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Effect of Executives’ Shareholding Ratio on Corporate Scandal Prevention

By Yusuke MIYOSHI and Haruhiko TSUZUKI

Abstract

This study was conducted to ascertain whether the shareholding ratio of corporate managers
has a significant effect on illegal acts committed by the management, whether granting stock op-
tions to the current management can be substantially effective in preventing misconduct, and
whether having the board of directors hold the company’s shares can serve a monitoring function
for management wrongdoing.

Past empirical studies of the relation between corporate performance and executives’ share-
holding ratios, however, has failed to address illegal acts committed by management in relation to
stock price recovery and the management’s shareholding ratio. They have also been unable to ex-
plain differences in managers’ behavior according to their shareholding ratio and the adoption of
stock options.

This study has therefore analyzed the relation of stock options and executives’ shareholding
ratios with the incentives of executives to engage in illicit activities, i.e., the issue of a trade-off
between the shareholder composition that prevents illegal acts and inducement to management
misdeeds for the personal benefit of the managers. More specifically, the study conducted an em-
pirical analysis of companies that have experienced scandals in the past to ascertain whether the
managers’ shareholding ratios and availability of stock options significantly affected the miscon-
duct of the management and whether boards of directors having a high shareholding ratio were able
to control the torts of their corporate managers.

The results of these analyses suggest that large shareholders accept the misconduct of their
corporate managers if it enhances corporate performance. Their incentives to prevent such man-
agement behavior are therefore low (the hypothesis of repeated illegal acts). Results also show that,
although the higher the shareholding ratio of managers becomes, the more illegal acts can be con-
trolled, it remains unclear whether granting stock options would prevent unlawful activities: it

might encourage such behavior.

JEL Classification Number: K12, G32, G38,

Key Words: illegal acts, executives’ shareholding ratios, stock options
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VIR D LR (%) 205 16.039  13.655 0 66.667 92 20.740 13.766 2.941 66.667 -2.736
BfEHE %) 205 286.354 462.482 0 3690.88 92 316.321 609.783 25.85 4955.6 -0.466
+ R EHHRELE (%) 205 42.441 13.904 14.7091  88.570 92 40.255 14.583 13.820 98.8 1.234
R EHEREEE (%) 205 2.253  6.751 0 51.23 92 0.878  3.686 0 31.6466 1.833
MR B EREEE (%) 205 0.002  0.017 0.204 92 0.000  0.001 0 0.006 0.977
SRIEBIRHRLLEE (%) 205 35.742 15.716 0.34375  66.990 92 37.439 14.552 1.1 61.976 -0.880
Bavk-2 -4 205 58.805 22.343 3 125 92 63.348  20.910 14 117 -1.652
JY—-Fyyaa—t®E 205 0.021  0.243 -0.7556  3.215 92 0.001  0.093 -0.470 0.190 0.786
RAhyy ATz — 205 0.180  0.386 0 1 92 0.435  0.498 0 1 -4.784
REEDFHER 203 39.011  3.686  27.1 48.2 92 40.039 2.205 34.8  48.2 -2.481
ZAH FHE 2ERE BIME BXE tEFHELELFLLE tEFHEE—E@@LLK)
OFHBELTLELRE
#BES (EAA) 297 60.084 77.025 0 350 1.657 0. 411
B (ERM) 297 316.549 310.524 0 2115 0. 950 0. 561
FRFEFI— 297 0.081  0.273 0 1 0. 000 0.316
HEEARE 297 0.017  0.030 0 0212 3.641 ok 3.579
HROTERHRM 297 5.640  6.308 2 48 -0. 054 -0.327
HEOER 297 61.498  5.936 39 78 -0. 611 -0.292
L AR D L (%) 297 14.440  10.933 0 60 -2.986 ok -1.396
BfEHE %) 297 270.057 306.480 0.190 3581.850 -0.739 -0. 442
+ KRB EFHBRELE %) 297 42.654 13.232 3.847 91.725 0.792 0.171
1M B EHRLLE (%) 297 2.790  7.228 0 66.119 1.766 * 0. 850
tEIME B R ELEE (%) 297 0.019  0.102 0 1.089 2.866 ok 2.751 s
S RAHERARR LR (%) 297 36.569 13.865 2.265 67.238 0. 252 0. 608
Bavk-2-¢ 297 59.226  19.336 1 110 -0. 581 0.219
JY—-Fywiazo—tE 297 0027 0.062 -0.217  0.358 0.918 0. 300
Abhyy AT avEs— 297 0.182  0.386 0 1 ~2.282 *¥x 0.038
RESDTEHEH 297 38.959  3.251  28.7 46.5 -1.377 -0. 161
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(a) (b) (c) (d)

(BORBAEIHH Coef. StdErr. P>|zl  Coef. StdErr. P>zl  Coef. StdErr. P>z|  Coef. StdErr. P>z
H#EEEERM) 0.001 0000 0001 0001 0000 0.000
HEBMERM) 0000 0000 0.666 0000 0000 0611
FFFI— 0003 0174 0984 0039 0177 0825 0044 0176 0801 -0.034 0180 0.849
HRFRE 0.477 2947 0872 0321 2905 0912 0836 2928 0775
HIETEE® 0.001 0011 09 0003 0011 0780
RN -0004 0009 0624
HROEH 0008 0007 0265 0005 0007 0534 0.008 0007 0.264
A5V B 0D EE R (%) 0010 0004 0008 0012 0004 0001 0012 0004 0002 0010 0004 0007
BELE® 0.000 0000 0495 0000 0000 0217 0000 0000 0218 0000 0000 0537
T REEHFHRLEE® 0001 0004 0886 0000 0004 0902 0001 0004 0896 0000 0004 0956
R B R EE (%) -0020 0010 0050 -0018 0011 008 -0018 0010 0087 -0018 0011 0095
#oME B ERRREEER() -3.268 4315 0449 -3321 4311 0441
SRR R EE R (%) 0.003 0004 0391 0001  0.004 075 0002 0004 0706 0004 0004 0296
Bravk: J0k-%-4 0000 0003 0973 0000 0003 0960 -0.001 0003 0.824
IY—-FryaTO—tER -0353 0313 0259
Ay FFavFs— 0.472 0106 0000 0359 0116 0002 0347 0113 0002 0466 0108  0.000
RHEEDTER 0.005 0018  0.762
EHIE -0504 0528 0340 -0376 0578 0515 -0082 0349 0814 -0718 0867  0.408
BARE 297 297 297 295
F {E 40.11 51.52 51.38 41.7
BEFRERE 0.048 0.061 0.061 0.050

LRtest of & =0 chibar2(01)=0.00
Prob>=chibar2=1.000

SPLE -400.32

chibar2(01)=0.00
Prob>=chibar2=1.000
—-394.618

chibar2(01)=0.00
Prob>=chibar2=1.000
—394.689

chibar2(01)=0.00
Prob>=chibar2=1.000
—397.29

() RS I — PEHEY I —ORRITHE

% 3-2
(a) (b) (c) (d)

FRBETHEHR dy/dx  StdErr. P>zl  dy/dx StdErr. P>zl  dy/dx StdEr. P>z  dy/dx StdErr. P>[7|
‘#EEEERAM) 0002 0001 0000 0002 0001 0.001
HE®MERM) 0.000 0000 0611 0000 0000 0.666
FFELI— 0.005 0261 0984 0067 0272 0804 0059 0271 0828 -0051 0262 0.846
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HETEE® 0.005 0016 0780 0002 0017  0.900
HREBLAM -0007 0013 0624
HEDE 0012 0011  0.264 0.007 0011 0534 0012 0011 0263
1 5L EREH 1% D LLER (%) 0015 0006 0008 0018 0006 0001 0018 0006 0001 0016 0006 0.007
BEHE®% 0.000 0000 0495 0000 0000 0217 0000 0000 0217 0000 0000 0537
FRERERFRLEE®) 0.001 0006 088 0001 0006 0896 0001 0006 0902 0000 0006 0.956
1 ME B R LEER®) -0.030 0015 0049 -0027 0015 0086 -0027 0016 0087 -0.028 0016  0.093
1 oME B ERRREEER(%) -4934 6400 0441 -4855 6405 0448
SRUEBIFFRR LLER() 0005 0006 0391 0002 0006 0706 0002 0006 0750 0006 0006 0296
BUBDEHY 0000 0004 0960 0000 0004 0973 -0.001 0004 0824
I)—FyaTO—tbE -0529 0468  0.258
AbvyFToarFs— 0.801 0200 0000 0564 0200 0005 0584 0205 0004 0788 0204  0.000
RHEEDTER 0.008 0026 0.762
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