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	 ABSTRACT

Purpose: This paper analyses the viability of stock trading as a mecha-
nism to promote corporate governance, addressing its effects on abnormal 
returns, information, and firm performance. 
Originality/value: The study indicates that competition among institu-
tional investors is important to raise stock price efficiency. Policies that 
allow capital inflow, increase in liquidity, and a link between managers’ 
salaries and stock performance are beneficial to reinforce the stock market 
efficiency.
Design/methodology/approach: Hypotheses testing using panel data 
regressions of 233 stocks between December 2009 to December 2017 
from Thomson Eikon, Economatica and ComDinheiro.
Findings: The results indicate that the number of institutional investors 
is not related to abnormal returns. On the other hand, the number of 
institutional investors increases the amount of firm-specific informa-
tion into stock prices, rising stock market price efficiency. This relation-
ship is stronger among the preferred stocks (PN), but this mechanism 
is still not valid to increase firms’ operational performance. Despite the 
possible increase in stock price efficiency, the investors cannot adopt 
such a mechanism to exercise governance if there is no remuneration 
linked to performance. 

	 KEYWORDS 

Corporate governance. Exit. Stock price Informativeness. Institutional 
investor. Bid-ask spread.
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	 1.	 INTRODUCTION

After a series of negotiations, two companies, A and B, conclude that a 
merger will create value. The agreement is partially closed, but the investors 
of company A believe that the company will not benefit from the agreement. 
They start to sell their stocks and to knock down prices considerably. In this 
scenario, there is a reduction in managers’ pay for performance and the 
value to issue new stocks, and an increase in the takeover risk (Edmans & 
Holderness, 2017).

Recent theories of corporate governance affirm that it is possible to 
exercise control by trading stocks or by liquidation threat (Edmans & Manso, 
2011). These theories merge with market microstructures literature by 
assuming that the trading activity of informed investors incorporates private 
information into prices, increasing market efficiency and operational perfor-
mance (Edmans & Holderness, 2017). 

Most of these studies were conducted in developed markets, with strong 
legal property protection, proper disclosure, high stock liquidity, and low 
transaction costs (Edmans, Fang, & Zur, 2013). In this sense, we tested 
some of the main implications of these theories, showing that they cannot 
be fully applied to an emerging market like Brazil.

The theory states that the effectiveness of governance though trading 
appears as an alternative in markets where capital is pulverized or when voting 
is not guaranteed for all investors (Edmans & Manso, 2011). In Brazil, 34% 
of firms with high governance levels have pulverized ownership. However, 
on other governance segments (level 2, level 1, and basic), this percentage 
is no more than 14%. Also, there is voting rights concentration and a high 
level of non-voting shares (e. g., preferred stocks – PN) (KPMG, 2016). To 
the best of our knowledge, this is the first paper that addresses the topic of 
corporate governance through trading/threat of liquidation in Brazil.

To make the research feasible, we assumed that institutional investors 
are informed and that their property is large enough to guarantee interven-
tion (McCahery, Sautner, & Starks, 2016). We built three hypotheses based 
on the corporate governance literature. 

•	 H1: The higher the competition between institutional investors, the 
smaller the abnormal stock returns. 

•	 H2: The number of institutional investors has a positive relationship 
with the level of information on stock prices. 

•	 H3: The higher the price efficiency promoted by institutional investors, 
the greater the operational performance. 
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Empirical evidence before the theoretical development of Edmans and 
Manso (2011) had already been documented by Fang, Noe, and Tice (2009) 
and later by Gallagher, Gardner and Swan (2013). Our results indicate that 
only H2 can be strongly supported. But there is some evidence for H3.

These results have two implications. First, if the presence of institu-
tional investors raises informational efficiency, policies that allow capital 
inflows are beneficial to the Brazilian stock market by generating significant 
synergies for the outsider investors, higher levels of performance, value  
creation (Fang et al. 2009) and default risk reduction (Brogaard, Li, & Xia, 
2017). Second, there is no evidence that a higher number of institutional 
investors lead to better performance if we do not consider the price effi-
ciency level and the remuneration plan. Therefore, this study emphasizes 
that, to date, voting is the most efficient form of control in Brazil, which in 
turn is only functional when there is legal and property protection (Shleifer 
& Vishny, 1986). These results give rise to conjectures that the lack of asso-
ciation between executive compensation and stock performance can miti-
gate potential efficiency gains and prevent governance through trading from 
being effective.

	 2.	Background and literature

2.1	 Corporate governance and stock trading

The control framework has two options available to investors to ensure 
firm value maximization: (i) they may impose management changes (known 
as “voice”, “vote”, or “direct intervention”); or (2) they may leave the com-
pany, liquidating their stocks. In the first option, corporate governance is 
exercised by voting. The ability to monitor the managers will depend on the 
number of stocks held, being proportional to the power of “voice” (Shleifer 
& Vishny, 1986). The second line argues that governance can be exercised 
by alternative means, such as stocks trading and liquidation threats (Edmans 
& Manso, 2011). Although diffuse property reduces the effectiveness of direct 
intervention by voting, it increases the efficiency of trading as a governance 
mechanism (Edmans & Manso, 2011). 

In this literature stream, a blockholder is a shareholder with informa-
tional advantage and sufficient power to induce intervention. Usually, they are 
institutional investors: banks, hedge funds and asset managers (McCahery 
et al., 2016). When management is inefficient, shareholders can sell their 
stocks to reduce stock prices and impact managers’ salaries (when based on 
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stock performance), raise takeover risks and undermine subsequent stock 
issues (Edmans & Manso, 2011).

However, because they cannot coordinate trading orders to maximize 
the returns for all, they compete for the information advantage profit. This 
behavior increases the efficiency of the markets through the fast incorporation 
of information into prices, since each blockholder would issue orders with 
parts of the private information. The prices would reflect the company value 
and managerial performance (Edmans & Manso, 2011). This governance 
mechanism happens more due to the threat of liquidation than by the actual 
trading: the stronger the ex-ante liquidation threat, the higher the likelihood 
that the manager will work to improve his results, reducing the need for  
ex-post liquidation (Edmans & Holderness, 2017).

There is a limitation of such trading mechanism: 

•	 if ownership increases, an informed blockholder can sell more shares 
upon collecting negative information about managers. But, if ownership 
becomes too large, selling the entire stock position becomes difficult 
because of the price impact; 

•	 if ownership is too low, it could result in an insufficient power to disci-
pline managers. 

Most institutional investors in the United States claim that the threat of 
liquidation is only valid when they have at least 5-10% of the company’s 
stocks (see McCahery et al., 2016, table IV). Figure 2.1.1 illustrates this 
counter effect, resulting in an optimal stake size and an optimal number of 
informed investors (McCahery et al., 2016).

Figure 2.1.1

INFORMATION COMPETITION AND ITS EFFECTS ON  
STOCK PRICE EFFICIENCY

Informed investors competition

Limit of informed 
investors governance 
through stock trading
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ef

fi
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cy

Source: Elaborated based on McCahery et al. (2016). 
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In the empirical field, there is evidence that institutional investor trading 
is motivated by private information: the short-term trading of institutional 
investors anticipates future returns (Gallagher et al., 2013); their trading 
behavior anticipates the news and the accounting results (Hendershott, 
Livdan, & Schürhoff, 2015). The days when there are institutional trades 
show abnormal returns (Collin-Dufresne & Fos, 2015). 

The role of institutional investors in the price informativeness is still an 
expanding field. On the one hand, there is evidence that institutional investors 
don’t incorporate information into stock prices (Piotroski & Roulstone, 2004). 
On the other hand, the presence of institutional investors increases the market 
efficiency by fast incorporation of firm-specific information (Gallagher et al., 
2013; Brogaard et al., 2017; Dang, Nguyen, Tran, & Vo, 2018). 

Although scarce, there is conflicting evidence for the effectiveness of 
trading as a governance mechanism. Fang et al. (2009) present several tests 
to explain the relationship between liquidity and firm value. The authors 
conclude that, although institutional investors increase liquidity and, 
consequently, the market’s informational efficiency, their presence doesn’t 
explain the increase in the firms’ performance. Brogaard et al. (2017) test if 
institutional investors reduce bankruptcy by increasing informational 
efficiency. The authors argue that, although it is not the best way to reduce 
bankruptcy, institutional investors help reduce this risk by intervening in 
strategic decisions.

Finally, there is evidence that countries’ institutional factors affect the 
governance capacity of institutional investors. Evidence suggests that informed 
trading by institutional investors is rising in countries with less information 
transparency (poor disclosure infrastructure), low media coverage, poor 
governance and regulatory quality (Dang et al., 2018). In these countries, 
less public information can motivate institutional investors to acquire pri-
vate information and execute profitable transactions (Dang et al., 2018). In 
Brazil, some stocks differ between governance and property protection 
regimes (KPMG, 2016). This scenario justifies the test in different classes of 
stocks in Brazilian stock market research.

2.2	 Stock price informativeness

Stock price informativeness is defined as the amount of firm-specific 
information that is incorporated in prices (public or private) (Roll, 1988). 
Stock markets are vital to generating price signals to enhance investment 
allocation. If prices fully reflect fundamental values, such process occurs 
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through two channels: 1. capital is correctly priced and allows for the predic-
tion of future cash flows; and 2. this information promotes feedbacks to 
managers (Edmans & Manso, 2011).

The first channel is relevant in primary markets. If prices reflect the 
fundamentals, companies acquire fair financing. The second channel is more 
relevant in secondary markets, in which trading occurs among investors. 
Since there is no transfer of resources to firms, prices have consequences 
when they affect managers’ decisions (Chen, Goldstein, & Jiang, 2007).

The most common measure of price informativeness is the Roll’s (1988) 
prices non-synchronicity: if firms’ information level rises, there is an idea 
that the measure of the goodness of fit (R2)of a market model is inversely 
associated with the amount of firm-level information in stock prices. The 
explanation is that stock returns are driven by (i) systematic risk, (ii) changes 
in the market environment, and (iii) company-specific information. There-
fore, greater availability of firm-specific information would reduce the stock 
returns synchrony and increase the price informativeness (Roll, 1988). 

2.3	 Hypotheses

Institutional investors are informed (Hendershott et al., 2015), and this 
increases the informational risk (Easley, Hvidkjaer & O’Hara, 2002). However, 
because they cannot coordinate their orders to maximize the value for all 
stakeholders, informed investors compete for informational advantage profit 
(Edmans & Manso, 2011) (H1):

•	 H1 (hypothesis of competition for information advantage): The higher the 
competition between institutional investors, the smaller the abnormal 
stock returns.

This behavior would increase market efficiency through the fast incor-
poration of firm-specific information. Prices would reflect more closely the 
firms’ value (Edmans & Manso, 2011) (H2):

•	 H2 (hypothesis of information production by trading): The number of institu-
tional investors has a positive relationship with the level of information 
on stock prices.

The higher number of institutional investors will reduce the total owner-
ship of each one of them. In this scenario, extreme ownership fragmentation 
may mitigate the strength of governance by trading. To account for this 
effect, we derived a sub hypothesis based on H2.
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•	 H2a: Stock Efficiency initially increases at a decreasing rate as the num-
ber of institutional investors increases, but it begins to decrease as this 
number continues to increase beyond a certain level, due to the reduc-
tion of intervention power, ceteris paribus.

If this type of governance is efficient, it is expected a positive effect on 
the companies’ operational performance (Edmans & Manso, 2011) (H3):

•	 H3 (hypothesis of governance through trading): The higher price efficiency 
promoted by institutional investors, the greater the operational per
formance.

Finally, evidence suggests that countries with less information transpar-
ency and poor corporate governance provide incentives for institutional 
investors to collect and trade using private information (Dang et al., 2018). 
In this case, although no hypotheses are drawn, the PN stocks were sepa-
rated to conduct additional tests.

Besides that, the gain of efficiency from the institutional investors may 
not have a significant effect on the firms’ performance because there are no 
efficient contracts that align managers’ remuneration to stock returns 
(Edmans et al., 2013). According to Hofmeister (2018), the firms listed in 
the New Market (the segment of higher corporate governance in Brazil) 
have a payment ratio of BRL $ 4,500.00 for 1% of shareholder return, while 
for other segments, the remuneration is not sensitive to returns. Again, 
although no hypotheses are drawn, we segmented the sample into two sub-
samples of high and low executive compensation to observe the effects.

	 3.	METHOD

We dropped companies with no complete data in the Thomson Reuters 
Eikon and the Economatica databases from the years 2009 to 2017. The non-
availability of ownership data before 2009 justifies the data range. The execu-
tive compensation measure comes from the ComDinheiro.com database 
(see section 4.3.1). Panel A of Figure 3.1 shows the sample construction 
process. Panel B (panel C) shows firm distribution by sectors (by year). 
Financial institutions were excluded. The final sample had a total of 233 
stocks and 1,597 valid observations (we used panel data).

To avoid outliers’ biases, except for VROA (see Figure 3.4.1), we  
winsorized each variable by year at the bottom and top 2.5% of their distri-
bution. If the VROA original value was higher (low) than the 97.5% (2.5%) 
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percentile, the variable’s value was changed to 100% (0%). The variance 
inflation factor test shows no multicollinearity problems. Hausman test 
points to fixed effects panel data. We applied clustered standard errors to 
overcome heteroscedasticity and autocorrelation problems.

Figure 3.1

SAMPLE CONSTRUCTION AND DISTRIBUTION

Panel A: Sample construction process

Steps Stocks

All stocks available in the databases between 12/2009 and 
12/2017

562

  Stocks without data for independent variables (214)

  Stocks without data for dependent variables (54)

  Financial companies (24)

  Special preferred stocks (PNAs and PNBs) (19)

The sample of most liquid stocks 233

The sample of ordinary stocks (with vote right) 187

The sample of preferred stocks (without vote right) 60

Panel B: Sectorial distribution

Sec. A B C D E F G H I J Total

N 37 69 17 11 28 10 12 6 38 5 233

% 15.9 29.6 7.3 4.7 12.0 4.3 5.2 2.6 16.3 2.1 100

Panel C: Temporal distribution

Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 Total

N 163 166 174 184 186 187 178 175 184 1597

% 10.2 10.4 10.9 11.5 11.6 11.7 11.1 11.0 11.5 100

a Sectors: A = industrial goods, B = cyclical consumption, C = non-cyclical consumption, D = financial and others 
(banks and insurers are not included), E = basic materials, F = oil, gas and biofuels, G = health, H = information 
technology (IT), I = utility, and J = telecommunications.

Source: Elaborated by the authors.

3.1	 Institutional investors identification

To construct the institutional investors’ ownership measure, it is neces-
sary to identify them. The data comes from Economatica. Since the institu-
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tional shareholder’s National Register of Legal Entities (Cadastro Nacional de 
Pessoa Jurídica [CNPJ]) is not available in the database, we did a cross-reference 
of the investors’ names with Economatica’s fund database. After that, several 
institutions were left unidentified. To avoid underestimation, we used key-
words to separate institutions apart from individuals (Figure 3.1.1). No 
shareholder was left unidentified.

Figure 3.1.1

KEYWORDS FOR INSTITUTIONAL INVESTORS IDENTIFICATION

Investors Keywords

Investment Funds a

FIA, Banco, Bank, Banc, Equity, Equities, Hedge, Asset, 
Management, Capital, Clube de, Foundation, FI Mult, Research, 
Group, Fund, Ações, Investment, Investments, Investimentos, 
Gestão, Cred, Previ, Petros, Previdência, Pension, Partners, FIP, 
FIA, Insurance.

Foreign Investors b Llc, Llp, GmbH, Ltd, Inc, B.V, BV, Corporation.

Holdings Participações, Partic, Holding, Empreendimentos.

Other companiesc SA, S.A, S/A, Ltda.

Government Governo, Sec de Est, Estado, União, Estadual, BNDES, BNDESPar.

a Words associated with banks, asset managers, and pension funds; b words associated with foreign companies;  
c acronyms associated with limited liability companies.

Source: Elaborated by the authors.

3.2	 Institutional investor number and dispersion

To test our hypotheses, we used two metrics: 1. the number of institu-
tional investors (nll) and 2. the competition over information variable (hll), 
proposed by Akins, Ng and Verdi (2012). Equation 1 defines the variable nll.

	 ( ) ( ) ln nII  = ln Number of institutional investors 	 (1)

The number of institutions (nII) also does not consider the ownership 
dispersion. Therefore, we adopted the competition proxy for information 
proposed by Akins et al. (2012) (in equation 2), for each stock i in year t: hII 
is the proxy for competition for information; pIIi,t, the total institutional 
shareholding; and pIIi,j,t, the institutional investor ownership j in stock i in 
year t. 
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3.3	 Information flow and performance variables

We adopted the price non-synchronicity as a measure of price informa-
tiveness, following Chan and Hameed (2006). For each stock i in year t, we: 
1. apply the regression model of equation 3, by ordinary least squares (OLS), 
with daily data; 2. extract the adjusted coefficient of the goodness of fit (R2), 
and 3. use a logistic transformation in the variable (in equation 4), ri,d is the 
simple daily return of stock i on day d; rMKTd, the daily return for the market 
portfolio proxy, the IBrX-100; R2, is the adjusted coefficient of the goodness 
of fit of the equation 3; ɛ, the error term; and NSync, the price non-synchro-
nicity of each stock i in year t.

	 α β ε= + +, , ,        (  )    i d i d i d i dr rMKT 	 (3)

	 = − 2 2
, , ,    [(1  ) /  )]i t i t i tNSync ln R R 	 (4)

Following Gallagher et al. (2013), we adopted the low-frequency bid-ask 
spread proxy (BASP) as an alternative variable (equation 5). Based on Kyle’s 
(1985), the bid-ask should reduce as the number of informed investors  
trading simultaneously increases. In equation 5, in which BASP is the proxy 
for the bid-ask spread; ps is the maximum stock price i on day d; pb is the 
minimum stock price i on day d. D is the number of days with valid observa-
tions for stock i in year t (i. e., when the transaction volume is non-zero).

	

( )
=

−
=

+ 
 
 

∑, ,
1

  1 /
  
2

iD

i t i t
d

ps pb
BASP D

ps pb
	 (5)

Similar to Chen et al. (2007), we used return on assets (ROA) as an 
operational performance metric. It was calculated as the ratio of EBITi,t to 
TotalAssetsi,t–1.

To measure whether institutional investors are informed, information 
risk is defined as the abnormal return of each stock i in year t (Collin-
Dufresne & Fos, 2015). In equation 6, in which, for each stock i in year t: 
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eReti,t is the abnormal returns over the market index; and ri,t and rMKTt are 
the simple stock returns and the market returns of the IBrX-100, respectively.

	 = −, , i t i t teRet r rMKT 	 (6)

3.4	 Control variables and summary statistics

Figure 3.3.1 describes the control variables and references. Comment 
on each effect was built on every hypothesis testing section.

Figure 3.4.1

CONTROL VARIABLES DESCRIPTION

Controls Variable definition Main References

Systematic risk (Beta) Calculated with the market model with one-year 

daily returns.

Morck, Yeung and Yu, 

2000

Firm size (a) (MV) ln of firm market capitalization Easley et al. (2002)

Firm size (TA) ln of total assets Easley et al. (2002)

Firm leverage (Debt) Total debt to total capital Gul, Kim and Oiu (2010)

Market-to-book (M / B) Market value of equity to book value of equity Gul et al. (2010)

Enterprise value to operational 

earnings (EV / EBIT)

The market value of equity plus book value of  

debt to Ebit.

Gul et al. (2010)

Profit volatility (VROA) Sample standard deviation of quarterly ROAs over 

the last two years. This variable was truncated 

between 0 and 100.

Morck, et al. (2000)

Analyst coverage (Analy) The number of analysts who follow the company. Piotrosk and Roulstone 

(2004)

Stock trading volume (In(VOL)) ln of total stock trading volume. Fang et al. (2009)

Number of days with zero 

returns (Zeros)

Number of days with zero returns in a year as a 

fraction of annual trading days 

Fang et al. (2009)

Source: Elaborated by the authors.

Figure 3.4.2 shows the descriptive statistics for ordinary stocks (panel A) 
and preferred stocks (panel B). A typical ordinary stock (ON) has an annual 
3.5% bid-ask spread (BASP), is monitored by four or five analysts, is from a 
growing company with low systematic risk (Beta<1), and has approximately 
four institutional investors. The preferred stocks (PN) already have a 3.3% 
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bid-ask spread (BASP), are monitored by two or three analysts, are from 
companies in low-beta growth, with three institutional investors.

Figure 3.4.2

SAMPLE DESCRIPTIVE STATISTICS

Variable Mean Median SD Min. Max.

Panel A – sample of ON stocks

Abnormal returns (%) eRet 8.928 -0.065 57.901 -123.265 483.488

Analyst coverage Analy 4.874 3.000 5.157 0.000 18.000

Bid-ask spread (%) BASP 3.525 3.290 2.202 0.000 48.309

Firm value to Ebit EV / EBIT 10.441 10.809 21.594 -119.775 113.487

Financial leverage Debt 42.475 42.662 23.725 0.000 99.472

Market capitalization In(Mv) 14.482 14.648 1.793 7.812 19.751

Market-to-book In(M /B) 0.323 0.363 1.050 -2.941 4.513

No. of institutional investors nII 3.809 4.000 2.676 0.000 26.000

Ownership dispersion hII -48.426 -45.881 29.199 -100.000 0.000

Price non-synchronicity NSyns 2.637 2.175 1.965 -0.024 9.775

Executive variable payment (%) Remu 10.612 0.000 17.937 0.000 99.566

Return on assets (%) ROA 7.567 7.493 10.505 -90.249 60.557

ROA volatility VROA 3.713 2.046 7.602 0.000 100.000

Systematic risk Beta 0.583 0.536 0.420 -1.871 3.903

Total assets In(TA) 22.136 22.065 1.614 16.546 27.525

Total of zero returns (%) Zeros 13.033 5.220 18.310 0.000 89.837

Trading volume In(VOL) 13.109 13.477 2.634 3.216 18.305

Panel B – sample of PN stocks

Abnormal returns (%) eRet 2.974 -4.163 47.038 -121.539 230.903

Analyst coverage Analy 2.987 0.000 4.968 0.000 16.000

Bid-ask spread (%) BASP 3.340 2.879 3.598 0.000 51.935

Firm value to Ebit EV / EBIT 9.200 7.989 20.170 -93.222 113.487

Financial leverage Debt 40.860 41.108 26.835 0.000 99.543

Market capitalization In(Mv) 13.157 13.153 2.371 8.032 18.896

(continue)
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Variable Mean Median SD Min. Max.

Panel B – sample of PN stocks

Market-to-book In(M / B) -0.465 -0.488 1.017 -2.941 3.649

No. of institutional investors nII 3.820 3.000 3.425 0.000 25.000

Ownership dispersion hII -43.862 -40.405 31.346 -100.000 0.000

Price non-synchronicity NSyns 3.414 2.985 2.477 -0.024 9.775

Executive variable payment (%) Remu 12.592 0.000 17.429 0.000  56.357

Return on assets (%) ROA 6.679 6.704 10.351 -48.240 100.742

ROA volatility (%) VROA 3.477 2.106 5.032 0.000 48.773

Systematic risk Beta 0.506 0.464 0.594 -7.058 1.981

Total assets In(TA) 21.808 21.938 2.066 17.057 27.525

Total of zero returns (%) Zeros 25.870 11.788 26.936 0.000 93.089

Trading volume In(VOL) 11.603 11.129 3.389 4.440 19.059

Source: Elaborated by the authors.

	 4.	RESULTS

4.1	 Competition between institutional investors and abnormal 
returns

We applied the regression model of equation 7 to test H1, in which, for 
each stock i in year t, eRet is the abnormal return variable, II represents the 
multiple institutional investors’ competition (nII or hII). RiskControls are  
the variables associated with risk factors: the stock beta (Beta), to control for 
market risk; market value of equity ((In(MV)) to control for small firms’ 
effect; Market-to-book (In(M / B)) to control for the value effect; Financial 
Leverage (Debt), to control for the leverage effect; The number of days with 
zero returns (Zeros) to control for illiquidity effect; and Analyst Coverage 
(In(Analy)) to control for informational effect (Girão, 2016). 

	
β β β ε= + + +∑, 0 1 , , ,             i t i t k i t i t

k

eRet II RiskControls 	 (7)

Figure 3.4.2 (conclusion)

SAMPLE DESCRIPTIVE STATISTICS
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According to the estimated coefficients (Figure 4.1.1), it is not possible 
to affirm that the competition among institutional investors (nII and hII) 
reduces the abnormal returns. Girão (2016) reported similar results: there 
is no relation between the number of institutions and the reduction on cost 
of capital. So, not all institutional investors may be informed investors. 
These findings are different compared to the United States’ market (Akins 
et al., 2012).

Figure 4.1.1

THE NUMBER OF INSTITUTIONAL INVESTORS AND ABNORMAL RETURNS

Independent
variables

Dependent variable: eRet

H1: β1(II) < 0

II = In(nII) II = hII 

The most 
liquid ones

(1)

ON
stocks

(2)

PN
stocks

(3)

The most 
liquid ones

(4)

ON
stocks

(5)

PN
stocks

(6)

II
1.984
(0.40)

5.636
(1.04)

-4.508
(-0.47)

-0.058
(-0.69)

-0.048
(-0.49) 

-0.081
(-0.65)

Beta
8.218 *
(1.65) 

9.152
(1.50) 

7.461
(1.16) 

8.213
(1.66)

9.343
(1.54) 

8.139
(1.18)

ln(MV)
8.619 *
(1.93) 

7.633
(1.54) 

16.318 **
(2.64) 

8.668
(1.95) 

7.609
(1.55) 

16.667 ***
(2.76) 

ln(M/B)
32.759 ***

(6.33) 
36.485 ***

(6.53) 
16.002 **

(2.36) 
32.723
(6.37) 

36.369 ***
(6.58) 

15.645 **
(2.24) 

Debt
-0.777 ***

(-3.99) 
-0.926 ***

(-4.09) 
-0.183
(-0.68) 

-0.775
(-4.00) 

-0.916 ***
(-4.07) 

-0.190 
(-0.72) 

Zeros
-0.315
(-1.62)

-0.517 **
(-2.24)

0.087
(0.36)

-0.324
(-1.67)

-0.525 **
(-2.26)

0.090
(0.37)

ln(Analy)
-23.817 ***

(-4.55)
-26.023 ***

(-4.95)
-14.784
(-1.07)

-23.727
(-4.53) 

-25.599 ***
(-4.82)

-13.870
(-1.02)

Fixed eff. (i, t) Yes Yes Yes Yes Yes Yes

Observations 1,597 1,304 400 1,597 1,304 400

Individuals 233 191 60 233 191 60

Within-R2 23.48% 28.64% 16.68% 23.50% 28.25% 16.64%

*, **, and *** indicate significance at 10%, 5%, and 1%, respectively.

Source: Elaborated by the authors.
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The controls followed what is commonly documented in the national 
asset pricing literature: Beta is positive in all regressions, Size and M / B 
show a positive relationship, similar to the Brazilian evidence (Cordeiro & 
Machado, 2013), but in disagreement with the United States’ market findings 
(Fama & French, 2006). The Debt shows a negative effect (Cordeiro & 
Machado, 2013). The investment analyst’s coverage is negative, similar to 
Girão’s (2016).

Finally, as a robustness test, we use other firm size and valuation measures 
to account for some mechanical correlations between M / B, MV, and eRet. 
We use the ln of total assets (In(TA)) as an alternative measure of firm size 
and EV / EBIT measure of valuation. Again, measures of institutional inves-
tor’s competition do not show any relationship with eRet. The size measure 
changes its coefficient and shows a negative relationship with abnormal 
returns. In this way, this relationship may be capturing the asset growth 
effect (Fama & French, 2006). The new value measure has an insignificant 
coefficient. 

4.2	 Institutional investors and the price informativeness

We used the regression model of equation 8 to test H2. Where, for each 
stock i in year t, IE is the information efficiency proxy: NSync or BASP. Control 
is the vector of control variables: size (In(MV)), market-to-book (In(M / B)), 
financial leverage (Debt), ROA volatility (VROA) and analyst coverage 
(In(Analy)). It is expected that II has a positive coefficient with NSync and a 
negative one with BASP.

	
β β β ε= + + +∑, 0 1 , , ,         i t i t k i t i t

k

IE II Control 	 (8)

Figure 4.2.1 presents the estimated coefficients of equation 8. In panel 
A, we can see that in the sample of liquid stocks (columns 1), when the 
dependent variable is NSync, hypothesis H2 is not confirmed. However, we 
have evidence that institutional investors reduce bid-ask spreads (column 
4). In the ON stocks sample, nII loses statistical significance (column 5). We 
can see that the signs reported in the complete sample come from PN stocks: 
in columns 3 and 6, there is evidence that the higher the number of institu-
tional investors (nII) the greater the incorporation of private information 
into stock prices, either by increasing NSync or by reducing the bid-ask 
spread (BASP). These findings support the international literature that the 
presence of institutional investors raises the levels of informational efficiency 
(Dang et al., 2018).
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Figure 4.2.1

INSTITUTIONAL INVESTORS AND THE INFORMATION FLOW
Panel A – Institutional investors and the information flow (II = In(nII))

Independent
variables

Dependent variable: NSync Dependent variable: BASP

H2: β1 > 0 H2: β1 < 0

The most 
liquid ones

(1)

ON
stocks

(2)

PN
stocks

(3)

The most 
liquid ones  

(4)

ON
stocks

(5)

PN
stocks

(6)

ln(nII)
0.032
(0.42) 

-0.054
(-0.63) 

0.381 **
(2.57)

-0.250 **
(-2.34) 

-0.123
(-1.18)

-0.483 *
(-1.89)

ln(MV)
-0.227 *
(-1.76) 

-0.157
(-1.08) 

-0.414 **
(-2.24) 

-0.624 ***
(-6.43) 

-0.653 ***
(-6.75) 

-0.333
(-1.53)

ln(M/B)
0.271 **

(2.09)
0.294 **

(2.02) 
0.055
(0.32) 

-0.022
(-0.27) 

0.011
(0.14) 

-0.237 *
(-1.73) 

Debt
-0.000
(-0.17) 

-0.004
(-0.89) 

0.014
(1.33) 

0.015 *
(1.72) 

0.011
(1.29) 

0.030
(1.41) 

VROA
-0.184
(-0.34) 

-0.426
(-0.76) 

-0.294
(-0.14) 

0.482
(0.97) 

0.516
(1.04) 

-0.736
(-0.53) 

ln(Analy)
-0.279 **

(-2.39) 
-0.287 **

(-2.22) 
-0.119
(-0.61) 

-0.257 *
(-1.75) 

-0.308 **
(-2.21) 

0.054
(0.13) 

ln(VOL)
-0.121 **

(-2.08)
-0.168 ***

(-2.67)
0.041
(0.34)

0.062
(0.31)

0.133
(0.88)

-0.131
(-0.25)

Zeros
0.034 ***

(6.24)
0.037 ***

(5.74)
0.036 ***

(4.01)
-0.014
(-1.23)

-0.008
(-0.83)

-0.030
(-0.99)

Fixed eff. (i, t) Yes Yes Yes Yes Yes Yes

Observations 1,597 1,304 400 1,597 1,304 400

Individuals 233 191 60 233 191 60

Within-R2 19.81% 22.61% 19.46% 16.56% 20.00% 15.83%

Panel B – Institutional investors and the information flow (II = hII)

Independent
variables

Dependent variable: NSync Dependent variable: BASP

H2: β1 > 0 H2:  β1 < 0

The most 
liquid ones  

(1)

ON  
stocks

(2)

PN  
stocks

(3)

The most 
liquid ones  

(4)

ON  
stocks

(5)

PN  
stocks

(6)

hII
-0.003 **

(-2.13)
-0.002
(-1.30)

-0.006
(-1.64)

-0.001
(-0.59)

-0.000
(-0.07)

-0.003
(-0.37)

Fixed eff. (i, t) Yes Yes Yes Yes Yes Yes

Within-R2 20.07% 22.69% 18.99% 16.17% 19.87% 14.88%

*, **, and *** indicate significance at 10%, 5%, and 1%, respectively.

Source: Elaborated by the authors.
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Thus, there is firm-level support for the empirical evidence presented by 
Dang et al. (2018) that there is a higher positive association between insti-
tutional ownership and stock liquidity in countries with opaque information 
environments or with poor institutional characteristics. PN stocks have 
characteristics that are consistent with lower transparency and weak property 
rights (Leal, Silva, & Valadares, 2002).

The size coefficient is negative in all samples. This relationship is 
expected for NSync, and it indicates that larger firms have a greater weight in 
market indices (Gul, Kim, & Qiu, 2010). For the bid-ask spread regression, 
the negative coefficient of size (ln(MV)) indicates that the largest companies 
have lower information asymmetry and lower illiquidity. The market-to-book 
(In(M / B)) is positive in the complete sample and for ON when the dependent 
variable is NSync, but it is not significant for PN (except for the negative 
coefficient when the dependent variable is BASP). These coefficients suggest 
that stocks with high growth potential (i. e., high Market-to-Book) are less 
synchronized with the rest of the market (Gul at al., 2010). 

Finally, analysts’ coverage (Analy) presents a negative coefficient for 
most liquid stocks and the ON stocks. The positive relationship between the 
number of analysts and the return synchronicity is largely documented in 
the literature. The most widely accepted explanation for this relationship is 
that analysts disseminate much more news about industry and markets than 
about firm-specific information (Piotroski & Roulstone, 2004). They are 
associated with a low bid-ask spread.

Panel B exposes the test with the alternative variable hII. For this variable, 
the findings are conflicting with those exposed for nII. One possible expla-
nation is that competition among institutional investors is essential to 
improve market efficiency, but most institutional investors claim that the 
threat of liquidation is only valid when they have at least 5-10% of the com-
pany’s stocks (McCahery et al., 2016). In this scenario, extreme fragmenta-
tion of ownership may mitigate the strength of this kind of governance. The 
next test will cover this non-linear relationship.

4.2.1 	Non-linear relationship between competition and price 
efficiency

Now, we test the non-linear relation between institutional investor’s 
competition and price efficiency (H2a). To do that, we add a quadratic term 
on variable II. The control variables are the same as in equation 8. If the 
concave (convex) relationship holds, it is expected that β1(II) shows a posi-
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tive (negative) coefficient and β2(II2) shows a negative (positive) coefficient 
when the dependent variable is NSync (BASP).

Figure 4.2.1.1 shows the estimated coefficients using the quadratic 
term. Due to the lack of space, we decided to do not tabulate the control 
variables. In panel A, there is no evidence of a non-linear relationship 
between the number of institutional investors and NSync. However, there is 
a convex relationship between the number of institutional investors and the 
bid-ask spread: when the number of institutional investors rises, there is a 
reduction of the bid-ask spread, but this bid-ask starts to grow at a certain 
point. This behavior is promoted by PN stocks (column 6). 

Using the minimum and the maximum number of institutional inves-
tors (0 to 26 for the most liquid stocks and 0 to 25 for the PN ones), we can 
predict that the optimal number of institutional investors is 14 for the most 
liquid sample and 12 for the PN sample. There is no significant relationship 
when we employ the hII measure (panel B).

Figure 4.2.1.1

INSTITUTIONAL INVESTORS AND THE INFORMATION FLOW

Panel A – Institutional investors and the information flow (II = In(nII))

Independent
variables

Dependent variable: NSync Dependent variable: BASP

H2a: β1 > 0 ^ β2 < 0 H2: β1 < 0 ^ β2 > 0

The most 
liquid ones

(1)

ON
stocks

(2)

PN
stocks

(3)

The most 
liquid ones  

(4)

ON
stocks

(5)

PN
stocks

(6)

nII
0.008
(0.24)

0.015
(0.43)

0.078
(1.21)

-0.111 **
(-2.50)

-0.057
(-1.40)

-0.249 **
(-2.21)

nII 2 -0.000
(-0.24)

-0.003 **
(-2.30)

-0.000
(-0.20)

0.004 ***
(2.81)

0.003 *
(1.72)

0.010 **
(2.60)

Fixed eff. (i, t) Yes Yes Yes Yes Yes Yes

Observations 1,597 1,304 400 1,597 1,319 400

Individuals 233 194 60 233 194 60

Within-R2 19.80% 22.84% 19.35% 16.63% 20.04% 16.23%

(continue)
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Panel B – Institutional Investors and the information flow (II = hII)

Independent
variables

Dependent variable: NSync Dependent variable: BASP

H2: β1 > 0 ^ β2 < 0 H2: β1 < 0 ^ β2 > 0

The most 
liquid ones (1)

ON
stocks

(2)

PN
stocks

(3)

The most 
liquid ones (4)

ON
stocks

(5)

PN
stocks

(6)

hII
-0.004
(-0.89)

-0.001
(-0.33)

-0.013
(-1.16)

0.003
(0.57)

-0.002
(-0.34)

0.022 *
(1.71)

hII 2 -0.000
(-0.17)

-0.000
(0.05)

-0.000
(-0.68)

0.000
(0.95)

0.000
(-0.36)

0.000 **
(2.44)

Fixed eff. (i, t) Yes Yes Yes Yes Yes Yes

Within-R2 20.07% 22.69% 19.07% 16.21% 19.88% 15.46%

*, **, and *** indicate significance at 10%, 5%, and 1%, respectively.

Source: Elaborated by the authors.

4.3	 Institutional investors and operational performance

In this section, we analyzed whether institutional investors are impor-
tant to operational performance (H3), using equation 9, in which ROA is the 
return on assets; and Control is the vector of control variables for the opera-
tion performance.

	
β β β ε= + + +∑, 0 1 , , ,         i t i t k i t i t

k

ROA II Control 	 (9)

Following Fang et al. (2009), we segmented the sample into four sub-
samples according to the information efficiency levels: low NSync (below the 
NSync median) and high NSync (equal to or above the NSync median). The 
same pattern is followed for the bid-ask spread (BASP). The intuition is that, 
if institutional investors increase price efficiency and this relationship is 
motivated by the governance through trading, it is expected that the number 
of institutions will be more relevant for performance in firms with higher 
information incorporation (NSync) and lower bid-ask spread (BASP). 

Panel A of Figure 4.3.1 demonstrates the irrelevance of the number of 
institutional investors (nII) in the firm’s profitability. These findings are like 

Figure 4.2.1.1 (conclusion)

INSTITUTIONAL INVESTORS AND THE INFORMATION FLOW
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the evidence on Fang et al.’s (2009) that institutional investors do not 
increase the performance of companies in the US market. However, panel B 
shows support for the H3: for ON stocks with more information incorpora-
tion, there is evidence that the competition between institutional investors 
is associated with firm performance. In firms with low NSync, the effect is 
the opposite. This behavior was not found using BASP as the dependent 
variable (to preserve space, we did not tabulate these results).

Figure 4.3.1

INCORPORATION OF INFORMATION, INSTITUTIONAL INVESTORS,  
AND PERFORMANCE

Panel A – NSync levels, institutional investors (In(nII)) and firm’ operational performance

Independent
variables

Dependent variable: ROA

H3: β1 > 0 a

Sample: high NSync ( ≥ Median) Sample: low NSync ( < Median)

The most 
liquid ones  

(1)

ON
stocks

(2)

PN
stocks

(3)

The most 
liquid ones  

(4)

ON
stocks

(5)

PN
stocks

(6)

ln(nII)
0.149
(0.16)

0.619
(0.52)

-2.177
(-1.58) 

0.381
(0.62) 

0.056
(0.08) 

0.719
(1.01) 

ln(MV)
2.797 **

(2.60) 
1.737
(1.42)

2.884
(1.56)

2.645 **
(2.43) 

2.628 **
(2.15) 

5.293 **
(2.58)

ln(M/B)
0.566
(0.46) 

1.077
(0.78)

0.594
(0.55) 

2.884 ***
(4.34) 

3.188 ***
(4.70) 

-0.384
(-0.18) 

Debt
-0.083
(-1.34) 

-0.054
(-0.77)

-0.171 **
(-2.50)

-0.028
(-0.69)

-0.031
(-0.70) 

-0.009
(-0.12) 

Zeros
0.003
(0.10)

-0.030
(-0.80)

0.068
(1.59)

-0.148
(-1.49)

-0.137
(-1.06)

0.093
(1.25)

Fixed eff. (i, t) Yes Yes Yes Yes Yes Yes

Observations 682 552 157 915 752 243

Individuals 116 95 30 117 96 30

Within-R2 7.43% 6.41% 18.84% 29.24% 36.56% 20.03%

(continue)
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Panel B – NSync levels, institutional investors (hII) and firm’ operational performance

Independent
variables

Dependent variable: ROA

H3: β1 > 0 a

Sample: high NSync ( ≥ Median) Sample: low NSync ( < Median)

The most 
liquid ones  

(1)

ON
stocks

(2)

PN
stocks

(3)

The most 
liquid ones  

(4)

ON
stocks

(5)

PN
stocks

(6)

hII
0.032
(1.59)

0.056 **
(1.99)

-0.026
(-0.76)

-0.027 **
(-2.06)

-0.025 *
(-1.79)

0.003
(0.20)

Fixed eff. (i, t) Yes Yes Yes Yes Yes Yes 

Within-R2 7.84% 7.34% 18.26% 29.68% 37.02% 19.91%

*, **, and *** indicate significance at 10%, 5%, and 1%, respectively. a β1> 0 was expected in cases in which NSync 
is greater than the median.

Source: Elaborated by the authors.

4.3.1	 The role of executive compensation

The failure to observe the institutional investors’ impact on perfor-
mance raises some conjectures: 

•	 the efficiency gains may not have a significant effect on the firms’ per-
formance because there are no efficient contracts that align managers’ 
remuneration to stock returns (Edmans et al., 2013). According to 
Hofmeister (2018), firms with low governance do not have optimal execu-
tive compensations. The New Market rules do not permit the issuance 
of stocks without voting rights, which implies that the preferred stocks 
(PN) of this study are stocks outside the New Market segment and, 
consequently, without managers’ remuneration strongly linked to stock 
performance; 

•	 the performance gain can occur in long-term periods not addressed in 
this study.

Unfortunately, there is no easy way to test the second conjecture, but we 
can test the first one. First, we calculated the mean value of NSync and BASP 

Figure 4.3.1 (conclusion)

INCORPORATION OF INFORMATION, INSTITUTIONAL INVESTORS,  
AND PERFORMANCE
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of each firm for the sample period. Let’s call these two new variables NSync
and BASP. Then, we used the median of NSync and BASP to separate firms 
on high or low NSync and High or Low BASP. 

In a second step, we calculated the percentage of executive compensa-
tion that comes from the firm performance to split firms on high and low 
executive compensation, using the same mean and split technique. The varia-
ble remuneration (Remu) is the total variable income of company directors 
divided by the total directors’ remuneration.

	

Variable remuneration from profit sharing
Remu =  

Total remuneration
	 (10)

Figure 4.3.1.1 shows the summary statistics of the main variables for each 
subsample, in which, HNHR (LNLR) is the high (low) NSync and high (low) 
Remu sample, and HBHR (LBLR) is the high (low) BASP and high (low) Remu 
sample. All samples follow this kind of logic (see the note in Figure 4.3.1.1 
for more details). 

Figure 4.3.1.1

SUBSAMPLES SUMMARY STATISTICS

Panel A: the most liquid ones

HNHR HNLR LNHR LNLR HBHR HBLR LBHR LBLR

NSync 4.406 4.412 1.443 1.688 2.055 2.734 2.769 3.244

BASP 2.803 3.594 3.332 3.463 3.908 4.611 2.558 2.447

Remu 19.895 0.000 23.499 0.276 19.083 0.000 22.159 0.021

ROA 7.552 3.591 9.854 8.841 7.993 2.940 10.666 8.726

nII 3.773 3.194 4.571 3.462 4.228 3.645 4.290 2.966

hII -51.522 -42.895 -48.187 -46.488 -47.253 -45.219 -49.419 -45.848

Panel A: ONs

HNHR HNLR LNHR LNLR HBHR HBLR LBHR LBLR

NSync 3.900 4.208 1.440 1.627 1.998 2.618 2.526 2.963

BASP 2.934 3.604 3.376 3.490 3.968 4.512 2.600 2.550

Remu 21.911 0.000 22.139 0.200 18.264 0.000 22.547 0.000

(continue)
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Panel A: ONs

HNHR HNLR LNHR LNLR HBHR HBLR LBHR LBLR

ROA 7.147 4.413 10.636 8.445 8.005 3.154 10.706 9.894

nII 3.754 3.460 4.480 3.339 3.937 3.721 4.307 3.135

hII -56.225 -44.885 -49.156 -46.796 -48.640 -45.627 -54.619 -45.026

Panel B: PNs

HNHR HNLR LNHR LNLR HBHR HBLR LBHR LBLR

NSync 5.486 5.606 1.778 2.377 2.416 3.045 3.787 4.612

BASP 2.162 2.978 3.009 3.436 3.418 4.518 2.121 1.905

Remu 19.816 0.000 25.253 0.112 25.811 0.000 22.441 0.258

ROA 8.579 1.580 9.478 5.288 8.255 1.439 9.885 6.287

nII 3.239 1.952 5.030 3.375 4.957 3.282 3.924 2.250

hII -51.953 -54.518 -41.149 -36.462 -40.928 -46.131 -45.875 -45.952

HNHR = high NSync and high Remu; HNLR = high NSync and low Remu; LNHR = low NSync and high Remu; 
LNLR = low NSync and low Remu; HBHR = High BASP and high Remu; HBLR = high BASP and low Remu;  
LBHR = low BASP and high Remu; LBLR = low BASP and low Remu.

Source: Elaborated by the authors.

Figure 4.3.1.2 shows the results of equation 9 for the most liquid stocks 
subsample. We did not test equation 9 on the ON and PN samples because 
of small sample data. We chose not to tabulate the control variables to pre-
serve space. In panel A, we can see that, in firms with high information 
incorporation and high variable executive compensation, the growth of the 
number of institutional investors has a positive effect on ROA (column 1). 
This scenario cannot be observed on low NSync samples (columns 3 and 4). 
In panel B, the higher the competition on high NSync samples, the higher 
the ROA. This relationship seems to be independent of variable remunera-
tion. Finally, a puzzle emerges in panel D: in the sample of high bid-ask and 
low remuneration, the number of institutional investors is associated with 
higher ROAs. This is not a huge concern, since the coefficient is positive. Due 
to the lack of space, we did not tabulate the ONs and PNs subsample esti-
mates, but the results exposed in Figure 4.3.1.1 are driven by ONs stocks.

Figure 4.3.1.1 (conclusion)

SUBSAMPLES SUMMARY STATISTICS
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Figure 4.3.1.2

INCORPORATION OF INFORMATION, INSTITUTIONAL INVESTORS, 
PERFORMANCE, AND REMUNERATION

Panel A – NSync levels, institutional investors (In(nII)) and firm’ operational performance

Independent
variables

Dependent variable: ROA

H3: β1 > 0

HNHR
(1)

HNLR
(2)

LNHR
(3)

LNLR
(4)

ln(nII)
3.044 *
(1.94)

-1.045
(-0.84)

0.597
(0.57)

-0.176
(-0.21)

Fixed eff. (i, t) Yes Yes Yes Yes

Observations 225 314 413 387

Individuals 36 52 50 51

Within-R2 32.35% 15.36% 30.66% 33.67%

Panel B – NSync levels, institutional investors (In(nII)) and firm’ operational performance

Independent
variables

Dependent variable: ROA

H3: β1 > 0

HNHR
(1)

HNLR
(2)

LNHR
(3)

LNLR
(4)

hII
0.053 *
(1.68)

0.057 *
(1.89)

-0.030
(-1.22)

-0.023
(-1.66)

Fixed eff. (i, t) Yes Yes Yes Yes

Observations 225 314 413 387

Individuals 36 52 50 51

Within-R2 31.83% 16.21% 30.98% 34.15%

Panel C – BASP levels, institutional investors (In(nII)) and firm’ operational performance

Independent
variables

Dependent variable: ROA

H3: β1 > 0

HBHR
(1)

HBLR
(2)

LBHR
(3)

LBLR
(4)

ln(nII)
1.808
(1.45)

-1.665
(-1.42)

0.181
(0.17)

-0.196
(-0.19)

(continue)
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Panel C – BASP levels, institutional investors (In(nII)) and firm’ operational performance

Independent
variables

Dependent variable: ROA

H3: β1 > 0

HBHR
(1)

HBLR
(2)

LBHR
(3)

LBLR
(4)

Fixed eff. (i, t) Yes Yes Yes Yes

Observations 320 319 368 332

Individuals 41 48 50 50

Within-R2 (%) 37.85% 19.18% 21.36% 1471

Panel D – BASP levels, institutional investors (In(nII)) and firm’ operational performance

Independent
variables

Dependent variable: ROA

H3: β1 > 0

HBHR
(1)

HBLR
(2)

LBHR
(3)

LBLR
(4)

hII
-0.022
(-0.71)

0.059 **
(2.18)

-0.017
(-0.69)

-0.003
(-0.18)

Fixed eff. (i, t) Yes Yes Yes Yes

Observations 320 319 368 332

Individuals 41 48 50 50

Within-R2 (%) 37.29% 19.84% 21.53% 14.71%

* and ** indicate significance at 10% and 5%, respectively.

Source: Elaborated by the authors.

	 5.	CONCLUSIONS

This study analyzed whether theories of governance through trading are 
valid in the Brazilian stock market. We developed three hypotheses to guide 
the empirical analysis. 

•	 The central assumption of corporate governance through trading theories 
is that investors are informed and compete for the informational advan-
tage profit – this assumption was tested in the first hypothesis (H1). 

Figure 4.3.1.2 (conclusion)

INCORPORATION OF INFORMATION, INSTITUTIONAL INVESTORS, 
PERFORMANCE, AND REMUNERATION
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•	 Such a negotiation raises price efficiency by incorporating hitherto pri-
vate information into prices (H2). However, this relation is not linear, 
and there is an optimum amount of competition (H2a). 

•	 This mechanism would make the pricing system more aligned with 
company fundamentals and would lead to higher performance (H3).

Our findings can be summarized in five points: 

1) 	 The number of institutional investors is not related to returns. One pos-
sible explanation is that most of the sample’s institutions may have no 
information advantage and are passive investors who do not compete 
for information. 

2) 	 The greater number of institutions increases the incorporation of firm-
specific information to prices, increasing pricing efficiency. This rela-
tionship is more evident in PN shares, whose ownership rights are 
reduced. 

3) 	 There is evidence that the price efficiency gains are maximized when 
there are approximately 12 institutional investors on PN stocks and 14 
institutional investors for the sample of the most liquid ones. 

4) 	 There is weak evidence that the number of institutional investors is 
positively associated with performance, and its behavior is concentrated 
among ON stocks. This finding can be explained by the weak link 
between stock performance and the executives’ pay-for-performance 
remuneration. PN shares have a greater possibility of information effi-
ciency gains, but are issued by firms whose stock prices do not promote 
change in managers’ salaries. 

5) 	 When we take the variable remuneration into account, the number of 
institutional investors is positively associated with performance.

These findings have two main implications. The first one is that the 
presence of institutional investors is vital to raise the stock price efficiency 
levels, either through the greater incorporation of information or through 
the reduction of the bid-ask spread. Policies that allow capital inflows and 
ensure greater property protection are beneficial for market efficiency. The 
second implication is directly associated with the first: there is no evidence 
that the greater amount of institutions implies an increase in the perfor-
mance of the firms if there is no variable remuneration plan. 

These findings give rise to conjectures that the lack of association between 
executive rewards and stock performance can mitigate potential efficiency 
gains and prevent trading or the threat of liquidation from being an effective 
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governance mechanism in these firms. Therefore, in the case of companies 
with a dispersion property structure, it is advisable to adopt measures that 
increase the stock liquidity and the adoption of an executive payment linked 
to the stock performance, as proposed by Edmans et al. (2013). 

Finally, this study has some limitations. The database adopted to study 
the ownership structure of Brazilian companies did not provide precise 
information, such as the firms’ number of identification (CNPJ). This limi-
tation was mitigated using keywords associated with institutional investors. 
However, this may raise criticism about the identification effectiveness and 
its replicability.

GOVERNANÇA VIA NEGOCIAÇÃO DE AÇÕES NO BRASIL: 
EVIDÊNCIAS COM INVESTIDORES INSTITUCIONAIS

	 RESUMO

Objetivo: Este artigo analisa a viabilidade da negociação de ações como 
um mecanismo para promover a governança corporativa, abordando 
seus efeitos sobre retornos anormais, informações e desempenho das 
empresas. 
Originalidade/valor: A competição entre investidores institucionais é 
importante para aumentar a eficiência informacional dos preços das 
ações. Políticas que permitem a entrada de capital, aumentam a liquidez 
e fortalecem a relação entre os salários dos gestores com o desempenho 
das ações são benéficas para reforçar a eficiência do mercado.
Design/metodologia/abordagem: Realizaram-se testes de hipóteses usan-
do regressões de dados em painel com 233 ações entre dezembro de 2009 
e dezembro de 2017 da Thomson Eikon, Economatica e ComDinheiro.
Resultados: O número de investidores institucionais não está relaciona-
do a retornos anormais. Porém, o número de investidores institucionais 
aumenta a incorporação de informações específicas da empresa nos pre-
ços das ações, o que eleva a eficiência dos preços no mercado de ações. 
Essa relação é mais forte entre as ações preferenciais (PN), mas esse 
mecanismo ainda não é suficiente para aumentar o desempenho opera-
cional. Apesar do possível aumento na eficiência do preço das ações, os 
investidores não poderão adotar esse mecanismo para exercer governan-
ça se não houver remuneração vinculada ao desempenho.
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Governança corporativa. Liquidação. Informatividade dos preços das 
ações. Investidor institucional. Bid-ask spread.
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