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Abstract

Purpose – This study aims to test the asymmetric impact of institutional ownership on firm performance.

This study does it through an examination of the hypotheses of efficient monitoring and convergence of

interests from the Tehran Stock Exchange (TSE).

Design/methodology/approach – Using a panel smooth transition regression model, as a new

econometric technique, this paper examined the data to explore the asymmetric impact of institutional

ownership on firm performance. With regard to 177 firms for the period 2009 to 2018 from TSE.

Performance proxies are returned on asset (ROA), return on equity (ROE) and Tobins’ Q.

Findings – The empirical for three performance proxies results strongly rejected the null hypothesis of

linearity and the test for no remaining nonlinearity indicated a model with one transition function and one

threshold parameters. The first regime (levels of institutional ownership below 28.5% and 43.5% for ROA

and Tobins’ Q) showed that performance increases with institutional ownership while the trend was

reversed in the second regime (levels of institutional ownership above 28.5% and 43.5% for ROA and

Tobins’ Q percent). Also, institutional shareholders percent between 4.2 and 14.1 explain the positive

relationship between institutional shareholders and ROE.

Originality/value – Furthermore, the findings of this study suggest that the application of institutional

ownership theories calls for more inquiry.

Keywords Firm performance, Institutional ownership, Asymmetric impact,

Panel smooth transition regression model (PSTR)

Paper type Research paper

1. Introduction

According to Bushee (1998), institutional investors include banks, insurance firms,

investment firms, retirement income funds and [. . .] more. There is a probability that the

presence of institutional investors leads to changes in the behavior of firms (Thomsen and

Pedersen, 2000; Cornett et al., 2003). However, the question, whether the existence of

institutional shareholders leads to behavior change for the benefit of managers or other

shareholders, was the topic of many research studies (Namazi and Kermani, 2008; Bohl

et al., 2009). Stapledon (1996) and Marchini et al. (2018) have specified institutional

investors have an important place in corporate governance; they can have effective control

over top management. According to Mitra (2002), institutional investors increase the quality

of corporate governance. The existence of a good corporate governance system enhances

the transparency of information, which plays an important role in capital market efficiency. If

the stock exchange is efficient, the price of the stocks is determined honestly and fairly.

Also, the distribution of capital, which is the most important factor of production and

development of the economy, is carried out optimally. On the other hand, however, another

group believes that institutional investors are knowledge-based investors who correct the
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stock price with timely information and reduce the volatility of stock returns (Bohl et al.,

2009).

The results in explaining the relationship between institutional ownership and indicative

operation have been two rival hypotheses. Navissi and Naiker (2006) showed that institutional

investors have more motivation to control their management, and therefore, their presence will

have a positive impact on firm performance, but with a high level of ownership, institutional

investors may encourage the board of directors to make non-optimal decisions. In other

words, shareholding by institutional investors at lower levels of ownership has a positive

relationship with the firm value, which is consistent with the efficient monitoring hypothesis.

However, an increase in share ownership will have a negative impact on firm performance

(Aslam and Haron, 2020). This result also corresponds to the convergence of interest

hypothesis. As a result, the relationship between the level of institutional ownership and the

efficiency of a firm at a certain level of ownership has a positive relationship with the firm value

and the ownership beyond that will have a negative effect on the firm performance. This has

not been considered in previous research; this is a topic asking to what extent you can expect

proper and inappropriate work at an interval between 0 and 100% of institutional ownership?

However, some research studies have a nonlinear relationship between the percentage of

shareholder ownership and performance (Jensen and Meckling, 1976; McConnell and

Servaes, 1990; Cui and Mak, 2002; Wu, 2008; Kao et al, 2019).

If we look at the history of Iran’s capital market, we will notice that the beginning of

institutional investors in Iran dates back to the pre-revolutionary period. In addition to

measures taken in recent years such as the adoption of the Law on the Securities Market

(adopted in November 2005), along with the growing wave of privatization, actions were

aimed at informing policy in accordance with Article 44 of the Constitution. Examples

include licensing 15 joint investment funds and efforts to create other institutions. However,

it can be said that institutional investors in Iran are not experienced by institutional investors

in developed countries, in terms of the level of diversity and level of knowledge.

Consequently, in this weak corporate space, we can better assess the positive or negative

role of institutional stakeholders. The purpose of this study is to determine the percentage of

institutional ownership regarding the transition level of positive relations between

institutional shareholders and performance to negative relations on the Tehran Stock

Exchange using a Panel Smooth Transition Regression Model. In other words, the present

study aims to test the effective monitoring hypotheses and the hypothesis of convergence

of interests on the Tehran Stock Exchange. Current research results can be useful for

management and other stakeholders.

According to the results, we approve and develop literature trough inverted u shape and

Polynomial of degree 3 relationships between performance and institutional ownership and

using at PSTR. Based on the arguments above, we organize our paper as follows. Section 2

describes the theoretical background and hypothesis. In Section 3, we review the method and

research design. Section 4 assesses the implications of our findings and Section 5 concludes.

2. Theoretical background and hypothesis

2.1 Positive relationship between institutional ownership and performance

There are different points of view about the impact of institutional investors on firm

performance. Due to the volume of investments, institutions actively manage their

investments in accordance with the efficient monitoring hypothesis. Based on this attitude,

they are likely to be informed stakeholders, which have a comparative advantage in

collecting and processing information. In general, studies have confirmed this hypothesis

(Cornett et al., 2003). As a result of this argument, it is possible to predict a positive

relationship between the degree of institutional ownership and firm performance (Bushee,

1998). Also, according to Tsaia and Gu (2007), there is a positive and significant
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relationship between institutional ownership and firm performance in the casino industry for

the years 1999 to 2003. In that way, institutional shareholders in casinos probably may help

investors in the industry to reduce agency problems in the result of management and

ownership. Other research also confirms the positive and significant relationship between

institutional ownership and corporate performance (Brous and Kini, 1994; Pound, 1988).

Cornett et al. (2003) divided institutional owners into two groups: pressure-sensitive (those

people, who are less willing to supervise the management) and pressure-insensitive (those

people, who have more motivation to supervise the management) and their relationship with

the firm performance were examined. The results indicate that the level of institutional

ownership of the observer (pressure insensitive) has a positive relationship with the firm

performance, while pressure-sensitive does not have any relationship. In addition, Krivogorsky

(2006) also showed that there is a positive relationship between the level of institutional

stockholders and blockholders (major shareholders) as proxies for corporate governance and

profitability ratios. Research studies in this field have also been conducted in Iran. Nouravesh

and Ebrahimi Kordlar (2006) showed that in firms with higher institutional ownership stock

prices include more information about future earnings than in firms with smaller institutional

ownership. Because institutional stakeholders due to their professionalism have the ability and

advantage of processing information. Therefore, the stock prices of institutionalized firms

reflect more information associated with future earnings. Kansil and Singh (2018) show a

positive and significant relationship between institutional ownership and performance.

Other research in Iran has also confirmed the result (Namazi and Kermani, 2008). In this

way, the hypothesis of efficient monitoring in the Iranian capital market has been

confirmed.

2.2 Negative relationship between institutional ownership and performance

No matter what extent of concentrated ownership is, there is always a probability of access

to private information by major shareholders. In such a condition, large shareholders may

be less willing to encourage management to improve performance. Based on the theory of

profitability, there is also a probability that institutional investors while voting would be

forced to move to management. For instance, an insurance firm may own a significant part

of a firm shares and at the same time be the main insurer of the same firm. Vote opposite to

management may have an important impact on business relationships with the firm and

others. Therefore, according to this hypothesis, directors and institutional owners are

mutually beneficial for their cooperation and support. In general, it helps to reduce the

beneficial effect of supervision by large shareholders on the performance of a firm (Bushee,

1998). This confirms the private investment theory, which indicates a negative relationship

between the degree of institutional ownership and the effectiveness of firms. Bhattacharya

and Graham (2007) concluded in their research that the degree of participation of

institutional investors who have both business relations and investment relations with an

investee firm will negatively affect firm performance. Also, Kirchmaier and Grant (2005)

showed that institutional shareholders had a negative impact on firm value.

There is a negative and significant relationship between institutional ownership and

performance in China (Tao et al., 2018). Tsouknidis (2019) find a negative and significant

relationship between institutional ownership and performance in US shipping firms.

Ahmadpour and Javan (2015) and Kamyabi and Parhizgar (2016) found a significant

negative relationship between institutional ownership and efficiency in Iran. Other studies in

Iran also confirmed the convergence of interests’ hypothesis (Forughi et al., 2017).

2.3 Inverted U-shape relationship between institutional ownership and firm performance

Despite the available data, the relationship between the degree of institutional ownership and

firm performance is relatively unclear; according to the efficient monitoring hypothesis, there
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may be incentives for active monitoring of management and, therefore, promotion and

performance improvement (Shleifer and Vishny, 1997; Pound, 1988). Thomsen and Pedersen

(2000) studied the relationship between institutional shareholders’ structure and economic

performance in European firms. They find that there is a positive and significant relationship

between centralized ownership and economic performance. Although this relationship was

non-linear and ownership concentration more than the threshold, it has reverse and negative

effects on the firm performance. The authors find that in addition to the agency relationship

between management and ownership, the ownership structure is also an important factor that

should not be ignored. The ownership structure is an effective factor in a firm business, as it

reflects the adoption of various profitability strategies. They also concluded that in a condition

of distributed ownership shareholders will no longer be able to participate in corporate policy,

in contrast to centralized ownership and this disadvantage is associated with corporate

governance mechanisms that can lead to a decrease in desired performance.

At the same time, based on the convergence of interests’ hypothesis, this relationship may be

negative. Jensen and Meckling (1976) showed that the ownership of capital has different

effects on firm performance by different groups. The results of the research show that

institutional investors have more motivation to supervise the management and it becomes the

reason of increase the firm value, but at high levels of ownership, institutional investors may

encourage the board of directors to make non-optimal decisions. Institutional investors can

have a positive or negative impact on corporate performance. A positive effect occurs when

institutional investors act individually as more effective observers of the activities of top

managers than investors do. Institutional investors are not only more motivated (owing to the

large financial benefit of investing in the firm) but also have more knowledge to monitor the

firm and reduce costs to other investors. The negative effect occurs when institutional

investors cooperate with the top managers in pursuing their interests against their

professional responsibilities (Wu, 2008). Another study also showed that there is a non-linear

relationship between the percentage of institutional ownership and corporate activity

(McConnell and Servaes, 1990; Cui and Mak, 2002). Also, Fauzi and Musallam (2015) state

that the government-linked investment firms ownership is significantly positively associated

with firm value with an inverted U-shaped relationship, while board ownership is significantly

negatively related to firm value with a U-shaped relationship. The last research about the

panel smooth transition regression model in the accounting field refers to the work of Hsieh

et al. (2019). They demonstrated that the relationship between the quality of accounting data

and the cost of capital varies with the level of institutional ownership. Particularly, the cost of

capital is diminished when the level of institutional shareholders is lower than 46.35, leading to

an increase in the quality of accounting information and causing a reduction in the cost of

capital, whereas at levels greater than 46.5, the quality of accounting information is declined

and, as such, the cost of capital is increased.

Given the theoretical and empirical evidence, our hypothesis about institutional ownership

and performance are specified as follows:

H. The asymmetric impact of institutional ownership on firm performance follows the

institutional ownership level.

3. Method and research design

3.1 Research design

PSTR has the great advantage of simultaneously solving the nonlinearity and/or

heterogeneity, as well as the time instability problems found in the baseline model. Based

on PSTR specification, the regression coefficients change smoothly as a function of a

threshold variable. Because the threshold variable is individual-specific and varies with

time, it is possible to estimate regression coefficients at any time and for any firm in a panel.

Therefore, this new econometric technique is an attractive approach for investigating the
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relationship between institutional ownership and firm performance. PSTR model is divided

into many regimes, panel data observations with regard to thresholds (Chiou et al., 2011).

We used a PSTR model, recently developed by Gonzalez et al. (2017), to model a nonlinear

relationship between Institutional ownership and firm performance.

The simplest case of a PSTR model with two extreme regimes is defined as follows:

PERFORMANCEit ¼ m i þ a0INSTit þ b 0LEVit þ l 0SIZEit

þ a1INSTit þ b 1LEVit þ l 1SIZEit½ �g qit : g ; cð Þ þ uit (1)

Let i = 1, [. . .], N and t = 1, [. . .], T, where N and T denote the total number of firms and the

size of the sample period, respectively, in the panel. The variable of PERFORMANCE is the

dependent variable and refers to the firm performance (as proxies: ROA, ROE and

Tobins’Q).

The variables INST, LEV and SIZE are explanatory variables and refer to the institutional

ownership level, leverage (debt to asset) and firm size (natural log of assets), respectively

(Duggal and Millar, 1999). Depended variables are ROA (annual income before

extraordinary items divided by beginning total assets); ROE (annual income before

extraordinary items divided by beginning equity) and Tobins’Q ((total debt plus market

value) divided by equity). Then, m i denotes the vector of fixed firm effects, g(qit:g , c) is the

transition function and uit is the error term. Following Jansen and Terasvirta (1996) in the

context of time series and the works of Gonzalez et al. (2017) in a panel framework, current

research considered the following logistic transition function:

g qit : g ; cð Þ ¼ 1þ exp �g

Ym
j¼1

qit � cjð Þ

0
B@

1
CA

0
B@

1
CA

�1

g > 0; c1 � c2 � . . . � cm (2)

where, c = (c1, [. . .], cm) is an m-dimensional vector of location parameters and the slope

parameter determines the smoothness of the transitions. The restrictions g > 0 and c1 <

[. . .] < cm are imposed for identification purposes. In practice, it is usually sufficient to

consider m = 1 or m = 2, as these values allow for commonly encountered types of variation

in the parameters. For m = 1, the model implies that the two extreme regimes are

associated with low and high values of qiT with a monotonic transition of the coefficients

from b 0 to b 0 þ b 1 as qit increases, where the change is centered around c1. When g !
1, g(qit:g ,c) becomes an indicator function I [qit > C1], defined as I[A] = 1 when the event

A occurs and zero otherwise. In that case, the PSTR model in (1) reduces to the two-regime

panel threshold model of Hansen (1996). For m = 2, the transition function has its minimum

at (C1 þ C2)/2 and attains the maximum value one both at low and high values of qit.

A generalization of the PSTR model to allow for more than two different regimes is the

additive model.

PERFOMANCEit ¼ m i þ a0INSTit þ b 0LEVit þ l 0SIZEit þ
Xr

j¼1

ajINSTit þ b jLEVit þ l jSIZEit

� �

� gj qJ
it: g J; cJ

� �
þ uit

(3)

WHERE the transition functions gj q
J
it : g J;cJ

� �
, j = 1, [. . .], r, depending on the slope

parameter gJ and on the location parameter cJ. In particular, the multiple regime model (3) is an

obvious alternate in diagnostic tests of no remaining heterogeneity. If m = 1, when all slope

parameter gJ tends toward infinity, the PSTR degenerates into a multiple regime panel threshold

regression models (PTR) as described by Hansen (1996). In fact, the PSTR model shows a

sharp transition when moving from one regime to another (Heidari et al., 2015).
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3.2 Data collection

The data derives mainly from audited financial statements and board’s reports of the TSE,

and Rahavard Novin software. The population of the study encompasses all TSE firms for

the period 2009–2018. However, the study compiles a purposive sampling; thus, financial

firms such as banks and insurance firms are absent because they have different conditions

in relation to firm characteristics. Listing firms must also have continuous operations during

the period of the study, and their information must be available. Following these criteria, the

study includes 177 firms (1,770 firm-year). In this research, sample companies were

selected applying the following limitations:

For similarity, the companies whose fiscal year does not match with 29th Esfand (in the

Iranian calendar) were excluded;Banks and insurance companies were excluded from the

study due to the different conditions governing investment companies;Companies with

trading interruptions of over three months were excluded to ensure balanced business

transactions of companies during a fiscal year; andCompanies having incomplete data

were excluded from the study. The industries and firms have shown in Table 1.

4. Findings

4.1 Univariate results

Table 2 presents the summary statistics of the variables. Furthermore, correlation analysis,

as it is documented in Table 3. Also, to assess whether there is a difference between

industrial sectors based on explanatory and control variables, parametric and

nonparametric analyzes were performed using the one-way analysis of variance test

Table 1 Sample selection (industries and firms)

Industry Firm-years

Coal mining 10

Extraction of other mines 10

Extraction of metal ores 20

Extraction of gas oil and services other than exploration 10

Mass production, real estate 30

Publish, print and reproduce 10

Industrial contracting 10

Transportation, warehousing and communications 40

Technical services 10

Automotive and manufacturing parts 170

Computer and its affiliates 40

Agriculture and related services 10

Making devices and communication devices 10

Manufacturing of metal products 70

Other non-metallic mineral products 70

Financial intermediation 10

Gypsum, lime and cement 210

Oil products 120

Petroleum products, coke and nuclear fuel 10

Basic metals 70

Ceramic tile 20

Rubber and plastic 70

Equipment and machinery 60

Machinery and electrical appliances 20

Chemical products 250

Food and beverage, except sugar and sugar 100

Telecommunications 10

Textiles 10

Pharmaceutical products 290
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(ANOVA) and Kruskal–Wallis test, respectively. The findings (reported in Table 4) indicate

that there is a systematic variation across the twenty-nine industrial sectors in conjunction

with all of the above-discussed variables.

4.2 Panel unit root tests

After data collection, we must ensure its stationarity and non-stationarity to avoid false

regression. As the applied regression method is ordinary data, so the Levin, Lin and Chu

tests were used. The results are shown in Table 5.

4.3 Determination of the number of regimes

In Table 6, we present the results of the nonlinearity tests and the specification tests of no

remaining nonlinearity. The nonlinearity test results indicated that the null hypothesis of

linearity was strongly rejected by all three tests. The results of no remaining nonlinearity

illustrated that all of the nonlinearity and/or heterogeneity can be captured by one transition

function. Thus, a small number of transition functions were sufficient to capture nonlinearity

in the relationships among performance, institutional ownership, leverage and firm size.

Table 2 Descriptive statistics

Variables ROA Tobin’s Q ROE INST LEV SIZE

Mean 0.102 1.750 0.371 0.326 0.632 13.518

Median 0.096 1.455 0.462 0.215 0.633 13.449

Maximum 1.263 5.884 1.992 1.000 1.978 19.808

Minimum �1.680 0.360 �1.158 0.000 0.004 2.890

Std. dev. 0.183 0.880 0.173 0.323 0.274 1.895

Skewness �1.351 1.692 0.583 0.625 0.819 0.110

Kurtosis 17.150 6.133 7.869 1.961 5.709 4.986

Jarque–Bera 15,306.083 1,378.914 1,849.358 194.842 739.577 294.724

Probability 0.000 0.000 0.000 0.000 0.000 0.000

Observation 1,770 1,770 1,770 1,770 1,770 1,770

Table 3 Correlation matrix

ROA Tobin’s Q ROE INS LEV SIZE

ROA 1.000

Tobin’s Q 0.069 1.000

ROE 0.304 �0.046 1.000

INS 0.202 0.023 0.117 1.000

LEV �0.566 0.075 �0.464 �0.132 1.000

SIZE 0.228 0.209 �0.040 0.223 �0.061 1.000

Table 4 ANOVA and Kruskal–Wallis of variables across the 29 industrial sectors

Variables ANOVA (F) Kruskal–Wallis (x2)

ROA 3.008
��

421.194
��

Tobin’s Q 4.326
��

365.254
��

ROE 6.365
��

286.365
��

INS 10.060
��

279.741
��

LEV 11.655
��

338.148
��

SIZE 43.106
��

554.981
��

Notes: ��p< 0.001; �p< 0.01
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4.4 Parameter estimates

In Table 7, we reported the parameter estimates of the final PSTR model (ROA and Tobins’

Q) using a specification with one transition function and two location parameters. With

respect to this specification, the slope parameter in the transition function was equal to

2542/472, 2986.190 and the transition function was continuous and sharply switched

between regimes. However, as explained by Gonzalez et al. (2017), when m = 2 the

transition function has its minimum and is symmetric at (c1 þ c2)�2 which is to 28.5 and

43.50% in our PSTR model. The first regime corresponded to the values of the transition

variable that is below the threshold parameter (28.5 and 43.5%) and the second regime

corresponded to the amount of the transition variable that was above the threshold

parameter. As previously discussed, the estimated parameters cannot be directly

interpreted and so we preferred to interpret the sign of the regression coefficients. The

coefficient of institutional ownership in the first regime was positive and statistically

significant, which showed that an increase in institutional ownership will lead to an increase

in performance at high levels of monitoring. In contrast, we found that the coefficient of

institutional ownership in the second regime had an inverse impact on performance. With

respect to the coefficients estimated, institutional ownership increased during the early high

levels of monitoring as institutional ownership increased and then decreased during the

later stages after the institutional ownership exceeded the threshold parameter. Therefore,

these results indicated an inverted U-shaped relationship between performance and

institutional ownership. The results also confirmed the validity of the convergence of

interests and efficient monitoring hypotheses. Also, institutional shareholders percent

between 4.2 and 14.1 explain the positive relationship between institutional shareholders

and ROE.

The comparative value between performance and institutional ownership is shown in

Figure 1. By these means, Institutional investors might lead to a high-performance level.

Figure 2 indicates the first regime and the second regime. Inverted U-shaped and

Table 5 Levin, Lin and Chu t, Null: unit root (assumes common unit root process)

Variables t-statistics Prob*

ROA �15.064 0.000

Tobin’s Q �16.036 0.000

ROE �21.362 0.000

INS �15.892 0.000

LEV �86.253 0.000

SIZE �21.016 0.000

Notes: *Probabilities for Fisher tests are computed using an asymptotic chi-square distribution. All

other tests assume asymptotic normality.

Table 6 Tests for linearity and remaining nonlinearity in the PSTRmodel

m= 1 m = 2

LMw LMF LMw LMF

ROA H0:t = 0 vs H1:t = 1 ***10.474 ***11.900 1.457 1.868

H0:t = 1 vs H1:t = 2 1.342 1.498 1.295 1.684

ROE H0:t = 0 vs H1:t = 1 1.168 1.421 1.133 1.054

H0:t = 1 vs H1:t = 2 1.171 1.230 11.362** 14.768**

Tobin’s Q H0:t = 0 vs H1:t = 1 13.254*** 8.957*** 1.032 1.354

H0:t = 1 vs H1:t = 2 1.003 1.622 1.254 1.447

Notes: r is the number of transition functions, m is the location parameter. *Sig. at 0.10; **Sig. at 0.05;

***Sig. at 0.01
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Table 7 Parameter estimates for the final PSTR

Linearity Model

Coefficient Std t-St Coefficient Std t-St Coefficient Std t-St

Depended variable ROA ROE Tobin’s Q

INST 0.014 0.06 0.233 467.611 99.907*** 4.680 0.325 0.012** 27.087

LEV 0.006 0.004 1.50 0.407 0.417 0.976 0.187 0.181 1.033

SIZE �0.096 0.012*** �8 �0.846 0.108*** �7.833 0.098 0.165 0.593

Nonlinearity model (Regime 1)

INST 0.137 0.066** 2.075 �467.611 99.907*** �4.680 0.982 0.265*** 3.705

LEV – – – – – – – – –

SIZE – – – – – – – – –

C1 0.285 0.065*** 4.384 0.141 0.033*** 4.272 0.435 0.215** 2.023

g 2,542.472 179.168*** 14.184 3,902.121 8.897*** 438.588 2,986.190 186.325*** 16.026

Adjusted R2 0.99 0.85 0.89

F-statistic 2,471.714 506.569 1,121.155

Nonlinearity model (Regime 2)

INST �0.154 0.055** �2.802 7.686 0.907*** 8.474 �0.523 0.165*** 3.169

LEV – – – – – – – – –

SIZE – – – – – – – – –

C2 – – – 0.047 0.013*** 3.615 – – –

g – – – 3,902.121 8.897*** 438.588 – – –

Adjusted R2 0.97 0.96

1,882.281

0.97

1,933.916F-statistic 1,986.365

Notes: *Sig. at 0.10; **Sig. at 0.05; ***Sig. at 0.01

Figure 1 Estimated transition function versus INST
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polynomial of degree 3 relationships between performance and institutional ownership have

shown in Figure 3.

5. Concluding remarks

The overall results show that there is a nonlinear relationship between institutional ownership

and firm performance. Moreover, the inverse U-shaped relationship between institutional

ownership and firm performance confirms the validity of the efficient monitoring and

Figure 2 Asymmetric relationship INST and ROA

–1.5–1–0.500.511.5
1
128
255
382
509
636
763
890
1,017
1,144
1,271
1,398
1,525
1,652

ROA ins

Figure 3 Polynomial of degree 3 relationships between performance and institutional
ownership
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convergence of interests’ hypotheses. As a result of a significant increase in the

shareholding of institutional shareholders, the performance of the company increases and

subsequently an increase in the share of institutional shareholders will lead to a decrease in

the efficiency of the company. The findings of the first regime are consistent with

Krivogorsky (2006), Namazi and Kermani (2008), while the findings of the second regime

are consistent with Bhattacharya and Graham (2007). These findings confirm this view that

large institutional groups are not homogeneous and there are differences in their

characteristics, which affects firm performance. Therefore, whether institutional investors

are inherently good or bad for the capital market cannot be concluded because their

influence varies from regime to regime. Also, it seems that institutional shareholders’

function depends on the level and firm characteristics.

Our research offers several achievements for investors and academics. For instance,

results indicate that company performance varies with the level of institutional ownership,

which can be attributed to the improvement of the role of institutional ownership forming

managerial behavior in terms of financial reporting. Besides this, the company’s

performance varies at various levels of institutional ownership. Levels of institutional

ownership seem to be a principal index for influencing company performance in

manufacturing companies active in Tehran Stock Exchange. The evaluation of the

modulating effect of various corporate governance mechanisms (e.g. board structure,

ownership structure, managerial characteristics and audit quality) using the PSTR model in

the future is recommended. Also, investors need to consider the level of institutional

ownership when evaluating stock prices, besides the financial and operating status of the

company.

As to the results, legislative institutions are recommended to compile investor support

regulations such as the corporate governance code within Iran’s economic environment that

involves widespread corruption, and unfair privatization. This would not be practical by

incorrect translation of corporate governance codes of other countries that are far from

Iran’s economic situation (Mahdavi and Daryaei, 2017). Besides this, researchers are

recommended to conduct further research in this field and gain new results using nonlinear

approaches such as PSTR and neural network, and compare the results with the findings of

linear approaches and basic theories. Also, we propose for future study, researchers will

consider industrial effects. In addition to with regard to current findings, regulators must

make a low for optimal level of ownership. Because we do not find that low or high-level

ownership is good or bad. The limitations of the current study are: non-availability of some

characteristics of the firms; undisclosed factors by the firm, which affect their future events;

limitations of the panel smooth transition regression model; and using limited variables

based on literature.
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