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Abstract:  

 

Purpose: The purpose of this paper is to argue the effect of ownership structure and board of 

directors on firm diversification. 

Design/Methodology/Approach: The data is gathered via a questionnaire administered to 

111 managers from Tunisian in small- and medium-sized companies. To analyze collected 

data we used SPSS and Amos graphics software. Hypotheses were tested using the 

regression analysis technique. The study gives empirical information on the relationship 

between cognitive variables and strategic decision-making, specifically diversification. 

Findings: The findings reached following the logistic regression prove to reveal well that 

companies whose executives a certain capital share do not count as actually diversified 

firms. Thus, the assumption stipulating that the directors’ shareholding is negatively 

associated with diversification seems verified. Still, the results attained prove to demonstrate 

that family structure is negatively related to diversification policy. In addition, company size 

and leverage appear to not affect diversification decisions. Yet, performance turns out to 

have a positive and significant relationship with such a decision.  

Research implications : Although the Tunisian corporate governance reform concerning the 

independent director system which is mandatory only for newly-listed companies is 

successful, the regulatory authority should require all listed companies to appoint 

independent directors to further enhance the Tunisian corporate governance. Future 

research could include other proxies of corporate governance and ownership structure such 

as board diversity and meetings, audit committee and managerial ownership, etc. 

Originality/Value: First, unlike most of the previous literature on emergent countries, this 

study examines the effects of corporate governance mechanisms on firm diversification in 

Tunisia. Second, while several studies used a single indicator of firm diversification, this 

study examines both accounting-based and market-based firm diversification. Third, this 

study addresses the endogeneity issue between corporate governance factors and firm 

diversification, a strategic decision. 
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1. Introduction 

 

The separation between ownership and corporate control has appeared to result in 

persistent interest conflicts involving managers and shareholders (Berle and Means, 

1932). Indeed, while shareholders prove to be more interested in maximizing 

corporate value, executives most often seek to minimize the risk of losing their 

position along with preserving and maintaining their pecuniary, as well as non-

pecuniary, benefits.  

 

A review of the literature helps identify several governance mechanisms likely to 

help companies reduce agency problems and align the executives’ interests with the 

shareholders. Among these mechanisms, there exist managerial, the majority 

shareholders’ ownership,  the institutional investors’ propriety, the council board, as 

well as the executive compensation system (Boateng, Tawiah, and Tackie, 2022).  

 

Actually, the study objective is twofold; in the first place is an exposition of the 

diversification strategy theoretical predictions. In the second place, an empirical test 

will be conducted, whereby the relationship between the diversification strategy and 

the below-listed variables will be checked, through consideration of the contractual 

theory (Waheed, 2019 ) and a sample of Tunisian companies. 

 

The remainder of this work is structured as follows: the first section is devoted to 

exposing the study context and research hypotheses. As for, the second section, it 

serves to discuss the methodological aspects. Analysis and results discussion will be 

the subject of the third section.  

 

Finally, the last section bears the concluding remarks and sums up the major 

achieved findings while recalling the research-associated limits and paving the way 

for potential research horizons.  

 

2. Literature Review and Hypothèses Development 

 

In a corporate governance-related analysis, a fundamental variable seems worth 

imposing, namely, that of shareholding structure. As a continuation of Berle and 

Means's elaborated work, the agency theory has been developed under the 

assumption of a dispersed ownership structure (Noorlailie and Mayang, 2018). 

 

Certainly, as demonstrated by several conducted analyses, ownership dispersion, a 

striking characteristic of the Anglo-Saxon corporate capital structure, has not proven 

to stand as a universal phenomenon, as certain US companies’ ownership structure 

has turned out to be concentrated. Besides, shareholder concentration proves to be 

dominant across continental Europe and Asia-sited businesses. 

  

2.1 Executive Shareholding and Firm Diversification  
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The executives’ shareholding lies at the heart of the debate dealing with corporate 

governance defined by Caby and Hirigoyen as a network of relationships binding 

several intervening parties within the context of determining business strategy 

performance. It is set within a shareholding value creation and enhancing 

perspective. About shareholding governance, stressing the shareholders’ interests 

with a strategic decision-making process, the leaders’ shareholding lies within the 

framework of aligning both the executives’ and shareholders’ interests.  

 

The origins of such a debate refer actually to the "power sharing" concept, as 

recognized by Neerpal Rathi (2015). For several decades, power sharing between the 

shareholder and manager has been unofficially developed particularly with the 

growth of large-size enterprises. Indeed, while economic leaders have become less 

identifiable, their decisions have gained more ground and influence. Hence, the 

executives’ identity dissipation has not proven to noticeably influence their strategic 

and organizational decisions. 

 

Consequently, the power detention and legitimacy issue would imperatively emerge, 

urgently calling for a reflection on the business owners’ identity and action 

rationality of action (whether internal or external), as well as a reflection on the 

nature of maintained relationships, the executive’s detained capital, and exerted 

power. In the early 1980s, this debate manifested anew, with particular intensity, 

under the influence of three major economic actors.  

 

Firstly, the apparent malfunctioning of the executives’ control system, who have 

witnessed their faults and misconducts inappropriately sanctioned, testifying the 

various recurrent financial scandals marking the business area worldwide. Secondly, 

there have been remarkable changes affecting the shareholding activity, reflected by 

the institutional investors’ leading role and the minority shareholders’ increased 

vigilance (Gharbi and Jarboui, 2017).  

 

Finally, there is a development in business funding sources, as most businesses have 

initiated a deleveraging process and turned more readily to the financial markets, 

thus, strengthening the shareholders’ role even more. This phenomenon soon spread 

to continental Europe, particularly to France and, more recently, to the Central and 

Eastern European countries (Di Vito, 2011).  

 

In reality, the motives and mechanisms enticing leaders to diversify their activities 

are numerous and emanate from several favoring circumstances (Amihud and Lev, 

1981). Most corporate governance-related studies have predominantly focused on 

explaining the different aspects of the shareholder-executive relationship, and the 

solution it might well provide for maintaining further effectiveness of the business 

management process. 

 

The theory involves several studies dealing with the executive managerial practices 

and value creation subject (Norena-Chavez and Thalassinos, 2022a; 2022b). Based 
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on Table 1, several remarks could drawn. The state of the art regarding the 

executive’s practices reveals well that he enjoys the power and capacity to control 

and appoint the Board members. As depicted by the relevant literature, executive 

compensation proves to be positively related to the capital share he detains.  

 

However, English literature most often considers that part of the company ownership 

structure is held by the executive. Most of the elaborated research works dealing 

with the executives’ managerial contribution have examined even their relevant 

quality. Most often, executives appear to make great efforts to exchange information 

qualified as being clear and transparent while helping highlight the investment 

choices’ major features to maintain short-term performance.  

 

Besides, the Anglo-Saxon literature along with the French one, also underlines the 

executive’s various skills, by closely examining his personality as well as his 

capacity to manage the available resources ownership (Azhar and Nasir, 2019). 

Literature has stressed such personal characteristics as age and seniority, which 

appear to have a considerable impact on the director’s decisions and know-how 

expertise. Thus, most of the elements necessary for drawing the hypothesis 

concerning the executive’s shareholding impact on diversifying decisions seem to be 

collected, as based on this section developed literature, namely: 

 

H1: The executives’ ownership concentration negatively affects the company’s 

diversification level. 

 

2.2 The Control Block and Firm Diversification 

 

The form and degree of shareholding prove to have a remarkable influence on 

company strategic decisions and help greatly examine the nature of conflicts 

prevailing between the executive and the shareholder. In a dispersed ownership case 

(Dispersed ownership structure DO), conflicts are most often triggered between the 

directors and the minority shareholders, whereas in a concentrated ownership (Azhar 

and Nasir, 2019) case (structure Concentrated ownership DO), the conflict appears 

to persist mainly between the majority shareholders (the control block holders) and 

the minority ones.  

 

Majority control has proven to demonstrate a noticeable hindrance to freedom, from 

which leaders often derive profit and seize the opportunity to favor certain decisions, 

whereby the dominant controlling shareholders could influence the strategy. The 

research conducted by (Jensen, 1986) regarding the analysis of their contracts has 

led them to establish two fundamental propositions namely the separation of 

ownership and decision-making, along with the concentration of control and 

decision-making functions.  

 

The executives’ capital detention level stands as an important indicator for the 

diversification decision. As already stated, since the executive is supposed to draw 
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certain benefits, he would then be highly interested in engaging in a diversification 

strategy. In this regard, our research concerning the impact of the leader’s 

participation level in the company's capital on diversification decisions has enabled 

us to distinguish two relevant cases, namely, that of an executive detaining a small 

capital share along with the inverse case, and their impact on diversification.  

 

Within the agency problem resulting from the interest conflicts between managers 

and shareholders (Di Vito, 2011) the leaders’ opportunistic behavior (kindling 

agency costs) would help greatly in influencing the company's strategy. Most studies 

dealing with the relationship between ownership structure and corporate strategy 

have predominantly focused on treating the issue of whether shareholder 

concentration helps improve corporate strategic decisions.  

 

Ever since the 1920s, leaders have been considered revolutionary individuals given 

the capacity they enjoy to implement innovative strategies (Schumpeter, 1928). 

Nowadays, the executive appears to be well aware of the need to influence his 

environment as he is, himself, subject to market constraints (the constraints school). 

Such constraints turn out to constitute a critical premise enticing leaders to diversify 

their businesses (Norena-Chavez and Thalassinos, 2023).  

 

Initially, this theory dates back to the original pioneering works elaborated by Jensen 

and Meckling, (1976), Fama and Jensen (1983). Most often, leaders have recourse to 

diversification even if such a procedure would result in reducing the shareholders’ 

wealth, and according to the leadership school, the executive is considered as 

someone likely to help, and even determine the organization’s success  (Laroche and 

Nioche, 2006).  

 

In turn, this typology will also be applied to study the ownership structure effect on 

the diversification policy. It seems rather harmonious to us to expose the typology as 

based on the subject of agency theory, namely, the agency relationship binding the 

executive and shareholder, rather than on the analysis of the executive detained 

capital proportion (or the Directors’ Board). It is worth noting that according to the 

agency theory, the executives’ interests do not prove to be aligned with the 

shareholders (Singh and Pillai, 2021). 

 

The directors, supposed to act as agents on behalf of the shareholders and to 

maximize shareholder value, do not appear to be less tempted by the opportunistic 

behavior based on the internal and external corporate growth strategies, on company 

diversification. Still, agency problems may stand as the major cause for maintaining 

diversification or the quest for diversifying (Amihud and Lev, 1981).  

 

In this respect, the director could take advantage of this firm diversification decision 

in two ways namely: through risk reduction both financial and human, as well as 

reducing risk cost (internal and external). Indeed, there is another advantage likely to 
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be drawn in a private order, which could be summed up in the power the executive 

could derive or enjoy along with maintaining prestige (Jensen, 1986).  

 

According to the agency theory, interest divergence between managers and 

shareholders can be restrained by increasing the directors’ held capital (Hussain, 

2022). This solution proves to exhibit several advantages, firstly, it helps shift the 

executives’ arbitration towards a further firm value maximization  (Phan and Zhou, 

2014).  

 

Secondly, the increased executive detained capital share is likely to help reduce the 

shareholder incurred control cost, for such an increase would, in turn, help reduce 

the executives’ proper opportunism itself. Besides, aligning both the shareholders’ 

and managers’ interests would never be maintained once the directors appear to 

detain the entire capital (Jensen, 1980).  

 

Hence studying the executives’ management control systems seems well imposed 

for a further consolidation of their performance, and a better understanding of the 

organizations’ functions (Handley and Molloy, 2022). It is, actually, through this 

analysis perspective that corporate governance appears to raise several questions, 

although it sometimes helps in providing certain answers regarding the companies’ 

management process and the relationships they maintain with partners (shareholders, 

banks, employees, suppliers, customers, etc).  

 

In terms of such a deep vision, the executives turn out to occupy the center of any 

theoretical discussions and are incited to undertake rooting strategies in a bid to 

restrict the risks they bear and effectively develop more efficient activities. In effect, 

the rooting thesis argues that the executive detaining an overall majority of capital 

would likely escape any form of control, at least partially, and carry out the 

management procedure according to a counter-value maximizing process  (Hussain, 

2022) 

 

The rooting hypothesis can be summed up as being the control mechanisms’ 

potential failure to constrain and entice executives to manage companies in 

harmonious conformity with the shareholders’ interests. So, for agency costs to be 

minimized, it sounds necessary to monitor the executives. In turn, and to escape 

control, directors would usually resort to a strong rooting strategy. Executives with 

low capital share would often seem less entrenched (Soelton and Yanto,  2020), 

 

Regarding the present study, the aim is focused on empirically analyzing the impact 

of the director’s participation in company capital on the diversification strategy, 

through the effects of control variables likely to constrain the executive’s decisions. 

So, one could advance the following hypothesis: 

 

H2: There is a positive relationship between the shareholders’ control intensity and 

the executives’ capacity to diversify. 
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3. Research Methods 

 

The study objective lies in studying the relationship between diversification policy 

and the above-cited variables. Based on the already developed literature review, the 

following hypotheses seem worth recalling: 

 

Hypothesis (H1) The executives’ ownership concentration negatively affects the 

company’s diversification level. 

 

Hypothesis (H2) 

There is a positive relationship between the shareholders’ 

control intensity and the executives’ capacity to diversify. 

 

3.1 Sample and Data 

 

Following the qualitative research methodology, the choice of sample size appears to 

be equally important concerning quantitative studies. Yet, the selection criteria 

appear to exhibit a different nature, while the adequate sample size proves to be that 

which helps in achieving the theoretical saturation. Given our particular study 

context, we have considered it useful to find our empirical study on a questionnaire 

survey, with the major objective being to test the research's advanced hypotheses. In 

elaborating the survey, special care has been paid to combine two different 

objectives, namely: 

 

• The questionnaire should help in accurately measuring the entirety of the 

theoretical model’s variables. 

• It should be clear enough and not too long for responders. 

 

In addition, particular attention has been paid to developing a coherently structured 

questionnaire. Our initial sample consists of 186 listed and non-listed Tunisian 

companies. After removing the insurance and banking sectors’ pertaining 

companies, along with firms whose management access to the questionnaires 

response has been impossible and regarding which data necessary for conducting the 

study have been insufficient. Hence, our final sample turns out to consist of 111 

Tunisian companies undertaking either industrial, service, or commercial activities 

(Table 1). 

 

Table 1. The applied sample analysis 
Description  

Initial BVMT sample for 2011 55 

Financial firms excluded -23 

Other non-financial firms  113 

Insufficient data on psychological characteristics -27 

Insufficient data for asset revaluation  -7 

Final sample 111 

Source: Own study. 
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Ownership and diversification-related data have, sometimes, been collected by 

proper means, based on annual reports, companies’ websites as well as the Tunisian 

Stock Exchange (TSE) relevant site BVMT. At other times, data have been gathered 

through managers’ proper responses to the questionnaire. Other data stem from the 

directors’ proper and direct responses to the questionnaire. 

 

3.2 Research Variables’ Measurement 

 

At this level, each set of variables will be dealt with separately, namely, the variables 

to explain, the explanatory variables, along the control ones. 

 

3.2.1 The variables to be explained (endogenous): the diversification 

decision 

 

Concerning the present work, the diversification consists of a binary variable that 

takes value 1 if diversification proves to be high, and 0 if it is low. We have opted 

for calculating diversification mean as recorded during the three years (DIV (2011) 

+ DIV (2012) + DIV (2013)) / 3; we have then proceeded with classifying the high 

and low qualifications by computing the reached values’ median. so : 0: would 

denote low diversification, and 1: a strong one. 

 

3.2.2 The explanatory and exogenous variables 

 

• Ownership concentration: It consists of measuring the capital share held by 

the major shareholder. This measure has also been applied by  Jarboui 

(2008) , as well as (Gharbi and Jarboui, 2017)regarding the Tunisian one. 

• Executive shareholding: A variable measured through the director-detained 

capital share. This measure has also been used in the tunisian context by  

(Gharbi and Jarboui, 2017) 

 

3.2.3 Control variables 

 

It is worth noting that ownership structure and the directors’ board, along with other 

factors, are not the only elements that help influence the diversification decision 

within the company. There exist other pertinent elements, such as leverage level, 

company size, financial structure, and performance which jointly intermingle to 

determine the strategic choices, particularly,  the firm’s decision to diversify. 

 

• Leverage ratio: In this respect, Taylor and Lowe (1995), along with Mansi 

and Reeb (2002), have documented that in most cases the most diversified 

companies appear to have the highest level of debt (at book value). The level 

helps greatly control several factors. In the first place, it helps control 

managerial discretion, which has made Stiglitz (1988) affirm that debt 

issuance participates in increasing the managers’ voting power by rendering 

control of their activities hard to implement. In a second place, as put by 
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Jensen (1986) managers often resort to issuing debt as a signal of their 

ability to generate enough cash flow necessary for paying both the interest 

and principal.  

 

Thus, debts are usually used as a means for resolving conflicts prevailing 

between managers and shareholders reducing managerial discretion along 

with lessening the consumption of benefits (Ellili Ould Daoud, 2007). In 

addition, high debt levels would entice managers to diversify activities in a 

bid to minimize risk (Jarboui, 2008). This variable is measured through the 

total debt to total assets ratio. 

 

             LEV = Total debt / Total assets 

 

• Company Size: Company size could stand as an explanatory factor for the 

choice of the investment nature, financing mode, and performance. Most 

often, the diversification level is positively associated with firm size (Jensen 

and Murphy, 1990). So, the greater the firm size is, the more complex the 

company turns out to be; and the more significant the managers’ 

discretionary score is, the more diversified the firm would appear to be 

(Jarboui, 2008). Regarding our study case, this variable is measured via the 

decimal logarithm CA, as follows: Size = LOGCA. 

 

• Performance: This variable is measured by the net profit to equity ratio. 

ROE = Net profit / Equity  

 

The following model is used to test the hypothesis: 

A Multi-varied analysis will be undertaken through the following logistic regression 

function, such as : 

  

DIV = a0 +a1ACTDIRIG+a2 BLC+a3 LEV +a4 SIZE +a5 ROE +Ɛ  

 

As a recapitulation, the following table depicts the different variables’ relevant 

definitions and measurements, along with their corresponding descriptions: 

 

Table 2. Variables’ identification and measurements 
Variables Descriptions Measurements 

Endogenous variables: 

 

DIV 

 

Diversification  

It consists in a binary variable that takes 

the value 1 if diversification proves to be  

high, and 0 if it is low 

Exogenous variables: 

BLC Ownership 

concentration 

This variable is measured through the 

capital share held by the major shareholder 

ACTDIRIG The executive’s 

shareholding 

This variable is measured through the 

director-detained capital share 
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Control variables:  

LEV Leverage This variable is measured through the total 

debt to total assets ratio 

SIZE Company size This variable is measured via the decimal 

logarithm CA 

ROE Performance This variable is measured through the Net 

profit to Equity ratio 

Source: Own study. 

 

4. Empirical Results  

 

An initial empirical test has been conducted to help assess the board’s supervisory 

role on managers, to determine the Tunisian firms’ strategic behavior, and to provide 

a plausible consolidating answer to the question of a persistent link between the 

existence of outside directors and these companies’ diversification level. 

 

4.1 Descriptive Analysis  

 

The following Table 3 presents, as regards ownership structure, the descriptive 

statistics, presented in the tables, reveal that it turns out to be fluctuating. 66.54% of 

sample firms appear to have a majority shareholder detaining less than 50% of 

company capital (BLC), while managers prove to hold an average of 22.20% of 

capital. The sample firms’ major characteristics are depicted in the table below: 

 

Table 3.  Descriptive statistics 
Variables  

N=111 

Mean Min Median Max Std dev 

 BLC 66,54144 50,000 64,43 81,820 21,795765 

ACTDIRIG 22,2052 ,0000 ,000 30,000 33,25280 

Source: Own study. 

 

4.2 Correlation Analysis 

 

The correlation matrix (Table 4) highlights a positive relationship between the 

director’s shareholding (ACTDIRIG), ownership concentration of (BLC), and 

performance (ROE).  

 

 

Table 4. The dependent and independent variables’ correlation coefficients 
N=11 ACTDIRIG BLC DEBT LOGCA  ROE 

 

ACTDIRIG 

 

Pearson 

Correlation  

Significance 

(bilateral) 

 

 

1 

    

 

 

Pearson 

Correlation  

 

,326** 
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BLC Significance 

(bilateral) 

,000 1 

 

LEV 

Pearson 

Correlation  

Significance 

(bilateral) 

 

-,018 

,849 

 

-,122 

,204 

 

 

1 

  

 

SIZE 

Pearson 

Correlation  

Significance 

(bilateral) 

 

-,299** 

,001 

 

-,323** 

,001 

-,262** 

,005 

 

 

1 

 

 

ROE 

Pearson 

Correlation  

Significance 

(bilateral) 

 

,146 

,125 

 

,071 

,461 

 

-,133 

,163 

 

,009 

,822 

 

 

1 

Note : *Correlation significance at the 0.05 level (bilateral). / **: Correlation significance 

at the 0.01 level (bilateral). 

Source: Own study. 

 

Still, the association turns out to be negative between debt (LEV) and company size 

(SIZE). Similarly, with respect to the variable (BLC), the correlation matrix reveals 

a positive relationship with performance, while a negative link appears to persist 

between debt (LEV) and size (LOGCA). 

 

The analysis aims to detect the presence of any multicollinearity problems among 

the variables and association among variables. According to Tabachnick and Fidell 

(2007), such a problem exists if the independent variables are highly correlated with 

each other with correlation values exceeding 90%.  

 

However, none of the variables were found to be more than 0.5. The highest 

correlation has been discovered to persist between director shareholding 

(ACTDIRIG) and debt (LEV) with a rate of 0.849, and between size (SIZE) and 

performance (ROE) with a rate of 0.822 suggesting that multicollinearity does not 

stand as a serious problem likely to jeopardize the regression results (Tabachnick 

and Fidell, 2007). 

 

In line with several comparable research studies, mainly conducted by Jarboui 

(2008) a logistic regression has also been considered. This particular framework has 

the advantage of accounting for the control variables. 

 

4.3 Multivariate Analysis 

 

Both the explanatory and control variables have been incorporated into the model, 

and the test results are depicted in Table 6, below. In this way, we can represent the 

results corresponding to the relationship binding the executive shareholding and 

diversification decision. The directors’ capital level detained has been introduced as 
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the diversification explanatory variable. The results related to the association 

between ownership concentration and diversification decision figure are in Table 5.  

 

Table 5. The model’s logistic regression results 
 

N=111 

independent 

Variables 

Dependent Variable DIV 

 

Coefficient 

a 

 

Std dev 

 

Wald 

 

Sig 

 

R² of 

Nagelkerke 

Test of 

spécification  

constant 3,283 1,049 9,800 ,002  

 

0, 323 

 

 

X²=30,776 

p=0,000 

ACTDIRIG ,007 ,007 ,876 ,349 

BLC -,038 ,012 10,062 ,002 

LEV -,760 ,478 2,529 ,112 

SIZE ,721 ,490 2,161 ,142 

ROE -1,533 ,469 10,680 ,001 

Source: Own study. 

 

The logistic regression model results indicate that the χ² model adjustment fit test 

bears the value 30.776, significant at the threshold of 1% level, as p = 0.000. The 

nagelkerke R², equivalent to the determination coefficient in the linear regression, is 

equal to 32.3%. This suggests that 32.3% of diversification in Tunisia has its 

explanation in management shareholding, ownership concentration, and control 

variables. In addition, the "Hosmer and Lemeshow" tests indicate an insignificant χ² 

of a rate of 9.487 (p = 0.303). 

 

An examination of the statistical tests shows that the ACTDIRIG variable appears to 

have a positive and insignificant effect on the diversification decision. Indeed, the 

model’s specificity test highlights a coefficient relevant to this variable with a 

positive and insignificant value in respect of the dependent variable (a = 0, 007; with 

p being greater than 10%). Actually, these results turn out to be consistent with the 

predictions set by the H1 hypothesis, stating that executives’ shareholding is 

negatively associated with the diversification decision.  

 

This finding has its justification in the divergence of interests persistent between 

management and shareholders, which is, in turn, explained by the risk aversion 

context, characteristic of directors. Indeed, executives who hold an increasing share 

of capital, remain sensitive, in the negative sense, to any strategic decision. 

However, directors usually seek to stabilize their financial situations rather than get 

involved in dubious investments. 

 

This result corroborates the findings published by Godard (2005), emphasizing that 

the inner strategy to a decision does not prove to be significantly correlated with the 

executive’s detained capital share. 

 

However, the BLC variable relevant regression coefficient seems to exhibit a 

negative and significant value at the threshold of 10% as compared to the dependent 

variable (a = - 038; p = 0.002 lower than 10%). It seems that the diversification 
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strategy-oriented tendency proves to be a decreasing function of the capital 

proportion held by the major controlling shareholders.  

 

Such an effect can have its explanation in the control exerted over managers, as the 

majority shareholders are able to curb managerial discretion at the diversification 

level. In fact, such a result does not seem to confirm the findings released by 

Lacoste, Favoreu, Lavigne, and Rigamonti, published on 13-16 June 2006 stating 

that "the influential power of the different types of shareholders does not prove to 

have a significant impact on corporate diversification choice".  

 

Finally, the introduction of the control variables standing for company size, debt, 

and performance, helps kindle several comments. Firstly, contrary to several 

previously elaborated studies, company size, and debt do not appear to influence the 

diversification level. Regarding the Model 2 attained results, a summary of the 

expected, as well as obtained results regarding the relationship trend binding 

diversification and the explanatory variables, are depicted in the following Table 6. 

 

Table 6.  The synthetic regression results 
 

Independent variables 

Diversification 

expected obtained 

Executive Shareholding  - - 

Ownership Concentration  + + 

Source: Own study. 

 

N.B: regarding the expected trends: + denotes a positive relationship; - denotes a 

Negative relationship; which Means can’t be expected. With respect to the obtained 

trends: + signifies that the coefficient is positive and statistically significant; - 

signifies that The coefficient is negative and statistically significant ; 0 signifies the 

coefficient is statistically insignificant.  

 

The model’s logistic regression results, demonstrate that the χ² test, relevant to the 

adjustment, is discovered to have a value of 30.025 and to be significant at the 

threshold of 1% with p = 0.000. The Nagelkerke R², which corresponds to the R² 

determinating coefficient in the linear regression, is equal to 31.6%.  

 

This figure denotes that diversification in Tunisia is at 31.6% explained by the 

presence of outside directors, and ownership concentration along the control 

variables. In addition, the "Hosmer and Lemeshow" test indicates an insignificant χ² 

of 19,410 (p = 0.013). 

 

5. Conclusion 

 

The aim of this paper is to investigate whether corporate governance is related to 

firm diversification. We used a sample of 111 firms listed on the Tunisian stock 
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exchange from 2011 to 2013. Based on regression models, we find a positive 

association between ownership concentration and managerial diversification. 

 

Thus, the assumption stipulating that the directors’ shareholding is negatively 

associated with diversification seems verified. Still, the results attained prove to 

demonstrate that family structure is negatively related to diversification policy. In 

addition, company size and leverage appear to have no effect on diversification 

decisions. Yet, performance turns out to have a positive and significant relationship 

with such a decision.  

 

This study has relevant theoretical and practical implications. We expect to make 

several contributions to the existing literature. To our knowledge, this is the first 

study in Tunisia that examines the relationship between corporate governance and 

management decisions. Until now, empirical studies have been carried out for the 

most part in the Anglo-Saxon countries following the availability of the data.  

 

Therefore, it would be worthwhile to examine this issue in an emerging market, 

namely Tunisia, and gain hence additional evidence on such phenomena. Besides, 

this work also provides practical implications.  

 

Our findings have practical implications that may be useful to different stakeholders, 

policymakers, and strategic management. Also, this research could encourage setters 

to introduce new legislation that strengthens good governance in Tunisia and 

reduces opportunist manager’s behavior. 

 

Despite these contributions, this study has some limitations that could be addressed 

in future research studies. Firstly, this study is based on a small sample of firms. 

Thus, caution must be applied, as the findings might not be transferable to all 

Tunisian companies. A second limit concerns the external validity of the research. 

Our findings are specific to Tunisian companies and have no general explanatory 

scope.  

 

Therefore, our results are not transferable to other contexts and cultures marked by 

different legislation. Future research can expand the population of this study and test 

our evidence with non-listed and non-financial firms. Future research can also 

examine the relationship between corporate governance mechanisms and managerial 

decisions.  
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