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INTRODUCTION 
 
Ownership diversity can be defined as the spread of ownership and control among many 
different types of shareholders (Roberson et al., 2017; Mayo et al., 2017). According to La 
Porta et al. (2000), finding the effect of ownership diversity on firms' performance is very 
important and exciting to all stakeholders participating in the capital market. According to 
Shleifer and Vishny (1986), major shareholders actively improve their financial performances 
to minimize their significant loss when there is a concentrated ownership structure in the 
business entity. In this situation, the significant shareholders attempt to maximize the firm's 
value by reducing information asymmetries and agency problems and recovering the business 
entity from financial distress (Claessens et al., 2002). In contrast, Jensen (1993) argues that 
when the ownership structure is concentrated (not diversified), it creates information 
asymmetries between major and minor shareholders. Due to creating information asymmetries 
between the major and minor shareholders, the major shareholders try to achieve their private 
benefits by ignoring the minor shareholders' interests which leads to the reduced financial 
performance of the business firms (La Porta et al., 2000).  
 
In recent years, many Sri Lankan companies' ownership structure has been increasingly 
diverse regarding ethnicity, nationality, gender, and socioeconomic status. These diversified 
ownership structures have created performance problems in Sri Lankan companies during the 
last few years. Therefore, finding the effect of ownership diversity on firm performance is 
significant for all stakeholders participating in the capital market. Many research studies have 
been carried out to determine the impact of ownership structure on firms' performance. 
However, only very few studies investigate the impact of ownership diversity on the firm's 
performances, measured using an acceptable diversity index. In the Sri Lanka context, it is 
rare to find studies that investigated the ownership diversity impact on the firms' 
performances. Considering this research gap, the researcher used different theories, including 
the agency theory, stewardship theory, and entrenchment theory, to investigate how to affect 
ownership diversities on the firm's performance of listed non-financial companies on the 
Colombo Stock Exchange (CSE).  
 
METHODOLOGY 
 
This research study investigated ownership diversity's effect on firms' performances by taking 
a sample of 186 non-financial firms listed on the CSE from 2012 to 2021. The researcher used 
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Tobin's Q (TQ), Return on Assets (ROA), and Return on Equity (ROE) to measure the firms' 
financial performances. As a generally accepted indicator of measuring diversity, this study 
used Herfindahl-Hirschman Index to measure the ownership diversity of listed non-financial 
companies in the CSE. To calculate the diversity index, the researcher incorporates block 
holdings of domestic individual ownership percentage, domestic institutional ownership 
percentage, foreign individual and institutional ownership percentage, and government 
ownership percentage of the listed non-financial companies in the CSE. The researcher 
incorporated firm size, net profit margin, payout ratio, leverage, and sales growth as control 
variables of this study. The study used descriptive statistics to provide summary statistics on 
the variables of the research study. Correlation analysis was used to establish the association 
between variables and to investigate the impact of ownership diversity on firms' performances; 
three-panel regression models were used. Marginal probability analysis was also carried out 
to identify the likelihood of change in probability associated with the study's variables. 
 
RESULTS AND DISCUSSION 
 
Table 1 presents the descriptive statistics of all variables adopted in estimating the relationship 
between ownership diversity and financial performance on a sample of 186 firms listed on the 
CSE from 2012 to 2021. 

Table 1 Descriptive Statistics 

 
The summary statistical results revealed that most non-financial companies have a non-
diversified ownership structure. This finding is consistent with the results of investigations 
carried out by Manawaduge & Zoysa (2013) and Samarakoon (1999). 
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Table 2 Correlation Matrix 

  
 
The correlation analysis presented in table 2 indicates that ownership diversity is negatively 
and significantly (P<0.05) associated with the firms’ performances. This finding is supported 
by Elstona and Yang (2010) and Dan Hu and Haiyan Zheng (2015). 
 

Table 3 Panel Regression Results 

The results of the research study's three random effect panel regression analysis in table 3 
revealed that the ownership diversity coefficient negatively and statistically (P<0.05) impacts 
the firms' performances (TQ, ROA, and ROE) of the listed non-financial companies of the 
CSE. The study's regression models further revealed that the net profit margin, payout ratio, 
and firm size positively and statistically (P<0.05) impact the firms' performances. In contrast, 
negative financial leverage (P<0.05) affects the firms' performances negatively and 
statistically. This finding is supported by Shleifer and Vishny (1986); Elloumi and Gueyie 
(2001); Claessens et al. (2002); Parker et al. (2002) and Pathirawasam and Wickramasinghe 
(2012). The marginal probability analysis of the research study indicated a small probability 
of occurrence among the effect of ownership diversity on the firms' performances.  
 
CONCLUSIONS AND IMPLICATIONS  
  
Based on the above findings, it can be concluded that ownership diversity has a negative 
impact on the firms' performances. The main reason behind this negative impact could be the 
cost increase due to the incurring the monitoring cost to monitor the diversified shareholders 
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without creating asymmetric information to obtain the personal benefits and not ignoring the 
minor shareholders' interest (Elloumi & Gueyie, 2001). The increase in the cost will decrease 
the film's performance. Based on the above findings, it can conclude that when ownership gets 
diversified, it will reduce the firms' performance of the listed non-financial companies in the 
CSE. 
 
Keywords: Agency cost; Colombo stock exchange, firm performance, herfindahl-hirschman 
index, ownership diversity.  
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