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Abstract 
 
This paper examines the effect of stock options plan on firm performance. By using   a multivariate regression 
analysis on 58 Malaysian listed firms with stock option plan, the main finding shows that granting stock option 
plans do not entirely lead to improvements over firm performance in Malaysia. From this result may spur a 
debate about the role stock option plans play in enhancing firm performance as in the few years that stock 
options have been in use in Malaysia, stock option plans gained popularity. But at the same time manipulation 
in accounting measures such as creative accounting and earnings management, has led the public to question 
the practicality in adopting stock option plans at least for reducing agency problems.  
 
Keywords Stock Option plan, Firm performance 
 
 
1.   Introduction  
  
Theoretically, stock option plan are designed based on the principle that the agency 
problems can be alleviated if the firm has clear lines of separation between ownership and 
control (Jensen and Meckling (1976). The literature in this area mostly examine whether 
compensation plans are effectively designed for achieving specific goals. A part of the goal is 
to motivate executives to increase shareholders’ wealth. In short, stock option plans are 
viewed as an effective method to achieve this objective and for aligning the interest of 
principal (i.e. shareholders) and agent (i.e. managers). In the recent main stream of literature 
highlights the relation between stock option plans and their wealth-increasing effect. The 
general consensus is that stock options create a conflict between shareholders and managers, 
particularly with respect to managerial quality and effort to increase the firms performance 
which is a common measure of firm value observed by shareholders. The capability of 
executive employee to influence the individual share price performance is more direct than 
the non-executive employees. One of which could be that management have better control 
over information releases.  

As a result, management are considered to receive more benefits due to the effects of 
incentives even when stock prices fall. On occasions executives tends to be overly cautious 
with the incentive effects that stock option plans bring, particularly when making decisions 
that directly benefits their own self-interests without damaging shareholders’ wealth.  As 
this suggests, executives tend to be risk-takers, engaging in high profitable projects while at 
the same time they become less risk-taker for increasing firm value (Defusso, Johnson and 
Zorn, 1990; Cohen,Hall and Viceira, 2000 and Rajgopal and Shevlin, 2002).  Thus the 
generosity of shareholders which is reflected in equity compensation pay may result in a 
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marginal loss by way of the dilution effects (Ikaheimo, Kjellman, Holmberg and Jussila, 
2004). Therefore, shareholders accept stock option plans unfavourably when the plan 
adoption produces decreasing-wealth effects.  
 
 
2.   Literature Review 
 
With reference to the long-run firm performance and the effects of stock option plans, the 
reported empirical evidence is generally mixed, while the use of executive stock options as 
an instrument to improve long-term firm performance is reported to only have mild effect 
on firm value. A number of studies suggest that stock option plan may enhance firm value. 
For example, Sesil, Kroumova, Blasi and Kruse (2002) report that U.S. corporations that 
provide stock options are likely to enhance productivity, accounting performance and 
market returns, even though it does not automatically improve the outcome. Hillegeist and 
Penalva (2004) also report the effect of stock option plans on performance using a variety of 
performance measures target groups during the period 1996 to 1999 and find a positive 
relationship across the sample. Likewise Hassan and Hoshino (2007) measured the effects of 
stock option plans for 1600 firms for the period 1997 to 2004 with respect to enhancing 
corporate value and found that operating performance and stock market returns increased 
after the plans announcement. The positive effect of stock option plans on long-term 
performance is also found in European market studies such as Duffhues, Kabir Mertens and 
Roosenboom (2003), Duffhues and Kabir (2008) and Ozkan (2009).  Duffhues et al. (2003) and 
Duffhues and Kabir (2008)  investigate the performance-enhancing effects of stock options 
using Dutch market data as a proxy by return of asset (ROA) and return on equity (ROE) 
and report a positive association between the variables.  Their findings are consistent with 
Ozkan (2009) who used U.K. data to study the long-term incentive effects of stock option 
plans. Their findings suggest a strong association between stock return, ROA and stock 
option plans. However, Smith and Swan (2008) provide more robust results on the positive 
effects. Their findings indicate that the combination of the level of pay (that is, equity and 
cash basis) create an incentive value for managers to enhance firm performance. They also 
report that stock option plans are not the main method at the disposal of owners to induce 
performance –enhancing effects.   

Quite a few studies have attempted to explain unsuccessful stories about the 
performance enhancing effect that stock option plans could generate in long-term. For 
example, Sanders and Hambrick (2007) claim that stock option plans result in extreme firm 
performance. In brief, they suggest that a large fraction of stock options allocated to top 
executive employees could lead to big losses rather than gains.  This is possible, particularly 
when executives are motivated to be more of a risk-taker. Similarly, Obiyathulla et al. (2009) 
using Malaysian data investigate the effect of stock option plans on long-term firm 
performance and found that accounting profits declined three years before and after the 
implementation of stock option plans.  Bulan, Sanyal and Yan (2010) found similar effects 
which indicate that stock option plans do not have productivity-increasing effects and thus 
fail to influence accounting performance. Triki and Ureche-Rangau (2012) examined the 
long-term relationship between stock options and firm value using French data and report 
weak direction for both variables as measured by the industry-adjusted ROA, ROE and 
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abnormal returns. This finding suggests that stock option plans fail to create the incentive 
for value-increasing, even though it is widely applied in the French companies. Arguably, 
the extent to which stock option plans can generates benefits for shareholders and managers 
with the ascribed effects does depend on the harmonisation of their interests.  This is 
apparent, since both parties might capture the benefits that stock option plans bring, even 
though part of the study included mixed results.  In addition, there is also evidence which 
indicate that stock option plans provide signalling effects to the market in the short-term 
and share prices could be expected to react according to the approval of the option plans 
(Tehranian and Waegelein, 1985).  While for the long-term effect on corporate performance, 
it is likely to generate mixed results, which as earlier discussed is as part of the literature 
which report both positive and negative effects from the use of stock options. 
 
 
3.   Data and Research Methodology 
 
One of the main goals of this study is to determine the effect of Malaysia’s stock option plans 
on firm performance. Therefore, in this context, a large number  in the economics and 
finance literature use a standard regression analysis. In this respect to selected sample firms, 
this study excludes the Malaysian firm without stock options plan that established before 
2000. Most of firms are called as “missing data” since the detailed data was not available. 
While for comparator groups, this study also uses the Bursa Malaysia listing circulars to 
construct groups and this includes firm with employee stock option plans and executive 
stock option plans only and combination between executive and employee stock option 
(broad-based stock options).  All the comparison firms have similar industry and size.  As 
detailed and after identified the population on the firm with stock option programs, the 
process of selection of the final sample as follows: 
 
Descriptions Number of Firms 
Firms with stock option programs as listing in 
Companies announcements. 

177 

After deduction of missing data 94 
After deduction of firms with unrelated events to the 
stock option plan exists. 

25 

Final sample 58 
 
Based on past studies, when examining the firm performance, the common performance 
measures are widely used such as stock market return, asset return and equity return (see 
Hall and Liebman, 1998; Abdelaziz, Amine and Lanour, 2011). In this study, estimating the 
effects of stock option plan on the level of firm performance follows Triki and Ureche-
Rangau (2012) who use panel data that included the year of stock option grants, 
performance measures such as return on assets (ROA), return on equity (ROE) and Tobin’s-
Q. And also following Mehran (1995), Core, Holthausen and Larker (1999) and Hillegeist 
and Penalva (2003) the size of stock option is used in the formulated model. These studies 
employ multivariate regression analysis in which the previously mentioned accounting 
performance measures are calculated. Accordingly, the return on assets (ROA) is calculated 
with earnings before interest, tax and depreciation to total assets by percentage before and 
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after stock option grants, while the return on equity (ROE) is set equal to net income before 
ordinary items divided stock option grants, and Tobin’s Q is the ratio market value of share 
capital to the book value of total assets following stock option grants. Note that Tobin’s Q 
measures whether the firm’s market value is equal to replacement cost. If the ratio is greater 
than 1, then it implies that the company’s share is overvalued and vice-versa. 

For explanatory variables employed include the size of grants corresponding to the 
number of stock option grants at the time of the board meeting date divided by the number 
of outstanding shares at the closest fiscal year. Since the expected effect of stock option 
grants may lead to improved firm efficiency through alleviation of the agency problem 
between managers and shareholders, firm performance can be expected to improve. It has 
been suggested that by isolating the consequences of the adoption of executive stock options 
and broad-based stock options that this produces advantages. However, the effects between 
the beneficial groups might differ because executive levels may have directly influence on 
firm decision-making behaviour.  As a result, the prediction signs for ROA and ROE are 
expected to have a positive in the following year of stock option grants, while Tobin’s Q is 
expected to increase following the adoption of stock option plans, which can be expected to 
impact firm value.  

For further additional variables in the regression equation to control for potential effects 
on firm performance. These control variables which are likely to influence the firm 
performance, then the sample are split into firm characteristics and event characteristics. The 
firm characteristics include leverage, the size of the firm and the growth of the firm growth. 
While the event characteristics proxy are by announcement types (first-time and seasonal) 
and beneficial or target groups (executive stock options or broad-based stock options).  

The more specific control variables are a leverage variable equal to the log of total debt 
divided by total assets, which contends that high debt ratios might affect the firm’s growth 
and therefore result in less firm specific profit.  It is generally argued that firm with large 
debt tends to reduce the size of their stock option plan. From the debt holder’s perspective, 
stock option plans are viewed as monitoring instruments used to keep an eye on 
management incentives to mislead free cash flows, which is expected to improve firm 
performance. The predicted sign for the coefficient of the impact of stock option plans on the 
leverage ratio can be expected to have both positive and negative effects. The second control 
variable, the size of the firm, is measured by the logarithm of total assets. Prior studies 
report the size of the firm an important predictor of stock option grants which is relevant to 
firm performance and is frequently observed as a major determinant in compensation pays.  

Since larger size firms generate higher profits, as a result of benefit from economies of 
scale, it is argued that this not only provides greater opportunities to create internal funds 
but also access to external sources of finance for undertaking investment projects. Therefore, 
I would expect the size of the firm to have a positive on the adoption of stock option plans. 
The growth opportunity of the firm is measured by the log of market-to-book ratio, as many 
studies suggest that high growth opportunities frequently indicate higher firm performance. 
Firms with high growth opportunities tend to allocate a large fraction of stock options in 
order to enhance managerial efforts towards generating profitable projects, especially firms 
that operate in the highest volatile industry. From an agency theory perspective, firms with 
stock option plans are likely to implement them to reap the benefits from aligning the 
interests of employees and shareholders, which would also encourage managers to make 
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better decisions to invest in highly profitable projects on behalf of shareholders. Therefore, 
the ratio M/B is used to capture the incentive effects, which is expected to generate a positive 
sign for stock option plans.  

In this study, the announcement of a stock option plan is represented by a dummy 
variable equal to 1 if the firm advertised the plan for the first-time, and 0 otherwise. The 
expected sign for this coefficient is expected to be positive, since the stock option plans 
granted to beneficiaries at the first-time of announcement can be expected to serve as an 
incentive for employees’ thereby resulting in improved firm performances. Thus the sign of 
the coefficient is expected to be positive. The target group is also a dummy variable equal to 
1, if the firm allocates the stock option plan to employees and 0 otherwise. The coefficient 
sign is expected to be negative since employees are less directly influenced by firm specific 
factors designed to increase firm value.  

In addition, the intra-industry differentiation of firms is an immediate concern, since 
stock option grants may reflect industry-based trends. In regard to this, the literature 
identifies industry membership as a key factor in broad-based stock option use which 
correlates to a firm’s performance. In particularly, firms issuing stock options with an 
intensity of retaining talented and skilful employees are viewed as high priority, so too are 
firms involved in intensive research and development (R&D) activities. Ittner, Lambert and 
Larker. (2003) argue that the retention of key employees is more crucial to technological 
firms and firms with a rapidly growing labour force. For this reason competition for 
employees among firms within the same industry is more volatile. Thus the granting of 
stock options might eliminate the necessity of adjusting salaries to reflect the state of the 
labour market. None the less, Oyer (2004) notes that firm value is still essential to 
determining the value of stock option-based pay packages. Accordingly, industry-adjusted 
performance measures for ROA, ROE and Tobin’s Q are measured three years after the 
announcement of a stock option plan.  

Since the main purpose is to determine the effects of stock option plans on firm 
performance, the following performance production function: 
 

       
 
where  is the accounting performance measures for firm i at t time (i = 1,...., N; t = 
1,....,T),  are respectively the size of stock option grant, leverage, 
firm size and growth of firm i at t time, and  and  are the respective dummy 
variables relating to announcement types and target groups, represents firm-fixed effects, 

’s are slope coefficients and  is a disturbance term. A variety of specifications is 
estimated for the purpose of analysis using panel data of the announcement years of stock 
option grants. In the literature, this approach produces evidence of positive and negative 
performance outcomes associated with plan adoption decisions.  
 
4.   Empirical results for Stock option Plan on firms’ performance 
 
This section presents and discusses results relating to the long-term effects of stock option 
plans on firm performance for three years following the announcement of stock options. The 
study follows Yeo et al. (1999) by employing accounting performance measures such as the 



 
Journal of Contemporary Issues and Thought   
Vol. 7, 2017 (104-118)                                                                                                                                                              109 
 
 

 
 

return on asset (ROA), the return on equity (ROE) and Tobin’s Q. The reported median 
value measures operating performance, while industry-adjusted performance is used to 
control for industry effects. The analysis of the long-term effects of stock option plans on 
firm performance highlights the pattern of firm performance following the announcement of 
stock option plans, followed by an analysis linking firm characteristics and event 
characteristics. Table 1 shows the pattern of performance measures for a sample of firms and 
industry, including a summary of the unadjusted and industry-adjusted year-on-year 
changes in which t-1 (one year before the announcement of stock option plan) is chosen as 
the base period. The overall analysis covers five (5) accounting years, which includes t-1 to t + 
3 (three years before the announcement of stock option plans).   

The overall results provide an unclear pattern in accounting performance measures 
following the announcement of stock option plans. Compared to the base period (year-1), 
the median firm change values are lower and weakly significant and suggests that the use of 
stock option plans by Malaysia-listed firms do not have a strong influence on firm 
performance. If anything, the findings suggest that listed firms with stock option plans do 
not increase operating performance. This particular observation is consistent with the 
findings of Yeo et al. (1999) who report no significant change in the performance of 
Singapore listed firms following the adoption of stock option plans. It is worth noting that 
the highest median changes observed in year-2, and the negative in year-3, indicate that the 
performance of firm’s are not enhanced by the adoption of stock option plans but instead 
result in poorer firm performance. From the test results, the statistics for the median value is 
insignificant and suggest that awarding stock options do not entirely reflect a firm’s 
performance. However, it is also noticeable that when the median to industry-adjusted 
change is replaced the results improve, since the number of positive median change is 
higher than the negative value. This therefore tells us that the use of stock option plans does 
have an effect on firm performance. For example, it is evident from the statistics that the 
industry-adjusted median changes from the base period of three fiscal years following the 
adoption of stock option plans are all positive. The result is somewhat inconsistent to earlier 
findings on the positive impact hypothesis in U.S. studies such as Larker (1983), Brickley, 
Bhagat and Lease (1985), Defusso, Johnson and Zorn (1990) and Cresson (2007). Consistent 
results on positive returns are also shown in European studies offering stock option plans 
(Langmann, 2007; and Thouraya and Ereche-Rangau, 2012).  

Nevertheless, going on the basis of the conclusions of studies on Asian countries there 
are positive share market reactions to stock option plans (Yeo et al., 1999;  Ding and Sun, 
2001; and Kato et al. (2005). However, the first Malaysian study carried out by Obiyatulla et 
al. (2009) finds contrasting results between market reactions and the granting of stock option 
plans. However, the negative significant statistics for the median industry-adjusted change 
in ROA in year-3, as compared to the base period, indicate poor levels of profitability for the 
firms in our sample or that cash-strapped firms are likely to use stock options in place of 
cash pay. This particular result support the findings of Yermack (1995) and Core and Guay ( 
2001), perhaps because the actual granting of stock options defer the impact of 
compensation on earnings since ROA reflects earnings before interest, tax, and depreciation 
to total assets. 
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Table 1 Accounting performance measures of firms for three years before and three years after stock 
options plan adoption 
 

 
 
The literature on stock options plans provides evidence which strongly suggests that firm 
level characteristics and event characteristics may have a potential effect on the long-term 
performance of firms. The results for both firm characteristics and event characteristics are 
displayed in Table 2. The overall results, reported in Panel A, indicate positive statistical 
mean for all performance measures prior to and following the adoption of stock option 
plans. For example, following the adoption of stock option plans the mean values for both 
ROA and ROE increase, suggesting that Malaysian firms are optimistic that the adoption of 
stock option plans will result in improvement in corporate performance. Panel B indicates 
that when linked to event and firm characteristics that on average firms with stock option 
plans issued 11,258,668 shares following plan approval, which is approximately 7 per cent of 
outstanding shares. It is noticeable that the standard deviations for most characteristics are 
relatively high which also indicate the significance of observed factors influencing firm 
performance. 
 

Results of the change in operating performance  
 Year -1 to  0 Year -1 to 1 Year -1 to 2 Year -1 to year 

3 
Return on  assets  
Firm median year-1 = 4.1266     
Industry-adjusted  median year1 = 1.2226     
Median firms change  -0.031 0.804 1.234 -0.367 
Median industry-adjusted change  -0.285 -0.684* 0.378 -1.243** 
Number of Observations 77 77 77 77 
     
Return on equity 
Firm median year 1 = 9.1479     
Industry-adjusted median year-1 = 1.5323     
Median firm change -0.217 -0.539 1.380 0.182 
Median industry-adjusted change 0.88 0.81 1.49 2.11** 
Number of observations 78 78 78 78 
     
Tobins’s Q 
Firm median year 1 = 0.9961     
Industry-adjusted median year-1 = -0.1148     
Median firms change 0.011 0.023 -0.003 -0.076 
Median industry-adjusted change 0.149*** 0.141*** 0.045* 0.018 
Number of observations 77 77 77 77 
This table indicates the change in the accounting performance measures of firms represented by return on assets 
(ROA), return on equity (ROE) and Tobin’s Q from the one year before stock option plan announcement (year-1). 
Year 0 is the fiscal year in which the stock option plan is announced. The significance levels are based on the 
Wilcoxon signed rank test. *,** and *** describe statistical significance at the 90, 95 and 99% levels, respectively. 
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Table 2 Average levels for three years before adoptions and three years after plan adoptions 
 
Variable Before Grant After 
 N Mean  Sd Min  Max  N Mean  Sd Min  Max N Mean  Sd Min  Max 
Panel A :Performance measures 
ROA 227 1.72 1.27 -3.47 5.09      249 1.89 1.20 -2.75 4.58 
ROE 227 1.05 1.16 -4.25 3.30      249 1.25 1.16 -3.18 3.88 
TOBIN’S 
Q 

227 0.10 0.39 0.02 2.40      249 0.05 0.40 -0.82 2.06 

Panel B :Event characteristics and Firm characteristics 
Grant (N)      83 11,258,668 12,278,164 477,150 52,590,000      
Size(%)      83 7.94 6.14 0.21 44.15      
Leverage 227 2.92 1.36 -3.54 5.91      249 2.77 1.21 -2.36 4.61 
Size 227 5.79 1.31 1.99 9.27      249 6.12 1.38 3.19 10.27 
Growth 227 0.05 0.66 -2.09 2.48      249 -0.01 0.76 -1.75 4.08 
The tables reports summary statistics for ROA,ROE and Tobin’s Q which correspond to firm performance variables at three years before and after stock 
option grants at the of announcement date (EGM date),divided by the number of outstanding  shares at the closest fiscal year. Leverage is equal to the log of 
firm’s total debt divided by assets value, size is measured by log of total assets and growth is measured by M/B ratio. 
 
 



112                                                                     Does Stock Options Plan Really Matter on the Malaysian Firm Performance? 
 
 
 
The long-term effects of stock option grants on firm performance 
 
Table 3 displays the results for the fixed effects model for performance measures and stock 
option grants. Panel A shows the results based on the raw performance measures, while 
Panel B summarises the findings of industry-adjusted performance measures. Each column 
corresponds to specifications for the long-term effects of ROA, ROE and Tobin’s-Q to stock 
option grants. The equation for the fixed effect models are as follows: 
 
Perf it =  0 +  1grant it +  2lev it +  3 size it +  4growth it +  5ann it +  6tg it + +            
Ind-Adjit =  0 +  1grant it +  2lev it +  3 size it +  4growth it +  5ann it +  6tg it + +           
 
where  and   are the accounting performance measures and industry-
adjusted measures for firm i at t time (i = 1,...., N; t = 1,....,T),  are 
respectively the size of stock option grant, leverage, firm size and growth of firm i at t time, 
and  and  are the respective dummy variables relating to announcement types and 
target groups, represents firm-fixed effects, ’s are slope coefficients and  is a 
disturbance term 

Results of the first specification in Panel A for ROA produces R2 value = 0.4752, F = 86.62, 
with p = 0.00. The second specification, using the performance variable of ROE, reveals R2 
value = 0.5824, F = 7.210540 with p = 0.00 and Tobin’s Q generates R2 value = 0.4569, F = 
4.3490 with p = 0.00. The generated R2 values in the fixed model indicate that 48 per cent of 
the independent variables can be explained the dependent variable of ROA, which is 47 
percent for ROE and 46 percent for Tobin’s-Q.   

The overall results, using the raw performance measures, show the grant size coefficient 
to be positive. However, the column indicates that the ROA model generates significant 
interaction, while the columns for ROE and Tobin’s-Q report a weak association, indicating 
evidence that stock option size does not lead to increased firm performance levels. Prior 
studies reveal the variables of firm characteristics and event characteristics as generating 
potential effects in influencing the firm’s decision to establish stock option plans. The test 
results relating to firm characteristics show the prediction signs are fulfilled and strongly 
significant. Particularly, the three independent variables of leverage, firm size and firm 
growth are significantly related to all performance measures at the 1 and 5 percent levels. In 
contrast to the variables of event characteristics, the overall coefficients are found to be 
weakly significant except the target groups in ROA model show a strong interaction. It is 
noted that non-significant variables in event characteristics closely related to stock option 
grants, authenticating first-time announcements, do not lead to a firm’s improvement in 
performance. The findings also indicate that stock option grants do not entirely benefiting 
employees.  

Since the overall results in panel A revealed weak performance effects among Malaysian 
firms with stock option plans, all regressions were rerun using adjusted accounting 
performance measures. The industry-adjusted performance measures are examined for three 
(3) years after the stock option plans have been established with no changes in the firm and 
event characteristics. The findings of Panel B are included in Table 4 for the purpose of 
comparison only. At first glance, the regression results in Panel B show that R2 values are 
lower when using the raw performance measures, while the industry-adjusted fixed effects 
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models produced an R2 of 0.26, F = 1.8157 with p = 0.00, an R2  of 0.28, F = 2.0136 with p = 0.00 
for ADJROA and ADJROE, respectively. The highest generated R2 is for ADJTQ of 0.44, 
F=3.992390 with p = 0.00.  The results indicate that all independent variables are explained as 
26, 28 and 44 per cent for the dependent variables ADJROA, ADJROE and ADJTQ, 
respectively.  

The regression coefficient values for grant size are found to be insignificant. The weak 
evidence suggests the industry membership of firms with stock option plans are not 
reflected exclusively on account of industry-based trends. Prior studies in this area strongly 
suggest that technology or R&D based firms adopt more stock options for retaining or 
attracting skilful staffs; however, the negative impact for industry-adjusted ROA provides 
little support to this conclusion. When industry–adjusted specifications are extended with 
firm characteristics, it is found that the coefficients of firm growth is positive and highly 
significant in the ADJROA (β = 0.171062), ADJROE (β = 0.207232) and ADJTQ (β = 0.164505). 
In addition, all variables of event characteristics have non-significant effects on a firm’s 
performance, except the leverage ratio which is found to have a significant coefficient value 
in the industry-adjusted Tobin’s Q. Similar patterns are reported for event characteristics 
using raw performance measures in which all variables are shown to have non-significant 
coefficient values.  

Table 3 provides a summary of the results relating to the effects of stock option plans on 
return on assets (ROA), return on equity (ROE) and Tobin’s-Q. The statistics show that there 
are no differences in results using raw performance or industry-adjusted measures, since all 
performance measures are not significant with stock option grants. The results provide little 
evidence of the existence of an association between stock option grants and firm 
performance levels. In particular, the characteristics of firms with stock option plans 
generating results based on raw performance measures strongly authenticated the study’s 
arguments.  However, the findings of using industry-adjusted performance measures 
provide less support to the study’s conclusions.  

The variables represent that event characteristics construct similar patterns, resulting 
from non-significant relationships to firms’ performance, which suggests that additional 
characteristics of stock option plans do not lead to improvements in firm performance. Thus 
the non-significant effects of the models might be a direct result of mis-specification in the 
estimator. Therefore, the use Hausman statistical test, which is more rigorous, to address the 
issue. The purpose of Hausman test is to determine no mis-specification exists in the 
estimator based on its differences with the random effects estimator. The results reported in 
Table 3 show   that the test statistic of ROA is 79.4618 with p-value of 0.000; ROE is 45.7269 
with p-value of 0.000 and Tobin’s-Q is 21.1451 with p-value of 0.000. Thus it may be 
concluded that there is a difference between random effects and fixed effects models with 
fixed effects models being better estimators for determining the long-term performance 
effects on stock option grants. The analysis for all specifications and stock option plans 
closely follows the fixed effects estimator. Similar to the test employed in the sample 
reported in Panel A, the Hausman tests for Panel B reports contrasting results. Two out of 
three specifications show there are mis-specifications in the fixed effects estimator, based on 
its differences with the random effects estimator. And this suggests that random effects 
estimators for industry-adjusted ROA and ROE are better. 
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Table 4  Summary of results for return on assets (ROA), return on equity (ROE) and Tobin’s-Q for stock option plan adoption 
 
Fixed Effects Panel Model 
  PANEL A PANEL B 
  ROA 

[ROA it =  0 +  

1grant it +  2lev it +
 3 size it +  

4growth it +  5ann 

it +  6tg it + +

] 

ROE 
[ROE it =  0 +  

1grant it +  2lev it +
 3 size it +  

4growth it +  5ann 

it +  6tg it + + ] 

TOBIN’S Q 
[Tobin it =  0 +  

1grant it +  2lev it +  

3 size it +  4growth it 
+  5ann it +  6tg it + 

+ ] 

INDUSTRY-
ADJUSTED [ROA 
Ind-Adj_ROAit =  0 +

 1grant it +  2lev it +  

3 size it +  4growth it + 
 5ann it +  6tg it + +

] 

INDUSTRY-
ADJUSTED ROE 
[Ind-Adj_ROEit =  0 

+  1grant it +  2lev it 
+  3 size it +  

4growth it +  5ann it 
+  6tg it + + ]  

IND-ADJUSTED 
TOBIN’S Q 
Ind-Adj_Tobinit =  0 

+  1grant it +  2lev it 
+  3 size it +  

4growth it +  5ann it 
+  6tg it + +   

Explanatory 
Variables 

Prediction 
sign 

      

Constant   -0.364398 0.442756 -0.022636 -0.249465 -0.230194 -0.011014 
Grant size + 0.480902*** 0.046534 0.032965 -0.022719 0.005674 0.036992 
Firm-characteristics 
Leverage ? -0.082609*** -0.081094** 0.045029*** -0.030517 -0.059710 0.042315*** 
Size + 0.147763*** 0.081356** -0.012740 0.043316 0.057107 -0.012234 
Growth  + 0.178934*** 0.205801*** 0.186091*** 0.171062*** 0.207232*** 0.164505*** 
Event-characteristics 
Announcement + -0.221166 -0.182302 -0.041228 -0.056712 0.000827 -0.069726 
Target groups - 1.471465*** -0.238750 0.012684 -0.041544 0.000280 0.025143 
R2  0.475191 0.582399 0.456868 0.259917 0.280717 0.435727 
F-value  86.62177*** 7.210540*** 4.349048*** 1.815780*** 2.013642*** 3.992390*** 
Durbin-Watson  1.178232 1.514217 1.383540 1.651807 1.513619 1.353487 
Firm  83 83 83 83 83 83 
Data point  581 581 581 581 581 581 
Hausman Test  79.4618*** 45.7269*** 21.1451*** 11.1144* 4.9341 21.0462*** 
The reported results employ a fixed effect model. The dependent variables are return on assets (ROA), return on equity (ROE) Tobin’s-Q (TQ) and industry-adjusted 
Tobin’s-Q (ADJTQ). Both dependent variables are measured three years after stock option plans were established. Grant size is equal to the number of stock option 
grants at the time of announcement (EGM date), divided by the number of outstanding shares at the closest fiscal year. Leverage is equal to the firm’s total debt divided 
by the total assets. Firm size is measured by the log of total assets value. Growth opportunity is calculated based on market to book ratio (M/B ratio) is calculated the 
company's market capitalization divided with the company's total book value. Target group is a dummy variable, which is equal to 1, if the stock options are provided to 
employees, 0 otherwise.  *,** and *** illustrate significance levels at the 90, 95 and 99%, respectively. P-value in parenthesis. 
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5.   Concluding Remarks  
 
For the long-term effect, stock option plans do not entirely lead to improvements over firm 
value in Malaysia, as the results indicate no significant effects on long-term firm 
performance. In fact, based on the study’s results, stock option grant’s size does not lead to 
good share performance.  These findings may however spur debate about the role stock 
option plans play in enhancing firm performance and as mentioned earlier, in the few years 
that stock options have been in use in Malaysia, stock option plans gained popularity. But at 
the same time manipulation in accounting measures and stock prices such as creative 
accounting and earnings management, led the public to question the practicality in adopting 
stock option plans at least for reducing agency problems. From the results also emphasise 
that stock option plans might contribute to manipulation in accounting measures is likely to 
be a cause of public concern. Therefore, this makes up the relevant groups and so a minority 
watchdog group should be called upon to monitor any decisions related to the adoption of 
stock options and executive’s remuneration. The relevant authority such as Bursa Malaysia 
and Malaysia Securities of Commission (SC) should also seek a mechanism that would 
provide external parties to monitor and check on executive’s remuneration especially in 
firms with high concentrated shareholdings. This includes the rule pertaining to stock 
option plans which should be revised to reflect the concern brought up by this study. 
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