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Abstract: Problem statement: The inflows of foreign direct investment are im@ot sources of
finance for developing countries. Due to the inseein the amount of the international flows of talpi
over the last three decades, the issue of the ldessnpact of foreign direct investment on the
performance of corporations and thus the econorsyghied increased attention. The purpose of this
study is to explore how the financial performandettee companies listed on the Istanbul Stock
Exchange (ISE) is affected by foreign ownersiipproach: This study employed panel data analysis
on a sample of 205 non-financial listed compani@gedng the 3 year time period from 2005-2007.
After having examined previous empirical work, sebefirm and industry related variables are
included to eliminate the likely impact of otherctars on corporate financial performance and to
accurately demonstrate whether there are any gigntfdifferences in the financial performancets t
firms due to foreign ownership. We also take intwaaunt the existence of a potential reverse
relationship and conduct causality tests betwees tieasures of financial performance and
percentages of foreign ownershiResults: The results indicated that minority foreign-owned
companies (MIN) perform better than domestic om@SN]) in terms of operating profitability. When
return on assets is employed as a performance megasis observed that MIN perform better than
both DOM and majority foreign-owned companies (MAH)is also found that MAJ perform worse
than DOM. The results of further analyzed, whichptay yearly dummies for different ownership
structures, are also provide@onclusion: The overall results of this study indicated thatefgn
ownership improves firm financial performance inrRey up to a certain level, beyond which
additional ownership by the foreigners does not smdirm profitability. As it is obvious that the
recent financial crisis will reduce the amount tiernational movement of capital, it is importamt t
analyze the case prior to the crisis to be betie 0 gauge the possible impact of the lack o$¢he
inflows on companies in 2009 and onwards.

Key words: Foreign direct investment, multinationality, findaic performance, emerging market,
panel data analysis

INTRODUCTION some different aspect of the topic. Most of thedis
have followed a macro perspective with the emphasis
The world economic system has been restructuredsually on the home and host country effects and
by the increase in the international flows of calpit determinants of FDI. The spillover issues have also
which take the form of Foreign Direct Investmentsgained much attention. However, studies that employ
(FDI), foreign portfolio investments and loans.hihs  micro perspective focusing on individual companies
been observed that direct exports are graduallggoei have been less abundant in previous literature.
replaced by the sales of foreign affiliates in thest  Therefore, this study aims to fill a gap; espeyiailthe
countries. This phenomenon leads to the replaceafent case of emerging markets.
international trade by FDI. As FDI is a crucial element of the financing
Due to the significance of the share of FDI amongdecisions of developing countries, the possibleaichp
the other forms of international flows; many stwdie of FDI on the performance of corporations and tiines
have been conducted in literature, each investigati economy has to be analyzed to enable the policyraake
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to follow the right course of action. Certain fasto capital intensity are controlled for. However, tragte
make Turkey an important case study. First, theesha that the efficiency and income levels in Canada are
of developing countries as recipients of foreigpwf§  increased by FDI because of the tendency of foreign
has been gaining importance, especially over tsé lafirms to pay higher wages to production workers
three decades and Turkey has been an importargrplay(Globermaret al., 1994).
among developing nations due to the size of its Kim and Lyn (1990) examine the firms operating
economy and potential. The second factor relatéseo in the US to gauge whether there are any differemnte
health and stability of the Turkish economy. Thethe performance of foreign and domestic companies.
inflows of FDI to Turkey are projected to be relaty =~ They provide empirical evidence that domestic firms
more stable than those of other emerging marketsein are more profitable in terms of return on equitteaf
near future as a result of the precautionary asttaken taxes, indicating that foreigners invest in the td$ake
after the financial crisis in 2001. advantage of the technological and economic praspec
The remainder of the study is organized as followsForeign multinationals are also found to be less
the following section provides information regaglin efficient in terms of asset management which can be
the recent literature about the relationship betwee shown by their lower turnover ratios than their @stic
multinationality and firm financial performance. 8iy  counterparts. When the performance of the foreign
the data, sample selection and the variables emagloy firms are evaluated on the basis of the countmyrigfin,
are set out. Materials and methods are revealddein Western European firms are measured to be the most
subsequent section. Lastly the results are evalumid  profitable and efficient ones (Kim and Lyn, 1990).
concluding remarks are provided together with Boardmanet al. (1997) analyze the profitability
theoretical and managerial implications. differences between domestic firms and MNE
subsidiaries in Canada from the perspective of agen
Recent literature relating to the relationship costs. They find foreign subsidiaries to be more
between multinationality and firm financial profitable and productive than their domestic
performance: Many scholars have recently been counterparts. Upon further analysis they concluds t
investigating the relationship between multinatidpa the effects of agency are the sources of the paence
and the performance of the firm because of theeas®  premium, with more concentrated ownership leading t
in the amount of overseas investment in the worldmproved performance (Boardmatal., 1997).
economy. However, no consensus has been reached in Gugler (1998) tests the association between firm
spite of the vast amount of empirical work. Accogli  profitability and ownership structure by focusing the
to Gomes and Ramaswamy (1999), the reason for theffect of ownership concentration and identity on a
lack of consistent findings relates to the facttttte = sample of non-financial Austrian companies. The
costs of internationalization have been ignoredH®y results indicate a significant and negative retatfop
early researchers and that the relationship habeert  between ownership concentration and profit margin.
analyzed across time. The individual strategies oHowever, foreign ownership is found to improve firm
firms also add to the complexity of the relatiomshi profitability (Gugler, 1998).
(Kotabe et al., 2002). In their work, Geringeet al. Oulton (1998) investigates whether manufacturing
(1989) show that the diversification strategy af fum  and non-manufacturing foreign-owned companies are
affects its performance. Specifically, related more productive than domestically-owned companies i
diversification leads to superior performance.the UK. The results indicate that productivity is
Furthermore, the results indicate that a threskaidts increased by US ownership in both the manufacturing
beyond which the increase in the degree ofand non-manufacturing companies by 26 and 34%,
internationalization no longer results in betterrespectively. A rise in production is also noticed
performance (Geringegt al., 1989). The remainder of non-US foreign ownership with a 14% increase in
this section is dedicated to previous empiricabaesh manufacturing and a 31% increase in non-
that was instrumental in the development of the ehod manufacturing companies (Oulton, 1998).
that forms the analytical core of this study. Blomstrom and Sjoholm (1999) explore the
A study conducted by Globermaast al. (1994) differences in labor productivity between foreignda
assesses the performance of domestic and foreigmlomestic companies in India. They find foreign
owned establishments in Canada. As a result of thebwnership to be a statistically significant deteramit of
empirical work, they conclude that there is nofirm productivity alongside the level of capital
significant difference between the productivitytbése intensity, the skill of the labor force, capacitylimation
two types of establishments once factors like simd  and operational scale. When foreign firms are @irth
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investigated, no statistically significant diffecen is Wiwattanakantang (2001) evaluates the impact of
observed between minority and majority levels oéiign  controlling shareholders on the financial perforoen
ownership in terms of productivity. They furtherarze  of firms in Thailand. As a result of the analysie
the spillover effect of the foreign corporationdathe  concludes that firms with controlling shareholdars
results reveal that the productivity of domesticn§ are  better performers in terms of accounting-based
positively affected by foreign presence again withh  measures, hamely ROA and sales-assets ratio. Howeve
statistically significant difference between thenarity  no significant difference in performance is obsdrie
and majority levels of foreign ownership (Blomstromterms of Tobin's Q. They further compare the
and Sjoholm, 1999). performance of the firms with an emphasis on diffier
Chhibber and Majumdar (1999) emphasize that théypes of controlling shareholders. This compariods
nature of the relationship regarding the decision t empirical evidence that family-owned companies,
license, franchise, take part in a joint venturemtirely  foreign-controlled companies and firms with morarth
own a foreign company is an important strategidao one controlling shareholder are better in termf6A
As a result of their empirical analysis, they caidd than  firms  without  controlling  shareholders
that foreign firms with a 50% or greater foreign (Wiwattanakantang, 2001).

shareholding perform better than firms with mingrit Dimelis and Louri (2002) perform an empirical
foreign shareholdings and domestic firms in terrhs oanalysis to examine the effect of different levels
return on sales and return on assets. foreign ownership on the labor productivity of

Djankov and Hoekman (2000) assert that technologynanufacturing firms, proxied by output per workas.
transfer will result in an increase in productivitygd use  a result of the empirical study, which employs dilan
total factor productivity as an approximation for regression analysis, they conclude that majority
technology transfer. As a result of their studgytfind  ownership by foreigners does not have a significant
FDI to have a significant and positive impact oe th effect on output per worker for the very productiore
transfer of technology. Firms which are acquired byleast productive firms. However, majority ownerstip
foreigners are found to have the highest levelrofwh  found to be positively and significantly related to
in total factor productivity, while those withoubreign  output per worker in the middle-productivity range
partnerships are proven to exhibit the lowest gnonate  (Dimelis and Louri, 2002).
in this measure (Djankov and Hoekman, 2000). Mundayet al. (2003) conduct a panel data analysis

Konings (2001) uses firm level panel data tocovering the period between 1994 and 1998 to coepar
explore whether the financial performance of foneig the profitability of domestic firms and foreign
owned subsidiaries is better than that of domditits  subsidiaries in the UK. Two profit variables, nayel
in three emerging economies. Log of output is used return on total capital employed and profit margire
an indicator of performance and the results of theemployed to assess the performance of the firms. Th
analysis reveal that foreign firms do not perforettér  results evidence the relatively poor profit perfame
than domestic ones in Bulgaria and Romania. Howeveof foreign subsidiaries in the manufacturing sector
a positive and significant effect of foreign owrtépson  with the Japanese being the worst performers
firm productivity is observed in Poland. This findiis  (Mundayet al., 2003).

explained by the time it takes for foreign ownepsta Yudaevaet al. (2003) analyze the productivity of
have an impact on performance due to delays ifRussian firms with regard to the differences betwee
restructuring (Konings, 2001). the ones that are fully domestically-owned andeast

A research study performed by Gedajloeical. partially foreign-owned. The results of their study

(2005) evaluates the impact of ownership structure indicate that foreign firms are more productive ntha
the financial performance and investment behavior odomestic ones. They reason that the difference in
firms in Japanese manufacturing industries. Thegras efficiency can be due to the benefits that accoubdse
that foreign ownership, which is approximated bg th firms from their foreign owners in terms of managker
percentage of outstanding shares held by foreigexperience, Research and development investmedts an
investors, is positively and significantly related  distribution networks. The ease of access to foreig
dividend payout. They further conclude that theyeai credit markets is defined as another factor that
negative and marginally significant relationship contributes to the productivity of foreign-ownednis.
between foreign ownership and capital expendituresHowever, they also conclude that there is no
However, no relationship is observed between RGA, astatistically significant difference between the
an indicator of profitability and foreign ownership productivity of firms based on the percentage oéifgn
(Gedajlovicet al., 2005). ownership (Yudaevet al., 2003).
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Barbosa and Louri (2005) conclude thatinvesting in firms that are already better in terofs
performance of firms in Portugal is not affected bymarket returns (Doumet al., 2006).
foreign ownership after controlling for firm ancdunstry
specific characteristics. However, they find owhgrs Data and sample selection: The data used in this
by foreign investors to have a positive and sigaifit ~ Study is obtained from the publicly available datsd
effect on the profitability of firms in Greece measd ~ Of the Istanbul Stock Exchange (ISE). The annual
by gross return on assets in the upper quantileheof reports that display the shareholding structurés, t
profitability measure (Barbosa and Louri, 2005). financial statements, the f_ootnotes to Fh_ese slmdgn_
Doumaet al. (2006) analyze the effect of foreign and any other data relating to the dividend podicie
ownership on the financial performance of Indian®"d €xporting and importing behavior of the
corporations with a distinction between foreign companies are (?ollected from the datapase on dyyear
institutional and foreign corporate shareholderseyl paS|s _for each f”!“- The data set consists of m n
fi . ' . financial companies listed on the ISE covering the
ind that foreign firms perform better than domesti . .
ones in terms of Return On Assets (ROA) and Tobin’stIme sPan of 3 years c:jv:ajr the 20(|)5—i00f7dper|og.§c.)m
Q. Upon further analysis, they conclude that owmiers companies are omitted due to a fack of data. PUsvio

by forei . h " 4 siqaift years are not included in this study to prevent any
y foreign corporations has a positive and siganic  gisiortion that may result from the application of

impact on both performance measures. When thetsesulfiation Accounting Practices in Turkey. The high
for foreign institutional investors are analyzed n infation rates experienced in Turkey between 1950s
significant relationship is observed in terms of RO 319 2000s can prevent financial statements from
However, these investors have a positive and sogmif  presenting comparable information.  Therefore,
impact on Tobin’s Q and this impact is larger thaat  inflation accounting practices are accepted to be
of foreign corporate shareholders. Thus, the rebeas  applied since the beginning of 2004 to provideatsle
conclude that foreign institutional investors mag b information even during periods of high inflation.

Table 1: Summary of the variables, abbreviatiordsdefinitions
The dependent variables

EBITTA The ratio of earnings before interest aaxl o total assets

ROA The ratio of net income to total assets

The explanatory variables

FDIPERCENT The percentage of shares that are obwpéoreigners

MIN A dummy variable equal to unity if foreignersyn 50% or less of the shares of the company (buemo
than 10%) and otherwise equal to zero

MAJ A dummy variable equal to unity if foreigne&n more than 50% of the shares of the company and
otherwise equal to zero

MIN2005 A dummy variable equal to unity if the fageers own 50% or less of the shares of the comflautymore
than 10%) in year 2005 and otherwise equal to zero

MIN2006 A dummy variable equal to unity if the fageers own 50% or less of the

MIN2007 A dummy variable equal to unity if the égners own 50% or less of the shares of the coynfian more
than 10%) in year 2007 and otherwise equal to zero

MAJ2005 A dummy variable equal to unity if the figreers own more than 50% of the shares of the cagnjpayear
2005 and otherwise equal to zero

MAJ2006 A dummy variable equal to unity if the figreers own more than 50% of the shares of the cagnjpayear
2006 and otherwise equal to zero

MAJ2007 A dummy variable equal to unity if the figreers own more than 50% of the shares

Dom2005 A dummy variable equal to unity if the firsnfully domestically owned or the share of thenpany in year
2007 and otherwise equal to zero foreign ownerighligss than 10% in the year 2005

DOM2006 A dummy variable equal to unity if the fiimfully domestically owned or the share of foremwnership is

less than 10% in the year 2006
Thecontrol variables

SIZE The log of net assets

AGE The number of years that passed since thelisstatent of the firm to the observation date
DEBT The ratio of long and short term debt to teisdets
CLTA The ratio of current liabilities to total asse
IMPCOGS The ratio of imports to cost of goods sold
EXPNETSALES The ratio of exports to net sales

DIVPAYOUT The dividend payout ratio obtained frohetISE
CAPINTENSITY The ratio of net fixed assets to taakets
INVTURNOVER The ratio of cost of goods sold to eage inventory
CURRENTRA The ratio of current assets to curreatilities
NETSALESTA The ratio of net sales to total assets
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Finally, a balanced panel data set of 205 compasies of minority and majority foreign ownership on fircal
employed, resulting in a final sample of 615 fireay performance and explore whether they display saperi
observations. performance compared to domestic firms. The esitmat
of these separate models is important because czgch
The variables: The variables employed in this study of them provides insight into the relationship betw
are determined based on previous empirical work andifferent measures of financial performance an@ifpr
the specific conditions under which firms listed the  ownership from different perspectives. In ordeh&ve a
ISE operate. Table 1 displays the list of the ddpatiy  better understanding of the models applied and the
explanatory and control variables together withirthe variables employed in these models, Table 2 isigeal
explanations.
Theissue of causality: The studies that investigate the
MATERIALSAND METHODS impact of ownership structure on performance are
confronted with the problem of a potential reverse
The use of the panel data in this study enables teelationship. This implies that the financial pernf@ance
conduct an analysis of many firms overtime byof a company can be affecting the ownership stractu
combining time-series and cross-sectional inforamati in that the explanatory variable referring to fgrei
When the relationship between performance answnership in the model can be determined
foreign ownership is analyzed in a cross-sectionakimultaneously with the performance measure, wiich
regression, the heterogeneity that is unobserved caoriginally the dependent variable. The first stutigt
cause to drive biased estimates due to the camelat analyzed this reverse relationship was that of ms
between the variables and the error term. Panel da{1983), who considered the ownership structureeo b
analysis is applied in this study following the Ww®mf endogenously determined. He argues ‘no single
Himmelberget al. (1999) and Wintokiet al. (2010). ownership structure is suitable for all situatiahshe
Three models are estimated for each dependertlue of the firm's assets is to be maximized’ (Beir,
variable making up a total of 6 models to gauge thel983). The issue of treating the ownership strecas
influence of foreign ownership on firm financial an endogenous variable is further stressed in itk w
performance. In these models, only the explanatorpf Demsetz and Villalonga (2001).
variables employed are different; meaning thatstime It has to be stated that the ownership structdire o
set of control variables are used for each mod®.first  the companies that are the focus of this studyatrer
type of models investigates the impact of foreignstable over the time period analyzed. However,
ownership denoted by the percentage of shareshyeld following the work of Thomsen and Pedersen (2000),
foreigners on the two different financial perforrnan causality tests are conducted between each ofvtbe t
measures, which are the ratio of Earnings Befderdst  variables that measure performance and the pegesta
and Tax to Total Assets (EBITTA) and Return On Asse of foreign ownership. In order to determine whether
(ROA). The second type of models takes a morelddtai changes in performance affect the percentage sésha
perspective and differentiates between minority andhat are held by foreigners, a test is conducted to
majority levels of foreign ownership. Thus, the lggs  explore if the changes in the performance measure,
is conducted to examine whether companies thatagisp which is the dependent variable in the original elpth
foreign ownership within certain ranges outperfdima  a significant determinant of the foreign ownersirip
domestic ones. In the last type of models, eightrdy ~ 2007. Thus, the equation for this test can be ewrits:
variables, which are labeled as MIN2005, MIN2006,
MIN2007, MAJ2005, MAJ2006, MAJ2007, DOM2005 FDI2007 = Constant +B. (change in performance

and DOM2006, are generated to see the yearly mflie measure btw 2005-2007)

Table 2: The models used in the analyses

Model Dependent variable employed Explanatoryalde employed Control variables employed

1 EBITTA FDIPERCENT

2 EBITTA MIN, MAJ

3 EBITTA MIN2005, MAJ2005, DOM2005 11 control vables*
MIN2006, MAJ2006, DOM2006 MIN2007, MAJ2007

4 ROA FDIPERCENT

5 ROA MIN, MAJ

6 ROA MIN2005, MAJ2005, DOM2005

MIN2006, MAJ2006, DOM2006 MIN2007, MAJ2007

*: The control variables employed are the samedibrof the models and they can be listed as SIZEEADEBT, CLTA, IMPCOGS,
EXPNETSALES, DIVPAYOUT, CAPINTENSITY, INVTURNOVERCURRENTRA and NETSALESTA. They are not displayedtioa table
for each model to save space
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When this equation is applied for each measure of RESULTS
financial performance named as EBITTA and ROA, no ) _ )
significant relationship is observed between thenges In the results, the relationship between firm

financial performance and foreign ownership is
analyzed depending on the results obtained from
Generalized Least Squares (GLS) corrected for

structure of owngrshlp as an exogenous variabtéen heteroskedasticty and serial correlation. The T&ble
model of this study. Alternatively, Vector displays the outcomes of the analyses.

Autoregression Model (VAR) can be used in this kind = s the table represents, the control variables use
of analysis but due to the short time interval €&g) it in this study have certain significant impacts @mf
cannot be applied to this case. performance and thus need to be discussed.

in performance and the ownership structure. Thus,
can be stated that there is no problem in defitivgg

Table 3: The results of the analyses

EBITTA ROA
Dependent variable Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
SIZE 0.0196%* 0.0207*** 0.0215%+* 0.0220%** 0.0229** 0.0227**
(25.03) (27.32) (30.88) (19.23) (23.18) (®.5
AGE 0.0003*+* 0.0002*** 0.0004*** 0.0003*** 0.0002** 0.0003*+*
(3.64) (2.68) (4.15) (2.81) (2.65) (3.58)
DEBT -0.0207** -0.0244%*+ -0.0564**+ -0.1095%*+ -0.1095%** -0.1140%+*
(-3.04) (-3.16) (-5.61) (-9.74) (-10.03) (-8.50)
CLTA -0.1193*+ -0.1065%+ -0.0744* -0.0746% -0.0640%** -0.0579**
(-13.56) (-10.97) (-5.95) (-5.04) (-4.45) (-3.56)
IMPCOGS -0.0201*+ -0.0220%* -0.0297** -0.0145** -0.0169*+ -0.0190%**
(-5.23) (-5.67) (-5.65) (-2.47) (-3.03) (-3.25)
EXPNETSALES -0.0492%** -0.0437* -0.0405*+ -0.02B*** -0.0228*+ -0.0219%+
(-10.41) (-9.29) (-7.06) (-3.98) (-3.58) (-2.78)
DIVPAYOUT 0.0017%** 0.0017%** 0.0016*** 0.0037%** 0.0034*+ 0.0033*+*
(5.46) (5.55) (5.32) (7.59) (7.36) (8.05) (8.05)
CAPINTENSITY -0.1178%++ -0.1160%+ -0.1174% -0.128%+* -0.1124%** -0.1109***
(-21.08) (-19.49) (-23.50) (-12.09) (-12.45) (88)
INVTURNOVER 0.0000*** 0.0000*** 0.0000* 0.0000 0.000 0.0000
(4.07) (3.96) (2.54) (0.07) (0.04) (0.14)
CURRENTRA 0.0000 0.0000 0.0002 -0.0003 -0.0003 000
(0.18) (0.48) (1.31) (-0.46) (-0.49) (-0.78)
NETSALESTA 0.0195*** 0.0181%** 0.0182%+* 0.0109*** 0.0082*+** 0.0088***
(14.20) (11.47) (10.41) (4.95) (3.72) (3.89)
FDIPERCENT 0.0055 -0.0087*
(1.23) (-1.87)
MIN 0.0172%+* 0.0172%**
(3.92) 4.77)
MAJ 0.0030 -0.008**
(0.69) (-1.97)
MIN2005 0.0140%** 0.0028
(3.13) (0.37)
MIN2006 0.0199*** 0.0049
(4.37) (0.66)
MIN2007 0.0184%+* 0.0137*
(3.48) (1.81)
MAJ2005 0.0053 -0.0024
(0.72) (-0.19)
MAJ2006 0.0052 0.0071
(0.68) (0.56)
MAJ2007 -0.0019 -0.0503**
(-0.22) (-7.80)
DOM2005 -0.0114%* -0.0137*
(-9.29) (-3.72)
DOM2006 0.0117*+* -0.0176%
(11.01) (-4.80)
Constant -0.2379% -0.2593*+ -0.2745%* -0.2715™ -0.2899%** -0.2793*
(-16.31) (-17.93) (-19.78) (-13.29) (-16.29) (13
Number of observations 611.0000 611.0000 611.0000 12.0800 612.0000 612.0000
Number of groups 204.0000 204.0000 204.0000 208.000 205.0000 205.0000
Wald chi2 (19) 2455.1900 2484.3100 3585.6100 18300 1678.8100 1581.8500
Prob > chi2 0.0000 0.0000 0.0000 0.0000 0.0000 amoo
Log likelihood 1272.5520 1273.5300 1229.4310 90BR6 904.1460 894.6246

* p<0.10; **: p<0.05; ***: p<0.01, +: The values in parentheses indicate thatistcs
355



Am. J. of Economics and Business Administration 2 (4): 350-359, 2010

The results of the first model show that the opegat perform worse than the others (z = -21.08, p<0.01).
profitability of the firm is positively and signifantly =~ This can be attributed to the high costs of capital
affected by firm size (z = 25.03, p<0.01), which is Turkey which prevent firms from improving their
consistent with previous empirical work. This meansprofitability.

that larger firms perform better than smaller oass The effect of the inventory turnover ratio of a
result of their competitive power and operationalcompany on its profitability is positive and sigo#nt
efficiency. The control variable AGE also has abut rather very small as can be understood from the
significant and positive influence on operating coefficient of the variable (z = 4.07, p<0.01). hi
profitability (z = 3.64, p<0.01). This finding islse  means that keeping too much inventory distorts firm
consistent with the expectation that more expegdnc financial performance.

firm's exhibit superior performance. It has to be The current ratio, which is labeled CURRENTRA,
noticed that firm size positively affects the degpent  does not explain the variations in operating padiiity
variable EBITTA more than firm age which can bewhich is illustrated by the insignificance of its
understood by the larger coefficient of the former. coefficient.

The variables DEBT and CLTA have negative The positive and significant coefficient of the
and significant effects on firm financial perforntan control variable NETSALESTA indicates that the
(z = -3.04, p<0.01; z = -13.56, p<0.01 respectiyely higher the efficiency of the firms in managing thei
These findings are likely caused by the fact thet t assets, the better they perform (z = 14.20, p<OTHiy
increase in the amount of debt raises the costeesult implies that as firms take advantage ofrthei
associated with its fulfillment resulting in a de€l in  assets, their profitability increases.
the profitability of the firm. Interpretation of the data reveals that EBITTA is

The coefficients of the variables IMPCOGS andnot statistically dependent on the percentage afesh
EXPNETSALES are negative and significant (z = -5.23that are owned by foreigners (FDIPERCENT) after
p<0.01; z = -10.41, p<0.01 respectively). Thecontroling for the firm and industry specific
overvaluation of the Turkish Lira during the yearscharacteristics. However, it is reasonable to awsrsi
2005, 2006 and 2007 can provide an explanation fothat different levels of foreign ownership can have
this phenomenon. The major reason why the firmglivergent impacts on financial performance and thus
engaged in imports during this period was the faat  can distort the results, creating a spurious iriggmt
imports of the inputs for production were relativel relationship between the performance measure and th
cheaper than the inputs that can be purchasedein tlexplanatory variable FDIPERCENT. Therefore, the
domestic market due to exchange rates. Because tsecond model is developed to clearly analyze the
major motivation for imports was to provide inpatsa  impact of different levels of foreign ownership firm
relatively lower price, production of higher quglit financial performance.
products that generate higher profits was not Table 3 shows that the signs and the levels of
guaranteed. Thus, the sign of the coefficient ofsignificances of the control variables’ coefficieim the
IMPCOGS is found to be negative. Furthermore, insecond model are the same with those of the finst o
order to export their products, the firms engaged i displaying no major difference in their magnitudes.
fierce price competition resulting in low margifsat  Therefore, the explanations provided for the finstdel
disturbed profits. As a result, it can be stateat the also hold true for the second one. The importasiids
overvaluation of the Turkish Lira also provides anto notice here is related to the significances hué t
explanation for the significant and negative caédfit  coefficients of the variables MIN and MAJ. The
of the control variable EXPNETSALES. coefficient of MIN is positive and significant meag

Another finding displayed in the Table 3 is thethat firms that have no more than 50% foreign
positive and significant impact of the variable ownership perform better than the domestic onegtwh
DIVPAYOUT on the dependent variable EBITTA are represented by the constant term (z = 3.920p%0
(z = 5.46, p<0.01). When firms distribute sometdit  However, the coefficient of the variable MAJ, which
earnings in the form of dividends, investors’ expion  represents firms with more than 50% foreign
that firms will be profitable in the future is irased. ownership, is statistically insignificant. Thus,cén be

The capital intensity ratio of the firm, which concluded that when the dominant factor in the
provides some insight about industry-specificownership structure of the firm is the domesticeistor,
characteristics, has a negative and significanadditional investments by the foreigners do notehav
coefficient meaning that capital intensive firmsatth positive and significant impact on operating
have more of their assets in the form of fixed &sse profitability. This finding explains why the explatory
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variable FDIPERCENT is found to be insignificant in performance. Evaluation of the results on Table 3
the first model. reveals that minority foreign ownership improves
In the third model for the dependent variableperformance in terms of ROA (z = 4.77, p<0.01).
EBITTA, eight dummy variables are generated toHowever, the significant and negative coefficierit o
determine if there are any yearly differences anttieg MAJ indicates that when the dominant shareholdess a
financial performances of minority foreign-owned, foreigners, firms display worse performance thae th
majority foreign-owned and domestic firms. In this domestic ones and minority foreign-owned ones in
model, the constant term represents the financialerms of investment productivity (z = -1.97, p<0.05
performance of the domestic firms in the year 280d  Because the signs and the levels of the signifiesiod
acts as the benchmark of the model. The interpoetat all of the control variables are the same with ¢ho$
of the results on Table 3 reveals that minorityefgn-  the first model, no further explanations regardingse
owned companies perform better than the domestivariables are provided.
ones in all of the three years with the best peréorce The yearly impact of minority and majority foreign
occurring in 2006. The yearly coefficients of the ownership on firm performance in terms of ROA is
majority foreign ownership structure are againanalyzed in the sixth model. The constant termhia t
insignificant  providing further proof for the model represents the impact of domestic ownership o
ineffectiveness of majority foreign ownership oreth firm financial performance in the year 2007. Theutts
performance measure EBITTA. When this model ison Table 3 show that 2007 is the only significaeary
analyzed in terms of the control variables, itdersthat to evaluate the foreign owners’ effect on perforomn
the signs and the levels of significances of theThis finding reveals that pooling the data in terafis
coefficients of the control variables are the samith minority and majority ownership, as in the fifth de,
the previous model with a reduction only in theimproves the explanatory power of the analysis. WWhe
significance of the coefficient of the variable the data is segregated in terms of years, as isiktie
INVTURNOVER (z = 2.54, p<0.05). model, the explanatory power decreases. The result
As the results of the fourth model employing ROA shows that minority foreign-owned companies perform
as the dependent variable indicate, the onlybetter than majority foreign-owned and domesticsone
insignificant control variables are INVTURNOVER in 2007 (z = 1.81, p<0.10). Furthermore, the sigaiit
and CURRENTRA. The signs of the coefficients of theand negative coefficient of the explanatory vaeabl
remaining control variables and the levels of theirMAJ2007 shows that majority foreign ownership
significances are the same with those of the firstlel.  distorts investment productivity (z = -7.80, p<0.@hd
Therefore, the explanations regarding the impad¢hef domestic firms are found to demonstrate better
control variables on firm financial performance performance than these companies.
provided for the first model are also appropriatethe

fourth one. However, it has to be noted that thhasiof DISCUSSION
the coefficients stay constant but their magnituaiesa
little higher than those in the first model. Furthere, There has long been a debate about the impact of

the explanatory variable FDIPERCENT deserves som&DI on the economies of recipient countries. Ong wa
interpretation as it has a negative and significanto examine this phenomenon is to analyze financial
coefficient (z = -1.87, p<0.10). This finding indies  performance of the companies with respect to their
that as the percentage of foreign ownership inegas ownership structures and evaluate the relationship
the performance of the firms in terms of ROA between foreign ownership and firm financial
deteriorates. Thus, it can be stated that the tmest  performance.
productivity is negatively affected by the incredse Even though numerous studies have been
the percentage of shares held by the foreignerdeBe conducted in literature to investigate the relathup
understanding of the effect of foreign ownership onbetween certain aspects of ownership structure and
financial performance can be obtained with a mordinancial performance, no consensus has been réache
detailed analysis employing MIN and MAJ as theregarding the influence of foreign ownership on the
explanatory variables. performance of the firms. The findings of the asaly
The fifth model is run to see whether the depehderindicate that the existence of foreigners to aadert
variable ROA is affected by the minority and majpri extent in the ownership structure improves firm
shares of foreign ownership. In this model, thestant  profitability.
term acts as the benchmark of the analysis andbgisp This detailed analysis is unique in that it cevar
the impact of domestic ownership on financial period of three years and is conducted on a t6taD6
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listed companies in an emerging market. This amalys to be the worst performers. The yearly analysis
also employs a large set of control variables andndicates that 2007 is the only significant yeattwthe
different explanatory variables in each model toresults being the same as those of the previougmod
determine if there are differences between the The overall results of this study indicate that
performance of domestic and foreign companies &nd foreign  ownership  improves firm  financial
different ranges of foreign ownership impact firm performance in Turkey up to a certain level, beyond
performance. Furthermore, the fact that the issie owhich additional ownership by the foreigners does n
causality is also taken into account adds to theadd to firm profitability. Local bonds and

uniqueness of the study. relationships among domestic companies, their osvner
and their managers provide some advantages to
CONCLUSION domestically-owned firms that cannot be attained by

majority foreign-owned companies. Thus, it can be

This study runs two different sets of models, eactconcluded that the effect of FDI on Turkish
employing a different dependent variable, to captur Companies are positive, so long as foreign comgganie
whether the existence of shares held by foreignergwest in minority stakes in domestic firms.
affects financial performance of the firms.
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