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 The study was aimed at defining the concentration of the  ownership and governance 
structure in the banks in banking sector of the Central European countries – the new members 
of the European Union (EU10 except Malta and Cyprus) and in banks in selected OECD 
countries. It also has been very interesting to analyze and compare the corporate governance 
structure in the banks of the so-called emerging markets, in particular those that have recently 
suffered from instability and financial crises. An attempt has been made to answer the 
question whether the forms of ownership and corporate governance, currently observed in 
banks of Poland and other EU8 countries, are comparable with the structures in other banking 
systems (EU, OECD countries and the emerging markets). Furthermore, an attempt has been 
made to answer the question whether changes and differences in the forms of corporate 
governance was find their reflection in the performance reported annually by the banks. The 
results show that banks with higher return on assets tend to have lower holding concentration. 
Higher ROA correlate to lowest cost and lowest rate of bad loans and  higher liquidity. 
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The reconstruction of the market system in the CEE countries has led to a swift 

development of some specific features of their banking systems. In consequence of opening 

up local financial markets, establishing many new banks (including green field  investments), 

privatization of the banks established at the times of the centrally-steered economy, and 

consolidation, that economic sector has undergone some material changes. Nowadays, 

operation of banks in the new EU member states is regulated by modern banking law, 

compliant with regulations of the EU and BIS. Competition in many market segments is fierce 

and product offerings comparable, if not more advanced than those available in some “old” 

EU countries.   

The transformation changed the corporate governance in both the banks and the whole 

banking systems. They currently feature high participation of foreign investors in the 

shareholding structure of the largest banks, what influences the financial stability 

demonstrated by good financial ratings of those banks.  

However, banking sectors in the accession countries still remain smaller as compared 

to the EU countries, in terms of the proportion of total bank assets to GDP. Only the sizes of 

the Czech, Slovak  and Slovene banking sectors are comparable to those of the countries that 

joined the EU in the 80s (Greece – 73%, Portugal – 69%, Spain – 88%). In the CEE, banks 

constitute the core of the financial system.  

Table 1. The development of the banking sector – total assets as percent of the GDP 

 EURO Poland Czech R Hungary Slovakia Lithuania Latvia Estonia Slovenia 

Bank 
asetts/GDP 

243 65 113 68 95 29 67 68 97 

Source: Credit Swiss First Boston, 2004, Banking in EU accession countries, Sector Review, za Zaręba (2004:7). 

 Taking into account the fact that total assets of the banking sector in the euro area are 

twice as high as the annual GDP of the single currency countries (240%), and the total loans 

extended to the local markets amount to 140% of the GDP, and assuming the occurrence of 

convergence, a supposition can be made that there is still vast space (potential) available to  

the banking sectors of the EU8 countries for further growth. For prudential reasons, the 

growth in assets must be linked to a growth in the banks’ capital. Although the capital 

adequacy ratio (CAR) at many banks of the EU8 countries currently remains above the 

minimum level expected by the banking supervision, it is likely that a two-fold increase in the 

capital of banks operating in the new EU countries will be necessary over the next several  

years in order to reach the asset level close to the EU average. The method of increasing 
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assets, as well as whether the convergence in the size and structure of the capital at banks of 

the accession countries will ever take place, still remain a question.  

 The research covered the banking sectors in the Central and Eastern European 

countries that joined the EU in 2004: Slovenia, Slovakia, the Czech Republic, Hungary, 

Lithuania, Latvia, Estonia and Poland. The research observations have been referred to the so-

called “old” EU countries (EU 15) as well as the USA, Japan and several developing 

countries. The analysed sample includes commercial banks, savings banks, real-estate banks 

and banks that extend long-term loans (investment) based on classification of BvD. In EU8, 

the research covered all banks that met the above-listed criteria (152). The number of banks 

operating in EU8 shows a strong correlation to the sizes of population of these countries and 

their GDPs . 

Table 2.  The major players in EU8 banking systems 

Banks/banks group Origin country 

Market share in % 
of net loans of all  
analyzed banks  

(2003) 

Share in % of total 
assets of all 

analysed banks 
(2002)  

KBC Belgium 8,6 11,5 

Hypo VB/BA-CA Germany/Austria 8,0 9,3 

Erste Bank Austria 7,2 10,0 

PKO BP S.A.  Poland/domestic 6,1 12,6 

OTP Bank Hungary/domestic 5,2 7,1 

UniCredito Italiano Italy 4,9 8,2 

Raiffaisen Int. Austria 4,3 5,7 

Societe Generale France 3,8 5,8 

CitiGroup USA 3,6 6,0 

Banca Intesa Spain 3,5 5,5 

ING Group Netherlands 2,6 5,0 

Commerzbank Germany 2,4 3,2 

GE Capital USA 1,2  

Hypo Alpe Adria Austria 0,7  

    

all other banks  37,9 10,0 
Data: Bankscope, own calculation 

 

 The theory of corporate governance indicates a number of mechanisms which 

underline efficient operation of an enterprise. Due to their aggregate effect, corporate 

governance affects the efficiency of particular industries, and — in consequence — impacts 

the condition of the national economy as a whole. One of those mechanisms is the way 

corporate governance conducted; many processes occurring in a company, including 

development of a strategy and curbing the opportunism of managers, depend on it. At least 

two concepts of efficient corporate governance in economic institutions, such as enterprises, 
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including banks, have been developed. One concept affirms the importance of domination and 

concentration of the power of the owner, who, combining ownership, entrepreneurship and 

management leads the most efficient development of a company. The other concept stresses 

the importance of the capital market, whose operation leads to dispersion of ownership and its 

isolation from management, leaving the latter in the hands of managers. However, its  

unwanted by-product is the problem of agency. In this model, a public company is governed 

by managers but controlled rather by the capital market than by its shareholders, since it is the 

market which influences the company’s management board through a variety of mechanisms. 

Furthermore, the capital market affects all other “parties” to the company, including its 

shareholders and stakeholders2. Between the two concepts there is a whole continuum of 

intermediate models, where forms of both above-described models intermingle, and their 

impulses interact. In many economies, enterprise analyses showed marked differentiation in 

their ownership structure – a whole spectrum of variability – from total dispersion to full 

concentration in the hands of one undertaking.    

 In theory, dispersion of ownership is explained by investor’s limited resources (which 

may be insufficient as against the required size of investment, hence the need of partial 

participation in the invested capital), the need for maintaining liquidity (assuming lower 

marketability of a larger share on the secondary market) or by the need for a diversification of 

risk (prompting towards a reduction of share)3. It results in a trade-off between the 

diversification of risk (via dispersion) and intensiveness of impulses prompting towards 

monitoring (growing in line with ownership concentration).  

 In turn, concentration of ownership in the form of blocks of shares is explained 

by the need of adequate shareholding that allows for obtaining information sufficient for 

efficient monitoring of the management board. On the other hand, excessive concentration of 

ownership leads to excessive monitoring of the management board, which may foster the risk 

related to over-monitoring by a dominant shareholder and result in adverse consequences, 

such as introducing benefits available to the dominant shareholder and abusing interests 

minority shareholders.  

 

                                                 
2  Stakeholders are defined as holders of own interests and objectives in the operation of an enterprise, other than 
shareholders, also called groups of interest, interest groups, parties to the company/enterprise, interest-holding 
groups, key parties to an enterprise. Modern theory of enterprise classifies many groups and organizations as 
stakeholders, including employees, customers, local authorities, the media, etc.   

3 M.Becht, P.Bolton, A.Roell, 2002, Corporate governance and Control, NBER Working Paper 9371; p. 21; 
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Fig. 1. The major multiple investors in new Member State of the European Union  

(total asset in EUR bln, 2002) 
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coutry Belgium Austria

Austria/ 

Germany Italy USA France Austria Italy

Nether 

lands Sweden Sweden
Poland 4.58 8.18 8.54 7.47 0.72 1.57 5.927 36.98

Czech Rep. 13.99 13.71 3.95 1.60 2.54 8.47 2.11 46.37

Hungary 3.08 1.72 2.45 1.35 2.19 3.54 0.8 15.13

Slovakia 1.36 3.99 3.95 0.64 0.12 2.52 4.64 1.124 18.35

Lithuania 2.58 1.81 4.39

Latvia 1.35 1.46 2.81

Estonia 1.716 4.04 5.76
Slovenia 2.49 0.77 1.53 3.92 8.71

total 25.50 19.42 19.30 10.14 12.00 10.84 12.31 8.18 7.85 5.65 7.31 138.49  

Data: BvD  Bankscope,  own count. 

 

Furthermore, a wide variety of patterns of corporate ownership and governance can be 

observed at the level of national economies. The applied research methodology, primarily due 

to the availability of data, make the conclusions in the area be drawn from the observation of 

the largest enterprises and publicly traded companies4. Interestingly, a larger number of 

companies from the industry sector than financial entities (banks, etc.) were subject to 

research. The fact that analysts tend to focus on entities operating in the real economy may 

stem from a well-grounded perception of otherness of financial institutions as compared to 

other business entities, or from the opinion that the form of corporate governance in non-

financial organisations and problems related to it are more material than those of financial 

institutions; on the other hand, it may result from easier availability of data, connected with 

the larger population of the first group of businesses5. 

                                                 
4  La Porta R., F. Lope de Silanez , A.Shleifer, 1999, Corporate ownership  around the world, Journal of Finance, 

52 and W.Rogowski, M.Pawłowska, T.Kopczewski,2003, Podstawowe formy i efekty władania 
korporacyjnego w bankowości , Bank i Kredyt, 3, p. 8; 

5  The seminal research of Bearle and Means (1932) did not cover any financial companies, and neither did the 
research conducted by Lerner (1970). In their works, Prowse (1994) and Shleifer and Vishny (1996) use 
theoretical studies or observations from the economic systems, where banks are perceived as parties to 
corporate governance and not as the subjects of analysis focused e.g. on their shareholders’ structure. 
Typically, analysis of the ownership structure in European businesses make no mention of the financial 
institutions in their material function. Pedersen T., S.Thomsen, 1995, European Models of Corporate 
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Corporate governance in banks is of a specific nature. Apart from the management 

board and the shareholders, the governing parties of a bank include depositors and the 

government in its regulatory function6. In many cases, the government is a shareholder in a 

bank, in a situation where public funds are invested as the bank equity7. Ciancanelli and 

Gonzales Reyez (2000:6) point to a difference in banks’ corporate governance when 

compared to other businesses, which comes as an effect of strictly regulated markets of 

banking products and a specific structure of bank capital, due to the bank’s function of a 

financial intermediary. Deposits tend to constitute approximately 90% of the liabilities in the 

balance sheet structure of commercial banks, of which approximately 60% are the bank’s 

liabilities to entities from the non-financial sector8. Other funds at disposal of the company 

come from the shareholders or creditors (subordinated loans).9 These proportions indicate the 

importance of depositors in creating market discipline but that manifest in bank run; however,  

the controlling discipline is imposed by the shareholders that have a actual control devices 

and incentives. From the viewpoint of corporate governance, the ownership structure seems to 

be the main controlling mechanism both in companies and in banks.  

What makes the ownership structures in companies, and on the level of economic sectors, so 

diversified? There are at least two groups of theories attempting to clarify the observed 

differences. One category of theories indicates the endogenous nature of ownership structure, 

i.e. the fact that it is a product of the managerial (ownership) decisions taken by the company 

itself and motivated by economic impulses, such as advantages of control, cost of capital and 

market structure. The other category of theories indicates the exogenous nature of the 

                                                                                                                                                       
Governance, EIBA Meeting, Urbino, Italy, Dec. 95 conf.mat. after Rudolf (2001)) and La Porta R., F. Lope de 
Silanez , A.Shleifer, 1999, Corporate ownership  around the world, Journal of Finance, 52. rejected banks to 
protect the sample against overrepresentation on the part of financial institutions. The most recent research 
carried out by La Porta and his team (Government Ownership of Banks, HIER Discussion Papers No.1890) 
draw attention towards ownership structures in banking systems; however, with particular emphasis on state 
ownership.  

6 G.Caprio, R.Levine, 2002, Corporate Governance in Finance: Concept  a nd International Observations, in 
Financial Sector Governance; 

7 K.Sherif, M.Borish, A.Gross, 2003, State-owned Banks in the Transition, Origin, Evolution and Policy 
Responses, The World Bank; R. La Porta, F.Lopes de Silanes, A.Shleifer, 2000, Government Ownership of  
Banks, Harward Uniwersity Discussion Paper; 

8  for the Polish banking sector, after Sytuacja finansowa banków w 2001 roku – synteza, NBP, Warszawa, in the 
Amercian banks deposits constitute approximately 66% of the total liabilities, bank capital equals 8% and the 
remaining 26% is are subordinated loans, after Mishkin, 2002, p. 289.  

9 In non-financial companies, the share of the shareholder’s equity is significantly higher than in banks, and 
ranges from 28% in Germany up to 42.2% of the total assets of a company in Great Britain; after R.Rajan, 
L.Zingales, 1995, What we know about capital structure? Some evidence from international data, Journal of 
Finance, 50 p.1428; 
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structure, resulting from the impulses coming from the broadly-understood institutional 

environment of a company (fiscal regulations, protection of competition law, economic 

policy, corporate governance principles, etc).10  

The group of endogenous theories includes the hypothesis of rent protection by the 

controlling shareholder. It assumes that the share of companies holding large control packages 

of shares in the listed companies in a country depends on the size of the so-called private 

benefits of control for the holders of packages. When these private benefits of control are 

high, the shareholder will not be interested in losing them by selling their shares (reducing 

their exposure). The phenomenon of private benefits of control is typical not only for listed 

companies, but may occur anywhere in the case of varied shareholders’ structure, where the 

division of shares is disproportional to the amount of invested (held) capital, caused by 

asymmetry of information.  

Attempts have been made to explain the diversification of the observed ownership 

structure in particular economies by the effect of legal regulations, legal forms of business 

ownership and enterprise supervision. It is assumed that the system of regulation in a given 

economy has an effect on the shareholder, what, in turn, generates certain costs connected 

with the size of the major package of shares held. If the costs exceed the shareholder’s 

benefits from the share package, the owner has no incentive to hold large packages of shares. 

However, a reduction in the size of the share package brings about passive attitude of the 

investor and may cause an increase in agency costs.12 The system of regulations, which leads 

to these results may be a product of a political game and pressures exerted by the parties 

interested in maintaining the status favourable for dispersion of ownership. It is often 

mentioned that, in the American economy, the pressure comes from investment banks13. The 

research carried out by La Port and his team (1999) supported the hypothesis that 

inappropriate control of investors (shareholders) stemming from insufficient regulations 

prompts investors towards increasing their exposure in companies. Insufficient regulations 

(overtly lax or of low enforceability) may promote (facilitate) opportunist behaviour of 

managers and lead to taking over the company’s assets in a disproportion to their exposure. 

To prevent it, owners need more power arising from the size of the control package in order to 

oversee the management activities. In this case, maintenance of regulations promoting such 

                                                 
10  M.Roe, 1994, Strong Managers, Weak Owners. The Political Roots of American Corporate Finance, 
Princeton University; 
12  the so-called “over-monitoring” theory  by Black – Roe, Becht &Mayer 2001:4; 
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state of affairs is explained by the influence that the holders of large share packages have on 

the legislative process.   

 

 Data 

 The research was based on the information on banks available in the Bankscope 

database from the period 2001-2004. The database is created by Bureau van Dijk on the basis 

of the balance sheet data supplied voluntarily by 22 000 banks from most countries in the 

world. Unfortunately, records for individual banking systems are incomplete, as the data is 

supplied chiefly by the largest banks (i.e exclude cooperative banks). Nevertheless, the 

research carried out by K.Bhattacharya (2003) shows the usefulness of the data from the 

Bankscope database for comparative analysis, owing to their high coverage of the key 

financial parameters of banks (e.g. total assets, etc.) in different economies, which exceeds 

80-90%. For example, in the case of Poland, the total assets of the analysed banks (2002) 

accounts for 87% of the total assets of the whole banking sector, whilst cooperative banks 

were not included in the analysed population. The value of the Bankscope database is even 

higher owing to the uniform methodology of data collection applied by the editing team, 

which ensures its global standard.  

We created the data panel for period of 4 year (2000-2003) with 503 observations 

(N=139, n=115). All of them include both basic financial and corporate variables.  

Governance structure of a bank may be difficult to define in the case of strong dispersion of 

shareholders, or when the law does not require public announcement of information regarding 

the share packages held (e.g. >5% ceiling). Certain assumptions have to be made when using 

the data on the shareholders’ structure from annual reports (after Bankscope). By saying that a 

bank is controlled by a shareholder with the largest package of shares we assume that, for 

packages below 50% of shares (vote rights), the shareholder will be exercising the held right 

of vote at the company’s general meeting of shareholders, and control maintenance of their 

dominant position by forming coalitions during the General Meeting’s.  
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Table 2  Panel data variables - financial variables 

ta Total Assets  (in EUR) as measure of size of the bank 
eq Equity  
ninc Net Income 
tl Total Liabilities 
  
margin Net Interest Margin.  

This ratio is the net interest income expressed as a 
percentage of earning assets. The higher this figure 
the cheaper the funding or the higher the margin the 
bank is commanding. 

bad_d Loan Loss Reserve/Gross Loans 
cr Capital Ratio. This ratio is the total capital adequacy 

ratio under the Basle rules. It measures Tier 1 + Tier 2 
capital which includes subordinated debt, hybrid 
capital, loan loss reserves and the valuation reserves 
as a percentage of risk weighted assets and off 
balance sheet risks. This ratio should be at least 8%. 
This ratio cannot be calculated simply by looking at 
the balance sheet of a bank but has to be calculated 
internally by the bank. At their option they may 
publish this number in their annual report. Both 
figures for Ratio are supplied by the concerned 
institutions. 

eta Equity to Total Assets.  
As equity is a cushion against asset malfunction, this 
ratio measures the amount of protection afforded to 
the bank by the equity they invested in it. 

cfl Capital Funds/Liabilities. Risk taking  index. 
cinc Cost to Income Ratio. 

This is one of the most focused on ratios currently and 
measures the overheads or costs of running the bank, 
the major element of which is normally salaries, as 
percentage of income generated before provisions. It 
is a measure of efficiency although if the lending 
margins in a particuar country are very high then the 
ratio will improve as a resut. It can be distorted by 
high net income from associates or volatile trading 
income. 

liqa Liquid  Assets to Customer and Short Time Funding. 
This is a deposit run off ratio and looks at what 
percentage of customer and short term funds could be 
met if they were withdrawn suddenly, the higher this 
percentage the more liquid the bank is and less 
vulnerable to a classic run on the bank.  

roa Return on Average Assets.  
This is perhaps the most important single ratio in 
comparing the efficiency and operational performance 
of banks as it looks at the returns generated from the 
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assets financed by the bank. 
roe Return on Average Equity.  

The return on equity is a measure of the return on 
shareholder funds. Obviously here the higher the 
figure the better but one should be careful in putting 
too much weight on this ratio as it may be at the 
expense of an over leveraged balance sheet 

d_ta Total Asset Growth, annual 
 

Corporate governance variables 

Holdt* Type of the largest shareholder  (bank, financial 
institution, individuals, non-financial company, state 
(direct), cooperative structure) 

Indiv* Individuals as main shareholder. (1) 
State* Dummy variable of  state ownership (1) 
Public* Dummy variable of  listed banks (1) 
Foreign* Dummy variables of foreign/domestic controling 

investor (foreign =1) 
Depend* Dummy variable of independence ratio based on BvD 

valuation of dependence on Class C = 1. 
Holdc* Origin country of the largest shareholder of the bank. 
Holdpc* Power of holding. Size of the largest blocks of share 

own by first controlling investor.  
Nohold* Number of disclosured blockholders in the bank. 
special Specialization of the bank (Commercial, Saving, Real 

EstateMortage or Medium Term Credit Banks). 
mpower Country Rank by Assets (1 –maximum; 18 – 

minimum) Proxy of market power.  
laworigin Origin (type) of law system (cg) (French, German, 

Scandinavian, Anglo-saxon) based on LLSV class. 
  

 

* this variables was used with lag of 1 year. We assume ownership patterns on end of the year 

t-1  influence bank development in year t. Next change in corporate governance matter will be 

registered at end of the year t (annual report data). 

 

Descriptive analysis 

When comparing banking systems of the new member states with the system of the 

EU countries, the former demonstrate a strong presence of foreign investors both in the largest 

banks and in the banking systems as a whole.  Out of 143 banks from 8 countries of EU8 

subject to analysis in 2003, only 40 banks (28%) had their largest share package held by a 

domestic investor, while the other banks were governed by foreign investors. In 1999, 
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domestic investors controlled as much as 40% of the banks. In 2002, the assets of banks 

owned by foreign investors accounted for 68% of total assets. These proportions are reversed 

in the EU, where 34% of banks have a foreign major shareholder, typically from another EU 

country. This is not the case in EU8 countries, where the majority of investors come from 

outside of this group of countries, chiefly from EU15.  

 

Fig. 2. Histogram of the largest blocks of shares in different banking systems 2003 
Population of banks without one-owner banks (100% of shares hold one investor). 
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data: Bankscope, own calculation 

In a view of the size of the largest block of shares in a bank, several categories of 

control concentration can be distinguished with respect to the control exercised by a dominant 

shareholder in a bank. Threshold values have been selected on the grounds of the ceiling 

values of stock (shares) stipulated by the Polish law, exceeding of which brings some 

consequences stipulated by the law. Moreover, the classification  was based on own study of 

distribiutin of  block of shares. In result we observed different distribution of size of largest 

blockholder in banks. 

 

Table 3. The comparison of classification  of  ownership control power (threshold value) 

Control power  author  Dependency Index acc. BvD Ownership acc. ECB (2002) 
1 whole control  =100 W dependent  >98  full  95-100 

2 dominant  >75    dominant  60-94 
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3 majority >50 C dependent >50 majority  50-59 

4 dispersed <50  B dominated >25 and <50 significant  25-49 

5 dispersed minority  A independent <25 minority  5-24 

4a cooperative <10    not available <5 

 

 

The analysis of distribution of the size of a share package held by the largest shareholder in 

banks operating in different banking systems (EU15, EU8, USA, Japan) discloses some 

structural differences among the systems.  In 2003, the European Union banking system 

showed the largest (605) number of banks with 97-100% of their shares held by the largest 

shareholder (52% of the analysed population of the banks that supplied their shareholder 

data). Furthermore, the analysis of distribution disclosed several material levels of 

concentration around the value of approximately 50% of shares (72 cases within 48.5 – 

51.6%) and around 75%, and more important threshold by  5%, 33%, 80% and beyond 94% 

(more than 20 cases). In the EU, the research covered 1960 banks, out of which 1145 

disclosed the data on their shareholders. Over 55% of the population covered by the research 

comprised banks with assets > 1 billion euro and shares of 169 banks were listed on stock 

exchanges (15%).   

In the banking systems of the 8 new EU countries, the analysis covered 148 banks, of which 

143 disclosed data on their largest shareholder and 29 banks were listed (20%). Similarly, this 

population had the largest group of banks with the largest share package hold by one investor 

between 97-100% (45% of the total population under research). Apart from that, the analysis 

of distribution disclosed significant concentrations of share packages of 50%, 33%, 75%, 80% 

and 90% and absence of banks with the largest shareholder below 6%. In the UE, 41 banks 

were classified to this category (up to 6.2%).  

Among the new EU member states from the CEE, Hungary demonstrates the strongest 

concentration of corporate governance, with nearly 60% of banks having one shareholder 

controlling all shares of the bank. Only in the case of three banks the largest shareholder holds 

a minority package (<50%), and only one bank, but the largest one, has a dispersed 

shareholders’ structure, with no shareholder holding more than 25% of shares. Slovenia has 

the lowest concentration of ownership, with nearly half of the banks governed by shareholders 

holding less than 50% of the banks’ shares and the state owns approximately 1/3 of  all shares 

of the largest banks in the country.  The highest concentration of ownership have Hungary 

and Slovakia. 
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Fig. 3. The  largest voting block distribution in EU8 banking systems (%) 
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Data: Bankscope, BvD, own calculation 

 

Japanese and American banks analyzed in accordance with the same criteria display a very 

different ownership structure. In the United States of America, the research covered 558 

banks, of which 249 banks disclosed their shareholder data to the Bankscope. Out of this 

number, 223 banks are defined as governed by one shareholder holding all the bank’s shares 

(100%). Distribution of shares in other banks is difficult to analyze due to their insignificant 

population (27 banks). A considerable concentration of banks in the category above 90% can 

be observed. Out of 558 banks subject to the analysis, 2/3 were relatively large banks with 

their assets exceeding 1 billion dollars and only 16 banks having their shares listed directly.  

Only a closer look at the shareholders’ structure of the American banks discloses their 

complex ownership nature. It turns out that the American banks are governed on the primary 

levels by holding companies, while the so-called ultimate owners – holders of small packages 

of shares, can be noticed only at the second or sometime event at the fourth level. The 

analysis of the size distribution of the largest share packages at the different levels in the 

analysed companies demonstrates strong concentration around 7% in the range up to 15%, 

and also in the range above 97%. Of the analysed population, the largest single package 

contained 29% of shares. The banking system of UK proved rather similar to the American 

one. Out of 100 largest banks, 69 disclosed information about their shareholders and, in 59 

cases, the banks were governed by one shareholder (a company) in control of all its shares, 

the shareholder being typically a non-financial institution, an investment fund or another 
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bank. In the case of foreign institutions, a several-level intermediation between the parent 

company and the subsidiary bank could be observed (e.g. as in the case of Merril Lynch). 

Fig. 4. Structure of  governance power in banking systems of EU8 – amount of banks 

controled by the largest shareholder than hold  disclosed size of  block of shares. 20 
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Data: Bankscope, own count. 

In the Japanese banking sector, 134 banks meeting the research criteria were analysed, 

including 131 banks with their assets above 1 billion dollars. Shareholder information was 

disclosed by 105 banks, while 88 banks were listed on stock exchanges. Only in 3 cases, the 

dominant package of shares was held by foreign investors. The analysis of distribution of the 

disclosed governing share package in the banks of Japan indicates a strong concentration 

around 5% and increasing importance within the range around 50% and 75%. A relatively 

large group of banks (16%) hold a share package of more than 97% of shares. Contrary to the 

American sector, the largest Japanese banks are not owned by special holding companies; 

however, available data is not sufficient to define the degree of mutual relations among their 

shareholders or analyse the structure of the shareholders taking decisions at the banks’ 

General Meetings.  

The analysis of the ownership structure of banks in the leading OECD countries, which are 

models for the corporate governance systems (the USA, UK, Japan and Germany) indicate 

that the banking sector more often than any other analysed non-financial firm has a majority, 

dominant shareholder of category =100% and more 75%.  (La Porta 1999). In particular, this 

is the case in UK, (73% of the analysed banks) and the USA (65%), which comes as a certain 
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deviation from the characteristics of the models prepared so far.14 On the other hand, the share 

of banks controlled by dispersed shareholder in such countries as Germany (32,5%) or Japan 

(92.5%) is higher than a comparison with the analysis of the manufacturing sector would 

indicate.  

In the case of UK, interpretation of the result should account for the presence of numerous 

foreign banks in the analysed sample. These banks are 100% subsidiaries of foreign banks. 

However, the largest commercial banks (Barclays, Abbey National, The Royal Bank of 

Scotland) belong to the dispersed shareholder category or have a holding as their majority 

shareholder (100%)  (Lloyds TSB – Alliance Trust). 

The sample of the USA-based banks included many banks, which did not disclose their 

shareholders’ structure (40%). Other banks have been classified to category dispersed 

ownership power.  The picture of Japanese banks resulting from the research, with most banks 

having a very dispersed shareholders’ structure (93%)15 – is very similar to the result obtained 

by Claessen et al. (2000:106), who found 90% of the largest (20) analyzed companies having 

widely dispersed equity.16 A similar structure can be found in Korea (78%). Both countries 

have a widely dispersed banks shareholders’ structure. The average size of the largest 

minority package in the Japanese banks amounted to 4.9% of shares, and to 11.1% in Korea.  

Moreover, 90% of shares of large banks were held by other financial and non-financial 

institutions and share of stock held by individual investors (6.2%) remained lower than the 

share in the non-financial sector (21.1%)17. 

The high concentration of ownership title to banks in hands of investors can be construed as a 

sign of their high interest in investment as well as an indication of a weakness in the 

protection of the minority investors’ rights, where holding of a small package of shares does 

not guarantee the expected rate of return on the capital invested. In addition, such a structure 

may indicate an early stage in the development of the managerial skills market and the need 

for a strong supervision over the managers in the process of banks’ restructuring. Considering 

the conditions, the most effective supervision can be ensured by the dominant shareholder. 

High exposure of the owner (holding a large package of shares) translates into reduced 

                                                 
14 Koładkiewicz I., 1999, Nadzór korporacyjny – perspektywa międzynarodowa,  Poltex, p.71; 

15 The largest shareholders of the bank classified to the category 4 holds 20% of shares and the smallest of the 
largest disclosed share packages includes only 2.7% of shares. 

16  For the sample of 1240 companies, the ratio equaled 79.8% with the concentration threshold not exceeding 
20% of equity. 

17 J.Teranishi, 1997, Bank Governance in the Japanese Economic System, BNL Quarterly Review, March, p. 48. 
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liquidity of their assets and may be related to a decreased motivation of the management 

boards. There is a trade-off between the intensity of supervision and the creativity  

(entrepreneurship) of the management board – the stronger the dominant shareholder’s 

position is, the stronger the supervision and restriction of the freedom of the management 

board may become. However, it may have an effect of reducing the motivation of the 

management board and its drive towards innovation, as the large shareholder may become 

risk averse.18 Still, there are some arguments in support of a dominant shareholder in a 

company in order to implement an “imported” strategy with the transfer pricing and 

tunnelling components19 or a strategy, which may lead to an actual divisionalisation of the 

controlled bank. 

 

Model  

In the next stage of study we have tried to use the panel data on EU8 banks to answer 

the question whether changes and differences in the observed forms of corporate governance 

of banks reflect  the performance reported by banks. According to Demsetz and Villanoga 

(2000) results of analyzing non-financial firm performance in relation to ownership and 

capital structure, we try to construct  panel regression model to study corporate governance 

factors to influence performance of banks.  To assess the impact of  ownership structure on 

bank performance we regress return on assets with capital structure, ownership power 

structure, assets quality, cost level, net interest margin, liquidity of assets, dependence index 

and market power. We estimated a model in form: 

PERFORMANCE ti = f (CAPITAL_STRUCTURE it, ASSETS_QUALITYit, COSTit, 
INTEREST_MARGIN it, ASSETS_ LIQUIDITY it, 
OWNERSHIP_STRUCTURE it-1,  DEPENDENCE it-1, 
MARKET_POWER it, CONS) 

We use return on averaged assets (roaa) as an indicator of  bank performance and as 

explanatory variables following (see table 2 to definitions) capfl (CAPITAL_STRUCTURE) 

liq_acf (ASSETS_QUALITY), cost_inc (COST), margin (INTEREST_MARGIN), bad_loan 

(ASSETS_QUALITY), liq_acf (ASSETS_LIQUDITY), holdpc (OWNERSHIP_ 

                                                 
18 Admati et all.,(1994:1097), after F.Allen, D.Gale, 2000, Comparing Financial Systems, MIT, Cambridge, p. 
102  

19 E.g. the case of Investicni a Postovni Banka IBP compare  Wielechowska-Wypych J., 2000, Czeski błąd, Nasz 
Bank, 8 p.5. 
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STRUCTURE), mpower (MARKET_POWER), depend (DEPENDENCE, 0/1) and CONS. 

We estimate GLS regression using group random effect. The Breusch-Pagan Lagrange 

multiplier tests  (chi2(1) = 18.89, Prob > chi2 = 0.0000) supported use of random effect 

specification.  

Table 5.  Correlation coefficients of the selected variables 

capfl cost_inc bad_loan liq_acf margin holdpc depend mpower _cons
capfl 1.0000

cost_inc 0.2241 1.0000
bad_loan 0.1245 0.0640 1.0000

liq_acf -0.0616 -0.2202 -0.3094 1.0000
margin -0.2120 -0.1144 -0.0527 0.0898 1.0000
holdpc 0.0677 -0.1083 0.0501 -0.0289 0.1019 1.0000
depend -0.1435 0.0698 -0.0009 -0.0668 0.2312 -0.4185 1.0000
mpower -0.3603 -0.1645 0.0016 0.0782 0.1682 0.0136 0.1300 1.0000
_cons -0.1939 -0.3084 -0.2021 -0.1149 -0.5714 -0.4855 -0.1038 -0.3059 1.0000  

 

The Table 4  provide regression main results on the links between bank performance and  

capital and ownership structure and others factors. For the  most of  variables t-statistics show 

that results are robust and significant at 5%. Overall R-squared is relative high 0,55.  

 

Table 4. Ownership power and performance of  banks 

roaa |      Coef. Std. Err. z P>|z| [95% Conf . Interval]

capfl  -.0441619 .0099147 -4.45 0.000 -.0635944 -.0247293
cost_inc  -.0308477 .0026746 -11.53 0.000 -.0360898 -.0256057
bad_loan  -.1253194 .0173556 -7.22 0.000 -.1593357 -.0913032
liq_acf |    .014307 .0047734 3.00 0.003 .0049513 .0236626
margin   .3937398 .0590564 6.67 0.000 .2779914 .5094882
holdpc  -.0095301 .0032768 -2.91 0.004 -.0159526 -.0031076
depend   .4944027 .1553487 3.18 0.001 .1899248 .7988806
mpower    -.004708 .0252248 -0.19 0.852 -.0541477 .0447318
_cons   3.021846 .4291827 7.04 0.000 2.180663 3.863029

sigma_u   .6440023
sigma_e .84566214
rho   .3670635  
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Random-effects GLS regression Number of obs = 253
Group variable (i): id Number of grou ps = 74

R-sq:  within = 0.3825 Obs per group: min = 1
between = 0.6745 avg = 3.4
overall = 0.5526 max = 4

Random effects u_i ~ Gaussian Wald chi2(8) = 233.63
corr(u_i, X) = 0 (assumed) Prob > chi2 = 0.0000  

 

 

Concluding remarks 

This paper intends to present some early results of the analysis of ownership  and 

control structure of banks licensed into East European New Member States in compare to 

ownership structure shaped in banking systems of European Union and in some others 

economies. The analysis was focused on the structure of banks’ shareholders, who is the 

biggest shareholder of the company and what level of voting rights he has, based on annuall 

data set from Bankscope BvD. As shown in presented data, there is a large diversification of 

capital ownership structures in banking systems. Investors controlling majority share holdings 

(>50%) dominate in most of the analysed countries. Therefore, after years of transformation, 

the situation in Poland and other EE New Member State does not significantly differ from 

practices of other countries. The highest concentration of ownership in banks  we observe in  

Hungary and Slovakia, Slovenia has the lowest concentration of ownership, with nearly half 

of the banks governed by shareholders holding less than 50% of the banks’ shares.   

We have tried to create the GLS regression model of performance of all analyzed 

saving, commercial and  mortgage banks, based on data panel with selected performance, 

financial and  corporate governance variables in period 2000-2003.  This attempt has been 

made to answer the question whether changes and differences in the forms of corporate 

governance and ownership  power will find their reflection in the annually reported banks 

performance. The magnitude and significance level of the results indicate, with restrictions of 

this model, that power concentration has an impact on bank performance means as return on 

assets, but this rate is negatively related to the holding power. Dependent banks, according  to 

independent indices computed  by BvD, tend to have higher return.   

The results show that banks with higher return on assets tend to have lower holding 

concentration. Higher ROA correlate to lowest cost and lowest rate of bad loans and  higher 
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liquidity. This model neither give no strong  evidence that banks with concentrated 

controlling owners gain better earnings, but this variable better explain than a 

foreign/domestic or  origin of investors variables. We hope a deeper understanding of links 

and improvement of results  could be achieved by using panel data with a longer time 

dimension,  cross-sectional data and more corporate governance variables. 
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Appendix 1. Ownership structure patterns  

1. Category 1 – all shares (100%) of a bank held by one shareholder . All shares of a bank are held 
by one shareholder, in that case the agency problem in the relation between the owner and the 
management board of the bank seems to be the least significant. The importance of the 
supervisory board is low. However, this category includes a variety of shareholders: private 
shareholders, holding companies, mother companies of foreign banks as well as public and 
government institutions (the State Treasury), thus some considerable differences in managerial 
influence on the company can be expected. Uniform governance should bring about high 
efficiency of the strategy creation and implementation processes; however, this situation restricts 
direct market impulses in the absence of a direct valuation and valuation based by ratings only.  

2. Category 2 – the largest shareholder holds no less than 75% of the bank’s shares but less than 
100%. In the majority of the countries, it translates to full power of the shareholder, since any 
possible effective actions of minority shareholders require at least 25% of votes (in order to block 
some decisions of the GM on amending the Articles of Association or liquidation of the 
company). Within this category state (public) institutions have been isolated, since their 
managerial effect may differ from other that of other business. In the theory of corporate 
governance, the structure indicates slight agency problems. The presence of a minority 
shareholder may cause the problem of a “passenger without a valid ticket” and asymmetry of 
benefits. Some commercial codes provide for a possibility to squeeze out minority shareholders, 
so the question arises why they still exist and are numerous in the group. This category also 
includes a significant group of shareholders of less than 1% of shares.    

3. Category 3 – the largest shareholder holds 50% and more than 50% of shares but less than 75%. 
The power of the majority shareholder is limited, provided that other shareholders are able to 
form coalitions at the company’s GM.20 The importance of the supervisory board increases, in 
line with the agency problem. The structure seems less stable but with prospects for development, 
owing to the presence of the main shareholder and a few of their potential rivals, who may 
become the leading shareholder in the future by pursuing an appropriate strategy such as buying 
shares from a new issue, convertible bonds, powers of attorney. The problem of access to the 
bank information, including customer data, by the minority shareholders emerges. It may come as 
an additional benefit of a minority investment.  

4. Category 4 – the largest shareholder holds less than 50% of shares. In this category, the corporate 
governance system is the most complex and strongly dependent on the shareholders structure, 
except for the largest shareholder. The whole spectrum of the corporate governance mechanisms 
and agency problems can be observed. The supervisory board enjoys more power.   

5. Category 5 – the largest shareholder holds less than 25% of shares (votes). The presence of such 
shareholders in the shareholders’ structure indicates that a given company may be considered 
externally independent, i.e. governed by the so-called  insiders. Efficient managerial supervision 
exercised by the shareholder has to be combined with a passive attitude of other shareholders, 
what may ensure the majority at the company’s GM. In this case, the agency problem may be the 
strongest.  

 

                                                 
20  In the American research (e.g. Glassman and Rhoades, 1980), 60% was assumed as the threshold signifying 

full control by the owner/owners, while this proportion of shares cannot be held by more than 12 
shareholders. Ownership concentration is often defined as the total of shares held by 5 largest shareholders.  


