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1996). Founh, debt could be used as a powerfll tool to prcvent managers frorh the pursuit ofobjectives

ofter than those ofthe own€c (Li and Siderly, 1995). Finally, concentrated shareholding by block

holden or by holding compani€s has the potential to reduc€ agency problem as it promotes the monitoring

ofrnanagen by such block holdeE or holding conpanies (Agrawal and Knoeber 1996)-

There may appear to be no dispute on the ability of these mechanisms to help resolve the agency

problem. Empirical evidence, though, reveals disparate findings- In very broad terms, the evidence

seems to produce two opposing conclusions. For one, there is evidence suggesting that these

mochanisms help in significantways to imFovefirm performaDce [Denis and Sarin, 1999; A$awaland

Knoeber, 1996: Mcconnell and Servaes, 1990; Hudson et al, 199; M6rck et al, 1988; Mat-Nor, I 999;

Hinmelberg et al, 19991; for another, there is evidenc€ suggesting no such relationship I Him elberg et

al, 1999; Densets and Lehn, 1985; Yeboah-Duah, 1993 and R€nneboog, 20001.

The differences in reported evidence can be explained partly by difr€rences in methodology- Some

researchers have used reduced form equations while others have undertaken a simultaneous equation

approach. There is even disagleement related to the d;rection ofcausality, with sone researchers using

performance as the dep€ndent variable and others considering il as a causal factor explaining ownership

concentdtion. This paper does not attempl to resolve this conboversy; il only aims to produce ftesh

evidence on the relation between firm performance and board ownership ofMalaysian firms.

Civen that corporate govemance mechzmisms may serve to lighten the conflict of interest between

managers and sharehold€m, the results ofthis sludy using a padcular intemal govemance mechzmism

ofboard ownership, would be us€tuI for it would iodicate iftherc is an associarion to firm value or ro

actions that benefit shareholders. The rcsults thus also would assist in providing insights for prcscriptio

ofsound measurcs ofcoryordte govemance in Malaysia.

To achieve this aim, the paper is thus stnrcored as follows: Section one provides the introductiotr,

Section two rcviews th€ lite|alure, the third detailing rlrc merhodolo$/, the fourth presenting the resulB

and tbe fiftb providing a concluding remark.

LITERATIJREREVIEW
Financial econom ists have lonc r€alized the tendencv for toD executive officers offirms to act in

that are not consruent with the intercsts ofshaEholders. AtlemDts to resolve what came to be

-t 
_!S

dS-n

dSirrl

lle lhera!

-ll 
prol

Eritorint

P.srseEr

Btitor, t

isrns in:

E|ager\
lb.e of tl

lLnalin
Eg€mr
Or4 vh
h.dl

-3astlEdift

ler

d)

-
F



&uoo6 pue s.F3?ueu 3qu!oJrod{le^{ roJ sr3adsold lueru,{oldrut rqguq eres. 01 spual l.lr?u lnoqel

er{I srolper.sqr{qsroSeueuJogq.rcIuouerosaseoj.ulSuI.uBouroo'acueuroJsde.ustluoos

pu€ sloSsueruJo SuFo{uour es"orcul uBc dlq$.urtro reploq )|3olq ro puoqn$sul lorluo. eProdloc .roj

plr?ur oql PrrE :plr€ut $oqel plleSDueru eql :r(tnod nap :$opar|p apqnoJo asn :sreploq )|]olq earel

pue 'suolnu$ul '$splslllJo siuploq.reqs :srusluBtl.ow qrns ue^os .Lplsuo. feqJ uretqord 
^3u.Be

oql qI^\ 3urrcop roJ olq?Irc € stu$ueqteui Jo e8lrel repr^r B $ep|suor (9661 ) reqeou) ple le,,!{PlBV

Jo lro^1 e(o 'q Eeser snor^ard eTlun .3ueule oS etsrodrotJo ulEll3r slql uo qcjeaseljo llluo+

aqr Supuedxe Iq (166t) qceqsFdt pss uqeuueH Jo +IoM eqr Pu4xe (9661) leqaou) pue l?^ter8v

'drq$ou^{oJosta .t qSrq

le slFJ uoql pue drqseu roJo qa^.I,r|ol le dq$ao^|o ql^lsas|l !b s.uqol r(q Pdns?aru 'a.usuuold

erHodror rsqr flnI oq r r(0661) see^.Ias PUe auuoSoNpue(886I)p1e].roy{Jossoqtqll^1eur|u!5rt

q.€qsrol\ puP ulPuueH rq p.ualqo qnser eql raryur saop prPoq eqrJo uolrlsoouro. oql 'spro^{ le$o

ur ie^qclds.pd DpEorq e uo4 pouturDxa aq Nntu sPr?oq @ql ltou 
^aql 

apq.p.ql ol uorsueurp aaut

pp? (166t) qceqste^r puB ulsuteH IIIse,rr s.roploqerqs ol enF^ SuIPPeJo elor lqr,tuld ol sro.ae@n

o8Dftocue uolpmdor roJ urstuoc pue sonsserd p)|Jeur lDqr rno paulod oq,t1 '(€86 t ) uasuet pue eureJ

lo pu€ :lueuro?eueru Jo{uour ol Alllqlsuods.l ieql u ernll J .sPeoqJo stutPr^e Puodar oqM (t861)

uunc Jo $Fo^l rollpo aql eI. $oqrne eql uelqord ,{tue3? aql ssaippe o} dltq saoP rueua8eue!

ern ro{uou ol srope4P Jo osn aq} Ieqleq l saltun s! rl leqr orou (166I) qcDqslem pue urleulltH

'$eploqarEqs eqr lo osdl

rllr^r\ luoru?uotu eq iBu leul stsde$l ensmd ol $e8Euslrl roJ {ruepuer aqr sePaia l?ql pue \l.Esut
roluoru ol troltce lglelqlun € 8ln)Pr uog laploq3leqs r(II? $ue^ed leB urolqold '|epu_et{ " ur s{tEa

sqt sroploqe4qs leqlo ol 16^0 lltds ol BI4Pu6l 'ptzlFurslor 
^llru 

pu ere qgeusq eql rnq .loll

oW,{q,qeplduror suioq'leur4u ele Su olluourJo stso..W (sPo rr3tBo ul _G86I 'uqo'l pue

sraploqe$qs reqp ol r3 o IIds plno,tr tPI+ srB3uaq ale.lt Plnom os Sutop s? sreS?uru aql gu!

lo Nor et" |Jd eql lsoq ol Sullllra eq Aeu uelo Jo suou put ttu|J aql Jo sar?qs Jo uoluo.lo.rcl

,&o^ u^ao $aploqrsqs $oI ur.lqo.Id qqrJo eoueNlsed eql loj lowu?ldx. u? srs333ns rnlslarll

1966t'l5qaoq pus

Io4uoc epm&oc roJlo)ttPut pue le+Eurmoqq Pue8ursul'srooelp ePFrnojo tsn:(S66 | ',{lleulrs

r.I) ($a8?uerrt ot elqqrc^e spurg,{lPuoqal.slp,,Jo1unoute eqrlltuq orrqeP Sulseei.ur :(666 | 'rlues

sruec) Surploqo.rBqs rcpeqp Suseel.ul :sEslusq3aurJo lequinu e papnlou! ..ut lqord {cue8?., rq

D.E&'F 4r nr Mtnd dt!:I PUY dt'FLzno

pepreSei eq 01 aure

MeM u lca 01 sru.Iu

qlnsor atll Surluesal

'uolanpo4ur oB sa

uotrducserd JoJ qq8

ol ro anle^ uug (4 u

ulsrugqcsrrr oau?ula

uea^geq $erqu! Jo

'su,lg uet9

rJsa+ aanpold ol sutr

drqsreu.,no SururDldxi

Sursn sreqcJ?.sa,r eu.r

uo|l?nD0 sno0uqlnur

.ruos f'oloPoqFur

FBj3qlo$turH I drqsl

5661 roN-rey{ :8851

P{rs l"^{3r3v :666 I ,.n

c6eql r"ql SullsoSBn

6uepr^o oqt {suual p
/bua8e ar0 e^losd dl

'(966r'.

fuiolluotu er0 sEouol

Flq ,{q Surploqersqs

s]\rpetqoJo tm$nd ar

gtd*Fa dlqtolttPx 141 tt<) 
'xzt4t1& xuInN6 tot ^48d 

1



4 capild tta*rr Rriea vDI I N. t & 2,2001

employment outlook for pooi p€rforming ones- Thus, the market tends to encourage managers to

"attend to their reputation" [Agmwal and Knoeber (1996)]. Corporate takeover is another factor that

tends to deal with the agency probl€m because such corPorate contol activities lead to the displacement

ofmanagers.

Agrawal and Knoeber's findings suggest a significant relationship between firm performance and each

of imider shareholdings, oulside directors, debt, and corpomte control activity. Their results also show

that the effect ofinsider shareholdings disappears when all oflhe mechanisns are included in a single

OLS regession, and that the effect ofdebt and corporate control activity also disappears when estimations

are made in a simultaneous systems fi"mework. Re.€ntly, Renneboog (2000) has undertak€n a study of

firms listed on th€ Brussels Stock Exchange to examine the mechanisms suggested by Agrawal and

Knoeber as helping to reduce the agency problem. Renneboog's findings suggest a panial market fff
control, and point to a little relation between ownership concentraiion by institutions and holding

companies, and disciplining. His work, however, shows that performance is significantly relared to

leverage and directorshareholding.

From the preceding rcview, it is evident that despite the volum€ oftheoretical and empirical wott,

available evidence suggests that research on the developed stock markets has so fnr produced D
consensus on the effect ofexecutive stock ownership on firm Performance. By the same token, mixd

evidence has been reponed for the emerging stock markets such as the Kuala Lumpur Stock ExchanlD

(KLSE). Yeboah-Duah ( 1993) studied a sample ofz1 0 Malaysian firms for the period I 984 to l99l

investigate th€ relationship between executive stock o}'nership and firm perfonnance His

showed no significant diferenc€s in perfomanc€ between fifms with hiSh and thos€ with low,

Yeboah-Duah's study contrasts with that of Mal-Nor et al (1999). In a study of79 Malaysian

MarNor et. al. (1999) categoriz€n firms into three levels ofexecutive o*ne$hip: 0-5%; 5-250lo and

They repoa€d a non linear relation betwe€n ownership and p€rformance. For own€rship levels

the syo-2syorange, anegative relationship wrs found. This contrasts with the positive

reported for the oth€r two ownersbip categories. The authors atFibuted the positive relationship

discipline ofmanagerial labour market market for corPomte contol, zmd coNergence of interest
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As mentioned earlier, the first aspe$t ofthe methodology is coocemed with examioiog the relationshiP

betw€en ownership on the one hand, and size oflhe firm and instability in its environment on the oth€r-

To t€st the relationsb ip, the following equation is estimaled:

tfrgdlr|
aHilir'

-dof
&hE

rowNE&

t owNE&

LTO\E&

LPROFIT,

LTASSET/

I-SDTOVE&

LSDPROFTT,

LSDTASSET,

p,

SEE,

= P0+ F,LTOVE& + oIPROFIT, + pTLTASSET,+ p.LSDTOVE&

p,LSDPROFTT, + pTLSDTASSEI + pSEE+ e 0)

= LN(OWNER{ 100-owNER) Where owner is percentage ofshares held by

directors oflim t in 1997

= Natural log of average tumover offirm t over the six-year period ( 1992-97)

= Natural log of average net profit offirm t over the six-year period ( 1992-97)

= Natuml log ofavemge total assets offirm t over the six'year period ( I 992-97)

= Natural log ofstandard deviation oftumover offirm t ov€r the sample perioc

1992-97.

= Natural log ofstandard deviation ofnet pmfit of firm t over the sample

t992-91.

= Natural log ofstandard deviation oftotal asset offirm r over the sampl€

1992-97_

rF

Param€ters to be estimated

Random erlot assumed to be white noise

Standard Error ofthe Frtimat€ for firm t obtained by fitting the market modd

(explained below) using monthly retum data for the six-year sample p€riod.

The market model is given by:

R,,=a,+P,R^

q = retum on securityj in time i, measured as Ln(P, /?,-, ), where P, is the stock

on the last trading day of month t.

retum on the KLSE composite index in time t meosured as Ln(Cl,/CI, ,),

CI, is value oflhe KLSE composite index on the last trading day ofmonth t
Pammeters to be estimated

The "enor" lefm assumed to have zerc mean and to be independent of R--



ugNtolo sonp^ polenh eqr Sutts! {q Peulsrqo 
{uu4 .Iupenb €

uo EIIrse pouu.P se

'uo rertl?i peugep sE I ouu rol O s,urqol

rl

OSXgl.Irl\o

u3N/do

o

A]

c$
CI'I

^Jnaa

l3SSv/A = O

'"'u Jo ruepuadepr

'1 qruourJo 
^?p 

Aml

srorta'(t'rCltJ)q s1

arud lrols 0rB sr d al! (Z)'rr+'OSusNlrLOd+!gN,^AO'd+'d:'O

'a.ueruroJad pu? dlllsrau,f o uoe q.q dlqsuo4Elar aql lsal or Pesn s! uoq?nbe Suraolloj eql

{.o$ pero]erd alqqe^uor pue rlop qqlla^uocJo enp^ loog

'(966t) reqoou) pus IE^rgl3V {q posn b s.urqofJo uorsle^ polJlpolu E sesn reded $ql'suolrqlull

?lep ot enc o.u?uuoj.Ied]o ornsPeur Paseq plrEru ? 'b s.ulqoJ 
^q 

peinsEaul ss 'a.ueumjlad uuu pu!

drqsj3u^lo u.oqaq dlgsuolpler aql q{r\ pauD.uoc s! .rodEd sl|'Iljo ,{aolopoqpu ,tIUo PodsE Puo'es aql_

dlq$au^ro itPrsut Jo asr

aql roj peou etp.rerarS eql ecueq Pus $oSeuEu rolluour ot s! lr {nrl;glp olou eQ lueuruo{^ua 3ql l.rsr(|

eql lsnql ersqs ls$eul rc ,{3otouq34 m se8ueqt ss q3ns $olcPj.loqpjo l?tll uro+ a.uelr|joyed ul,j

ol ueueSlu€tuJo uoqnql.quot elll eploq olInJJlp l! stlPur stql r(lsno,uurFulls lsotule esEld a)F

saBueq. fueul lueuuo{^u. ,{slou E ul let$ en8l? s|o(nn" eql drqsrau^{o qu^r uo4?lai a^rrlsod ? r'rPai

uqo'I pu? a?sula(l luewuor!^ua s.uug eqr u atllqsFulJo s nseoulnojtqrJoqtEaroJsv-orqsrsorr5

prEoq Jo ru4xa er0 €llBurs oqt 'uxg erll laSlEI 3qr 'snql -sraprsur s? qrns dno6 ,(u? ,(q p5u^{o 3q 
^"r

l?ql so4qslo uoluodod oqr turr ol so^res stql '{rrnbaJo loluodord ur^!8 ejo $ot lqr !q8lq eql 'ui4t

ow re8rl eql snqued slErr5 leql uosEer uqe.l Pu? aasueo 3zis uxllJo sems?au aa4r eqllo qt?a p|.

dlqsleuao [ee^\leq uollelor a^Ds8eu e qse8Bns em$rerllsrueuu Nauuor!^ue s.u!$ lqtur 
^lrl'qelsult

ole lnoJ rssl 3qr ollq^{ ezls uultJo sarnsaur e'le t^oqB I uo'l?nb3 u' selqeuE^ lurPu.d.pur e5lql lsrlJ aql

stlrtotd ur Motaa Mu PUY d!$tzuao
u^t4t dltFuotpPa 

'u 
q) floP|t1

tqeP u!4-uorF Jo enp^ Ioo€

naP uorSuolJo onP loo8

frnh.Jo oq?^ plr?l,!

A3 + OJS + (l'l + Illno3

'Pouod aldues rerr{

l.polu 10{I3Lu orF 3u

(I,'

'uaAoJasll

bouodolduesoql€^a

!ou.d oldu?s aqt ra o

?orred eldu?s eql re a

U6-2661\ pou.d rya^

(16-266i pouad re

U6-2661) pokad n

^qpleqs 
?qsJo a3

_rrqp 0rg uo lueruuorr^u

+qsuorl€ler oqr Burururs

arzzPt oN6 tol1a.ltrv st4 lIl



l18
(arid Ma'tas R.i.|' /oI. e N. I & 2, 24ol

RESTJLTS

The results are presented under two headings: basic results concerning some size and ownership

chamcteristics ofsample firms;and infer€ntial results concemed with hypothesis testing.

Basic Results

Alfnal of 29 or 25.9yo of the I | 2 firms in the sample are from the indusrial sector,2s ot 223Vo fiotrr

trading, 22 or 19.6% from property, | 3 or I I .6% fiom the consum€. sector 9 or 8% fiom consruction, l0

or 8.9% from the plantation se.tor, and 2 or | .8% each ftom mining and hotel sectors. An exam ination of

the siz€ profi le ofthe sample firms reveals that a quarter ofthem recorded an avemge of less dran RM I t
m illion in tumover. with the second and th ird quartiles falling below RM298.5 million, and RM7023

million respectively. The coresponding figures for the profit measure ofsize are: RMl4.5 milliot\

RM44. I m illion and RM 107.6 million. Overthe six-y€ar penod ( | 9q2-97) 25 per cent ofthe firms had totl

assets averaging below RM37l.? million. The figrres for the second and third quartiles are RM807J

miltion and RMl.47 billion r€sp€ctively.

The firms in the samDle also exhibit€d wid€ variations in board ownership Board ownership of

sample firms averaged 28.7 per cent. A quarter ofthe firms had board ownership below 5% and a

had more than 46.9 per cent.

Inferential Results

The inf€rential results covertwo aspects. First, weexamine whether or ootownership is signi

related with some ofthe variables suggested by Demsetr and Lehn ( 1985). S€cond, we provide ev

on the extent to wh ich board ownership is related to performance, as measured by the Tobin's q

Ownefihip, rtm ske .,nd inslabilil|, in the ftrm's environrncnt

Some un ivariate tests were pedormed to prepare the stage for the estimation of Equation | .

coefficients are reported in Table L

a

t lcd

F

J1
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The estimated valu€ ot the adjusted R? is 0.252. which implies that 25.2 per cent ofthe variations ro

ownership can b€ explained jointly by the seven independent variables in the €quation- S€condly,

the F-statistic is found to be 6.06, which is si$ificant at the I per cent lev€|. Thus, the model is adequate.

Three ofthe seven independent variables are significant and with $e right signs. Two measures ofsize

(tumover and profit) are sign ificantly negatively related with ownership; and one measure of instability

in the firm's environment is significantly positively relakd with ownership. The results are consisEm

with those of DemseE and Lehn ( 1985) who suggest a negative relation between size and ownership htr

report a positive relation between olvnership and instability in the fiIm's envirunment. Th€ results |d

Table2 also indicate that despite the rath€r low levelof F, the problem ofmtllticollinearity is severq

given that the condition index is well beyond lhe threshold of 30. Researchem confronted with thc

multicouinearity problem havenomally resorred to one oftwo options: increasing the sample size, a
dropping some of the indep€ndent vadables. The first option was not adopted here due to dd
constraints; the second option was ther€fore adopted. In order to drop some of the independe!

variables we adopted the stepwise regression technique. The results obtained from the stepwi$

regression are pr€sent€d in Table3. Fcli I

d.

t

Tabl€ 3 : Pammeter Estimates of Equation I (Stepwise approach)

Independent Variable coeficient Estimates T-raaio

LTURNO\€R

LPROFIT

TSDTOVER

-t:t3

4.54

1.46

4.69**

4.49**

th€ grearer the level of instability in the firm's environment, the greater th€ amount of board

These findingsare intandem with those of Demsetz and Lehn(1985).

* S ignificant at 5 per cent level * * Significant al I per cent

F=12.6 sig. F=0.000 Adjust€d Rr {.249

The results reported in Table 3 bear som€ similarities with those ofTable 2. In both tables, the

variables tuln out to be significant and with the right signs. However, due to ahe removal of

multicollinearity problem, Table 2 reports a higher level ofcoefficient of detemination than does

3. Thus, at least for the sample Malaysian firms, it can be concluded that dre larger the size ofthe firm

measured by turnover and profio the smaller the Foponion ofshares owned by board ofd kectors;

f
t

-trbE
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periormance, tending to rise at early levels of board ownership and to fall at levels ofownership beyond

36.7%offirm'sequity.

The evidence thus provide support wirh the vast literaturc that as percentage of board ownership

increases (up to a certain level), the inter€st ofrhe board are more consistent with that ofthe shareholderi

that is to maximize sharehold€rs wealth. Howevet atier a certain lev€|, th€re are offs€fting cost of

significant board owoership. When a substantial fraction ofthe firm's equity is held by tbe boar4

entrenchment oljob position may then exist such lhat it may have contributed towards non-value

maximizing behavior.

The implication arising from the finding is thal firm owners att€mpting to ensure thal managers and

directors behave in ways that are performance-improviog may consider some dose ofboard ownership

but this srategy may well bacldire ifpuEued beyond a reasonable limir Despite the findiogs, it b
difficult to determine what the "reasonable" level is becaus€ some finance scholars such as Hermalir

and Weisbach ( I 99 I ) have suggesled that diferent indusui€s may exhibit different pattems ofrelationshi

beh.veen insider owne6hioand fi rm oerformancc.

A number of lim ildions have been noted to serve as a caution against exc€ssive reliance on the resuh

IIT

Ef.
ofthis study. First, the direction ofcausality is uoclear. Second, it is equally uncertain whether soc,
gains €ould be derived from tfie application of a simufhneous equation approach as opposed to d.
reduce-form equation approach ofthis study. Finally, the resulls provide no clue as to the validity oftb
claim made by Hermalin and Weisbach ( 1991) that different firms have different optimal levels of

oqnership. Funher research is therefore requked lo help r€solve the growing levels ofconnoversies i
this vital aspect of corpomte finance,
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