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Abstract

We analyse how public announcements of shareholders going beyond or
above legal thresholds of ownership affect firm value. We use event study
methodology to measure the valuation effect of purchases and sales of shares
by large shareholders over the period January 1991 to March 2007 for firms
listed on the French market. While announcements of increases in ownership
concentration do not trigger a significant market response, we find evidence
for a negative impact of decreases in ownership concentration on stock price.
Besides, we implement a cross sectional analysis of the relationship between
changes in firm value and changes in ownership and find no support for the
causality.
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1 Introduction

This paper is linked to the empirical literature on the relationship between perfor-
mance and ownership (Morck et al., 1988, McConnell and Servaes, 1990, 1995,
and McConnell et al., 2008). As discussed in McConnell et al., 2008, empirical
studies have been criticized for ignoring the endogeneity problem between owner-
ship and performance. Studies that explain firm performance by ownership with-
out considering the reverse causality lead to spurious correlation. This is the view
demonstrated by Demsetz (1983) who argues that ownership concentration level
is an outcome of the market forces maintaining the ownership at its optimal level.
Therefore, any significant effect of ownership on performance detected in some
empirical studies is accidental and may signal that ownership is moving towards
a new optimal level. Thus, ownership changes may signal the adjustment of the
ownership to new market forces but cannot be used to enhance the firm’s perfor-
mance.

In this paper, we are interested in the analysis of the impact of ownership con-
centration on firm value. In order to address the question of the endogeneity of
ownership, we propose an innovative approach and analyse the market response
to changes in blockholder ownership. To the best of our knowledge, this method
was only used by McConnell et al., 2008 for the analysis of the relationship be-
tween managerial ownership and firm value. Empirical studies on corporate con-
trol around the world reveal that ownership structure is concentrated in Continental
Europe by comparison to UK or US markets. Indeed, the use of managerial own-
ership as a manager incentives scheme is still limited and concentration of own-
ership remains the dominant form of corporate governance systems. In general,
large shareholders put pressure on managers and intervene in the decision making
process. Besides, the ownership structure of firms in France is characterized by

the persistence of family control even in listed companies. All these specificities



may affect the extent to which investors interpret the sale of the entire holding by
a family shareholder and its disengagement regarding the monitoring activity.

Regarding the theoretical literature, we motivated our investigation of the im-
pact of changes in blockholder ownership by the findings of Burkart et al., 1997.
They challenge the conventional wisdom that says that monitoring by shareholders
is beneficial for the firm and demonstrate the existence of a non monotonic effect of
monitoring on firm value. They argue that monitoring by large shareholders comes
with benefits in terms of a reduction in private benefit extractions but also involves
costs measured by a reduction in managerial initiatives to come up with new ideas
for profitable investments.

We use event study methodology to measure the market response to owner-
ship concentration changes. Over the period January 1991 to March 2007 and
for a sample of French listed companies, we collect data on sales and purchases
of shares that signal a shareholder going beyond or below a certain fraction of
ownership. The fractions of ownership are measured by the following thresholds:
5%, 10%, 20%, 33.33%, 50% and 66.66%. According to the law of mandatory dis-
closure of change in holding by shareholders, when a shareholder’s stake goes be-
yond or below one or several of these thresholds, he/she has to notify the competent
financial authority that has to announce the information to investors on the market.
We use data on mandatory disclosures of legal thresholds of ownership and imple-
ment an event study to analyse the stock price response to public announcements
of changes in blockholder ownership. As mentioned in McConnell et al. 2008,
this method has the considerable advantage of addressing the endogeneity problem
of the relationship between ownership and firm value. Actually, ownership may
be affected by the firm’s performance and therefore can not simply be used as an
exogenous variable to predict the level of firm’s performance. The use of the event
study allows us to measure the changes in firm value as a response to a change in

blockholder ownership.



Regarding the specificity of our database, McConnell et al., 2008 analyse the
market response to purchases by insiders who are officers or members of the board
using US data, whereas we conduct our study on French data using both shares
and purchases made by blockholders. Shareholders’ control is the dominant form
of corporate governance in France where family control is widely used and is often
strengthened by the use of indirect control, control chains and pyramids. Data on
mandatory disclosures of legal thresholds of ownership are updated by information
on both direct and indirect control. Thus, information on shareholder holdings is
more precise than information we could obtain from other sources.

In a second part of our study and following McConnell et al., 2008, we imple-
ment a cross sectional analysis and search for evidence on a curvilinear relation-
ship between changes in corporate value and changes in blockholder ownership.
We also include the initial stake of the blockholder as it might impact the market
response. All thing being equal, a purchase of 15% of ownership by a shareholder
who initially owns more than 20% of voting rights might trigger a stronger market
response than the same fraction of ownership bought by a new shareholder who
joins the blockholder group. In the first case, as a consequence of the trade, the
shareholder will go beyond the blocking minority, whereas in the second case the
event signals the emergence of a new blockholder. Is there a difference in the way
the market investors react to each event?

The last part of our investigation considers the question of family control. The
role of family shareholders is discussed in many theoretical and empirical studies.
We analyse sales and purchases of shares by family shareholders and measure their
impact on changes in firm value. Besides, we examine situations where a family
shareholder sells his/her entire stake and abandons the monitoring activity.

We find evidence for a negative impact of the announcements of a shareholder
going below legal thresholds of ownership. The market response is significant and

negative. On the other hand, increases in ownership concentration do not trigger



a significant market response. Our results of the cross sectional analysis are not
consistent with the findings of McConnell et al., 2008. We find no support for a
causal interpretation of the relationship between ownership and firm value.

The remainder of this paper is organized as follows. In Section I, we discuss
the theoretical framework and review the empirical work on ownership concentra-
tion and firm value. In Section II, we present the implications of the mandatory
disclosure law and explain the specificity of our data. Then we describe the criteria
used for selecting the sample and the methodology. Section III reports the market
response to changes in equity ownership . In Section IV, we use cross sectional
estimation to test the equation of McConnell et al., 2008 and we consider the ques-
tion of whether change in firm value can be explained by changes in ownership.

Conclusions are drawn in Section V.

2 Related literature

Literature on ownership structure puts emphasis on the effectiveness of the role of
blockholders to discipline management and to solve the collective action problem.
Actually, this model of corporate governance dominates much of the world, and
especially Continental Europe. Blockholders have an interest in monitoring man-
agement and have the power to implement managerial improvements. The benefits
of corporate governance by large shareholders were demonstrated in facilitating
takeovers (Grossman and Hart, 1980 and Shleifer and Vishny, 1986) and in miti-
gating the moral hazard problem (Hart, 1995, Hart and Moore, 1998).

An alternative view assumes that there are sufficient market control mecha-
nisms to induce managers to maximize firm value. Holmstrom and Tirole (1993)
argue that ownership concentration reduces the efficiency of the disciplinary role
of the market for corporate control by reducing asset liquidity. For a firm whose
shares are publicly traded, increasing asset liquidity and reducing ownership con-

centration is beneficial for the firm. Managerial committment for a certain level



of effort to maximize firm value is reflected in share price. This information is
revised during public trades by investors who actively collect information on man-
ager’s actions and the strategic orientation of the company.

An entirely different argument says that the manager who is intensively moni-
tored by a blockholder may lower his/her initiatives to come up with ideas for new
profitable projects. This is the perspective taken by Burkart et al., 1997 regarding
the trade-off between shareholders’ monitoring and manager’s initiatives. They ar-
gue that while monitoring reduces the manager’s discretion and induces him/her
to maximize firm value, it comes with costs in terms of reduction of managerial
initiatives. According to this view, there exists a risk of over-monitoring that may
be detrimental to the firm.

One short step separates the risk of over-monitoring from that of blockholder
expropriation of minority shareholders. This finding shows the conflict of interests
that may exist for shareholders in concentrated ownership structures. Large share-
holders have the power and the incentives to monitor the manager; however they
may induce him to take inefficient actions that would not be consistent with the ob-
jective of firm value maximisation. For instance, the manager may be influenced by
a blockholder to sell at a reduced price an asset of the firm to another company that
is indirectly controlled by the same shareholder or by members of his family. This
transaction is inefficient from the perspective of shareholder value maximisation
but may be optimal from the rent extraction perspective if there is collusion be-
tween the manager and the blockholder. This conflict moves the debate on agency
conflicts from that which confronts managers with shareholders to another, specific
to concentrated ownership structures, which confronts large shareholders with mi-
nority shareholders (La Porta et al., 1999, Johnson et al., 2000, Faccio and Lang,
2002).

While all these arguments suggest that ownership structure really matters and

has influence on firms’ performance, Demsetz (1983) argues that ownership struc-



ture is an outcome of market forces and that no causal relationship is to be found
between ownership structure and firm’s performance. Thus, ownership structure is
optimized and will adjust to changes in the environment and the need for control
in order to reach a new optimum. Ownership structure is endogenous, therefore
empirical studies that explain firms’ value by ownership structure show spurious
correlation.

A first generation of empirical studies focuses on the impact of ownership
on firm value (Morck et al., 1988, McConnell and Servaes, 1990, 1995, Herma-
lin and Weisbach, 1991, etc) using cross sectional regressions and finds support
for a significant impact of managerial ownership on firm value. These studies do
not consider the reverse causality and the argument of Demsetz (1983) regarding
the endogeneity of ownership structure. A second generation of empirical studies
addresses the question of endogeneity and improves the power of the estimation
methods to capture the reverse causality using simultaneous equations or by esti-
mating panel data to account for unobserved firm fixed effects (Demsetz and Lehn,
1985, Agrawal and Knoeber, 1996, Loderer and Martin, 1997, Cho, 1998, Demsetz
and Villalonga, 2001, Himmelberg et al., 1999, etc). These studies do not demon-
strate a significant effect of ownership on firm value and provides us with results
that are consistent with the argument of Demsetz, 1983.

The use of the event study constitutes an innovative approach to measuring the
change in firm value following a change in ownership structure and alleviates the
question of the endogeneity of ownership. This method was used by McConnell et
al, 2008 in an empirical study of the market response to share purchases by insiders
who are officers or members of the board of directors. The excess returns are the
dependent variable that was regressed against changes in managerial ownership.
They found support for the existence of causality between managerial ownership
and firm value.

The next section presents the data and the methodology.



3 Data and Methodology

In this paper, we use a sample of French companies experiencing changes in own-
ership concentration. Several recent empirical studies focused on the relationship
between firm value and ownership structure, however the French market still re-
tains certain particularities in spite of the recent work on the unification of the
main governance rules on financial markets.

Recent studies demonstrate that the ownership structure of listed companies is
more concentrated in Continental Europe than in UK or US companies (Laporta
et. 1999, Barca and Becht, 2001, Faccio and Lang, 2002). In particular in France,
family shareholders hold large stakes in listed companies, they intervene in the
decision making process and exert active monitoring on management. Therefore,
the sale by a controlling family of its remaining stake is a signal of disengagement
and consequent withdrawal from the monitoring activity. Given the importance of
some trades, French Law imposes the mandatory disclosure of trades of fractions
of ownership for purchases when a shareholder goes beyond legal thresholds of
ownership, and for sales when he/she goes below those thresholds.! Events are then
made public by the competent financial authority, Autorité des Marchés Financiers,
which we refer to as AMF.

These disclosures are valuable and convey information on changes in owner-
ship. They allow us to analyse the dynamics of ownership for a substantial sample
of firms. Since we are interested in the study of market response to a change in
ownership concentration, we concentrate on a subsample of public disclosures. In
addition, both direct and indirect ownership are included in the computation of
shareholder holdings. Indeed, indirect ownership, control chains and pyramidal
constructions constitute different ways of hiding the identity of the ultimate con-

trolling shareholder in Continental Europe (Faccio and Lang, 2002). In France, in-

!Actually, it is the transposition of the European Transparency Directive (French law 89-531 of
August, 2nd, 1989). For more details, see Appendix.



direct ownership, control chains and pyramidal constructions are so frequently used
by family shareholders, that measuring ownership by direct control would under-
estimate their real power. Mandatory disclosure obliges shareholders to compute
both direct and indirect stakes. This information is verified by the AMF before
the public announcement of the change in the fraction of ownership held by the
shareholder.

In the next sub-section, we detail the construction of the sample and provide

descriptive statistics of the data.

3.1 Data and descriptive statistics

Data on ownership dynamics come from the French database Dafsaliens which
reports updates to ownership structure for each firm as soon as trades are revealed
in the financial press or made public by the AMF.

Since our objective in this paper is to analyse the market response to changes
in blockholder ownership and to test the curvilinear relationship reported by Mc-
Connell et al. 2008, we focus on a subset of the reported shareholders’ change in
holding. First, over the period January 1991 to March 2007,> we consider share-
holder purchases and sales of shares that are made public by the AMF. While all
shareholder acquisitions and sales of shares are reported in Dafsaliens, the change
in ownership is made public by the AMF only when a shareholder goes beyond or
below legal thresholds of ownership. For instance, if a shareholder whose initial
holding in the firm is 10.20% buys a number of shares resulting in a final holding
of 18.00%, no public announcement is made since the holding is still within the
10% — 20% threshold. However, this transaction may be reported in Dafsaliens if
it is revealed in the financial press.

Second, in order to avoid the problem of thin trading when dealing with non

synchronous trades for small size companies, we concentrate on Eurolist firms.

2This date corresponds to the author’s data collection date.



Third, trades made public by the AMF are retained in the sample if they are re-
ported within 90 days. Fourth, we exclude trades when one shareholder reports a
purchase and another reports a sale during the same day. In this case, both events,
i.e. the sale and the purchase are removed from the analysis since they overlap.
This rule guarantees the non overlapping of events and it is important for our analy-
sis since it allows us to focus on cases of changes in ownership concentration. For
instance, when a certain fraction of ownership is sold by controlling shareholder
A to another controlling shareholder B, then it might be the case that sharecholder
A goes below one or several legal thresholds and shareholder B goes beyond these
thresholds. In this case, there is no change in ownership concentration, changes
simply affect the identity of the shareholder. Analysing the impact of change in the
identity of a shareholder when maintaining the same level of ownership concentra-
tion goes beyond the scope of this paper.

Finally, in order to check the reliability of the trades reported in Dafsaliens,
we proceed by hand to collect the hard copy of disclosures of shareholders going
beyond or above legal thresholds that were made public by the AMF over the period
2000 — 2001.3 Then we merge both sources over the period 2000 — 2001. All the
ownership changes announced by AMF over the period 2000 — 2001 were included
in the trades reported by Dafsaliens.

Table 1 provides descriptive data on trades per year and distinguishes purchases
and sales of shares by shareholders. Of the full sample, there are 1482 trades
for 479 firms listed on the French market: 433 events are purchases of shares by
shareholders and 1049 are sales of shares. For purchases, the mean value of trades
is 13.49% (median 4.6%) whereas the sales show a mean value of trades of 11.58%
(median 5.22%). By comparison, McConnell et al., 2008 report that the mean value
of the fraction purchased by insiders is 0.42% (median 0.15%). Thus, fractions of

ownership sold or purchased in our sample are significantly larger.

3These data were collected manually and come from the Ph.D dissertation of the author.
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Table 1: Descriptive statistics for the sample of sales and purchases over the period
January 1991 through the first quarter of 2007 as a percentage of firm shares; N
is the sample size; N and mean and median values are computed per year for both
sales and purchases. Shareholders trades are excluded from the sample if any of
the following occurs: (1) the shareholder does not go beyond or below legal thresh-
olds of ownership; (2) firms are not listed on Eurolist; (3) one shareholder reports
a sale and another shareholder reports a purchase during the same event period;
(4) the trade is reported more than 90 days after the required reporting deadline.
Ownership data come from Dafsaliens.

Year Number of Number of Fraction of shares Fraction of shares
trades companies purchased (%) sold (%)

N Mean  Median N Mean Median
1990 1 1 0 0.00  0.00 1 —-11.33 —11.33
1991 16 ) 10 25.63 22.98 6 —4.69 —2.96
1992 20 9 11 20.66 8.95 9 —14.55 —11.50
1993 24 5 14 9.21 8.18 10 —15.12 -8.04
1994 27 10 9 9.97 893 18 —-8.59 —4.13
1995 23 9 10 7.41 6.10 13 —19.25 —11.08
1996 41 16 17 16.45 5.80 24 —21.69 —11.04
1997 60 32 15 17.54 10.26 45 —15.03 —8.85
1998 7 27 24 14.08 4.21 53 —13.44 —-8.40
1999 99 33 27 11.63 3.30 72 —14.88 —8.23
2000 105 30 32 798 3.70 73 —10.68 —4.99
2001 126 44 37 11.29 3.79 89 —10.50 —5.37
2002 131 40 42 14.63 4.36 89 —-991 —5.06
2003 138 45 46  11.38 5.68 92 —-8.90 —5.06
2004 153 40 41 33.91 5.28 112 —10.47 —5.02
2005 189 55 42 5.69  3.00 147 —-832 —4.76
2006 217 66 48  7.67 4.36 169 —-10.23 —-3.36
15 Quarter 2007 35 12 8 7.31  4.62 27 —-13.13 —5.23
Total 1482 479 433 13.48 4.6 1049 —-11.58 —5.22
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Table 2: Symmary statistics for sales and purchases of shares of firms listed on the
French market by shareholders as reported in Dafsaliens over the period January
1991 to March 2007. Shareholders trades are excluded from the sample if any
of the following occurs: (1) the shareholder does not go beyond or below legal
thresholds of ownership; (2) firms are not listed on Eurolist; (3) one sharecholder
reports a sale and another shareholder reports a purchase during the same event
period; (4) the trade is reported more than 90 days after the required reporting
deadline. Ownership data come from Dafsaliens.

Variable Mean Median 25th 75th
Percentile Percentile
Fraction of ownership purchased 13.48% 4.60% 2.07% 11.46%
Shareholder ownership before purchase ~ 14.89% 7.01% 3.95% 19.20%
Fraction of ownership sold —11.06% —5.22% —11.41% -1.91%
Shareholder ownership before sale 20.71% 10.03% 5.81% 24.00%

Given the criteria for the selection of observations, the retained events signal
changes in blockhoder ownership. We complete this measure by the initial frac-
tion of ownership held by the shareholder prior to the trade. Table 2 provides
descriptive statistics on the initial holdings and the fraction of ownership traded.
For purchases, the shareholder ownership prior to the trade has a mean of 14.89%
(median 7.01%). The average fraction of ownership held by a shareholder prior to
the sale is 20.71% (median 10.03%). By comparison, McConnell et al., 2008 re-
port an average percentage of shares owned by managers before the sale of 19.88%
(median 13.83%). It appears that while ownership concentration is used in US and
UK to align manager and shareholder interests via managerial ownership, block-
holder ownership is still the dominant form of corporate governance mechanism in
France.

Since the market reaction will be measured around the announcement of a
shareholder going beyond or below legal thresholds, we compute the frequency
of the events conditional on the first and the last threshold included in the trade.
Statistics are provided in Table 3 for purchases and in Table 4 for sales. For

instance, our sample includes 21 events (see Table 3) signalling that the initial
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Table 3: Ownership stake changes following purchases of shares by shareholders;
frequency of events computed conditional on the first and the last thresholds of
ownership as reported by the AMF.

Last threshold

5% 10.00% 20.00% 33.33% 50.00% 60.66% Total
First threshold
5.00% 125 17 6 9 21 8 186
10.00% - 100 3 0 0 1 104
20.00% — — 47 6 4 3 60
33.33% - - — 19 6 3 28
50.00% - - - - 23 5) 28
60.66% - - — — — 27 27
Total 125 117 516) 34 54 47 433

stake of a shareholder is below 5% and his final stake is beyond 50%. Thus, the
5%, 10%, 20%, 33.33% and 50% thresholds have been overtaken, and after this
trade, the shareholder will finally own the majority of voting rights.

Table 4 provides the same information as Table 3 regarding sales. An interest-
ing fact is the high occurrence of sales representing block dilutions. These events
are located on the diagonal in Table 4. For instance, we have 39 sales of blocks
exceeding 50.00% when the final holding is below 5%. In this case, the share-
holder’s fraction of ownership is spread over small investors, since no other block

is constituted during the event period.

3.2 Event study methodology

The share price response is calculated applying the market model around the date
of the AMF report, t = 0, of a shareholder going beyond or below legal thresholds
of ownership. We use the traditional market model to estimate abnormal returns
and explain the return on shares by the return on the French market index (C' AC'40)
over a pre-event period £ = —110 to ¢ = —10. Abnormal returns are measured over
the event period [—1, +3] as the difference between the arithmetic return and the

conditional expected return derived from the regression of the market model over
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Table 4: Ownership stake changes following sales of shares by shareholders; fre-
quency of events computed conditional on the first and the last thresholds of own-
ership as reported by the AMF.

Last threshold

5.00% 10.00% 20.00% 33.33% 50.00% 60.66% Total
First threshold
5.00% 517 — — — — — 517
10.00% 114 107 — - — — 221
20.00% 28 2 64 — — — 94
33.33% 18 1 7 34 — — 60
50.00% 20 2 2 6 39 — 69
60.66% 38 2 0 4 6 38 88
Total 735 114 73 44 45 38 1049

the pre-event period.

The sum of abnormal returns is calculated per event over the event period,
then averaged over events of sales and purchases to compute the CARs (Cumu-
lative Abnormal Returns). We estimate the CARs for various subperiods around
the announcement date and use several alternative procedures to test whether the
CARs are significant. In testing for statistical significance, the null hypothesis is
that CARs are equal to zero for each subperiod and for each portfolio (sales and
purchases). First, we use the standard Patell (1976) test, which we refer to as the
t pateyr Statistic. Patell’s (1976) test statistic assumes cross-sectional independence
in abnormal returns, and it also assumes that there is no event-induced change in
the variance of event-period abnormal returns. Second, we use the ordinary cross-
sectional test that assumes no cross-sectional dependence in abnormal returns, but
allows for event-induced variance changes, which we refer to as ¢.s. Third, we
use the standardized cross-sectional test developed by Boehmer et al., 1991 which
incorporates the information from both the estimation and the event period which
we refer to as ¢,,,,. In addition to these parametric tests, we perform the non
parametric sign test which we refer to as t4;4,,. This assumes that abnormal returns

are not cross-correlated and tests the hypothesis that half of abnormal returns are
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Table 5: Excess returns in percent for 433 announcements of purchases of shares
of shareholder going beyond 5 percent or more of shares of firms listed on the
French market, from Januray 1991 to March 2007, using market model method-
ology. Abnormal returns are measured on each day within the event period and
averaged over all events (AR); Proportion of positive returns in column 3; t-Patell
statistics in column 4; t-statistics for cross sectional test in column 5; t-statistics for
Boehmer et al., 1991 test in column 6, statistics for sign test in column 7, N is the
sample size. Market model parameters are estimated using least squares over the
prevent period, t=-110 to t=-10, and t=0 is the report of the purchase by the AMF.

1 @ (4) () (6) (7)
N AR  Positive Tpateli  Tes Teump Tsign
Percent AR

(—1) 433 0.30 52.19 2.027 1.760 156  0.91
(0) 433 0.11 49.65 —-0.34 072 —-0.22 -0.14
(+1) 433 0.05 50.00 126 030 0.73  0.00
(+2) 433 0.12 50.70 —-0.57 0.84 —0.52 0.29
(+3) 433 0.06 47.43 -1.65° 037 —1.42 -1.06

Significant at the 10 percent level
** Significant at the 5 percent level

*** Significant at the 1 percent level

negative.

The next section presents the empirical results for the event study.

4 Empirical Results

4.1 Market response to purchases of shares

On Table 5 we report event study results for valuation effects of announcements of
shareholders going beyond legal thresholds. For each day over the event period,
abnormal returns are averaged over events and reported in Table 5. For the full
sample of purchases, the average Abnormal Return (AR) on date ¢ = 0 equals
0.11% and is not significant. Besides, statistics are computed for the CARs for
different subperiods within the event window and are provided in Table 6. The t-
statistics show no significant results and thus we can not reject the null hypothesis

of the equality of share price response and zero.
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Table 6: Cumulative Excess returns in percent for 433 announcements of purchases
of shares of shareholder going beyond 5 percent or more of shares of firms listed
on the French market, from 1991 to March 2007, using market model methodol-
ogy. Abnormal returns are measured for different windows within the event period
(CAR); Proportion of positive returns in column 3; t-Patell statistics in column 4;
t-statistics for cross sectional test in column 5; t-statistics for Boehmer et al., 1991
test in column 6, statistics for sign test in column 7, N is the sample size. Market
model parameters are estimated using least squares over the prevent period, t=-110
to t=-10, and t=0 is the report of the purchase by the AMF.

L 2 6 (4) ) (6) (7)

N CAR  Positive Tpatetr  Tes Teymp Tsign
Percent CAR
[—1, 0} 433 0.41 48.73 1.19 1.61 0.84 —0.53
[—1, 1} 433 0.45 50.34 1.70* 1.51 1.42 0.14
[~1,2] 433 057  50.57 119 1.69* 1.04  0.24
[—1,3] 433 —-0.63 51.73 0.32 1.56  0.28 0.72
*

9

Significant at the 10 percent level
** Significant at the 5 percent level

*** Significant at the 1 percent level

The announcement of an increase in the holding of a large shareholder has no
significant effect on the firm value. This result is not consistent with the view that
increased ownership concentration reduces agency conflicts between managers and
shareholders. Actually, increases in ownership concentration are less frequent than
decreases and are less surprising. We can interpret this finding within the con-
text of control contest. Increase in ownership concentration comes with increase
in monitoring activity and disciplines the manager when the ownership structure is
diffuse. For instance, if there is a block of 33.33% of ownership, the announcement
of a shareholder going beyond the threshold 10% conveys less information than the
same event occurring in a more dispersed ownership structure. In France, owner-
ship structures are highly concentrated and it is not very surprising that increases in
ownership concentration do not alter the established control of other blockholders.

The next subsection presents the results of the event study for the announce-

ments of sales of shares.
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Table 7: Excess returns in percent for 1049 announcements of sales of shares of
shareholder going beyond 5 percent or more of shares of firms listed on the French
market, from January 1991 to March 2007, using market model methodology. Ab-
normal returns are measured on each day within the event period and averaged over
all events (AR); Proportion of positive returns in column 3; t-Patell statistics in col-
umn 4; t-statistics for cross sectional test in column 5; t-statistics for Boechmer et
al., 1991 test in column 6, statistics for sign test in column 7, N is the sample size.
Market model parameters are estimated using least squares over the prevent period,
=-110 to t=-10, and t=0 is the report of the purchase by the AMF.

1 @ (3) (4) (5) (6) (7)
N AR Positive Tpatell Tes Teup Tsign
Percent AR

(—1) 1049 —0.11 47.00 —2.10%* —1.18 —1.74* 194
(0) 1049 —1.61 47.23 —2.157  —0.98 —0.74 —1.79"
(+1) 1049 —0.41 4526 —5.0777  —4.0477 38477 -3.06
(+2) 1049 —0.09 47.61 —0.64 —0.83 —0.53 —1.55
(+3) 1049 —0.11 44.66 -2.237  —0.93 —1.78* 344"

* Significant at the10 percent level.

** Significant at the 5 percent level.

*** Significant at the 1 percent level.

4.2 Market response to sales of shares

In Table 7 we report event study results for valuation effects of announcements
of a shareholder going below legal thresholds of ownership. Average excess re-
turn (AR) is given for a five-day event window. The market response to decreases
in ownership concentration is negative. The proportion of positive excess returns
is below 50%. The t-statistics show significant results for AR measured on day
t = +1. Table 8 provides the results for CARs measured for various event periods
around the announcement date £ = 0. The market response is clearly negative and
significantly different from zero. By comparison, the average market response to
insiders purchases as measured in McConnell et al., 2008 is around 0.94% (median
0.35%). Expressed in absolute value, we find a stronger market response to sales
of shares by shareholders. Investors on the market perceive the sale of a substan-

tial stake and the announcement of a shareholder going below legal thresholds of
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Table 8: Cumulative Excess returns in percent for 1049 announcements of sales
of shares of shareholder going beyond 5 percent or more of shares of firms listed
on the French market, from 1991 to March 2007, using market model methodol-
ogy. Abnormal returns are measured for different windows within the event period
(CAR); Proportion of positive returns in column 3; t-Patell statistics in column 4;
t-statistics for cross sectional test in column 5; t-statistics for Boehmer et al., 1991
test in column 6, statistics for sign test in column 7, N is the sample size. Market
model parameters are estimated using least squares over the prevent period, t=-110
to t=-10, and t=0 is the report of the purchase by the AMF.

)

CORN ) (3) (4) (5) (6) (7)
N CAR  Positive Tpatell Tes Teymp Tsign
Percent CAR,
[-1,0] 1049 —1.70 46.90 -3.0177 —1.05 —1.34 -2.017
[~1,1] 1049 —2.14 46.81 -5387"  —1.30 -2.7577  —2.07"
[-1,2] 1049 —2.22 46.62 —4.987  —1.35 -2.76 —219"
[~1,3] 1049 —2.33 45.56 —5457"  —1.41 -3.197 287"

Significant at the 10 percent level.
** Significant at the 5 percent level.
** Significant at the 1 percent level.

ownership as bad news. This finding is consistent with the view that monitoring by
large shareholders increases the shareholder value and it is not consistent with the
view that blockholders expropriate minority shareholders. A further interpretation
is that since demand curves for stocks are downward sloping, sales of substantial
fraction of equity may simply trigger an excess supply effect on the market.

In the next section, we implement a cross sectional estimation of changes in
firm value and test the curvilinear relationship between firm value and ownership

structure as proposed by McConnell et al., 2008.

5 Test of the Relationship between Changes in Ownership
Concentration and Changes in Firm Value

Following McConnell et al., 2008, we assess the effect of changes in ownership
concentration on firm value using a cross sectional estimation. For purchases of

shares by insiders, they use the 5-day announcement period abnormal return to
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proxy for the change in Tobin’s Q. This method has the substantial advantage of
mitigating the effect of unobserved firm-specific characteristics. Besides, by using
excess returns to explain changes in ownership, McConnell et al., 2008, alleviate
the endogeneity issue unsolved by regression models that use annual measures of
ownership and performance. We adapt the equation proposed by McConnell et al.,
2008 for sales and purchases of shares by shareholders as follows:

C AR = by(AShareholder ownership) + by(AShareholder ownership)?

+b3(AShareholder ownership x Initial shareholder ownership).

Where A shareholder ownership is the change in ownership stake of the share-
holder and the initial stake is the fraction of ownership held by the shareholder
prior to the trade. Regarding the estimated parameters, for purchases of shares by
insiders, McConnell et al., 2008 test the hypothesis that b, is positive; by is negative
and b3 is negative and twice the size of bs. Thus, an increase in ownership concen-
tration has a positive impact on firm value, but the relationship is non monotonic
(b2 negative). An increase in the fraction of ownership held by a shareholder affects
the firm value positively up to a point after which the firm value decreases when
ownership concentration increases. The non monotonicity of the relationship be-
tween ownership concentration and firm value for trades of shares by shareholders
can be interpreted within the context of the trade-off between monitoring and ini-
tiatives advocated by Burkart et al., 1997. The intensity of the monitoring increases
as ownership concentration increases. It raises firm value up to a point after which
higher intensity of monitoring becomes detrimental to firm value. Finally, the mag-
nitude of the increase in shareholder stake depends on the initial holding. Thus, the
larger the initial stake of the shareholder, the smaller the impact on firm value of
an increase in ownership concentration. Hence, the third term is a cross product of
the change in ownership concentration and the initial stake of the shareholder. We
test the relationship proposed by McConnell et al, 2008 for purchases and sales and

predict the opposite signs for estimated parameters, i.e., by negative, by positive, b3
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positive and twice the size of bo.

Table 9 provides results for the regressions of CARs measured over the event
period for announcements of purchases of shares by shareholders. In Model (1),
we estimate the base case, i.e., Equation ??. The estimated parameters have the
predicted sign (b; > 0; by < 0 and b3 < 0). However, only the parameter measur-
ing the impact of an increase in ownership concentration on firm value is significant
(at 10% confidence level). The other parameters by and bs show no significant re-
sult and the null hypothesis for the test of b3 = 2 x by can not be accepted. In the
Model (2), we restrict the sample to observations with values of CARs within an
interval of three standard deviations from the mean of CARs, in order to exclude
outliers that may skew the distribution. The estimated parameters are not signifi-
cant (except by at 10% level). In Model (3), we include to the base model (Model
1) a dummy variable that takes to value 1 when the shares are bought by a family.
The parameter by is significant at 5% (P — value = 0.04). Besides, the parameters
ba and b3 have the predicted sign but none is significantly different from zero. The
dummy variable for family has a negative but non significant impact on firm value.
The results of the regression of changes in firm value on increases in fraction of
ownership are not consistent with the findings of McConnell et al. 2008 for their
study of the impact of managerial ownership on firm value.

Regarding the announcements of sales of shares by shareholders (see Table
10), we estimate Model (1) and show results in column (2). The estimated para-
meters are non significant and we cannot accept the null hypothesis for the test of
bs = 2be. In Model (2), we exclude CARs outside three standard deviations from
the mean of CARs. We observe a significant and positive effect of a decrease in
ownership concentration on excess returns. It might be the case that an event with
high market response skews the distribution of CARs. In Model (3), we include
a dummy variable to test for a family effect. In Model (4), we consider the effect

of the sale of the whole stake and refer to this as the disengagement effect. The
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Table 9: Results of ordinary least squares regressions where the CARs measured on
period t=-1 to t=+3 for announcements of purchases of shares by shareholders for
firms listed on the French market are the dependent variable. Model (1) is the base
case regression where the independent variables are the increase in blockholder
ownership, the increase in blockholder ownership squared and the cross product of
the initial ownership stake held by the blockholder and the increase in the fraction
of ownership held. Model (2) is the base case which excludes CARs outside three
standard deviations from the mean CAR. Model (3) is the base case including a
dummy variable to indicate if the fraction of ownership is bought by a family.
Ownership data are taken from Dafsaliens. P-values are in parentheses.

Model 1 Model 2 Model 3

A Blockholder ownership (b, ) 0.05* 0.02*  0.05**
(0.05)  (0.08) (0.04)
A Blockholder ownership squared (b2) —0.003 0.00 —0.00
(0.35)  (0.93) (0.26)
A Blockholder ownership X Pre-purchase  —0.09  —0.12 —0.07
blockholder ownership (bs) (0.50)  (0.12)  (0.56)
Indicator if the blockholder is —0.01
a family (0.36)
P-value on test: 2 X bo= b3 0.61 0.13 0.61
Adjusted r-square 0.002 0.002  0.002
Number of observations 433 426 433

*Significant at the 10 percent level
**Significant at the 5 percent level

***Significant at the 1 percent level
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effect of decrease in ownership concentration on excess returns may be stronger
when the shareholder abandons the monitoring activity and quits by selling his/her
entire holding. Model (5) includes two dummy variables for family effect and dis-
engagement effect. Finally, Model (6) adds the cross product of the family and
disengagement effects to the previous model. The coefficients are not significant
and do not present the predicted signs. Besides, the hypothesis of the equality of
2 X by and b3 can not be accepted. Our results are not consistent with the findings of

McConnell et al., 2008. We find no evidence for a causal interpretation of equation

2?2,

6 Conclusion

We analyse the market response to the mandatory disclosure of sales and purchases
of shares by shareholders for a large sample of listed firms on the French market,
over the period January 1991 to March 2007. We conduct an event study of the
public announcements of shareholders going beyond or below legal thresholds of
ownership. We find evidence for a negative market response to sales of shares and
thus to decreases in ownership concentration. Our finding is consistent with a val-
uation effect of the monitoring exerted by large shareholders. However, the market
response to purchases of shares is not significant. One possible interpretation of
this result could be that increases in ownership are not significant when compared
to the remaining blocks.

In the second part of the study, we conduct a cross sectional regression of the
relationship between changes in firm value and changes in ownership, as proposed
by McConnell et al., 2008. We also include an indicator for a family effect for sales
and purchases and an indicator for the sale of the entire holding. For both increases
and decreases of ownership concentration, we find no support for a causal interpre-
tation of the relationship. A possible interpretation of the lack of evidence for a

causal relationship between changes in firm value and changes in ownership may
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Table 10: Results of ordinary least squares regressions where the CARs measured
on period t=-1 to t=+3 for announcements of sales of shares by shareholders for
firms listed on the French market are the dependent variable. Model (1) is the base
case regression where the independent variables are the decrease in blockholder
ownership, the decrease in blockholder ownership squared and the cross product
of the initial ownership stake held by the blockholder and the decrease in the frac-
tion of ownership held. Model (2) is the base case which excludes CARs outside
three standard deviations from the mean CAR. Model (3) is the base case includ-
ing a dummy variable to indicate if the fraction of ownership is sold by a family.
Model (4) is the base case which includes a dummy variable that indicates if the
entire holding of a shareholder is sold. Model (5) is the base case including two
dummy variables for family and the sale of the entire stake. Model (6) is the model
(5) including an additional dummy variable to measure the cross product between
family and the sale of the whole stake. Ownership data are taken from Dafsaliens.
P-values are in parentheses.

Model 1  Model2 Model3 Model4 Model 5 Model 6

A Blockholder ownership (bl) —-0.26  0.07** —0.25 0.02 0.06 0.07
(0.25) (0.04) (0.29) (0.94) (0.85) (0.84)

A Blockholder ownership squared (b,)  0.15 —0.02 0.15 —-0.04 -0.02 —-0.01
(0.78)  (0.76) (0.77) (0.94) (0.97) (0.98)

A Blockholder ownership X Pre-sale 0.96 —0.11  0.96* 0.51 0.48 0.50
blockholder ownership (b3) (0.10)  (0.20) (0.09) (0.44) (0.46) (0.46)

Indicator if the blockholder is 0.003 0.01 0.02
a family (0.92) (0.73)  (0.65)

Indicator if the entire holding 0.06 0.07 0.07
of the blockholder is sold (0.18) (0.17) (0.16)
Indicator if the entire holding is sold —0.05
by a family (0.71)

P-value on test: 2 X bo= b3 0.32 0.51 0.32 0.35 0.42 0.43

Adjusted r-square 0.02 0.001 0.02 0.02 0.02 0.02
Number of observations 1049 1048 1049 1049 1049 1049

*Significant at the 10 percent level
**Significant at the 5 percent level

***Significant at the 1 percent level
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be that changes in ownership are not sufficient to cast doubt on the control of the es-
tablished shareholders. It may indicate that even when changes in ownership stake
are significant, the emergence of a controlling shareholder by purchase of shares on
the market is difficult on the French market because of the high level of ownership
concentration. Therefore, it might be the case that even when a shareholder goes
beyond 10% of ownership, his/her influence remains limited if another controlling
shareholder already holds a substantial fraction of ownership in the firm. One limi-
tation of our study is the absence of control for established ownership distribution.
Our current investigations address the question of established ownership prior to

the trade.
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Appendix Mandatory disclosures of change in the holding of shareholders:
any person or legal entity, acting by himself or in concert, who goes directly or
indirectly beyond five per cent, ten per cent, twenty per cent, one third, fifty percent
or two third of the capital or voting rights of a listed company, or goes below these
thresholds, must notify the company itself within fifteen days and the competent
authority Autorité des Marchés Financiers (AMF) within five active stock market
days. Then, the statement is made public by the AMF. In the case of a purchase,
the shareholder shall specify whether he/she is considering stopping or pursuing
his/her purchases, and whether he/she considers taking the control of the concerned
firm, asking to be appointed as member of the board or of the supervisory board.
In all cases, the buyer shall specify whether he/she is acting independently or in

Co-operation with one or more persons.
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Shareholders have the possibility to act individually or with other sharehold-
ers under an agreement. In the latter case, they are said to take concerted action.
The concept of concerted action was defined by article 356 — 1 — 3 of the French
Business Law. Persons taking concerted action have been entered into either writ-
ten, verbal or tacit agreement in order to purchase or sell voting rights or exert their
voting rights with a view to a common policy towards the company. Such an agree-
ment may exist between first a company, the chairman and the executives, second
between a company and other companies controlled by the first, i.e. it may be a
vertical agreement and third between companies controlled by the same person, i.e.

it may be a horizontal agreement.
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