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DOES THE EFFECT OF GOVERNMENT OWNERSHIP AFFECT FINANCIAL 

PERFORMANCE? A SURVEY OF PARTIALLY PRIVATIZED FIRMS LISTED AT 

THE NAIROBI SECURITIES EXCHANGE. 

 

                                                                 ABSTRACT 

The objective of the study was to assess the effect of government ownership/ control on financial 

performance of partially privatized listed companies. A sample of 16 firms with government 

shareholding was selected. Of these 7% were controlled by the government. The rest were 

considered as government investments. Secondary data was collected from the annual financial 

statements of the sampled companies from Capital Markets Authority and Nairobi Securities 

Exchange for three years 2008 to 2010. 

A descriptive, univariate and multivariate analysis of data was performed with the aid of SPSS 

version 19. Using non-parametric tests, the study found that there were no statistically significant 

differences between those which were controlled by the government and those that were not with 

respect to all the variables. 

The study concluded that financial performance of firms listed on the NSE is not affected by 

government shareholding or control since financial performance of partially privatized but listed 

firms is indifferent to the government control. 

                                           INTRODUCTION 

Economists usually perceive government ownership as being harmful to firm’s financial 

performance. For example, Estrin and Perotin (1991) argues that with the government as owner, 

the business will  not concentrate on profit maximization since the government has both political 

and economic objectives that are different from those of commercial firms and that corporate 

performance in such firms will be inferior due to weaker governance arrangements. Shleifer and 

Vishny (1998), show that private ownership is favored to government ownership because the 

government extorts firms to the merits of politicians and bureaucrats. Megginson and Netter 

(2001) conclude that the weight of empirical research is now decisively for the proposition that 

privately owned firms are more efficient and more profitable than otherwise comparable to 

government-owned firms. This has led to increased interest in disassociation of the state from 

production of goods and services, (World Bank, 1995). 

The main assumption is that privatization generates sufficient funds and that the privatized 

enterprise, apart from being large, continues to operate efficiently post privatization and that the 

divestiture price at least equals the government’s investment in the enterprise; the proceeds are 

used for repaying a corresponding amount of public debt. Megginson and Netter (2001) notes 

that change of ownership that accompanies privatization often leads to improved efficiency. 
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Empirical findings show that the government is either reluctant to sell or only sells a stake and 

retains a large portion especially in the strategic entities (Wei and Varela, 2003; Bortolotti and 

Faccio, 2004; Huang and Wang, 2004; Omran, 2004; Ranja, 2004; Boubakri, Cosset and 

Guedhami, 2005; Tian and Estrin, 2007; Garcia, Anson and Rodriguez, 2008; Roland 2008; 

OECD, 2010). 

A key decision to be made by the government is the method of privatizing public entity. 

Generally the following factors are considered: (1) the history of the assets’ ownership, (2) the 

financial and competitive position of the public entity, (3) the government’s ideological view of 

markets and  regulation, (4) the past, present and potential future regulatory structure in the 

country, (5)  the need to pay off important interest groups in the privatization, (6) the 

government’s ability to credibly commit itself to respect investors’ property rights after 

divestiture, (7) the capital market conditions and existing institutional framework for corporate 

governance in the country, (8) the  sophistication of potential investor , and (9) the government’s 

willingness to let foreigners own divested assets( Megginson and Netter, 2001) 

                                     LITERATURE REVIEW 

Privatization is connected with a number of theories. All these try to justify the need     for the 

government to disentangle itself from the business activities in the economy. Avishur (2000) 

states that motivation to privatize is closely related to assessment of the outcomes of possible 

dynamics in the parameters of political market relevant to the choice of privatization design. 

Ownership might affect incentives through objectives conveyed to managers by owners. 

Shareholders in private firms expect managers to pursue maximization of shareholders value. In 

contrast, ministers responsible for state owned firms are particularly interested in how decisions 

affect societal welfare. Shapiro and Willig (1995) argue that managers of SOE are given an 

objective that gives weight to private and welfare objectives. These objective based theories 

suggest that privatization insulates management from political and social goals. Hence new 

private owners focus on financial objectives and redirect incentives to enhance financial 

performance. Laffont and Tirole, (1991); Hart, (2003); Szentpeteri, (2006); Roland, (2008) argue 

that managers of SOE pursue objectives that differ from those of private firms and face little 

monitoring. Kornai, Maskin and Roland,(2003) assert that because it is in the government 

interest to bail out SOE in case of financial distress, bankruptcy is not a real threat to managers 

in these firms. But this is not the case with private firms. Thus political meddling is what distorts 

the objectives of a SOE (Sheshinsk and Lopez- Calva, 2003) 

Alchian (1965), Demsetz (1988) justify privatization of SOE through property rights theories. 

They argue that shareholders are the residual claimants to profit in publicly traded firms. Under 

state ownership, property rights are ill defined. Although the state is the residual claimant to 

profits in SOE, the minister has no financial interest in the returns stemming from his action. The 

minister is unlikely to personally benefit from the profits that may accrue from state firms. Thus, 

so long as there is no personal gain and some personal cost in designing or managing an effective 
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governance system, state representatives will neither work hard at monitoring managers nor 

design governance systems to enhance efficiency. To increase this agency problem, managers of 

SOE are insulated from the threat of takeover and bankruptcy common to privately owned firms 

(Rowley and Yarrow, 1981). 

De Allesi (1980) argues that the critical difference between private and public owned firms is 

that ownership in the latter is effectively nontransferable. Property rights theory predicts that 

privatization will enhance incentives tied to firm financial performance by replacing 

disinterested ministers with shareholders who will design an effective governance system out of 

self interest. 

Both agency and public choice theorists argue that private ownership is superior to state 

ownership and that privatization should lead to improved performance. Agency theory focuses 

on the different agency problems and solutions to them that are available under each form of 

ownership. Managers in both private and state owned firms are assumed to maximize their own 

utility rather than that of the owners (Jensen and Meckling, 1976). In private firms this 

divergence is reduced through external mechanisms such as markets for managers, capital and 

corporate controls including internal mechanisms such as managerial participation in 

ownerships, reward systems and the board of directors. In state owned firms these mechanisms 

are virtually absent. 

Under the public choice theory more focus is on the performance. The theory predicts that SOE 

are low performers because politicians impose objectives on these firms that might help them 

gain votes but might conflict with efficiency (Buchanan, 1972). For the general public, the cost 

of monitoring this behavior offsets the benefits. Therefore privatization is expected to trigger a 

change in the goals of the firm and in the bargaining power of different actions in the political 

market thereby increasing efficiency (Shleifer and Vishny, 1994). Haskel and Szymansks (1999) 

argue that following privatization, the public places a lot of expectation on future of the firm. 

This expectation theory covers areas of efficiency and productivity. Empirical evidence however 

does not pin point how much the government should transfer to private hands so as to have 

maximum allocation and  achieve productive efficiency (Qi, Wu and Zhang, 1999 ; Tian and 

Estrin, 2007). 

Megginson et al. (1994) argue that the switch from public to private ownership causes firms to 

decrease the proportion of debt in their capital structure. This reduction of debt is as a result of 

state withdrawing its’ debt guarantee on the firm thereby exposing the privatized firm to 

financial distress. Megginson et.al (1994) report reduced debt financing as a result of 

privatization. This reduction in debt financing may be attributed to one of the two factors, either 

they have become stable profitably thus require low leverage (Fama and French, 2002; 

Strebulaev, 2007) or the withdrawal of government guarantee would expose them to financial 

distress. Thus financing decisions are not a major issue when SOEs are privatized but their 

subsequent performance is an issue at hand. 
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Despite massive literature on effects of governments’ ownership, (Boardman and Vining, 1989; 

Nellis 1994; Wei and Varela, 2003; Bortoltti and Faccio, 2004; Huang and Wang, 2004; Tian 

and Estrin, 2007) there is still no consensus on the impact of government ownership/control on 

firm’s performance. Estrin, Hanousek, Kocenda and Svejnar (2007), through their survey, note 

the inconclusiveness of recent empirical findings on the effect of government ownership on 

performance. 

Wang (2004) fails to identify any significant negative relationship between government 

ownership and company performance. Sun and Tong (2002 and 2003), using market to book 

ratio, net income to sales and operating income to sales to measure performance, only identify 

marginal significant negative relationship at 10% level for the market to book ratio. Wang (2005) 

documents a sharp decline in the operating performance of Chinese firms after going public and 

attributes it to high levels of information asymmetry in emerging markets which is prone to 

agency effects where the manager is entrenched and extracts value from non-controlling 

shareholders interest. Wei, Xie and Zhang (2003) find that compared with the performance 

changes of the fully state owned enterprises during the same period, listed firms after share issue 

privatizations have higher productivity though not profitability. Bai et al (2004) and Wei et al 

(2005) note a convex relationship between government ownership proportion and firm 

performance. 

Bos (1991) argues that when the state has a dominant ownership position, it may have an 

incentive to closely monitor management, thus reduce agency costs for other shareholders, hence 

increasing profitability and firm value. Conversely, government ownership may be less desirable 

to private ownership in competitive markets for such as government’s preference for socio-

political goals as opposed to value maximization; ability to appoint political allies at the expense 

of experienced staff to managerial position; and higher transaction cost (Vining and Boardman, 

1992; Megginson et al. 1994,; Boycko et al. 1996; Djankov and Murrell, 2002). 

The existing literature on Kenya post privatization ownership structure and performance is 

relatively scarce and tends to be descriptive and very brief. These include (Weche, 2003; Hongo, 

2006; Thambu, 2006; Birya, 2009). Odipo (2010) carried out a comparative study on 

performance o f pre and post performance of firms that been privatized over a period of seven 

years (three years before privatization and three years after privatization). The results were 

mixed some firms performed better after privatization for a short time and slumped two years 

after privatization. Others continued to perform badly after privatization. 

Researches in various economies based on the linkage between government ownership/control 

and firm financial performance have come up with contradicting results. This suggests that there 

is need for further studies in this area especially in developing countries. In Kenya there have 

been a number of privatizations where government often retains a portion of shareholding as 

opposed total privatization. A study on financial performance of these firms would contribute to 

knowledge. 
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This study makes an attempt on in-depth analysis on the financial performance of firms that are 

partially held by government where ownership is minority.  

                                        METHODOLOGY 

The study took all firms that are listed in NSE where the government has minority shareholding. 

These were sixteen in number. They cover all sectors of the economy. The following model was 

used: 

 Perf (Tobin Q or ROA) = 

      α+β1GOV_CONT +β2GOV_SIZE
2
+β3AGE+β4SIZE+β5TAN+β6LEV+β7IND+e, 

Where Perf is a proxy for performance (Tobin Q or ROA), GOV_CONT, and GOV_SIZE
2 

are 

government control and government shareholding size respectively. Control variables include 

age, size, tangible, leverage and industry. Αlpha (α) and error term (e) represent y intercept and 

error term respectively. These are defined in Table 1.The data is organized using MS 

Spreadsheets with all variables in Table1 for all 16 firms in the sample. These are then 

transferred into the SPSS version 19. Descriptive statistics: the mean scores and median values 

are used to show the characteristics of firms sampled. Tests of differences are done using non-

parametric tests. The model above is analyzed using multiple regression analysis. In order to 

determine the effect of government ownership on firm performance, the regression output is 

interpreted based on the R
2
, significance of F- statistic and p value of coefficient of independent 

variables. The regression is done for each of the dependent variables (Tobin Q and ROA). The 

same interpretations are made for the effect of government shareholding on firms’ financial 

performance 

                    Table1 Definition of Variables 

 

Variables Definition 

Dependent Variables  

Tobin’s Q This is the adjusted market value of a firm. It is calculated as the market value of equity 

and book value of debt over book value of assets. 

ROA A proxy of corporate accounting profitability. It is calculated as net profit over total 

assets. 

Independent Variables  

GOV_CONT This is a dummy variable for government control. If government has more than 50% 

stake in a firm, the firm scores a value of 1 otherwise 0 

GOV_SIZE
2
 This is the size of government shareholding in a company. It is calculated as the 

government-owned shares over total common shares. 

Control Variables  

AGE This measures the number of years the company has been listed on the NSE as at 2010 

SIZE This is corporate size. It is calculated as the log form of total assets in 2010 

TAN Tangible- an indicator of the capital structure. It is calculated as total liabilities over the 

book value of total assets. 

LEV Leverage- an indicator of the capital structure. It is calculated as total liabilities over the 
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book value of total assets. 

IND Is an industry dummy measured using dummies 1-8 

 

Descriptive Analysis 

The descriptive results are shown in table 2. The results show the lowest (minimum) and the 

highest (maximum) values for each variables, the mean and standard deviations. According to 

the statistics in table 2, the proportion of share held by the Treasury ranged between a minimum 

of zero and a maximum of 70%. The mean shareholding by the Treasury was 21.1% with a 

standard deviation of 22.4%. The proportion of share held by other government institution 

ranged between a minimum of zero to a maximum of 48.1%. The average shareholding by 

government affiliated institutions was 12.7% with a standard deviation of 15.4%. The combined 

government shareholding ranged from a minimum of 4.5% to a maximum of 71.2%. The average 

total government shareholding was 34.1% with a standard deviation of 23.1%. The age of the 

companies on the stock exchange ranged from a minimum of 3 years to a maximum of 39 years. 

The average age of the firms on the NSE was 17.27 years with a standard deviation of 10.44 

years. 

Tobin’s Q which represents firm performance has an average value of 0.58 and is much lower 

than most reported values such as in Wei et al (2005) i.e. (2.92) and Hennessy et al.(2007)(.i.e. 

2.49). The minimum value was 0.14 while the maximum value was 0.87. Another performance 

measure, ROA ranged from a minimum of zero to a maximum of 0.27. The mean ROA was 0.09. 

The ratio of fixed assets to total assets range from a minimum of 0.005 to a maximum of 0.783. 

The mean was 0.425. The results show that on average, these firms had higher proportions of 

tangible assets (42.5%). The results also showed that outside debt does not seem to be a popular 

method of financing for these companies; an average company has a debt-to-equity ratio 

(leverage) of only 23 per cent. 
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Table 2:    Descriptive statistics  

                                                                          Minimum     Maximum     Mean    Std.Deviation 

Tobin Q                                                                           .145            .869              .581         .243 

ROA                                                                                .000            .274              .086         .086 

 Treasury (Central govt.)                                                 .000            .700               .212         .224 

Govt. Institutions                                                            .000           .481               .127          .154 

Total Govt. shares                                                           .045            .712               .341         .231 

 Govt. size squared                                                         .002           .507               .166          .181 

Age                                                                                 3.00            39.00             17.27       10.44 

Size                                                                                 13.97          19.34             17.17         1.43 

Tangibles (assets)                                                               .005            .783        .425          .303 

Leverage                                                                          .001            .844              .234          .236 

 

Univariate Analysis 

It is very important to determine whether the data are parametric or non parametric in order to 

decide which statistical techniques should be used. If parametric test are used when data are not 

parametric, then the results are expected to be unreliable (Field,2005:63). There are some 

assumptions of parametric test which should be checked before deciding upon appropriate test. 

These tests are carried out as follows: 

Test of Normality of Distribution  

This test is carried out and shown in table 3. The advice from SPSS is to use the Shapiro-Wilk’s 

statistic for normality when sample sizes are small (n< 50) (Innes, 2007). Therefore, with fewer 

that 50 case the Shapiro-Wilks statistic for normality was used. If the test is significant (p< .05), 

then the distribution is not normal and the null hypothesis is rejected (Field, 2005:93). From the 

result, the test showed that all the variables except total government share, age and size were 

significant. The distribution is therefore not normal for all the variables in the study. 

 

Table 3        Test of normality 

 

Kolmogorov-Smirnov               Shapiro-Wilk 

                                                                         Statistic     df     Sig.        Statistic    df       Sig 

Tobin Q                                                            .219           15     .052        .850           15    .017 

ROA                                                                  .214           15     .062        .868           15    .032 

Treasury                                                             .182           15     .193        .862           15    .026 

Govt. Institutions                                               .274           15     .004        .781           15    .002 
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Total Govt. shares                                             .166           15     .200        .915           15     .159 

Govt. size squared                                             .238          15      .022        .826           15     .008 

Age                                                                   .197          15      .123        .891           15     .070 

Size                                                                   .110          15      .200        .961           15     .706 

Tangibles                                                           .243          15      .017        .843           15     .014 

Leverage                                                            .275          15      .003        .838           15    .012 

 

Homogeneity of variance 

Levene’s test is used to test homogeneity of variance for groups of data. If Levene’s test is 

significant at (P< 0.5), then the assumption of homogeneity of variance between the groups is 

rejected. If, however, Levene‘s test is non-significant (P> 0.5) then the assumption of 

homogeneity of variance between the group is accepted (Field, 2005). From the results in table 4, 

the Levene’s test was non-significant hence the assumption of homogeneity is accepted. The data 

is therefore homogeneous. 

 

Table 4:            Test of homogeneity of variance based on mean  

                                                                           Levene statistic           Df1           Df2             Sig. 

Tobin Q                                                              0.240                             13           4.13          0.632                                              

ROA                                                                   4.523                            13          12.262       0.053 

Treasury                                                             4.311                           13            3.918        0.058    

 Govt. Institutions                                             3 .269                           13           3.718        0.094              

Total Govt. shares                                              1.313                            13            9.500        0.273 

Govt. size squared                                              0.351                            13            4.932       0.564  

Age                                                                     1.746                             13           3.740       0.209 

Size                                                                      0.247                            13           7.476       0.627     

Tangibles                                                             1.413                            13           4.353       0.256 

Leverage                                                                0.003                            13            5.738      0.955 
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Level of Measurement  

Each of the parametric approaches assumes that the dependent variable is measured at the 

interval or ratio level i.e., using continuous scale (Pallant, 2001). In this study, the dependent 

variables, Tobin’s Q and ROA, were measured on a continuous scale. 

 

 

Independence  

Independence means that the data from different participant are independent; therefore the 

behavior of one participant does not affect the behavior of another (Field, 2005). Pallant (2001) 

added that the observations that makeup the data should be independent of one another. This 

assumption is not satisfied by this study. Table 5 presents the correlation coefficients between 

the independent variables. There is multicollinearity between size of government shares (Gov_ 

size
2
) and government control. Leverage is also strongly correlated with size of the firm and 

while industry is strongly correlated with tangibles. 

As the four assumptions of parametric tests, and particularly the first (normality) and the last 

(independence) were not satisfied completely, it was decided to use non parametric test, which 

many statisticians (Field, 2005; Pallant, 2001; Dancey and Reidy, 2002) have recommended to 

be used in such cases. 

Hypothesis Testing 

The following are the hypothesis which the present study seeks to test: 

Hypothesis 1: There are no statistically significant differences between government controlled 

firms and non government controlled firms in terms of their performance government shares, 

age, size, tangibles and leverage. 

Hypothesis 2: There are no statistically significant differences between performance of firms in 

terms of their industry classification and control. 

Table 5:  Correlation matrix for independent variables 

Sr.  No.                              1          2            3          4          5           6          7         8          9         10 

Treasury                       1                                           

Govt. Institutions    -.302         1 

Total Govt. shares   .757**   .389           1 

Govt. size squared   .741**   .380      .975**   1 
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Govt. control            .648**   .293      .817**   .876**   1 

Age                             -554*     .305      -.333      -295    -061    1 

Size                              .476     -.379      .194       .202     .105   -.145       1 

Tangibles                    .204     -.407     -.081      -.122   -.162   -.074    .229     1 

Leverage                     .367     -.275      .168       .090     .049    .027    .534* .175     1 

Industry                       .277     -.295     .063       .089     .144    .032    -.124   .635* .076    1 

** Correlation is significant at the 0.01 level (2 tailed) 

*   Correlation is significant at the 0.05 level (2 tailed) 

 

Testing Hypothesis 1 

Mann-Whitney U Test 

The Mann-Whitney test has been used in this study to determine whether there are significant 

differences between two groups of companies: companies that are controlled by the government 

and those that are not controlled by the government. The method tests hypothesis1. This method 

has been selected because the scale is continuous. The results are shown in table 6. The results of 

the Mann-Whitney U Test show that there are no statistically significant differences between the 

two groups of companies, those which were controlled by the government and those that were 

not with respect to all the variables except for the shares owned by treasury ( Asymp. Sig= 

0.024) and the total shares owned by the government (Asymp. Sig = 0.004). This is expected as 

the control is measured by the proportion of shares the government holds in a company. Thus it 

is important to note that from the analysis, financial performance of the firms did not differ 

between the two groups: government controlled and non-government controlled. 

Kendall‟s Rank Correlation 

Kendall’s rank correlation was chosen because it is a better estimate of the correlation in the 

population as more accurate generalization can be drawn from Kendall’s statistic than from 

Spearman’s (Field, 2005). The results in table 7 show that there was a significant correlation 

between tangibles and Tobin’s Q (p<0.05). None of the other correlations were significant.  
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Table 6:  Mann-Whitney U test results. 

 
                               Tobin   ROA   Treasury    Gov_ins   Gov_ size   Gov _ size2  Size  Tan  Lev   Age 

Mann-Whitney U     18.000 12.000   5.000    17.00          .000  .000    21.000   18.000      19.000        17.000 

Wilcoxon W             84.000   22.000 71.000   83.000   66.000   66.000  87.000 28.000    85.000       27.000 

  Z                            -522       -1.306    -2.260     -655        -2.872           -2.872    -131    -522   -392   -656 

Asymp.Sig.(2- tailed)  .602      .192      .024           .512        .004       .004         .896    .602   .695   .512 

Exact Sig [2*(1- tailed)] .661
a
    .226

a
    .026

a
       .571

a
      .001

a
         .001

a
     .949

a
    .661

a
   .753

a
 .571

a 

a. Not corrected for ties. 

b. Grouping Variable: Government control.              

 

 

 

 

Table7: Kendall‟s tau correlations between dependant and independent variables. 

                                                                                        Tobin Q                                  ROA 

Treasury                                                                        .210                                          -.230 

Gov_ ins                                                                        -.232                                         -.077 

Gov_ size                                                                      .105                                           -.181 

Gov_ size2                                                                    .105                                         -.181 

Age                                                                                -293                                          .000 

Size                                                                               -.010                                           -.067 

Tangibles                                                                       .524**                                       .010 

Leverage                                                                        .238                                         -.238 

** Correlation is significant at the 0.01 level (1-tailed test) 
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4.4.2 Testing Hypothesis 2 

To test H2, one-way analysis of variance (Kruskal-Wallis test) was used to test whether more 

than two independent groups significantly differ from each other (Field, 2005:736). It is a non-

parametric alternative to one way ANOVA. It is used when the data do not meet the assumptions 

required for the parametric ANOVA (Dancey and Reidy, 2002:532). As mentioned by Pallant 

(2001:263) it is similar to a Mann-Whitney test but it allows comparison to be made among more 

than one group. Scores are converted into ranks and the mean rank for each group is compared. 

In this study Kruskal-Wallis was used because there are seven groups of industries and data do 

not meet the assumptions of parametric tests. 

The first hypothesis was tested using Mann-Whitney and Kendall’s rank correlation as the 

independent variables were continuous (ratio and interval). The next hypothesis; industry type is 

categorical. Therefore, Kruskal-Wallis was used to examine the relation between the industry 

type and government control. 

 

 

 

 

Table 8:        Association   between Industry Membership and Financial Performance 

                                                                                            Tobin Q                          ROA 

 Chi-Square                                                                        8.613                            3.167 

df                                                                                          6                                     6 

Asymp. Sig.                                                                       .197                               .788                                                               

  

The results of the test shown in table 8 revealed that there is no significant difference  between 

the seven industries at 5% level and 1% level and 6 degrees of freedom( Chi-Square= 8.613 for 

Q and 3.167 for ROA; p= .197 for Q and .788 for ROA). 
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Table 9:        Association   between Industry Membership and Financial Performance 

                                                                                            Tobin Q                          ROA 

 Chi-Square                                                                        .273                           1.705 

df                                                                                          1                                     1 

Asymp. Sig.                                                                       .602                               .192            

  

The results of the test shown in table 9 revealed that there is no significant difference in the 

performance of government controlled firms and non-government controlled firms as the 5% 

level and 1% level and 1degree of freedom (chi-Squared= 0.273) for Q and 1.705 for ROA; 

p=602 for Q and .192 for ROA). 

Multivariate Analysis 

Testing Conditions for Multiple Regression 

In order for a multiple regression analysis to be run, a number of assumptions for the same must 

be checked. These assumptions are normality, non multicollinearity, homoscedasticity of 

variance, independence of errors and outliers. Normality was already tested using Sharipo-Wilk 

and it was shown that the distribution was not normal. Non- multicollinearity was tested using 

correlation analysis and it was found that some of the independent variables were significantly 

correlated. Homoscedasticity of Variance refers to the residual at each level of the independent 

variable being similar. This was tested using Levene’s test and since the Levene’s test was 

insignificant at (P<0.5) for all of the variables, then the assumption of homogeneity of variance 

is related to the assumption of homoscedasticity will not be met either. The independence of 

error (also called autocorrelation) is usually tested using the Durbin –Watson test.  The test 

statistic varies between 0 and 4, and a value of 2 indicates uncorrelation of errors. Negative 

correlation occurs  if the value of the test is significant above 2, while positive correlation occurs 

if the value is significantly below 2 (Field , 2005).  The Durbin-Watson was 1.943 thus there was 

no serial autocorrelation.  Outliners are the values that can have a remarkable influence on the 

correlation coefficient particularly in small samples because they are significantly lower or 

higher than other values in the data set (Pallant, 2001). They can under or over estimate the value 

of the correlation coefficient. The standard deviations of residual statistics were unchecked and 

none of the standard deviation exceeded 2 standard deviations. The advice from SPSS is that the 

standard deviations should not exceed 3. If it does then there exist outliers. 

Most of the assumptions of multiple regressions were met except for the normality of distribution 

and multicollinearity. But the data was homogeneous; there was no serial autocorrelation, no 

outliers, and no homoscedasticity of variance. A decision is therefore made to use rank 
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regression analysis as opposed to OLS regression analysis. To do this, the data must be first 

transformed. 

     Transformation of Data 

Cooke (1998:210) stated that data transformation is beneficial if problems of linearity, normality 

and homoscedasticity of variance exist. Transformation of data is useful if the assumptions of 

Standard Ordinary Least Square (OLS) are not entirely fulfilled. OLS is not preferable because 

of the non-normality of the distribution of most of the dependent and independent variables. 

Cooke (1998:209) added that a recent development in dealing with such problems is to transform 

the data and use Rank Regression rather than conventional OLS. The data was transformed, into 

normal score transformation was done using Van der-Waerdens formula. 

 

 

Ranked and Normal Score OLS Regression Analysis 

Full rank normal score OLS regression models were run for each of the dependent variables- 

Tobin’s Q and ROA. From table 10, the ranked score regression of the Tobin’s Q model 

explained around 26.8% measured by adjusted R
2  

 with an F – ratio of 1.732, which is 

insignificant with a probability more than 0.05.  The tests show that none of the independent 

variables had a significant impact on the performance as measured by Tobin’s Q at 5% level. 

Table 10:    Full rank regression model of Tobin‟s Q  

    R                     R2           Adjusted R2            SE of estimate    F                       Sig F 

       0.796              0.634           0.268                       3.826        1.732                        0.243             

Coefficients        B                 Std error           Beta       t-value     Sig 

Constants           6.450           5.346                  1.20      0.267 

Gov- size2 -0.286 0.519 -0.286     -0.550 0.599 

Gov- cont 4.030 4.621 0.413       0.872 0.412 

Age -0.238 0.288 -0.236      -0.825 0.437 

Size -0.322 0.293 -0.322      -1.102         0.307 

Tan 0.732           0.369              0.732         1.986         0.087 

Lev 0.171          0.306              0.171          0.559         0.593 
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Industry 0.004          0.740              0.002          0.005         0.996 

 

From table 11, the ranked score regression of ROA model explained around 53.1% measured by 

adjusted R
2  

with an F-ratio of 0.307, which is significant with a probability more than 0.05. The 

test showed that none of the independent variables had a significant impact on the performance 

as measured by ROA at 5% level. 

 

Table 11:      Full rank regression model of ROA 

      R                       R
2
                   Adjusted R

2
               SE of estimate           F               Sig F 

0.484                    0.234                  -0.531                         5.533                       0.307         0.929 

Coefficients            B                   Std Error                       Beta       t-value       Sig. 

Constants           5.875                  7.731                                              0.760         0.472 

Gov- size2           0.444                 0.750                           0.444         0.592         0.573 

Gov- cont            -6.566                6.683                          -0.672        -0.983        0.359 

Age                       0.144                 0.146                           0.143       0.345        0.740 

Size                      0.097                  0.423                           0.097         0.228       0.826 

Tan -0.060 0.533                       -0.06                 -0.112        0.914 

Lev -0.436 0.443                     -0.436                -0.98            0.357 

Industry 0.593 1.070                      0.288                0.555          0.596 

From table 12, the normal score regression of the Tobin’s Q model explained around 35.8% 

measured by adjusted R
2  

with an F-ratio of 2.117, which is insignificant with a probability more 

than 0.05. The t test showed that none of the independent variables had a significant impact on 

the performance as measured by Tobin’s Q at 5 of % level. 

Table 12:    Normal score regression model of Tobin‟s Q 

R                          R2           Adjusted                SE of estimate               F                 Sig F 

0.824                  0.679         0.358                         0.696                       2.117           0.172 

Coefficients         B              Std Error         Beta       t-value             Sig 
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Constants         -0.332         0.488                               -0.679             0.519 

Gov- size2        -0.326         0.538              -0.326      -0.606            0.564 

Gov- cont 0.933 0.914 0.492       1.021            0.341 

Age                   -0.283 0.289 -0.281     -0.980           0.360 

Size -0.326         0.281             -0.326      -1.161           0.284 

Tan                    0.678         0.339              0.678        1.998            0.086 

Lev                    0.291         0.309              0.291        0.936            0.379 

Industry           0.021         0.136              0.052         0.153           0.883 

          

From table 13 the normal score regression of ROA model explained around 60% measured by an 

adjusted R
2 

with an F – ratio of 0.250, which is insignificant with a probability of more than 

0.05. 

Table 13: Normal score regression model of ROA. 

R                             R2          Adjusted R2           SE of estimate          F               Sig. F 

0.447                  0.200         -0.600                         1.099                   0.250            0.956 

Coefficients          B               Std Error           Beta       t-value             Sig. 

Constants         -0.023          0.771                                   -0.029          0.997 

Gov- size           0.345           0.850               0.345           0.406           0.697 

Gov- cont         -1.218          1.443               -0.642         -0.844          0.426 

Age                   0.091           0.456                0.091           0.201          0.847 

Size                   0.143           0.444                0.143           0.322          0.757 

Tan                  -0.103           0.536                -0.103        -0.193          0.852 

Lev                  -0.366           0.488                -0.366        -0.749          0.479 

Industry           0.087          0.214                 0.217          0.405          0.697 
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5.0            SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 

5.1                Summary and discussion of findings  

This study was designed to assess the effect of government ownership and control on the 

financial performance of partially privatized listed firms. The study used a combination of 

descriptive, univariate and multivariate analysis. A sample of 15 (25.9%) firms listed on the 

Nairobi Security Exchange with complete data was used in this study. Of the 15 firms, only 4(or 

26.7%) are controlled by the government as their shares exceed 50% in these firms. This on the 

other hand means that about 7% of the firms listed on the NSE are government controlled either 

ownership by the treasury or a combination of the treasury and other government affiliated 

institutions. Differences in financial performance of firms were tested using non parametric test 

because the conditions for performing parametric tests were not fully met. The following were 

the results:  

 Mann-Whitney U Test shows that there are no statistically significant differences 

between the two groups of companies, those which were controlled by the government 

and those that were not with respect to all variables except for the shares owned by the 

treasury (Asymp. Sig = 0.024) and the total shares owned by the government (Asymp. 

Sig=0.004).  

 The rank correlation shows that there is a significant correlation between tangibles and 

Tobin’s Q (p<0.05) while none of the other correlations are significant. The results are 

consistent with the result of a number of studies such as Kole and Mulhedrin (1997) in 

the US, Feng, Sun and Tong (2004) in china. These findings support the view that it is 

not who owns but the institutional governance framework in place that affects financial 

performance of a firm. 

 The Kruskal-Wallis test for industry differences in performance showed no significant 

difference between the seven industries at the 5% level and 1% level and 6 degrees of 

freedom(chi-square= 8.613 for Q and 3.167 for ROA; P=.197 for Q and .788 for ROA.) 

The same test also showed no significant difference in performance of government 

controlled firms at 5% level and 1% level and 1 degree of freedom (Chi-Square=0.273 

for Q and 1.705;p=.602 for Q and .192 for ROA). 

 The study used a rank regression analysis instead of the Pearson regression because the 

conditions for the latter were not fully met. Both the ranked and normal score OLS 

regression did not reveal any significant influence of the independent variables on either 

Tobin’s Q or the ROA at 5% level. Further, none of the F-statistics were significant.        
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6.0                                   Conclusion 

The study concludes that there are no significant differences in the financial performance of 

government controlled firms and non-government controlled firms. Neither government 

ownership nor government control leads to differences in firms’ financial performance. Thus 

firm’s financial performance is not influenced by the government shareholding or by the 

government control.  

     7.0                                Recommendations  

Based on the finding of this study, it’s recommended that the government doesn’t necessarily 

need to shed of its shareholding as has been the practice in the recent past where the Treasury 

sells its shareholding to the public to reduce their control on the firms. This is because the 

financial performance of partially privatized listed firms is indifferent to the government 

shareholding or control. 

There is also a need to rethink on the government policy on sell off state corporations. As much 

as it has been fashionable to do the same, evidence in this study suggests that firm’s financial 

performance is unaffected by government ownership. Therefore, effort to sell off government 

owned enterprise that began in the 1990’s through Structural Adjustment Programs (SAP) should 

be channeled towards better corporate governance and overall management of the organizations. 

      8.0 Limitations to the study    

One of the major limitations of this study is that the number of companies in which government 

owns shares is very small. This reflects the growing trend of government to sell of its shares in 

most companies in which it used to have shares. Therefore, it is difficult to generalize the results 

of this study because the sample size used is relatively small. 

Secondly, R
2 

(explanatory power) in multiple regression analysis ranged between 20% and 68% 

which means that the multiple regression model, which contained seven variables, explains about 

20%- 68% of the variation in performance. Further, the F statistic was insignificant in all the 

models. Although this percentage is considerable, it means that other variables that were not 

included could affect the performance. 

Lastly there were some instances in which the shareholding of the government changed yet the 

present study did not analyze the effect of this change and only used the current shareholding as 

at 2010. This might affect the accuracy of results in terms of the proportion of shares held by the 

government and hence the control in each of the firms. Further, control was measured as the total 

number of shares held by the treasury and all the government institutions such as NSSF. Thus the 

interpretation of results on control should consider this definition of control. 
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 9.0       Suggestions for further Research 

There is need for future studies to use secondary data in order to establish other factors which 

might influence financial performance of firms in which government has retained some 

shareholding in. 

              This study can be replicated with the inclusion of other firms in which government does not hold 

any shares in determine whether there are significant differences in firms in which the 

government has some shareholding and those that the government does not have any 

shareholding in.                                                     
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