
World Applied Sciences Journal 27 (10): 1312-1317, 2013
ISSN 1818-4952
© IDOSI Publications, 2013
DOI: 10.5829/idosi.wasj.2013.27.10.853

Corresponding Author: Mehrdad karmozdi, Department of Accounting, University College of Rouzbahan, Sari, Iran.
  

1312

An Analysis of the Effect of Managerial Ownership on Financial Policies
and the Performance of Listed Companies in Tehran Stock Exchange

Mehrdad Karmozdi and Hadi Karmozdi1 2

Department of Accounting, University College of Rouzbahan, Sari, Iran1

Department of Management, Babol Branch, Islamic Azad University, Babol, Iran2

Abstract: A lot of scientific literature in the word analyzed the different benefits between owners and managers
in companies. This present essay is mainly aimed at analyzing the effect of managerial ownership on financial
policies and the performance of listed companies in Tehran Stock Exchange, so as to do this, 700 companies,
selected from the listed companies in Tehran Stock Exchange, which came in 8 industry segments, are studied
during 2007 – 2011. The results say that there is no meaningful relation between management ownership with
capital structure, company growth, firm performance and return on owner's equity. Management ownership
enjoys a positive meaningful relationship with cash dividend and return on company's assets. Although there
is a positive meaningful relation between capital structure and cash dividend, capital structure and company
growth have meaningless relation. The results show that there is a negative meaningful relation between
company growth and variable cash dividend.
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INTRODUCTION comes out. They try to satisfy stockholders for a short

There is a lot of scientific literature in the world tends resources are well enough and enjoy all the revenues and
to analyse the relationship between owners and managers incomes by themselves. This will cause stockholder's
in firms. The most important problem can be stated as the satisfaction for a short time, but if lasts for a long time, the
different profits of owners and managers, which it does firm's value will decrease. Using data and financial
relate to the structure of ownership. The ownership policies, managers can make some decisions that increase
structure in companies is specially divided into 3 groups. company's market value.

1. Institutional ownership 2.Individual ownership distribution and finance lease. Company's finance lease
3.Managerial ownership can be supported by long term debt and stockholders’

In this research we pay more attention to the analyze and company's market value by using distribution
of managerial ownership in defined so; if the board of policy.The managers are supposed to make necessary
directors or the authority controlling the firm enjoys a decision on capital budgeting to accomplish organization
share or some percent of company's shares, it is called strategies successfully. While making decision on finance
managerial ownership. In the other words, in case of lease, they should try to present the best capital structure
managerial ownership some percent of total stocks or and by coming to good distributing decisions make
capital of the company belongs to the managing director organization provide necessary capital by outsourcing [1].
and the members of the board of directors. Financial lease decision and distribution have a very close

Most of the managers try to maximum their own relation [2]. Debt is called tax saving but misusing it for
benefits, instead of looking up the profits of stockholders capital structure may cause an increase in financial risk
and owners too. This is the time when agency theory and financing expenses in company [3]. Most of the

time by pretending that the company and financial

One of these policies and financial strategies are

equity. They can also extend stockholder's satisfaction
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experts believe that in spite of tax advantages, such as studied. 6766 companies were sampled. They concluded
minimization of brokerage and price marking by that there was a positive relationship between gearing
debentures, financial lease by debt has some limitation ratio and concentrated ownership. The results cleared a
that may affect financial gearing to have an effect on positive relation between gearing and growth variable.
company's value negatively and hinder company's Besides, there was a negative relation between gearing
flexibility from improving business strategy [4]. and profitability. It is to say that larger companies have

There are many reasons displaying normal long- term more assets [9] studied the relationship between
debt using extends firm's value and declines capital managerial ownership and the performance of listed
expenses as well. However, companies are supposed to companies in new York bursary (NYSE) and America
regulate their capital structure in order to decrease and bursary (AMEX) and (NASDAQ).
equilibrate the agency expenses and negative marks The results of their research present a non- linear
distributed by asymmetrical data that demonstrate firm's relation between managerial ownership and firm
unsecured situation. Of course, decision making on performance. In addition to this point, monitoring
capitalization and dividend affect capital structure expenses of debt bonds owners increase, while the
properly [5]. Adopting any policy on dividend ratio or percent of manager's ownership goes down.
distribution surely affect finance lease expenses, [10] investigate the connection between ownership,
company's tax and stock holder's equity. Decision making firm performance and distribution policy in listed
on dividend is complement to finance lease. Those companies in Tehran Stock Exchange. So, 64 companies
companies that have permanent cash flow, they in fact were under  study  during  2002-2010.  Selected  process
enjoy a policy on increasing dividend. On the other hand, for  testing  hypotheses  was   compounded  of cyclical
other companies, according to their desirable capitalist, and  timely  data. They used regression method of
utilize a policy on high –low dividend [2]. Regarding to minimum compounded squares (data panel). This research
the mentioned material, the main purpose of this research leaded to the results that say of 95% confidence level,
is studying the relation between managerial ownership you can see a meaningful relationship between ownership
and financial policies and the listed company's market and standard of performance. It means the more
value in Tehran Stock Exchange. ownership there is the more return on asset (roe) in

Literature Review: Managerial ownership is considered between the standards of performance, Q Turbin,
as one of the most important issues for extending dividend ratio and return on equity (ROE). It means
companies' value. Being one of the stockholders in the improving performance can lead to an increase of
company, the manager can adopt decisions that lead to dividend.
finance policies on companies' aim. A number of related
researches are mentioned as below: kouki and Gu Gain Research Hypotheses: In order to analyze the effect of
studied the relationship between stockholders ownership managerial ownership on finance policies and market
(managers) and dividend in Tunisia [6]. Statistical society value in companies, there we have some hypotheses
of this research is composed of all listed companies in tested as below:
Tunisia bursary. Data gathered by financial statement in
bursary and also the data related to the years of 1995-2001 There is a meaningful relationship between capital
have been tested by multiple regression. The results structure and managerial ownership.
revealed the more percentage of ownership the There is a meaningful relationship between
stockholders have in companies, the more distribution managerial ownership and cash dividend of shares.
they enjoy [7]. There is a meaningful relationship between

A cyclical study of 371 companies out of 500 selected managerial ownership and company growth.
ones in fortune magazine, announced a varied meaningful There is a meaningful relationship between
relation between performance and ownership- computed managerial ownership and company performance.
by Durbin Indicator Q- in such a way that by increasing There is a meaningful relationship between
manager's ownership, Durbin Indicator Q will increase at management ownership and company's ROA.
first, then after decreasing,  it will  finally  increase  [8]. There is a meaningful relationship between
The relationship between the capital structure of 7 management ownership and return on owner's equity
countries in Latin America during 1996-2005, had been in company.

company will be. There is also a meaningful relationship
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Research Methodology 4, ROA  =  + MAOW  + DIV  + CS  + PG +
Society and Statistical Sampling: Statistical society
includes all listed companies in Tehran Stock Exchange
during 2007-2011.

In order to increase comparability, financial period
ends in 29 th of Sfand,
They are supposed to be listed in Tehran Stock
Exchange before 2007.
The companies shouldn't change their activity type
or financial year during 2007-2011
The companies should be capitalization firms or
financial inter- mediaries
Needed data should be at hand.

Data presented in this research are real data for
studying the relationship between managerial ownership
and firm performance. Data are gathered by documentary
method. Therefore, the needed data belonging to the
sample companies during 2007-2011 are obtained on
website of Tehran Stock Exchange and financial
information on CD as well.

Data and Hypotheses Testing Method: The present
research is targetly practical and naturally it is considered
as a descriptive research. Its aim is to identify the level
and the kind of the relationship between variables.
Testing hypotheses is done by combined data and
multiple regressions. For a meaningful test, estimating
coefficients of independent variable of Fisher and student
are applied. In order to define total efficiency of
regression, t regression of test is utilized for clearing the
changes of dependent variable made by independent
variable R . Since there is no correlation between sampling2

error and dependent variable, Durbin- Watson test (DW)
is used.

Measuring Research Variables
Searching Style: According to previous searching and
theoretical basis for testing search, these formulas are
used:

1, CS  =  + MAOW  + DIV  + PG  + NEIN +it 1 it 2 it 3 it 4 it

FS  + 5 it it

2, MAOW  =  + CS  + DIV  + PG  + NEIN +it 1 it 2 it 3 it 4 it

FS  + 5 it it

3, DIV  =  + MAOW  + CS  + PG  + NEIN +it 1 it 2 it 3 it 4 it

FS  + 5 it it

it 1 it 2 it 3 it 4 it

NEIN  + FS  + 5 it 6 it it

5, ROE  =  + MAOW  + DIV  + CS  + PG +it 1 it 2 it 3 it 4 it

NEIN  + FS  + 5 it 6 it it

6, Q  =  + MAOW  + DIV  + CS  + PG +it 1 it 2 it 3 it 4 it

NEIN  + FS  + 5 it 6 it it

where:

MAOW = Share percept of the board of directors in Iit

company's capital in year t
DIV = Cash dividend per share in I company in yearit

t.
CS = Capital structure of I company in year t. it

FS = Logarithm of total assets in I company in yearit

t.
PG = I company growth in year t. it

NEIN = Return on sales ratio in I company in year t. it

ROA = Return of assets ratio of I company in year t.it

ROE = Return on owner's equity ratio of I company init

year t. 
TQ = Market value of I company in year t. it

= Remained part of sample for I company onit

time t. 
a = Fixed   coefficient    (width    of   origin) and

- =  coefficients  of  independent1_ 6

variables and monitoring variables
(explanatory).

Research Findings 
Descriptive Statistics: The table of descriptive statistics
presented below exhibits the value of descriptive
parameters of variables in the whole set of years
individually. related data is revealed in Table 2.

Descriptive   Statistics:   Descriptive  statistics related to
independent variables, dependent variables and
monitoring variables for measuring hypotheses are shown
in table 2. 700 companies are observed during 2007-2011.
 Total assets, total debts, sales and stockholder's equity
are minimized to reduce the  different  variance  of  data.
As it is shown in Table 2, the minimum standard deviation
belongs to ROA, the maximum average is of Fs and the
maximum mean is of Fs as well. ROA is between 0-2.42.
ROA is the profit made by company's assets. In these
companies. the minimum share of the board of directors'
is 5 percent and the maximum ratio is 98 percent.
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Table 1: Computing used variables

Variable Name Computing method 

Percentage of the board of director's ownership Percentage of the board of director's shore capital 
Cash dividend per share Cash dividend paid to stockholders 
Capital structure total debts/ Total assets 
company growth Natural logarithm of company's total assets 
Company size Natural logarithm of company's total assets 
Return on sales ratio Net profit/ Net sales
Return on asset ratio Net profit /Total assets
Return on owner's equity ratio Net profit/ Owner's equity
Company's market value total debts and market value of owner's equity /Total assets

Table 2:

Variables TQ MAOW CS DIV PG NEIN POA ROE FS

Average 1.356 0.622 0.665 0.523 0.845 0.174 0.119 0.331 12.9200
Mean 1.130 0.680 0.650 0.300 0.685 0.100 0/080 0.270 12.8177
Standard deviation 0.906 0.261 0.390 828.929 1.005 0.369 0.170 0.403 1.1530
Minimum 0.210 0.05 0.000 0.000 0.000 0.000 0.000 0.000 9.8215
Maximum 15.730 0.980 7.280 9300.000 21.370 7.890 2.420 3.970 16.0954

Table 3: Pearson correlation of independent variable with dependent variable

Variables TQ MAOW CS DIV PG NEIN ROA ROE FS

TQ 1
MAOW 0.019 1
CS 0.396* -0.015 1
DIV 0.392** 0.110** -0.187* 1
PG -0.236** -0.008 -0.030 -0.141** 1
NENI 0.172** -0.025 -0.124** 0.257** -0.010 1
ROA 0.692** -0.025 0.190** 0.454** -0.081 0.396** 1
ROE 0.160** -0.011 0.077* 0.252** -0.181** 00.277** 10.367** 1
FS -0.061 0.087* -0.023 0.170** 0.007 0.093* -0.011 0.107** 1

**.Correlation Is Significant At The 0.01 Level (2-Tailed).-0.011
*.Correlation Is Significant At The 0.05level(2-Tailed).

Correlation Analysis: Table 3 displays Pierson hypotheses, there is a meaningful correlation between
correlation between quantitative variables in the research. capital structure and management ownership. But the
There is no meaningful correlation between company's results of test Show no meaningful correlation. So the first
market value and management ownership in  the  table. hypotheses is rejected. It is not compatible with the result
You can see a meaningful positive correlation between of cespeds and et al. [8]. In the second hypotheses, a
company’s market value, capital structure and cash meaningful relationship is reported between managerial
dividend of shares that is just 1 percent while there is no ownership and cash dividend.
meaningful correlation between management ownership, The results of test claim there is a meaningful
capital structure and company growth, we see 1 percent positive relation, less that 1 percent, between managerial
of a meaningful positive correlation with cash dividend. ownership and cash dividend. Therefore the second
There is a meaningful negative correlation of 1 percent hypothesis is confirmed and it is compatible with kouki

between capital structure and cash dividend of shares. and Gu Gain's research [6].
Capital structure and company growth represents no In the third hypotheses we notice a meaningful
meaningful correlation, but there we have a meaningful relationship between management ownership and
negative correlation of 1 percent between cash dividend company growth. While the results of test show no
and company growth. meaningful relation, the third hypotheses in rejected too.

Regression method of management ownership's Research results show R  value for models 1-3 is
effect on firm's financial performance in the level of total 0.044-0.142 and 0.020 respectively. It means models 1-3
industry is shown in Table 4.1. According to the first describe  the  changes  of  dependent  variable 4.4%, 1.4%

2
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Table 4-1: Results of regression

CS DIV MAOW
-------------------------------------------------- ----------------------------------------------- ---------------------------------------------

Variables Beta t p-value Beta t p-value Beta t p-value

(CONSTANT) 0.690 4.169 0.000 -712.584 -2.117 0.035 0.394 3.499 0.000
MAOW 0.002 0.033 0.974 317.674 2.830 0.005 -
DIV -0.0001 -4.471 0.000 - 0.0004 2.830 0.005
CS - -337.082 -4.471 0.000 0.001 0.033 0.974
PG -0.02 -1.494 0.136 -118.543 -4.087 0.000 0.002 0.183 0.855
NEIN -0.085 -2.085 0.037 507.090 6.339 0.000 -0.043 -1.566 0.118
FS 0.004 0.303 0.762 98.693 3.872 0.000 0.017 1.923 0.055

R 0.044 0.142 0.0202

F 6.452 23.024 2.889
P-VALUE 0.000 0.000 0.014
DURBIN- WATSON 1.820 1.678 0.028

Table 4-2: Results of regression

CS DIV MAOW
-------------------------------------------------- ----------------------------------------------- --------------------------------------------

Variables Beta t p-value Beta t p-value Beta t p-value

(CONSTANT) 0.177 3.055 0.002 -0.048 -0.296 0.767 1.804 6.030 0.000
MAOW -0.034 -1.767 0.005 -0.047 -0.862 0.389 -0.035 -0.346 0.730
DIV 0.001 14.165 0.000 0.0001 5.026 0.000 0.0005 14.720 0.000
CS 0.136 10.325 0.000 0.144 3.899 0.000 1.135 16.741 0.000
PG -0.001 -0.141 0.888 -0.059 -4.201 0.000 -0.140 -5.395 0.000
NEIN 0.151 10.649 0.000 0.260 6.265 0.000 0.311 4.271 0.000
FS -0.016 -3.510 0.000 0.021 1.684 0.093 -0.106 -4.664 0.000

R 0.397 0.158 0.4372

F 75.924 21.681 89.780
P-VALUE 0.000 0.000 0.000
DURBIN- WATSON 1.527 2.121 1.926

and 2% respectively P-VA LUE of models 2 and 1 Finally, hypotheses 6 claim that there is a meaningful
represents   meaningful    models     of     99%   and of relationship between management ownership and return
model  3,  its  meaningfulness  is  95%.  The value of on equity. The test results announced a meaningless
Durbin – Watson in models 2 and 1 display no self- relationship, so the hypothesis 6 is rejected.
correlation in errors and in model 3 it exhibits self- Research results reveal value of R  in models 4-6- is
correlation in errors. 0.397, 0.158 and 0.437 respectively. It means models 4-6

Noticing Table 4.2, which analyzed the relationship describe the dependent variable changes 39%, 15% and
between management ownership and firm performance, 43% respectively. P-VALUE of models 4-6 denotes
the results below are extracted. meaningfulness in total models. The value of Durbin –

The forth hypotheses expresses a meaningful Watson in models 4-6 expresses the lack of self-
relationship between management ownership and correlation in errors.
company's market value. The test results denote no
meaningful relationship between management ownership CONCLUSION
and company's market value. Being incompatible with the
results of Marck et al. [4] and chi Mak [9], the forth The present research analyzed the effect of
hypotheses is rejected. In the fifth hypotheses, we see a management ownership on finance policies and firm
meaningful relationship between management ownership performance of listed companies in Tehran Stock
and return on assets. The results related to this Exchange, including 700 firms during 2007-2011.
hypotheses confirm the relation and is accepted, while the Studying company’s activity is different in 12
results are compatible with the results of Abdollahi & industries. Management ownership is considered as a
Mashayekh [10]. main   criterion   of    variables,    while    capital  structure,

2
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company growth and cash dividend are noticed as finance 3. Baghaee Ali and et al., 2009. Suitable financial
policies. Return on equity (ROE) return on Assets (ROA) strategy for risk management in case of finance
and firm performance are used as indicators. The result, stagnation. Management thought. 3d year vol 2.
specify that there is no meaningful relation between Autumn and winter, pp: 129-148.
management ownership and capital structure, company 4. Stand berg, Carl M., 1987. Financial strategy planning
growth, firm performance and return on equity. It means and management the corporate leverage position.
whenever the board of directors are in fact owners and LEWELLE, Wilber.G. Stanley, Kenneth L, Strategic
stockholders, there will be no change in mentioned Management Journal., l8: 15-28.
relationship. Having a meaningful positive relationship 5. Slater Stanly, F. and J. Swirling Thomas, 1996. The
between  management   ownership  and  cash  dividend structure of financial strategy: patterns in financial
per share, paid cash dividend in per share increases, since decision making, Management and Decisions
the board of directors is one of the company owners. Economics, pp: 17.
There is also positive relationship between management 6. Kouki Mondher and Moncef GuGani, 2009. D.
ownership and return on assets. It is to say whenever ownership structure and dividend pollicu evidence
managerial ownership develops, return on assets will from the Tunisian stock market, European Journal
improve as well. Scientific Research, 25(1): 42-53.
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