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ABSTRACT  

Managerial Ownership, Leverage and Dividend policy plays a pivotal role in 
increasing the performance of the organization as well as in increasing the wealth of the 
shareholders. The main purpose of the research is to find out the interrelations among these 
three variables to devise a controlling mechanism to monitor the organizational 
performance. The analysis was performed using Three Stage Least Square estimation 
techniques. The samples are the selected Indian companies Listed in Bombay Stock 
Exchange during 2013-2018. The results states that there is a negative relationship between 
managerial ownership and leverage. It also suggest that leverage negatively affect the 
dividend policy. Moreover, the managerial ownership has a positive impact on dividend.    
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I. INTRODUCTION 
Wealth maximization is the main objectives of financial management. So, the 

investors invest their money not only to earn immediate profit but to increase their wealth. 
The problem of separation of ownership between the shareholders (owners) and managers 
make this objective unattainable. The separation of ownership creates Agency Problem in 
the organization. In order to reduce the agency problem and associated cost three types of 
measures been suggested they are 
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 Increasing the Managerial ownership stake 

 Increase the Leverage 

 Pay higher dividends 
 
Managerial ownership stake gives the managers wealth consequences of their action 

and increasing the leverage will create a fear of bankruptcy and reduce the agency cost. 
Paying larger dividend by depending more on external financing. This external financing 
through IPO’s make the regulatory bodies have an eye on the performance of the 
organization will also make the organization to reduce the problem of agency. So, the 
researcher chosen these three variables and their inter relationship for the study. And also 
the other explanatory like Free cash flow, liquidity, profitability, fixed assets, firm size taken 
up for the study. 

  
II. OBJECTIVE OF THE STUDY 

 To assess the factors affecting Managerial ownership, Leverage and Dividend 
policy. 

 To analyse the interrelationship among the Managerial ownership, Leverage and 
Dividend policy. 

 To assess the simultaneous determination of Managerial ownership, Leverage and 
Dividend policy.    

 
III. REVIEW OF LITERATURE 

The study on relation among managerial ownership, leverage and dividend policy 
requires some theoretical background. Previous research studies portrays the following 
understanding on the nature of the variables in various industries from various countries. 

MandherKowki&Hatem Ben Said (2011), found in his study that moderate level of 
managerial ownership and debt align the interest between managers and shareholders. 

Abdul Hameed (2013), revealed in his study insider ownership leave a negative 
effect on firm’s debt and dividend policies. Higher inside ownership firm select low level of 
debt and dividend. 

SasanMehrani, Mohammad Moradi and HodaEskandar (2011), studies the 
relationship between ownership structure and dividend policy and found insignificant 
relationship between managerial ownership and dividend payout. 

Hatem Ben Said (2013), examines the determinants of dividend payout by focusing 
on the role of institutional and managerial ownership factors and found negative effect of 
managerial ownership negatively affect dividend payout. 

Rickard Persson (2014), discerns in his study on simultaneous determination of 
debt, dividend and inside ownership policies that there is a positive two-way causal 
relationship between debt and dividend policies and inside ownership and dividend policies, 
but dividends affect inside ownership in a positive way while inside ownership affects 
dividend policies in a negative way. Further, they found negative relationship between inside 
ownership and debt. 

Husam-AldinNizar Al-Malkawi (2008),observes the determinants of corporate 
dividend decisions and found Size, Profitability and Age increase the likelihood to pay 
dividends. Financial Leverage decreases the Probability to pay dividends.  
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DucHong Vo& Van Thanh-Yen Nguyen (2014), analyses managerial ownership, 
leverage and dividend policy and found negative relationship between ownership and 
leverage, dividend and leverage. Managerial ownership found to have positive effect on 
dividend. 

DwitaAyuRizquia (2013), analyses the effect of managerial ownership, financial 
leverage, profitability, firm size and investment opportunity on dividend policy. Managerial 
ownership has a negative effect on dividend policy whereas financial leverage has no effect 
on dividend policy. 

Sakir, A et. al (2014), studies the influence of managerial ownership, debt policy, 
profitability, firm size, and free cash flow on dividend policy. Among all the variables only 
Free cash flow has a positive significant relationship with dividend policy and managerial 
ownership has a negative effect on dividend policy. 

Hamid Ullahet. al(2012), studies The Impact of Ownership Structure on Dividend 
Policy and found negative relationship between dividend policy and managerial share 
ownership. 

GhasemRigi&FarahdokhtEbadi (2014), Assess the relationship between ownership 
structure and divined policy and found inverse relationship between managerial ownership 
and dividend policy and direct relationship between financial leverage and dividend policy. 
 
Hypotheses of the Study 

Based on the theoretical background of the study the researcher made some 
hypothesis regarding the relationship of the variables. They are 

H1: There is a negative relationship between managerial ownership and leverage. 
H2: There is a negative relationship between managerial ownership and dividend 

policy. 
H3: There is a negative relationship between leverage and dividend policy.  
 

Methodology 
Sample Size 

The sample consist of 25 companies listed in Bombay Stock Exchange excluding 
financial and banking institutions were taken up for the study. The data were collected from 
the annual report of the companies from 2013-18.  
Tools Used 
 The researcher used three stage lest square estimates were used to analyse the data 
using STATA software. This provide consistent results comparatively with two stage least 
square estimates. 
Equation 
 Based on the theoretical background the researcher made the following 
simultaneous equation to analyse the data. 
MOit = α0 + α1LEVit + α2DPit + α3FCFit + α4FSit + ξit(1) 
LEVit = β0 + β1MOit + β2DPit + β3FCFit + β4FSit +β5LIQit +ξit(2) 
DPit = γ0 + γ 1MOit + γ 2LEVit + γ 3FAit + γ 4PROit+ξit(3) 
Where i = No of firms and t = time Period  
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Variables and their Measurement 
Table 1  

Variables and their Measurement 

Variables Measurement 

Dependent Variables 

Managerial Ownership 
(MO) 

No of shares held by Board of Directors/ Total Outstanding 
shares 

Leverage (LEV) Book value of total debt/Book value of total assets 

Dividend Payout (DP) Dividend Payout/Sales 

Independent Variables 

Free Cash Flow (FCF) 
{ EBIT(1-tax)+Depreciation-Changes in working capital-

Expenditure}/Total Assets 

Liquidity (LIQ) Current Assets/ Current Liabilities 

Profitability (PRO) Earnings before tax/ Total Assets 

Fixed Assets (FA) Tangibles Assets/ Total Assets 

Firm Size (FS) Log (Total Assets) 

 
III. ANALYSIS AND INTERPRETATION 

Correlation 
 Correlation is the study of relationship between two variables. It always lies between 
+1 to -1. If the value goes nearer to +1 there is a Strong positive correlation or it goes 
nearer to -1 there is a strong negative correlation. Both extremes are perfect 
positive/negative correlations. 

Table 2  
Correlation Matrix 

 MO LEV DP PRO FCF LIQ FA FS 

MO 1        

LEV 0.139 1       

DP 0.112 -0.343 1      

PRO -0.029 -0.548 0.312 1     

FCF 0.129 -0.078 0.050 0.156 1    

LIQ -0.013 -0.631 0.287 0.432 -0.049 1   

FA 0.239 -0.029 0.027 -0.066 0.128 0.003 1  

FS 0.334 0.256 0.045 -0..16 0.032 -0.063 0.190 1 

(Source: Primary) 
  
 The correlations matrix states that most of the values shows a very low level of 
correlation between one another. It means that the variables of the study has a less chance 
of creating multicollinearity problem and also it answer a question that is there any problem 
spurious correlation arise not out of  cause and relationship. 
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Three State Least Square Estimation 
Table 3 

Three stage Least Square Regression Results 

 Dependent Variables 

 MO LEV DP 

Constant -0.8794 -0.8843*** 0.0688*** 

MO  -0.9886*** 0.1546*** 

LEV -0.4232  -0.1320*** 

DP -2.2143 -4.1563***  

FCF 0.2450*** 0.2062***  

FS 0.2649*** 0.4235***  

LIQ  -0.0211**  

PRO   0.1374*** 

FA   -0.0654** 

TOTAL 25 25 25 

R2 -0.6776 -2.5446 0.1237 

(***P,0.01; **P<0.05; *P,0.1) 
(Source: Primary) 

 

Managerial Ownership Equation 
MO = -0.8794 – 0.4232LEV– 2.2143DP + 0.2450FCF + 0.2649FS 

The Managerial ownership equation show that the leverage and dividend coefficient 
as negative. It means increase in the debt and dividend will decrease the managerial 
ownership of the concern but it is insignificant. But also the free cash flow and size of the 
company have a positive and significant impact on the managerial ownership (i.e) manager 
of larger firms tend to increase the managerial ownership. 
 
Leverage Equation 

LEV = -0.8843 – 0.9886MO - 4.1563DP + 0.2062FCF + 0.4235FS – 0.0211LIQ 
The Leverage equation states that Managerial ownership and dividend affect the 

leverage in a negative way but significantly and also Liquidity of the concern have a negative 
impact on the leverage. Manager with more stock are interested to increase their incentives 
in order to consume the financial risk. The other variables like free cash flow and size also 
has a significant impact on the leverage. 
 
Dividend Equation 

DP = 0.0688 + 0.1546MO – 0.1320LEV + 0.1374PRO – 0.0654FA 
The dividend equation portrays Managerial ownership and Leverage has a 

significant impact on dividend policy of the concerns but the leverage has a negative impact 
on the dividend policy.  

It infer that higher the managerial ownership higher will be the dividend payout. 
And all other variables like profitability and fixed asset has a significant effect on dividend 
but fixed asset negatively affect the dividend policy. 
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IV. CONCLUSION 
 This study on Managerial ownership, leverage and dividend policy is an important 
study in corporate finance. The results of the study suggest the Managerial ownership and 
leverage has a negative relationship. The increase in leverage will reduce the managerial 
ownership. At the same time the leverage and dividend has a negative impact. Managerial 
ownership and dividend has a positive impact. This study is relevant in the context of Indian 
companies to take informed decisions. And also this study fails to determine the 
simultaneous determination of the variables. The future study can be done to find the 
relationship between these three variables and impact on agency cost and is there any 
differences in relation among industries.   
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Appendix I: Companies Listed In BSE 

S.No Company Name Industry 

1 Adani Ports and Special Economic Zones Port 

2 Asian Paints Paints 

3 Axis Bank Ltd. Bank 

4 HDFC Bank Ltd. Bank 

5 Kotak Mahindra Ltd. Bank 

6 State Bank of India Bank 

7 ICICI Bank Ltd. Bank 

8 Housing Development Finance Corporation Ltd. Finance-Housing 

9 Bajaj Auto Ltd Automobile 

10 Hero Motor Corporation Ltd. Automobile 

11 Mahindra and Mahindra Ltd Automobile 

12 Maruti Suzuki India Ltd. Automobile 

13 Tata Motors DVR Automobile 

14 Tata Motors Ltd Automobile 

15 Bharti Airtel Ltd Telecommunications 

16 Coal India Ltd Mining and Minerals 

17 Dr. Reddys Laboratories Ltd. Pharmaceutical and Drugs 

18 Cipla Pharmaceutical and Drugs 

19 Sun Pharmaceutical Industries Ltd. Pharmaceutical and Drugs 

20 Lupin Pharmaceutical and Drugs 

21 Hindustan Unilever Ltd. FMCG 

22 Infosys Ltd IT Software 

23 Tata Consultancy Services Ltd. IT Software 

24 Wipro Ltd. IT Software 

25 ITC Ltd. Cigarettes/Tobacco 

26 Larsen & Toubro Ltd. Engineering/Constructions 

27 NTPC Ltd. Power Generation/Distribution 

28 Power Grid Corporation of India Ltd Power Generation/Distribution 

29 Oil and Natural Gas Corporation of India Ltd. Oil Exploration 

30 Reliance Industries Refineries 

31 Tata Steels Ltd. Steel & Iron Products 

 


