporation on the return of the firms 

listed on the Tehran Stock Exchange for a five-year period from 2002 to 2006. The results of this study 

represent that there is a linear relationship between the institutional owners and firms’ returns. Nikbakht and 

Rahmani Niya [17] examined the impact of the proportion of institutional ownership on performance of the 

Tehran listed firms. They provided strong evidences about the positive impact of institutional ownership on the 

firm performance.  

 The link between institutional owners and volatility of the stock returns is studied by Fakhari and Taheri 

[10]. They documented that the institutional owners increase the monitoring over the managerial performance, 

mitigate the information asymmetry and decrease the volatility of the stock returns. Poor Zamani and Kharidar 

(2003) tried to find the impact of institutional owners on the value of the listed firms. The findings of this study 

revealed that there is a significant positive relationship between the institutional owners and firm value. 

Furthermore, a significant positive association between voting rights of the second and third blockholders and 

firm value of the banks and mutual funds is documented.  

 According to Carenet et al (2007), the proportion of institutional ownership (insensitive to pressures) has a 

positive relationship with firm performance. They also found that the ownership sensitivity to the pressure has 

no association with firm performance. Bohel and Brzhniski [3] investigated the impact of institutional investors 

on the capital markets. The findings of their study showed that the institutional investors make the capital 

market an efficient market in which the institutional investors disclose information and follow the professional 

behaviors and increase the soundness of information. The effect of different types of institutional investors on 

the performance of 116 firms of nine industries in Finland is explored by Batachariya and Graham [2]. The 

authors found that there is a considerable and mutual feedback between the performance of the firms and the 

control of the shareholders in terms of decision making. Li lin [14] examined the relationship between level of 

the institutional ownership and the firm value. The findings of this study represented that when the ownership 

level of the institutional shareholders is lower than 81.2 percent, there is no association between firm value and 

institutional ownership; however, the ownership level which is higher than 81.2 percent shows that by 

increasing one percent of institutional ownership, the firm value increases by 1.25 percent.  

 Considering a six-year period from 1999 to 2004, Eliya siyani and Jia [8] examined whether there is a link 

between persistence of the institutional owners and performance of the American firm. They concluded that the 

proportion and the persistence of the institutional owners play significant roles in creating incentives and the 

monitoring effect of the institutional owners. According to their findings about the linking channels between 

firm performance and persistence of the institutional owners, it is suggested that long-term institutional 

ownership is related to the improvement of firm performance through mitigating information asymmetry and 

increasing the incentives of the executives.  

 Using the ratio of the shares owned by the owners, the effect of the institutional owners has been measured 

in the prior studies and various findings are revealed. The present study sheds light on the relationship between 

persistence of and proportion of institutional owners and performance of the firms listed on the Tehran Stock 

Exchange.  

 

Methodology: 

 The academic studies are classified into experimental and descriptive studies. This is an applied study using 

descriptive-correlation method to analyze the data. To test the hypotheses, the correlation between the variables 

and the regression equation are used. The data related to the variables are collected from different databases 

over 2008 to 2012 through EXCEL and EVEIWS software. It must be mentioned that the data is used in terms 

of cross-sectional and time series data.  
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Population and sample: 

 The population of this study is composed of firms listed on the Tehran Stock Exchange. The empirical 

evidences show that the listed firms are good proxies of Iranian firms in terms of ownership type, management, 

operations, legal regulations and other significant characteristics. In doing so, the firms listed on the Tehran 

Stock Exchange are selected as the population. The sample is also composed of the firms with the following 

criteria:  

1. The stocks of the sample firms should be traded at least once a year over a period from 2008 to 2012.  

2. The end of the fiscal year should be consistent with the calendar year and there should be no changes in the 

fiscal years.  

3. The sample firms should be listed on the Tehran Stock Exchange since the beginning of 2008. 

4. The trading days of the selected firms in all five years should be at the highest quartile of the trading days 

(at least 75 percent). 

5. The data related to sample firms should be publicly available.  

 In doing so, 100 firms are selected as the sample based on the filtering technique.  

 

Research hypotheses and models: 

 According to the above theoretical bases, the research hypotheses and models are as follows:  

 The first hypothesis: There is a significant relationship between the institutional ownership persistence 

(IOP) and performance of the firms listed on the Tehran Stock Exchange (ROA).  

 
 The second hypothesis: There is a significant relationship between the proportion of institutional ownership 

(PROP) and performance of the firms listed on the Tehran Stock Exchange (ROA).  

 
 The third hypothesis: There is a significant relationship between the institutional ownership persistence 

(IOP) and performance of the firms listed on the Tehran Stock Exchange (EPS).  

 
 The fourth hypothesis: There is a significant relationship between the proportion of institutional ownership 

(PROP) and performance of the firms listed on the Tehran Stock Exchange (EPS).  

 
 The fifth hypothesis: There is a significant relationship between the institutional ownership persistence 

(IOP) and performance of the firms listed on the Tehran Stock Exchange (P/E).  

 
 The sixth hypothesis: There is a significant relationship between the proportion of institutional ownership 

(PROP) and performance of the firms listed on the Tehran Stock Exchange (P/E).  

 
 The seventh hypothesis: There is a significant relationship between the institutional ownership persistence 

(IOP) and performance of the firms listed on the Tehran Stock Exchange (ROE).  

 
 The eighth hypothesis: There is a significant relationship between the proportion of institutional ownership 

(PROP) and performance of the firms listed on the Tehran Stock Exchange (ROE).  

 
 

Research variables: 

 The variables used in this study are described below. 

 The proportion of the common stocks owned by the institutional investors at the end of the year (PROP) is 

calculated as follows.  

 

PROP=  

 

 Institutional ownership persistence ( iIop
) of firm i is the measure in which the average proportion of 

institutional ownership over five years is divided by the standard deviation of the ownership ratio over these 

years. The institutional ownership persistence for a firm is calculated by the average IPO of all institutional 

investors [9].  
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Measures of firm performance: 

 Return on Equity (ROE): This ratio measures how well a company generates earnings compared to the 

amount of capital shareholders have invested in the firm. The formula is net income divided by average equity.  

ROE=  

 Return on Assets (ROA): This is a measure to show the amount obtained by investing an amount in the 

company. The formula is net income divided by average assets.  

ROA=  

 Earnings Per Share (EPS): This is the net income that is available to each share of common stock. EPS is 

calculated by deducting any preferred dividends of the period and dividing by the weighted average number of 

common shares of outstanding stocks during the period.  

EPS=  

 Price-Earnings ratio (P/E): This ratio measures the perception of future earnings growth for a company.  

P/E=  

 Financial leverage (Lev): This variable is represented by Lev and is calculated as follows: 

Lev=  

 SIZE: Size is the natural logarithm of total assets. 

 RISK: Firm risk is the standard deviation of monthly stock returns shown by Risk and is calculated by the 

following formula: 
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 E r
: Expected return 

 The expected return on an investment for the next period is the simple mean of the returns for several prior 

periods calculated as follows:  

  1 2 ... nr r r
E r

n

  


 
 

Research findings: 

 The present study seeks to examine the impact of institutional ownership persistence and the proportion of 

the institutional owners on the performance measures of the firms listed on the Tehran Stock Exchange. The 

performance measures are ROA, ROE, EPS and P/E. To test the hypotheses, the correlation method and 

regression equations are employed.  

 

 Descriptive Statistics: 

 The descriptive statistics of the variables are represented in table 1.  
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Table 1: Descriptive Statistics. 

Title SIZE EPS LEV IOP P/E PROP RISK ROA ROE 

Mean 5.843192 785.2157 0.647093 861.7644 7.246199 58.46131 12.60661 11.13551 23.65437 

Median 5.838297 506.1887 0.66 75.078 5.09 63.286 10.452 9.28 29.05404 

Maximum 7.483738 7986.6 2.77 10079.52 310.29 351.75 164.42 63.13 609.2717 

Minimum 4.356504 -1995.4 0.1 0.447 -794 1.002 0.1 -32.47 -1603.8 

Std. Deviation 0.578078 1115.487 0.248407 1936.456 44.64552 43.15082 11.48011 13.15592 91.79472 

 

 Testing the First Hypothesis: 

 This hypothesis examines whether there is a relationship between institutional ownership persistence (IPO) 

on performance of the firms listed on the Tehran Stock Exchange (ROA). Tables 2 and 3 represent the results of 

F test to determine the fitness of the regression model. According to period fixed effect model, an intercept is 

provided for any year; while an intercept is provided for each firm based on the fixed effect-cross section model. 

To see whether the coefficients in two models on different data sets are equal, the Chow test is used.  

 As a result, H0 and H1 are developed as follows: 

H0: All intercepts are equal           pooled  

H1: Intercepts are inequal     fixed-effect or cross section model or both of them. The constant values of 

the model (intercepts) in any of the above models are as follows:  

1. Pooled          

2. Period fixed-effect panel             

3. Cross-section panel              

4. Fixed-effect and cross-section panel                 

Based on Chow statistics, when probability of the model is less than 0.05, H0 is rejected and the fixed-effect 

model is selected.  

 
Table 2: Results of cross-section effects of the first hypothesis 

Redundant Fixed Effects Tests 

Test cross-section fixed effects 

Effects Test Statistic d.f. Prob. 

Cross-section F 13.78 (100.15) 0.002 

Cross-section Chi-square 16.81 100 0.006 

 
Table 3: Results of cross-section effects of the first hypothesis. 

Redundant Fixed Effects Tests 

Test period fixed effects 

Effects Test Statistic d.f. Prob. 

Period F 4.56 (5.604) 0.146 

Period Chi-square 8.851 5 0.112 

 

 The Chow statistics of cross-section fixed effect and period fixed effect are lower than 0.05 and more than 

0.05, respectively. As a result, H0 is rejected (the intercepts for period fixed effect are not equal) and the cross-

section fixed effect model is preferred. Hausman test is used to select the method of testing data. The results of 

Hausman test are represented in table 4.  

 
Table 4: Results of Hausman test for the first hypothesis. 

Correlated Random Effects - Hausman Test 

Test Cross-section random effects 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 5.7952 1 0.0176 

 

 The probability of the test is less than 0.05 and it can be concluded that the random effects are rejected at 

the 95 percent level and the fixed effect is confirmed. The results of testing the first hypothesis is disclosed in 

table5.  

 
Table 5: Analyzing the first hypothesis. 

Estimation period: 2008-2012 

Cross-section fixed (dummy variables) 

Adj. R2 0.682303 

F 11.25868 

(Prob) 0 

Durbin-Watson 2.04666 

Explanatory variable Coefficient Std. deviation t statistics Prob. Sig. level 
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SIZE 1.912249 0.678333 2.819042 0.0051 99% 

RISK -0.0446 0.23235 -1.92038 0.0555 - 

IOP 0.000707 0.000125 5.641952 0 99% 

LEV -31.5302 2.044007 -15.4257 0 99% 

C 20.31179 5.258993 3.862295 0.0001 99% 

 

 Based on F-test and the related probability, it can be concluded that the regression model is significant at 

the 1% level. The results of Durbin-Watson statistic (a test statistic which is employed to detect the presence of 

autocorrelation) indicate that the data have relative independence.  

 The adjusted R
2
 of the model shows how well the independent variables relate to the dependent variable 

(ROA). According to table5, adjusted R
2 

of the model is 0.68 and it indicates that 68 percent of the changes in 

the dependent variable are explained by this model. By testing the probability model of the variables, it is found 

that the probability of institutional ownership persistence (IOP) is less than 0.01 and this variable is significant 

at the 99% level.  

 Furthermore, the probabilities of the control variables of SIZE and Lev are also less than 0.01 and it is 

concluded that these variables are significant in the model. However, the probability of Risk is more than 0.01 

which is not significant at the 1% level. Finally, institutional ownership persistence (IOP) is significant and it is 

found that there is a significant relationship between persistence of the institutional ownership (IOP) and 

performance of the firms listed on the Tehran Stock Exchange (ROA). According to the results of the model, the 

first hypothesis is confirmed.  

 

 Testing the Second Hypothesis: 

 This hypothesis examines whether the proportion of institutional ownership (PROP) impacts the 

performance of firms listed on the Tehran Stock Exchange based on ROA. Tables 6 and 7 represent the results 

of F-test to determine how well regression model fits hypothesis testing.  

 
Table 6: Results of cross-section fixed effect for the second hypothesis. 

Redundant Fixed Effects Tests 

Test cross-section fixed effects 

Effects Test Statistic d.f. Prob. 

Cross-section F 14.57 (100.15) 0.002 

Cross-section Chi-square 16.29 100 0.049 

 
Table 7: Results of test period fixed effects of the second hypothesis. 

Redundant Fixed Effects Tests 

Test period fixed effects 

Effects Test Statistic d.f. Prob. 

Period F 1.87 (5.604) 0.0656 

Period Chi-square 3.569 5 0.321 

 

 The Chow statistic about cross-section fixed effect is less than 0.05 and the statistic about period fixed 

effects is more than 0.05; then, it is concluded that H0 is rejected and the cross-section fixed effect is preferred. 

The results of Hausman test are represented in table8. 

 
Table 8: Results of Hausman test for the second hypothesis. 

Correlated Random Effects - Hausman Test 

Test cross-section random effects 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 4.9214 1 0.0174 

 

 The probability of the test is less than 0.05 and the random effects are rejected at the 5% level and the fixed 

effect is confirmed. The results of the second hypothesis are represented in table 9.  

 
Table 9: Analyzing the second hypothesis. 

Estimation period: 2008-2012 

Cross-section fixed (dummy variables) 

Adj. R2 0.67756 

F 14.2494 

(Prob) 0 

Durbin-Watson 2.001292 

Explanatory variable Coefficient Std. deviation t statistics Prob. Sig. level 

SIZE 1.457693 0.938205 1.553703 0.1211 - 

RISK -0.04769 0.03339 -1.4283 0.1254 - 

PROP 0.024386 0.007552 1.229273 0.0613 - 

LEV -31.3828 2.205023 -14.2324 0 99% 

C 22.09292 5.921307 3.731088 0.0002 99% 
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 As shown in table above, F-test results and the related probability represent that the regression model is 

significant at 1% level. The results of Durbin-Watson statistic confirm the relative independence of the data.  

 Based on table9, Adjusted R
2 

of the model is 0.67 which represents that 67 percent of the variations in the 

dependent variable is explained by the model. The findings reveal that the probability of the proportion of the 

institutional ownership (PROP) is more than 0.05 and it indicates that this variable is not significant at 1% level. 

As a control variable, the probability of financial leverage (Lev) is less than 0.01 and it is concluded that this 

variable is significant at 1% level. However, the probabilities of SIZE and RISK are more than 0.05 and it is 

concluded that these variables are not significant. It is finally interpreted that PROP and firm performance 

(ROA) are not significantly associated. According to the findings, the second hypothesis is not confirmed.  

 

 Testing the third hypothesis 

 The third hypothesis is about the impact of IOP on performance of the firms listed on the Tehran Stock 

Exchange (EPS). Tables 10 and 11 represent the results of F-test to determine the significance of regression 

model.  

 
Table 10: Results of cross-section fixed effects for the third hypothesis. 

Redundant Fixed Effects Tests 

Test cross-section fixed effects 

Effects Test Statistic d.f. Prob. 

Cross-section F 16.146 (100.15) 0.003 

Cross-section Chi-square 21.149 100 0.006 

 

Table 11: Results of period fixed effects for the third hypothesis. 

Redundant Fixed Effects Tests 

Test period fixed effects 

Effects Test Statistic d.f. Prob. 

Period F 1.8975 (5.604) 0.064 

Period Chi-square 2.265 5 0.129 

 

 The probabilities of cross-section fixed effects and period fixed effects are less than 0.05 and more than 

0.05, respectively. As a result, H0 is rejected and the cross-section fixed effects model is confirmed. The 

findings of Hausman test are represented in table 12.  

 
Table 12: Results of Hausman test for the third hypothesis. 

Correlated Random Effects - Hausman Test 

Test cross-section random effects 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 4.9412 1 0.0134 

 

 The results of Hausman test in table 12 show that the probability of this test is less than 0.05 and the 

random effect is rejected and the fixed effect is confirmed. The findings of the third hypothesis are disclosed in 

table 13.  

 
Table 13: Analyzing the third hypothesis. 

Estimation period: 2008-2012 

Cross-section fixed (dummy variables) 

Adj. R2 0.512505 

F 16.0753 

)Prob) 0 

Durbin-Watson 2.02762 

Explanatory variable Coefficient Std. deviation t statistics Prob. Sig. level 

SIZE 156.1782 44.70361 3.493638 0.0005 99% 

RISK -3.50101 1.179594 -2.96797 0.0032 99% 

IOP 0.041972 0.00387 5.014441 0 99% 

LEV -953.328 148.3108 6.42793 0 99% 

C 492.484 329.5967 1.506336 0.1328 - 

 

 The results of F-test and the related probability indicate that the regression equation is significant. Durbin-

Watson statistic also confirm the relative independence of the data. 

 According to table 13, adjusted R
2 

of the model is 0.51 which is an indicator that the model explains 51 

percent of the variations in the dependent variable. Furthermore, the probability of IOP is less than 0.01 and it is 

concluded that this variable is significant. The probabilities of SIZE and RISK are less than 0.01 and it is found 

that these variables are significant. The main variable of the study (IOP) is significant and the relationship 

between IOP and financial performance (EPS) of the firms listed on the Tehran Stock Exchange is confirmed. 

As a consequence, the third hypothesis of the study is confirmed.  
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 Testing the fourth hypothesis: 

 This hypothesis considers the association between the proportion of the institutional owners and financial 

performance of the listed firms (EPS). Tables 14 and 15 represent the findings related to the Chow test.  

 
Table 14: Results of cross-section fixed effect for the fourth hypothesis 

Redundant Fixed Effects Tests 

Test cross-section fixed effects 

Effects Test Statistic d.f. Prob. 

Cross-section F 16.6968 (100.15) 0.004 

Cross-section Chi-square 22.5443 100 0.009 

 

Table 15: Results of period fixed effects for the fourth hypothesis 

Redundant Fixed Effects Tests 

Test period fixed effects 

Effects Test Statistic d.f. Prob. 

Period F 0.6989 (5.604) 0.054 

Period Chi-square 2.8388 5 0.065 

 

 The probability of cross-section fixed effects is less than 0.05 and the probability of the period fixed effects 

is more than 0.05. Therefore, it is concluded that H0 is rejected and the cross-section fixed effects is selected. 

The results of Hausman test are displayed in table 16.  

 
Table 16: Results of Hausman test for the fourth hypothesis. 

Correlated Random Effects - Hausman Test 

Test cross-section random effects 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 4.935 1 0.0156 

 

 According to the results of Hausman test in table 16, the probability is less than 0.05 and the random effect 

is rejected and fixed effect is confirmed. The results related to the fourth hypothesis are shown in table 17. 

 
Table 17: Analyzing the fourth hypothesis. 

Estimation period: 2008-2012 

Cross-section fixed (dummy variables) 

Adj. R2 0.496938 

F 14.7155 

(Prob) 0 

Durbin-Watson 2.090632 

Explanatory variable Coefficient Std. deviation t statistics Prob. Sig. level 

SIZE 151.1431 41.5052 3.641546 0.0003 99% 

RISK -4.49198 2.188145 -2.05287 0.0408 95% 

PROP 1.247178 0.39087 3.190774 0.0015 99% 

LEV -995.485 202.6538 -4.91224 0 99% 

C 528.8272 306.2298 1.726897 0.085 - 

 

 The result of F-test and the related probability indicate that the regression equation is significant at the 1% 

significance level. The results of Durbin-Watson statistic confirm the relative independence of the data.  

 The adjusted R
2
 of the model (0.49) demonstrates that 49 percent of the changes in the dependent variable 

is explained by this model. The probability related to PROP is less than 0.01 and it indicates that the variable is 

significant. The control variables of SIZE and LEV are found to be significant in the model (at the 1% level of 

significance). Furthermore, RISK is a control variable which is significant at the 5% level of significance. 

Finally, it is concluded that there is a significant association between PROP and performance of the firms listed 

on the Tehran Stock Exchange (EPS). Based on the above mentioned points, the fourth hypothesis is confirmed.  

 

 Testing the fifth hypothesis: 

 The fifth hypothesis concerns the impact of institutional ownership persistence on performance of the firms 

listed on the Tehran Stock Exchange (P/E). The results of Chow test for the fifth hypothesis are represented in 

tables 18 and 19.  

 
Table 18: Results of cross-section fixed effects for the fifth hypothesis. 

Redundant Fixed Effects Tests 

Test cross-section fixed effects 

Effects Test Statistic d.f. Prob. 

Cross-section F 14.696 (100.15) 0.004 

Cross-section Chi-square 16.5443 100 0.009 
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Table 19: Results of period fixed effects for the fifth hypothesis. 

Redundant Fixed Effects Tests 

Test period fixed effects 

Effects Test Statistic d.f. Prob. 

Period F 2.6989 (5.604) 0.114 

Period Chi-square 3.8388 5 0.225 

 

 The probability related to cross-section fixed effect is less than 0.05 and the probability of the period fixed 

effects is more than 0.05; as a result, H0 is rejected and the cross-section fixed effect model is selected. After 

using cross-section fixed effect to select the way the data is tested, Hausman test is employed to see whether 

fixed effect model or random effects model should be used. The results of Hausman test are represented in table 

20.  

 
Table 20: Results of Hausman test for the fifth hypothesis. 

Correlated Random Effects - Hausman Test 

Test period random effects 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

period random 1.9354 1 0.015 

    

 

 The results of Hausnam test are shown in table 20. The probability related to this test is less than 0.05 and it 

is concluded that random effects model is rejected and fixed effects model is confirmed. The results of testing 

the fifth hypothesis are shown in table 21.  

 
Table 21: Analyzing the fifth hypothesis. 

Estimation period: 2008-2012 

Cross-section fixed (dummy variables) 

Adj. R2 0.339238 

F 24.1285 

(Prob) 0 

Durbin-Watson 2.05012 

Explanatory variable Coefficient Std. deviation t statistics Prob. Sig. level 

SIZE -0.90732 0.382655 -2.37113 0.0182 95% 

RISK -0.00152 0.007873 -0.1933 0.8468 - 

IOP -0.00045 0.000123 -1.64029 0.05003 - 

LEV -2.07253 0.729696 -2.84027 0.0047 99% 

C 14.29481 2.348326 6.087234 0 99% 

 

 The adjusted R
2
 of the model indicates the extent to which the independent variables are associated with the 

dependent variable (P/E). According to table 21, adjusted R
2
 of the model is 0.33 and it is found that 33 percent 

of the variations in the dependent variable is explained by this model. Based on the above table, the probability 

of IOP is more than 0.05 and this variable is not significant at the 95 percent level of significance. Among the 

control variables, the probabilities of SIZE and LEV are found to be less than 0.05 and 0.01, respectively. As a 

result, these variables are significant at the 5% and 1% levels of significance, respectively. However, the 

probability of RISK is more than 0.05 and this variable is found to be insignificant at the 95 percent level of 

significance.  

 Since the main variable of the model (IOP) is not significant, it is interpreted that there is no significant 

association between institutional ownership persistence and performance of the firms listed on the Tehran Stock 

Exchange. According to the findings, the fifth hypothesis is rejected.  

 

 Testing the sixth hypothesis: 

 This hypothesis seeks to examine whether there is a relationship between the proportion of institutional 

ownership and performance of the firms listed on the Tehran Stock Exchange (P/E). The results of the Chow test 

are displayed in tables 22 and 23.  

 
Table 22: Results of cross-section fixed effects. 

Redundant Fixed Effects Tests 

Test cross-section fixed effects 

Effects Test Statistic d.f. Prob. 

Cross-section F 18.968 (100.15) 0.000 

Cross-section Chi-square 23.512 100 0.000 
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Table 23: Results of period fixed effects. 

Redundant Fixed Effects Tests 

Test period fixed effects 

Effects Test Statistic d.f. Prob. 

Period F 1.6989 (5.604) 0.054 

Period Chi-square 3.8388 5 0.125 

 

 The probability of Chow statistic is less than 0.05 for the cross-section fixed effects; while the probability is 

more than 0.05 for the period fixed effects. As a result, H0 is rejected and the cross-section fixed effects model 

is preferred. The results of Hausman test are represented in table 24. 

  
Table 24: Results of Hausman test for the sixth hypothesis. 

Correlated Random Effects - Hausman Test 

Test Cross-section random effects 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 1.954 1 0.0156 

 

 As table above shows, the related probability is less than 0.05 and the fixed effects model is confirmed. The 

results of testing the sixth hypothesis is represented in table 25.  

 
Table 25: Analyzing the sixth hypothesis. 

Estimation period: 2008-2012 

Cross-section fixed (dummy variables) 

Adj. R2 0.342806 

F 18.9636 

(Prob) 0 

Durbin-Watson 2.11321 

Explanatory variable Coefficient Std. deviation t statistics Prob. Sig. level 

SIZE -1.31012 0.573983 -2.28251 0.023 95% 

RISK -0.00913 0.0103 0.88629 0.376 - 

PROP 0.202749 0.008745 2.372493 0.0182 95% 

LEV -2.60365 1.050685 -2.47805 0.0136 95% 

C 15.48838 3.145192 4.924461 0 99% 

 

 According to the F statistic and the related probability, it is concluded that the regression model is 

significant at the 1% significance level. The results of Durbin-Watson reveal that there is a relative 

independence of data.  

 The adjusted R
2
 of the model (0.34) shows that about 34 percent of the variations in the dependent variable 

is explained by this model. The probability of the proportion of institutional ownership is less than 0.05 which 

confirms the significance of the variable in the model. In terms of the control variables, the related probabilities 

of SIZE and LEV are less than 0.05 which indicates that these variables are significant in the model. The related 

probability of the other control variable, RISK, however, is more than 0.05 which shows that this variable is not 

significant in the model. Given the significance of the proportion of the institutional ownership (PROP), it can 

be argued that PROP and performance of the firms listed on the Tehran Stock Exchange (P/E) are significantly 

associated. Consequently, the sixth hypothesis is confirmed.  

 

 Testing the seventh hypothesis: 

 This hypothesis is about the relationship between PROP and performance (ROE) of the firms listed on the 

Tehran Stock Exchange. Tables 26 and 27 represent the results of analyzing the seventh hypothesis.  

 
Table 26: The results of cross-section fixed effects for the seventh hypothesis. 

Redundant Fixed Effects Tests 

Test cross-section fixed effects 

Effects Test Statistic d.f. Prob. 

Cross-section F 14.57 (100.15) 0.007 

Cross-section Chi-square 18.29 100 0.014 

 

Table 27: The results of period fixed effects for the seventh hypothesis. 

Redundant Fixed Effects Tests 

Test period fixed effects 

Effects Test Statistic d.f. Prob. 

Period F 1.87 (5.604) 0.0526 

Period Chi-square 2.569 5 0.0861 

 

 The related probability of the cross-section fixed effect is less than 0.05 and it is more than 0.05 for the 

period fixed effects; as a result, H0 is rejected and the cross-section fixed effects model is preferred. Hausman 
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test is used to see whether the fixed effects or random effects model should be used. The resuls of Hausman test 

are represented in table 28.  

 
Table 28: The results of Hausman test for the cross-section fixed effects. 

Correlated Random Effects - Hausman Test 

Test Cross-section random effects 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 1.914 1 0.0174 

 

 According to the related probability which is less than 0.05, it is concluded that the random effects model is 

rejected and the fixed effects model is confirmed. The results of testing the seventh hypothesis is shown in table 

29.  

 
Table 29: Analyzing the seventh hypothesis 

Estimation period: 2008-2012 

Cross-section fixed (dummy variables) 

Adj. R2 0.342806 

F 18.9636 

(Prob) 0 

Durbin-Watson 2.041321 

Explanatory variable Coefficient Std. deviation t statistics Prob. Sig. level 

SIZE 5.322978 3.122597 1.704664 0.0891 - 

RISK 0.065481 0.096834 0.94171 0.3469 - 

IOP 0.003844 0.000544 7.066606 0 99% 

LEV -33.3725 7.400582 -4.50928 0 99% 

C 10.1108 19.9489 0.501836 0.6161 - 

 

 The regression model is found to be significant at the 1% level of significance. Based on the results of 

Durbin-Watson statistic, there is a relative independence for the data of the model.  

 According to the adjusted R
2 

of the model, 34 percent of the variations in the dependent variable is 

explained by the model. The probability of the institutional ownership persistence (IOP) is less than 0.01 and it 

is confirmed that his variables is significant at the 1% level of significance. The probability of the financial 

leverage (LEV) is less than 0.01 that indicates the significance of this variable in the model. However, the 

probabilities of SIZE and RISK are less than 0.05 and it is concluded that these variables are not significant in 

the model. It can be interpreted that there is a significant relationship between IOP and performance (ROE) of 

the firms listed on the Tehran Stock Exchange. Finally, the seventh hypothesis is confirmed.  

 

 Testing the eighth hypothesis: 

 This hypothesis concerns the relationship between the proportion of the institutional ownership (PROP) and 

performance of the firms listed on the Tehran Stock Exchange (ROE). The results of the Chow test are displayed 

in tables 30 and 31.  

 
Table 30: The results of the cross-section fixed effects for the eighth hypothesis. 

Redundant Fixed Effects Tests 

Test cross-section fixed effects 

Effects Test Statistic d.f. Prob. 

Cross-section F 18.1461 (100.15) 0.0034 

Cross-section Chi-square 21.149 100 0.0046 

 
Table 31: The results of the period fixed effects for the eighth hypothesis. 

Redundant Fixed Effects Tests 

Test period fixed effects 

Effects Test Statistic d.f. Prob. 

Period F 2.8975 (5.604) 0.114 

Period Chi-square 3.265 5 0.229 

 

 The probability related to the cross-section fixed effects is less than 0.05 and the probability related to the 

period fixed effects is more than 0.05; as a result, the cross-section fixed effects model is selected. Hausman test 

is used to see whether the fixed effects or random effects model should be used. The resuls of Hausman test are 

represented in table 32.  

 
Table 32: Results of Hausman test for the eighth hypothesis. 

Correlated Random Effects - Hausman Test 

Test Cross-section random effects 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 1.9412 1 0.0134 
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 The results of Hausman test reveal that the related probability is less than 0.05 and the random effects are 

rejected. The results of the eighth hypothesis are shown in table 33.  
 

Table 33: Analyzing the eighth hypothesis. 

Estimation period: 2008-2012 

Cross-section fixed (dummy variables) 

Adj. R2 0.39876 

F 14.16805 

(Prob) 0 

Durbin-Watson 2.14686 

Explanatory variable Coefficient Std. deviation t statistics Prob. Sig. level 

SIZE 2.392276 3.190385 0.749839 0.4538 - 

RISK 0.061511 0.71247 0.863355 0.3885 - 

PROP 0.188441 0.048612 3.876386 0.0001 99% 

LEV -41.2616 10.74439 -3.84029 0.0001 99% 

C 24.57734 21.3549 1.150899 0.2505 - 

 

 Based on F-test and the related probability, it can be concluded that the regression equation is significant at 

the 1% significance level.  

 The adjusted R
2
 of the model (0.39) indicates that 39 percent of the variations in the dependent variable is 

explained by the model. The probability related to the proportion of the institutional ownership is less than 0.01 

and this variable is significant at the 1% significance level. Furthermore, the probability of the financial leverage 

is less than 0.01 which confirms the significance of this variable at the 1% level of significance. However, the 

probabilities of SIZE and RISK are found to be more than 0.05; it is then interpreted that these variables are not 

significant. According to the findings, the proportion of the institutional ownership (PROP) is significantly 

associated with the performance of the firms listed on the Tehran Stock Exchange (ROE). Finally, the eighth 

hypothesis is confirmed.  

 

Conclusion and discussion: 

 The emergence of institutional owners is one of the external mechanisms of control which impacts the 

corporate governance. The present study shed light on the relationship between the proportion and the 

persistence of institutional ownership and performance of the firms listed on the Tehran Stock Exchange. The 

previous studies about the institutional ownership have just considered the proportion of the institutional owners 

as an effective measure of firm performance and they have overlooked the volatilities of the ownership. The 

present study, however, considers that the persistence of institutional ownership conveys benefits such as more 

familiarity with the firms, lower pressure on the managers to focus on short-term earnings and changing the 

executive compensations in order to mitigate the agency costs and increase the firm value. Given efficient 

monitoring proposition, it is expected that there is a positive relationship between the persistence of institutional 

owners and firm performance. According to the results of this study, the persistence of the institutional 

ownership causes performance improvement in terms of performance measures of ROA, ROE and EPS. The 

only variable which is found to have no relationship with the firm performance is P/E ratio. In addition, the 

proportion of the institutional ownership results in improving the firm performance based on ROE, EPS and P/E 

ratio. Return on assets (ROA) is the only variable which has no association with the proportion of the 

institutional owners.  

 The prior studies have suggested that the corporate governance system of the country depends on various 

factors such as ownership structure of the firms, economic position, the legal system and governmental and 

cultural policies of the country. Corporate governance also depends on various outside factors including capital 

flow to the country, the global economy position, offering of stocks in the capital market of the other countries, 

foreign institutional owners and other factors. Given the new emergence of corporate governance measures and 

inconsistency of findings in different countries, there are no strong evidences about the efficiency of corporate 

governance measures. On the other hand, the researchers in a specific country have not achieved a widely 

accepted conclusion about the impact of the proportion and persistence of the institutional owners on the firm 

performance. It shows that the defined theory might not be easily obtained and no obvious result is suggested for 

the policy makers and financial analysts. The future studies might obtain different results concerning different 

indicators to measure the effective variables in Iran.  

 In the present study, persistence of the institutional ownership has not been examined in various industries 

and it is suggested to investigate the association between the persistence of institutional investors and firm 

performance in various industries. The future studies are also suggested to consider other variables including 

shares of the managers, industry type, CEO tenure and other factors as the control variables. 
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