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Abstract 

Corporate governance is generally considered as a key factor for the operational success for enterprises. 

One of the most frequently discussed concepts among corporate governance factors is the ownership structure, 

particularly, managerial ownership. Various empirical studies have been conducted to examine the impact of 

diverse ownership structure aspects on firm’s performance. A better measurement of managerial ownership 

includes direct ownership and indirect is employed. To deal with endogeneity issue of managerial ownership, 

this paper focuses on the effect of the change in managerial ownership on the change in firm’s performance 

instead. The result indicates that the actual managerial ownership level probably did not move toward the 

optimal (estimated) level due to the existence of adjustment costs. Furthermore, reduction managerial ownership 

level goes together with the growth of firms which has not impacted on return on total assets, but it provides the 

positive impact on firm’s performance regarding market evaluation. 
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1. Introduction 

In corporate world, the separation between principals (owners) and the agents 

(managers), or the ownership and control of the firm, induces the agency problem. 

Managerial ownership could generally be used as an effective mechanism to reduce this 

problem. As such, the optimal level of managerial ownership has attracted great attention 

from both academics and practitioners in a modern corporate governance framework. Under 

managerial discretion approach, ownership is likely endogenous. Most of the empirical 

studies presented a non-linear relationship between managerial ownership and firm’s 

performance. However, Kole (1995) and Himmelberg, Hubbard and Palia (1999) argued that 

cross-sectional data cannot capture adequately the change in firm’s environment. Many 

recent studies attempted to deal with endogeneity issue of managerial ownership with 

different approaches, however, some limitations still exists and many arguments in 

interpretation the result provoked. Holderness, Kroszner and Sheehan (1998) observed and 

detected that the managerial ownership in the US listed firms changed over time. Under 

similar circumstance, a new approach in relation to the relationship between the change in 

managerial ownership and change in firm’s performance (via the change in Tobin’s Q) in 

American firms investigated by Fahlenbrach and Stulz (2008). The paper attempted to 

examine the effect of the dynamic change in managerial ownership on the change in firm’s 

performance which can help eliminate endogeneity problem.  
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The main aims of this study are two folds: (i) estimating the optimal level for 

managerial ownership and investigating the movement of managerial ownership; and (ii) 

examining and quantifying the relationship between managerial ownership and firm’s 

performance.  

Prediction from theoretical framework and empirical results implies that the firms 

notified all soft investment transparently and intensified in fixed capital being consistent with 

lower managerial ownership level. Fahlenbrach and Stulz (2008) found that when the firms 

became mature the level of managerial ownership level reduces and managers tend to 

purchase firm’s shares in the case market worse performance and vice versa. In this paper, 

the evidence shows that during the operation, the actual managerial ownership level is likely 

dispersal the (estimated) optimal level. The larger firm also likely suffers the reduction of 

managerial ownership level which is consistent with Fahlenbrach and Stulz (2008). The 

change in managerial ownership provides no impact on ROA, but the managers reduced their 

ownership in previous period which probably inspires the increase in firm’s performance in 

terms market-based measurement (Tobin’s Q). 

The structure of paper is organized as follows. Following introduction, literature 

review presents summary of literature related to the relationship between managerial 

ownership and firm’s performance. Next, research methodology presents the constructed 

model. Data description and empirical models are illustrated in empirical evidences. Finally, 

some remarkable conclusions are withdrawn. 

2. Literature review 

2.1. Theoretical background 

Agency theory initiated by Jensen and Meckling (1976) claimed that ownership 

structure can effect to agency cost. They stated that managerial ownership induces both 

incentive effect and entrenchment effect on firm’s value. In the one hand, Jensen and 

Meckling (1976) argued that managers hold stocks; they have an incentive to adopt 

investment strategies that are benefit for all company by augmenting the cash flow of firm 

and reducing outside payment. Leland and Pyle (1977) claimed that managerial ownership 

can also serve as a signal for company quality. Managers increase their percentage of 

shareholding to signalize more valuable firm and outsiders are convinced that it is good 

investment. In addition to that, Stulz (1988) argued that higher managerial ownership caused 

the lower probability of hostile takeovers. In the other hand, there is a negative relationship 
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between managerial ownership and profitability or firm value. Morck, Shleifer and Vishny 

(1988), and Stulz (1988) argued that it is difficult for external and minority shareholders to 

monitor and control the firm. Moreover, Hirshleifer and Thakor (1994) indicated that 

ineffective management has the roots of the inefficiently valuable information getting from 

takeover market. Generally, agency theory indicates that there is trade-off between advantage 

and disadvantage of higher managerial ownership. So, there is a nonlinear relationship 

between managerial ownership and firm’s performance and exists an optimal level of 

managerial ownership. 

Hambrick and Finkelstein (1987) initially introduced managerial discretion theory 

which was developed by Stulz (1990) and Zwiebel (1996). They claimed that managers will 

select the magnitude of ownership to maximize their utilities instead of enterprises value. 

Under managerial discretion theory, managerial ownership is endogenous. Thanks to the 

managerial discretion approach, partial explanation of the action of purchasing and selling 

shares of managers could be achieved. Therefore, this paper concentrates on change in 

managerial ownership and change in firm’s performance instead of the level of these 

measurements as vast previous studies. 

2.2. Empirical evidences 

Under assumption of managerial ownership being exogenous, vast number of 

empirical studies investigated the relationship between managerial ownership and firm’s 

performance using cross-sectional data, and these researches showed different shapes of the 

relationship. However, general conclusion could be that relationship between firm’s 

performance and managerial ownership is nonlinear. Morck et al. (1988) examined the 

relationship between managerial ownership and Tobin’s Q with cross-sectional data of 500 

Fortune firms which were likely large-scale enterprises and operating stably. They explored 

the threshold of managerial ownership fluctuating from zero percent up to five percent which 

provided positive effect on Tobin’s Q is one of proxies for firm’s performance in terms 

market-based measurement. Then, the Tobin’s Q would reduce if managerial ownership 

increases up to 25 percent and the repeatedly positive impact again in the case managers 

owned 25 percent excessively. By observing 1173 enterprises listed on NYSE and AMEX in 

two separated year 1976 and 1986, McConnell and Servaes (1990) found the reversed U-

shaped relationship between Tobin’s Q and insider ownership level. Managerial ownership 

provided positive effect on firm’s performance with threshold up to approximately 40 percent 

to 50 percent. Short and Keasey (1999) strengthened the mentioned argument by providing 
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more empirical evidence in United Kingdom. They employed two proxies of firm’s 

performance that are the ratio market of total assets over the book value of equity (VAL) and 

return on equity (ROE) regressed against a cubic function of level of managerial ownership. 

To the extent market-based measurement, VAL fluctuated with the shape of relation likely 

the result of Morck et al. (1988) with diverse turning points which were 15.58 percent and 

41.84 percent, respectively.  

Demsetz and Lehn (1985) provided some arguments that under contracting 

environment, the importance of unobserved heterogeneity need to be emphasized. In addition, 

Himmelberg, Hubbard, and Palia (1999) suggested that endogeneity issue need been taken 

into consideration. As such, some econometric solutions to overcome endogeneity issue have 

been conducted. Notwithstanding, the explanation of estimated results that the change in 

managerial ownership has been taken advantage to change firm value provoked the 

controversy. In essence, Holderness, Kroszner and Sheehan (1998) summarized and proposed 

that the level of managerial ownership of firms listed on NYSE and AMEX had change from 

time to time. The overtime change included systematic and unsystematic change. The Zhou’s 

explanation indicated that the origin of systematic change could be the change in contracting 

firm’s environment. Additionally, the root of unsystematic change should come from random 

incentives such as market conditions. Due to the limit of econometric techniques in dealing 

with endogeneity issue and explaining the results, some recommendations are concentration 

on changes in managerial ownership instead of level like previous studies. Additionally, 

Fahlenbrach and Stulz (2008) investigated the relationship between the change in managerial 

ownership and the change in Tobin’s Q of American firms. Unlike previous researches, the 

paper attempted to include the dynamic change of managerial ownership. Helwege, Pirinsky 

and Stulz (2007) utilized Probit regression to estimate the probability of insider ownership 

reduction regard of the change of firm’s characteristics. 

Some empirical studies in Vietnam implemented to investigate the impact of 

ownership structure on firm’s performance. Do and Wu (2014) investigated the impact of 

ownership structure on firm’s performance, which included non-financial firms listed on Ho 

Chi Minh Exchange from 2009 to 2012. Their evidence convinced that no statistically 

significant evidence of managerial ownership on firm’s performance in terms of accounting-

based measurement such as ROA and ROE. In addition to that, the entrenchment effect is 

dominant in state-owned enterprises (SOEs) compared to other type of enterprises. In 

addition, Nguyen and Giang (2015) investigated the related ownership concentration and 

firm’s performance in 34 construction and material construction firms on HOSE, HNX and 
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UPCOM. In terms of econometrics, POLS and FE used to estimate this relationship. Two 

proxies for firm’s performance: price over earning per share (P/E) and ROA (return on assets) 

are employed. The result showed that concentration ownership has no impact on ROA which 

represents historical performance, but negative impact on P/E. They argued that negative 

effect could come from expropriation of block-holder. Hoang, Nguyen and Hu (2016) 

explored the impact of ownership structure which includes managerial ownership and firm’s 

performance of non-financial firms listed on HOSE in (2007 – 2015) period. System- GMM 

was also employed to eliminate the spurious relation. The cubic model included the lagged 

firm’s performance (in the period t-1), managerial ownership, its squares, its cubic, and some 

common firm’s attributes. The first element indicated past performance could impact on 

contemporaneous ones. The paper provided the evidence to confirm the non-monotonic 

relationship between the levels of managerial ownership to Tobin’s Q. Unsurprisingly; the 

result is consistent with previous studies and  N-shaped relation implied the positive effect on 

firm’s performance at the lower and higher managerial ownership, and at the reasonable level 

of managerial ownership, negative effect on firm’s performance was found. 

3. Research Methodology 

To answer the objective questions, three parts of analysis are implemented. In the first 

part, investigation of the determinants of optimal level of managerial ownership was 

implemented, and tested whether the actual level moving toward the optimal level or not. The 

second part is explanatory elements of selling and purchasing stock of related parties and 

managers’ decision are investigated by using Probit regression. The last part exhibits the 

relationship between change in managerial ownership and change in firm’s performance.  

3.1. The determinants of optimal managerial ownership level  

The model exploited by Himmelberg, Hubbard, and Palia (1999) which was widely 

recognized and approved by the vast number of scholars. 

The general model in order to estimate the managerial ownership level should be. 

   (1) 

 

Managerial ownership (MO) level is the percentage of share held by the board of 

directors in two terms direct and indirect ownership. All of firms listed on HOSE are 
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classified into nineteen industries, so eighteen dummies variables are utilized to show the 

differences among industries. 

3.2. The movement of actual managerial ownership 

Thanks to the estimated optimal level suggested by Himmelberg, Hubbard, and Palia 

(1999) and the actual level managerial ownership, we can calculate the gap (deficit or 

surplus) between these levels. The OLS regression can give more evidence to answer the 

question as to whether managers adjust their ownership toward the optimal level or not and 

speed of adjustment which also recommended by Mc Connell, Servas and Lins (2008). 

So, the simple OLS regression: 

     (2) 

where:  

 MOi,t and MOi, t-1 are managerial ownership level in firm i at year t and year t-1; 

 MO
*
i,t is the estimated (optimal) managerial ownership of firm i in the year t;  

 α is the adjustment coefficient.  

This coefficient ranges from 0 to 1 if the managers sell and buy stock themselves or 

their related parties to adjust the actual managerial ownership level toward the optimal level. 

In the next part, we also investigate the characteristics of firms experiencing the increase or 

decrease in managerial ownership level 

3.3. The explanation of the large change in managerial ownership 

Fahlenbrach and Stulz (2009) found that the change in firm characteristics generated 

the change in managerial ownership level. So, Probit regression is used to calculate the 

likelihood of the large change in managerial ownership has driven by the change in firm’s 

characteristics and the return of specific firm, industry, and the entire market. The liquidity of 

stock market represented by the change in turnover of the Vn-Index also included in the 

regression. 

 

 

   (3) 
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3.4. The dynamic relationship between managerial ownership and firm’s 

performance 

Fahlenbrach and Stulz (2009) constructed the model which focused on the change in 

managerial ownership and firm’s performance. In emerging market, they claimed that the 

information of change of managerial ownership in year t-1 will be absorbed by investors in 

year t. Then, investors assessed this information and reflected in Tobin’s Q in year t. In 

previous studies, managerial ownership treated as endogenous variable. However, they 

approved the actual change in managerial ownership is exogenous against change in firm’s 

performance (Fahlenbrach & Stulz, 2009). One of another advantages focusing on the change 

instead of level of these variables would be that we can explain the root of this change. PER 

denotes for firm’s performance. 

 

 

                              (4) 

Table 1  The variables are used in these regressions 

Variable Definition  Measurement 

Inc.MO/ Dec.MO Increase in MO/ Decrease in 

MO 

 Binary value which is equal 1 if the MO level increase 

(or decrease) otherwise 0. 

MOt-1 Managerial ownership  

 

 RDTAi,t Change in (R&D/TA) ratio  

 

DIVI/ DIVT  Dividend initiation/ 

Dividend termination 

 The dummy variable which is equal 1 if firm starts 

(stops) dividend otherwise zero. 

ln(TA)i,t Change in firm size  
 

 CAPEXTAi,t Capital expenditure  

 

 YSi,t Change in free cash flow  

 

 KTAi,t Change in the ratio tangible 

assets 

 

 

 BLi,t Change in book leverage  

 

 SIGMAi,t Change in idiosyncratic risk  
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Source: Author’s summary.  

Data includes 1593 observations from 286 listed firms on HOSE from 2010 to 2015 

are collected. These firms are classified into 19 industries:  real estate; rubber, information 

technology, oil and gas; tourism; building and materials; construction; health and chemistry; 

education; mining and quarrying of mineral; energy and electricity; plastic packing; 

manufacturing business; sea-food; transportation and warehousing; steel; food and nurture; 

commerce; and other industry. The data is collected via the financial report of firms and the 

traded information. 

4. Empirical evidences 

From Table 2, the average level of managerial ownership for all observations about 

18.4 percent which is slightly lower than US firms, approximately 22.4 percent (Fahlenbrach 

& Stulz, 2009). It is significantly higher than average MO of British firms, about 16.7 percent 

(Faccio & Lasfer, 1999) and average managerial ownership of China’s Civilian-run firms, 

about 9.31 percent (Ruan, Tian, & Ma, 2011). In this paper, one percent designated as 

threshold for large change because according to Article 15 of regulation of disclosure 

information in HOSE issued with Decision No 7/2013 QĐ- SGD HCM, insiders need to 

disclosure their expected volume and result of transactions. In addition, in Article 13, 

regulation of large shareholders determined when transaction change at least one percent and 

ownership rate reached almost five percent, the information of trading have to be announced. 

 

 

where: SIGMA is standard deviation from residuals of 

the CAPM regression of daily return of specific firm. 

SRi,t Stock return  The return of specific stock calculated from annualized 

daily return. 

  

IRi,t Industry return  Calculated from simply average annualized daily data 

each firm in industry. 

MRi,t Market return  The concurrent return of Vn- Index calculated from 

annualized average daily data. 

 TUt 

 

Change in turnover Vn- 

Index 

  , where: 
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Table 2 Summary statistics: the firm’s characteristics of 286 firms listed on HOSE   

from 2010 to 2015. 

Variable Obs Mean Std. Dev. Min Max 

Firm’s performance (PER) 

ROA 1593 0.061 0.087 -0.746 0.776 

Tobin’s Q 1593 1.087 0.616 0.349 7.466 

The financial factors 

RDTA 1593 0.047 0.071 -0.002 0.638 

CAPEXTA 1593 0.044 0.102 -1.275 0.849 

YS 1593 0.118 0.797 -14.329 13.907 

BL 1593 0.482 0.220 0.001 0.980 

KTA 1593 0.197 0.198 0.000 0.962 

SIGMA 1593 0.011 0.005 0.000 0.149 

Ln(S) 1593 27.276 1.445 21.266 31.927 

Managerial ownership level 

MO 1593 0.183 0.222 0.000 0.997 

Return and market condition 

SR  1593 0.003 0.214 -0.632 1.610 

IR 1593 0.002 0.132 -0.501 0.373 

MR 1593 0.012 0.076 -0.382 0.202 

TU 1593 0.220 0.118 0.011 0.397 

Source: Author’s analysis. 

4.1.     The determinants of managerial ownership 

 There is nonlinearities relationship (U-shaped in column 3 and 4) between firm size 

and optimal managerial ownership level. It implies that larger firm can enjoy the economies 

scales of monitoring cost or agency cost. However, the larger firm also would be complicated 

in operation and complex structure organization which results in increasing these costs. The 

result was advocated by the argument of Himmelberg, Hubbard, and Palia (1999); Do and 

Wu (2014).  

Next, when we consider R&D expenditure, two proxies which are ratio of R&D 

expenditure to total assets (RDTA) and dummy variable (RDUM) are utilized. RDUM 

includes in the regression to capture all of observations even firms did not separate and report 

R&D expenditure in order to get larger and unbiased sample size. The significantly positive 

coefficient of RDTA indicates the firm in favor of R&D expenditure which leads to the 

 An Thi Thanh Nguyen, Int.Eco. Res,2017,V8 i5,23 - 40 ISSN:2229-6158

IJER – SEPTEMBER – OCTOBER   2017 
available online @ www.ijeronline.com 

31



higher managerial ownership level. In terms of scope for discretionary spending, Gertler and 

Hubbard (1988) stated that higher ratio R&D expenditure indicated the important role of 

 “soft capital -technology”, which could cause more vulnerable managerial discretion. 

 

Table 3  The determinants of managerial ownership level. 

Notes: This table reports result of estimation the optimal level of managerial ownership with the dependent 

variable being the proportion of share held by board of directors. The regression including year-fixed and 

industry-fixed also presented. Robust standard error conducted to obtain the efficient estimators. Standard errors 

are in parentheses. The coefficient of years and industry dummies are not reported. The ***, **, and * mark for 

1%, 5%, and 10% level of significance. 

 (1) (2) (3) (4) 

VARIABLE YEAR DUMMY INDUSTRY DUMMY FE FE ROBUST 

Ln(S) 0.212** 0.324*** -0.936*** -0.936*** 

 (0.083) (0.085) (0.282) (0.348) 

Ln(S)
2 

-0.004** -0.006*** 0.018*** 0.018*** 

 (0.002) (0.002) (0.005) (0.008) 

KTA -0.011 -0.051 0.135 0.135 

 (0.078) (0.082) (0.255) (0.246) 

KTA
2 

-0.003 0.043 -0.149 -0.149 

 (0.103) (0.107) (0.340) (0.271) 

SIGMA -0.036 0.045 -0.056 -0.056** 

 (0.030) (0.030) (0.086) (0.028) 

YS 0.170* -0.095 0.048 0.048 

 (0.095) (0.096) (0.319) (0.156) 

RDTA 0.010* 0.012** -0.028 -0.028 

 (0.005) (0.006) (0.017) (0.013) 

RDUM 0.005 -0.005 0.049 0.0485 

 (0.034) (0.036) (0.105) (0.077) 

CAPEXTA 1.700** 1.565** -2.073 -2.073 

 (0.699) (0.722) (2.105) (1.607) 

Constant -2.671** -4.089*** 11.740*** 11.740*** 

 (1.116) (1.147) (3.761) (4.466) 

Observations 1593 1593 1593 1593 

Prob > F 0.000 0.055 0.009 0.020 

R-square 0.124 0.148 0.035 0.035 

Source: Author’s analysis 
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4.2.  The movement of actual managerial ownership  

The determinants of managerial ownership would use to estimate the optimal MO 

level in each case. Then, the gap (deficit or surplus) of actual managerial ownership and the 

optimal level is calculated. This paper investigates the movement of managerial ownership 

level toward the optimal level which based on the result of estimation in table 3. The agency 

theory advocated for constructing the optimal level of managerial ownership and the 

movement toward optimal level. 

Table 4 The movement actual managerial ownership level toward to optimal 

level. 

Notes: the gaps (surplus/ deficit) calculated from the different between actual levels and optimal MO levels. The 

optimal MO obtained from 3 different estimations: (1) fixed effect with robust standard error, (2) regression 

with controlling year dummies, (3) regression with controlling industry dummies. The actual changes are the 

variation of percentage of shares held by all managers in this year. Standard errors are in parentheses. The ***, 

**, and * mark for 1%, 5%, and 10%-level of significance. 

 

 

 

 

 

 

 

Source: Author’s analysis 

 

The idea to test the movement of actual managerial ownership comes from the 

research of McConnella, Servaes, and Lins (2008) since they argued that managers or 

insiders traded stock against changing firm’s characteristics. As such, regressions the actual 

change against the gap are implemented, and all coefficients in 3 regressions are not 

significantly positive at one-percent level. The result rejects the hypothesis that the 

managerial ownership adjusts to optimal level of ownership. Cheung and Wei (2006) 

investigated the difference of optimal and observed level of managerial ownership and their 

explanation was the survivals of ownership adjustment cost. 

VARIABLE (1) (2) (3) 

Actual change -0.023** 0.112* -0.014 

 (0.009) (0.055) (0.011) 

Constant -0.007  *** -0.0103*** -0.008*** 

 (0.002) (0.002) (0.002) 

Observations 1356 1356 1356 

Number of id 286 286 286 

F- test (p-value) 0.011 0.043 0.081 
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4.3. The explanation of the large change (decrease or increase) 

The table 5 represents the marginal effect at the average of Probit regression. The 

dependent variable of column (1) and (2) are large increase (increasing at least one percent) 

while the dependent ones of two last columns are large decrease (decreasing at least one 

percent). The significantly positive coefficients of lagged managerial ownership in column 

(1) and (2) implied that the firms have higher managerial ownership probably would 

experience an increase which also provides further evidence that actual MO level has not 

adjust toward the optimal level. In addition, column (3) and (4), the significantly positive 

coefficients of change in total assets indicate that growing firms likely surfer the reduction in 

managerial ownership because the manager’s properties is insufficient or businesses can 

access to lower capital cost of capital than managerial ownership. 

A considerable point is that the return also impacts on managers’ decision in 

purchasing and selling stocks. There are three levels of profitability ratio are return of stock 

itself, return of industry and the whole market. Surprisingly, managers tend to increase the 

rate of their ownership when industry has a better performance even though the whole market 

goes down and vice versa.  

Table 5  Large change in managerial ownership against change in firm’s 

attributes and market condition. 

Notes: the Probit regression with random effects (RE) and population-averaged (PA) are presented. Column (1) 

and (2) of regression with dependent variables are large increase; dependent variables of regression in column 

(3) and (4) are large decrease. 

 (1) (2) (3) (4) 

VARIABLE LARGE INCREASE 

RE 

LARGE INCREASE 

PA 

LARGE DROP 

RE 

LARGE DROP 

PA 

MOt-1 2.009*** 1.902*** 0.260 0.246 

RDTAt -1.116 -1.045 -3.240** -3.060** 

RDUMt 0.275* 0.261* 0.006 0.010 

DIVTt -0.026 -0.022 0.043 0.044 

DIVIt 0.056 0.0501 -0.045 -0.043 

ln(TA)t 0.040 0.033 1.262*** 1.215*** 

CAPEXTAt -0.535 -0.474 -0.211 -0.204 

YSt 0.155 0.135 -0.023 -0.021 

KTAt 0.684 0.615 0.257 0.247 
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BLt 0.316 0.303 -0.817 -0.788 

SIGMAt 5.750 5.395 -4.076 -3.994 

SRt -0.179 -0.191 0.222 0.211 

IRt 1.265* 1.220* -1.202** -1.141** 

MRt  -2.153* -2.028* 2.074* 1.979* 

SRt-1 0.020 0.002 0.381 0.363 

IRt-1 -1.421* -1.317* -0.623 -0.587 

MRt-1 -1.105 -1.060 1.571* 1.484* 

TUt -0.421 -0.417 -0.728 -0.702 

Constant -1.536*** -1.457*** -0.509*** -0.489*** 

Observations 1291 1291 1291 1291 

Number of id 286 286 286 286 

Source: Author’s analysis. 

4.4. Dynamics relationship of managerial ownership and firm’s performance. 

Firm’s performance: accounting-based measurement 

In general, no evidence of lagged change in managerial ownership impacting on ROA 

was found. While separating sample into positive and negative change, the lagged change in 

managerial ownership neither impacts on ROA in two mentioned groups. Firm’s performance 

in terms of accounting aspect is not affected directly by the change in ownership structure. 

 

Table 6 The effect of lagged change in managerial ownership (MO) on change 

in firm’s performance in terms of accounting-based measurement. 

Notes: the short version of model:  ROAi,t = α + β  MO i, t-1 + γ  X i, t-1. 

This table reports results of the relationship between lagged change in MO and change in ROA. The market 

condition also includes lagged change in return of specific stock and the change in market liquidity (Turnover 

Vn-Index). The (1) and (2) regression are all changes. The column (3) and (4) decompose the changes into 

positive change and negative change group. The two last columns (5) and (6) focused on large change with 

threshold being one percent. Standard errors are not presented. The ***, **, and * mark for 1%, 5%, and 10% 

level of significance. 
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Source: Author’s analysis.  

Firm’s performance: market-based measurement. 

Generally, in column (1) and (2), the lagged change of managerial ownership in 

previous period provided negative effect on Tobin’s Q even after controlling lagged specific 

return. Specifically, the negative coefficient (β approximately equals to -0.36) implies that an 

increase in managerial ownership reduces the investor's assessment of enterprise value. To 

understand deeply about the impact of the change in managerial ownership on the change in 

firm’s performance, all samples are separated into positive change, no change and negative 

change group. The regression results are presented in column (3) and (4) which the latter is 

controlled by market condition. The positive coefficients of negative change (managerial 

ownership reduction) help us confirm that the decrease in managerial ownership in previous 

year caused the increase in concurrent Tobin’s Q. It could be explained that the reduction of 

 (1) (2) (3) (4) (5) (6) 

VARIABLE       

All lag change in MO  -0.030 -0.027     

Positive change in MO     -0.014 -0.016   

Negative change in MO    -0.012 -0.014   

Large increase     -0.002 -0.001 

Large decrease     0.007 0.008 

ln(TA)t-1 0.181 0.211 0.186 0.224* 0.172 0.208 

( ln(TA)t-1)
2 -0.015*** -0.016*** -0.015*** -0.016*** -0.014*** -0.015*** 

t-1 -0.041 -0.038 -0.043 -0.037 -0.039 -0.034 

SIGMAt-1 -0.227 -0.228 -0.238 -0.239 -0.231 -0.233 

YSt-1 -0.002 -0.002 -0.003 -0.002 -0.002 -0.001 

RDTAt-1 -0.016 0.002 -0.025 -0.003 -0.0196 0.001 

RDUMt-1 0.043* 0.040* 0.042* 0.039* 0.0423* 0.041* 

CAPEXTAt-1 0.019 0.017 0.020 0.017 0.018 0.015 

TUt  0.031**  0.033**  0.033** 

SRt-1   -0.032***  -0.033***  -0.032*** 

Constant -0.037* -0.034 -0.024 -0.020 -0.039* -0.037* 

Observations 1301 1301 1301 1301 1301 1301 

Number of id 285 285 285 285 285 285 

R- square (within) 0.060 0.070 0.073 0.069 0.076 0.058 

Hausman test (p-value) 0.067 0.029 0.066 0.003 0.050 0.050 
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managerial ownership would convey to outside investors about the better quality of 

enterprise. Since outside investors may infer that businesses can access external capital 

resources more easily, and the space for the board of directors conduct detrimental decision 

to minority shareholders would be narrowed down. 

Table 7 The effect of lagged change in managerial ownership (MO) on firm’s 

performance in terms of market-based measurement. 

Notes: the short version of model:  Tobin’s Qi,t = α + β  MO i, t-1 + γ  X i, t-1. 

The (1) and (2) regression are all changes. The column (3) and (4) decompose the changes into positive change 

and negative change group. The two last columns (5) and (6) focused on large change with threshold being 1 

percent. Hausman test carried out to decide random effect and fixed effect is more appropriate Standard errors 

are not presented. The ***, **, and * mark for 1%, 5%, and 10% level of significance. 

 

 

Source: Author’s analysis 

 (1) (2) (3) (4) (5) (6) 

VARIABLE       

All lag change in MO  -0.359*** -0.364***     

Positive change in MO     0.068* 0.067*   

Negative change in MO    0.117*** 0.118***   

Large increase     -0.017 -0.019 

Large decrease     0.056** 0.057** 

ln(TA)t-1 0.070 0.181 0.057 0.170 -0.002 0.111 

( ln(TA)t-1)
2 -0.015 -0.017 -0.014 -0.016 -0.013 -0.015 

t-1 -0.359 -0.357 -0.375 -0.372 -0.359 -0.356 

SIGMAt-1 -2.298 -2.447 -2.228 -2.378 -2.295 -2.438 

YSt-1 -0.082 -0.088 -0.095 -0.101 -0.085 -0.091 

RDTAt-1 -1.158*** -1.072*** -1.067*** -0.981** -1.195*** -1.106*** 

RDUMt-1 0.027 0.026 0.021 0.021 0.025 0.025 

CAPEXTAt-1 0.253 0.264 0.285 0.295 0.256 0.266 

TUt  0.028  0.027  0.033 

SRt-1   -0.137**  -0.140**  -0.138** 

Constant -0.006 -0.009 -0.088** -0.092** -0.017 -0.020 

Observations 1,301 1,301 1,301 1,301 1,301 1,301 

Number of id 285 285 285 285 285 285 

R- square (within) 0.020 0.025 0.022 0.040 0.022 0.037 

Hausman test (p-value) 0.812 0.3428 0.853 0.440 0.851 0.336 
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Moreover, column (5) and (6) focus on the large change with the threshold of change 

being 1 percent (instead of 2.5 percent in Fahlenbrach and Stulz’s study). On average of the 

large negative change in managerial ownership is about 6.56 percent, so a reduction in MO 

induces an increase of 0.367 in Tobin’s Q. So, the elasticity of Tobin’s Q against reduction of 

managerial ownership is less than 1. All of coefficients of positive change are insignificant, 

so an increase managerial ownership do not affect the change in Tobin’s Q. Regression 

results also show that firms with higher ratio soft investment will be underestimated by the 

public because an increase in investment of research and development would be synonymous 

with higher risk managerial discretion.  

5. Conclusion 

Firstly, firm’s size, and transparency in capital expenditure would impact to the 

optimal managerial ownership level. Next, actual managerial ownership rate does not adjust 

towards the optimal ownership level which supported by agency problem. Furthermore, 

managers properly sell stocks when the entire market performed well in previous years, or 

firms became mature. Finally, the reduction of managerial ownership level results in an 

increase in firm’s performance (in terms market-based measurement). However, the increase 

in lagged managerial ownership provides insignificant effect on firm’s performance.  

Some policy implications for business are withdrawn during the process of operating 

business. Managers should be more diversified their portfolio by reduced their ownership in 

the case firms became mature since their bonding motive reduces and their ability are widely 

recognized. Firms also should provide more transparent information of their soft investment 

and update the latest reports of the financial institutions, and following strictly management 

mechanism. In addition, the financial market in Vietnam has not fully developed. Therefore, 

the transparency of information in a timely manner impacts significantly on investor’s 

decision. As such, the governments and the relevant authorities should enact the guidance 

which requires businesses notify transparently financial information and disclosure of the 

percentage of managerial ownership and insider transactions.  

The relationship between managerial ownership and firm’s performance should be 

conducted on various aspects of firm’s performance such as profitability, market value, grow, 

and the risk of bankruptcy. Requirement of a new theory to explain the relationship between 

managerial ownership and firm’s performance in the relation of firm lifecycle, as well as 
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illumines the reason why the rate of managerial ownership dispersed to the optimal level and 

the determinants of adjusting portfolio costs. 
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