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ABSTRACT

Based on the agency theory (Jensen and Meckling, 1976), how managerial ownership
structure affects firm performance in Taiwan is explored in this study. Prior studies have
mostly focused on the financial performance measures and have never taken the composition
of managerial ownership into account. In this study, insiders (the broad definition of
management) have been classified into-executives, board members and large shareholders
according to a hierarchy of asymmetric, information. This study also examines the relation
between managerial ownership and firm performance from three perspectives, i.e. financial
measures (Tobin’s Q and return ©n assets), economic-measures (technical efficiency and total

factor productivity), and IPO survival.duration.

Panel data of Taiwanese listed firms from different industries are employed in this study,
and the electronics industry is closely examined in particular. It is observed that over the
study period the total insider holding ratio remains steady while the executive holding ratio
has increased significantly. As to the impact on firm performance, the results of total insider
ownership on performance measures are still mixed and contradictory. However, critical
resolutions are unveiled after managerial ownership is decomposed. Evidence shows that
executive ownership has positive and consistent influences on Tobin’s Q, ROA as well as IPO
survivability, and improves efficiency and productivity for the electronics industry. On the
other hand, board ownership might not contribute to firm performance at all. Implication is
that stock ownership of top officers in Taiwanese firms, especially for the high-tech sector,
should be encouraged to enhance overall firm performance.

Keywords: Agency Theory, Managerial Ownership, Firm Performance, Technical Efficiency,
Total Factor Productivity, Survival Analysis.
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Notations

Q : Tobin’s Q
ROA  © return on assets
ROE : return on equity
MVE : market value of equity
BVE : book value of equity
PS * market value of preferred stock
D © (current liabilities — current assets + book value of long-term debt)
TA : book value of total assets
f(x) : production function
X : input
Y output
Z firm characteristics
U ! non-negative.random variable associated with technical inefficiency
Vv i.i.d. normal random variable, independent of U
W random error, fellowing atruncated normal distribution
TE : technical efficiency
Y - variance ratio
TFP - total factor productivity
VAD : total value added
L : labor input
K : capital input
M : materials input
g(*) . the effect of firm characteristics on TFP
Ui : unobservable firm-specific random effect for firm i
S(t) : survival function
h(t) * hazard rate
F(t) : probability density function of survival
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RD
RDS
DEBT
SIZE
AGE
TIME
CS
SIZEO
AGEO

ACT
MKT
SIC
DUM;

INS
EXE
BOD
BIG

EXEP
BODP
BIGP

research & development (R&D) expenditure
R&D expenditure to sales ratio
debt to total assets ratio

firm size

firm age

time traded in months

binary variable for censored data
size of IPO

firm age at offering

initial return

IPO activity

market level

industry dummy:

year dummy

number of firms

number of time periods

total insider holding ratio
executive holding ratio

board holding ratio

blockholder holding ratio
executive-to-insider holding ratio
board-to-insider holding ratio

blockholder-to-insider holding ratio



