


























ROE (Constant) | -40.68 | 10.893 -3.734 0
R2=0.096 Direct | -0.167 | 0.073 -0.134 -2.301 | 0.022* | 0.912 1.096
Indirect | 0.03 | 0.042 0.041 0713 | 0.476 | 0.921 1.086
TA 2.379 | 0.558 0.243 4.263 0 0.960 1.041
Ill. ROE = a + B1 DIRECT +
B2 INDIRECT + B3 TA + ¢
CR (Constant) | 3.434 | 0.561 6.117 0
R?=0.085 Direct | -0.012 | 0.004 -0.192 -3.271 | 0.001* | 0.912 1.096
Indirect 0 0.002 -0.008 -0.137 | 0.891 | 0.921 1.086
TA -0.129 | 0.029 -0.256 -4.476 0 0.960 1.041

IV.CR=a+p1DIRECT +
B2 INDIRECT + B3 TA+ ¢

*Significant at p <0.05, **Weakly significant

atp <0.1
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DISCUSSION AND CONCLUSION

Two main conclusions were derived from this study. First, a significantly
negative relationship exists between direct CEO shareholding and company
performance (EPS, ROA, ROE and CR) by controlling company size (TA).
The percentage of negative relationship between these two variables is
weak (not more than 17% of the negative relationship overall). This result
shows that direct CEO shareholding does not improve the performance
of Malaysian publicly listed companies because of the different practices
in Malaysia as opposed to the flexibility in western countries, such as the
United States. In Malaysia, most CEOs tend to keep the controlling right by
possessing high shareholding in companies. Furthermore, among Malaysian
publicly listed companies, several began as small-medium enterprises in
which the founders (CEO) held the highest shareholding. Even after their
companies are listed in the open market after IPO, these CEOSs tend to
hold high shareholding to maintain the controlling right of their companies.
With the controlling right, they acquire the ability and power to decide and
affect the direction of the company.

Another reason could be that many Malaysian publicly listed
companies are family-owned. Hence, family members own enough of the
equity such that they execute control over strategy and company direction
and hold top management positions. For instance, in a family-owned
company, the person who is the controlling shareholder could become the
CEO of the company. The CEO would want to hold high shareholding to
retain his or her controlling right in the company. Family members will also
desire to provide healthy return and protect their wealth with the controlling
right. Moreover, with high shareholding on hand, family members can avoid
taking-over of the family-owned business by others. With these strategies,
their business could last longer and continue to operate in the future.

Conversely, CEOs in western countries tend to give up their
shareholding to the public but keep the controlling right and manage to make
the company perform very well. As mentioned in the introduction, the CEOs
of' Alibaba, Google and Facebook have had their company IPOs listed in the
American Stock Exchange, namely, NYSE for Alibaba and NASDAQ for
Google and Facebook. Despite the CEOs of these companies owning less
shares, these companies continue to perform very well after issuing shares.
Therefore, Malaysia could learn, change and follow the practice of western
countries. The Securities Commission of Malaysia (SCM) can consider
modifying the structure to provide substantial freedom to the companies

130



CHier Executive OFFICER SHAREHOLDING AND COMPANY PERFORMANCE OF MALAYSIAN PuBLicLy LisTED COMPANIES

to decide the structure of their companies at the time of offering, including
allowing a CEO with minimal shareholding to retain the controlling right.

According to the literature review, this result is consistent with that
of Zald (1969) as cited in Catherine and Jonathan (1997). According to
Zald, a CEO with significant shareholding has the ability to affect company
direction and is more likely to become more powerful than a CEO with
minimal shareholding. The result also is consistent with the findings of the
Greenbury Report (1995) as cited in Ozkan (2011), and Veprauskaite and
Adams (2013). However, this result is inconsistent with those of several
previous studies, such as Zald (1969) as cited in Catherine and Jonathan
(1997), Fischer and Pollock (2004) as cited in Bach and Smith (2007). These
studies reported that an interactive (positive) relationship exists between
CEO shareholdings and company performance.

The second major conclusion of this study is that indirect CEO
shareholding has an insignificant relationship with company performance
(EPS, ROA, ROE and CR) by controlling the company size (TA). Indirect
CEO shareholding refers to the shareholding of the CEO in other related
companies held by a third party. Therefore, it has no direct impact on
company performance. Meanwhile, indirect CEO shareholding may be non-
voting right shares. One reason is that companies issue non-voting shares
to their employees, such as the CEO, so that part of the remuneration can
be paid in dividend. Another reason is that CEOs receive salaries as their
remuneration instead of holding any share, which is included as indirect
share in companies. The main roles of the CEO are to ensure that the overall
operation and resources are executed and managed well, make major
corporate decisions and act as the middleman for communication between
the board of directors and company management to maximise company
performance. Therefore, indirect CEO shareholding has no relationship
with company performance (EPS, ROA, ROE and CR).

In summary, the lower the direct CEO shareholding is, the better the
company performance is. Although the hypothesis is valid and consistent
with the context in western countries, the percentage of negative relationship
between these two variables is very weak. Therefore, the results do not
completely imply the context in Malaysia. Except for this condition, an
insignificant relationship exists between indirect CEO shareholding and
company performance (EPS, ROA, ROE and CR) by controlling company
size (TA).
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