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FOUNDER AS STEWARD OR AGENT? A STUDY OF FOUNDER OWNERSHIP AND 
FIRM VALUE  

 

ABSTRACT 

This study addresses the relationship between founder ownership and firm value in young and 
entrepreneurial businesses. We argue that a stewardship effect prevails when founders have low 
or high levels of ownership whilst an agency effect prevails at intermediate levels. Using a 
dataset of 1,269 firms with 11,645 firm–year observations, we find support for our hypothesis 
that there is a convex relationship between founder ownership and firm value. The agency effect 
at intermediate founder ownership is consistent with evidence indicating that these firms display 
lower leverage, greater unrelated diversification, and higher disproportionate board 
representation. 
 

INTRODUCTION 

In this study we contribute to the debate about the relationship between founder ownership and 

firm value by focusing on public firms that are relatively young and entrepreneurial. Firm value 

has long been a key concern for entrepreneurship and management scholars (van Essen, Carney, 

Gedajlovic, & Heugens, 2015). We focus on founders because they play a key role in their 

business in its various stages. At startup they shape the firm’s initial structure, strategy, and 

vision (Nelson, 2003). They continue to influence the firm over time as they become part of its 

upper echelon as owners, managers, or directors (Nelson, 2003). At initial public offering (IPO), 

founders are often the largest shareholders (Bruton, Filatotchev, Chahine, & Wright, 2010) and 

this affects valuation and early returns (Certo, Covin, Daily, & Dalton, 2001). Newly public 

firms do not yet enjoy an established reputation and therefore rely heavily on that of their 

founder (Basu, Dimitrova, & Paeglis, 2009). After going public, firms often retain their founders 

as influential shareholders, managers, or directors (e.g., Anderson & Reeb, 2003a; Morck, 

Shleifer, & Vishny, 1988). 



3 
 

Several studies have focused on the relationship between ownership structure in general 

and firm value after IPO (e.g., Anderson & Reeb, 2003a; Anderson, Duru, & Reeb, 2009; Miller, 

Le Breton–Miller, Lester, & Cannella, 2007; Morck et al., 1988; Villalonga & Amit, 2006). Our 

study differs from prior work in three ways. First, most previous research has not focused 

exclusively on founder ownership, considering founders together with other insider owners 

(Morck et al., 1988), corporate insiders (McConnell & Servaes, 1990), or large owners including 

banks, institutional investors, other nonfinancial companies, and governments (Thomsen & 

Pedersen, 2000). Instead, we focus solely on founder ownership, excluding other large 

blockholders. Second, scholars have often considered founder status as a dummy variable, 

comparing subsamples of founder vs. nonfounder firms (Fahlenbrach, 2009; Miller et al., 2007; 

Villalonga & Amit, 2006), without taking into account the size of the founder’s equity 

ownership. Instead, we consider the full range of founder ownership and its relationship with 

firm value. Third, previous studies have considered very large and mature businesses (Fortune 

500 in Villalonga & Amit, 2006 and Morck et al., 1988; Fortune 1000 in Miller et al., 2007; S&P 

500 in Anderson & Reeb, 2003a). This focus can lead to a selection bias, since these are firms 

that have grown rapidly and exclude those with lower growth (Adams, Almeida, & Ferreira, 

2009). Furthermore, these firms represent a small proportion of all firms, and generally founders 

are no longer present or retain small portions of equity. As noted by Walters, Kroll, & Wright 

(2010: 572), “reliance on large, established firms has left the research community vulnerable to 

offering prescriptions that might not apply in other contexts.” Instead, we consider a sample of 

firms that have been public for less than 20 years. Thus our findings are more representative of 

the overall population of founder–controlled firms and allow us to provide a novel perspective on 

the role of the founder in determining firm value.  
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We make two contributions to the entrepreneurship field. First, we find a convex 

relationship between founder ownership and firm value, indicating that firms with low or high 

levels of founder ownership have higher value than do firms with intermediate levels of founder 

ownership. Second, we complement prior research on public firm value by using a unique 

sample of relatively young US firms, which have been public for less than 20 years, and in many 

of which the founder continues to play an important role. 

The remainder of the article is structured as follows. First, we develop our theoretical 

background and formulate hypotheses. Second, we illustrate our methodology, explaining how 

we put together our sample, introducing variables, and presenting models and results. Third, we 

discuss findings. Finally, we offer concluding remarks, including limitations, future research 

opportunities, and practical implications. 

 

THEORY AND HYPOTHESES 

Prior research suggests that founders have positive effects on firm value. Villalonga and Amit 

(2006: 404) suggested that active founders create value for shareholders because they “bring 

valuable skills to their firms” by being “inspiring leaders, great visionaries, or exceptionally 

talented scientists”, allowing them to generate benefits for the business that are greater than costs 

of expropriation. Anderson and Reeb (2003a: 1317) concluded that founders are associated with 

greater firm value, because they “bring unique, value–adding skills to the firm that result in 

superior accounting performance and market valuations”. Morck et al. (1988) reported that 

having a founding family member as a top officer was associated with higher firm value among 

newer firms, in which founders are more likely to be present, because the entrepreneurial ability 

of the founder is a valuable asset. Miller et al. (2007) found higher firm value for firms retaining 
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their founders. Adams et al. (2009) found a positive causal effect of founder/CEOs on firm 

performance. Fahlenbrach (2009) concluded that founder–CEO firm have higher Tobin’s q than 

nonfounder firms. 

In our study, we take a finer–grained look at founder ownership by considering the size 

of the founder’s stake and its relationship with firm value. We draw on two main management 

theories, agency and stewardship theory. Agency theory is the predominant theoretical 

framework in prior research on the relationship between ownership structure and firm value (e.g., 

Thomsen and Pedersen, 2000). According to this view, individuals owning less than 100% of a 

firm’s equity are likely to act as agents and pursue their own interests, divergent from those of 

other shareholders. According to a stewardship view, which draws on a psychological 

perspective, individuals will invest greatly in their organization, to the benefit of all (Le Breton‐

Miller & Miller, 2009). This alternative viewpoint has been helpful in explaining entrepreneurial, 

pro–organizational behaviors (Corbetta & Salvato, 2004). It has been said that “agency theory is 

more likely to describe executives who did not create an organization” (Wasserman, 2006: 960). 

However we argue below that both theories, agency and stewardship, are applicable depending 

on the ownership stake of a founder. 

At startup founders typically own 100% of the business and act in the best interest of the 

organization, in other words as stewards, rather than engaging in individualistic and self–serving 

behaviors (Davis, Schoorman, & Donaldson, 1997). Individuals act as stewards when they 

experience psychological ownership towards an organization (Pierce, Kostova, & Dirks, 2003), 

which, as founders, they view as ‘their baby’ (Litwinski, 1947). Founders typically experience 

psychological ownership — which is related to but goes beyond legal ownership — towards their 

business because they exercise control over it, are closely associated with and have intimate 
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knowledge of the business, experience a sense of responsibility, and invest their whole self in 

their venture (Pierce et al., 2001; 2003). Because they have created their business, founders 

develop a strong identification with and extraordinary commitment towards the organization 

(Davis et al., 1997; Nelson, 2003). As their firm grows, founders’ feelings of ownership towards 

the business are enhanced because the growth of possessions produces positive and uplifting 

effects (Formanek, 1991), possibly as a result of self–enhancing biases, invested effort, 

controllability, and social approval (Beggan, 1991). In sum, psychological ownership creates a 

strong sense of attachment to the organization, making the founder more likely to act as a 

steward and in the best interest of the organization (Davis et al., 1997).1 

Even if their ownership is not 100%, but is still high, founders tend to perceive their stake 

to be greater than it really is because of the time, effort, and sweat equity that they have put into 

the venture and their attachment to the business. By maintaining a strong attachment towards the 

business, they will continue acting as an owner even after relinquishing part of their ownership 

(Arthurs & Busenitz, 2003). Following this reasoning, when founders have high ownership in the 

firm, we expect them to act as stewards towards the business, serving the interests of the firm. It 

has been said that “[e]xtraordinary power accrues to owners who hold large absolute or relative 

stakes” (Nelson, 2003: 710). With high ownership share, founders — who even after IPO tend to 

hold board positions and/or act as CEO of their firm — retain the power to collect information 

and monitor managers thus exercising greater influence (Bruton et al., 2010; Filatotchev, Wright, 

& Arberk, 2006; Morck & Yeung, 2003) and reducing managers’ tendency to act as 

                                                 
1 Even from an agency perspective, in a wholly-owned firm that is managed by the owner, we can assume that the 

owner “will make operating decisions that maximize his utility” (Jensen & Meckling, 1976: 11) and will therefore 

try and avoid bad management decisions because he/she will bear 100% of the monetary costs of such a decision.   
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opportunistic agents and engage in inefficient strategies such as consumption of perquisites 

(Demsetz & Lehn, 1985; Hoskisson, Hitt, Johnson, & Grossman, 2002). At the same time we 

expect founders to exert greater effort because they have a reputational stake in the firm 

(Jayaraman, Khorana, Nelling, & Covin, 2000). When founders own a significant fraction of 

their firm’s equity, their financial attachment is likely to lead to better firm value (Oswald & 

Jahera, 1991) because founders’ personal fortunes tend to be tied to those of their firms. This 

induces founders to work more diligently and make greater investments in developing and 

exercising their managerial skills. In addition, with high founder ownership, the founder’s share 

of the costs of perquisite consumption will increase, leading to lower incentives to engage in it 

(Jensen & Meckling, 1976). All these factors are likely to lead to greater convergence of interests 

between founder and minority shareholders, helping to overcome principal–principal problems 

and leading to better firm value (Berle & Means, 1932; Dalton, Daily, Certo, & Roengpitya, 

2003; Jensen & Meckling, 1976; Morck et al., 1988).  

What happens when the founder owns a relatively smaller share of the equity in the firm 

he/she started? Research shows that the greater the amount of control, the higher is the 

psychological ownership towards a target (Pierce et al., 2001) and therefore the more likely that 

a founder will act as a steward. Conversely, when an individual is unable to exercise control over 

an object, the object is no longer perceived as being part of the self (Lewis & Brook, 1974). 

Feelings of ownership vary according to the amount of control individuals can exercise, not only 

across individuals but also within a single individual at different points in time. In fact, feelings 

of ownership towards a target do not necessarily last forever. Individuals may experience a 

‘decoupling process’ whereby they no longer feel a sense of ownership for targets that were once 

integrated into their self–concept. This can happen for a number of reasons, including loss of 
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control, entailing the disappearance of a key route to ownership over the target (Pierce et al., 

2001; 2003). Founders who identify less closely with the organization have to share the strategic 

decision making and experience reduced intrinsic motivation and organizational commitment. 

Therefore, if founders retain intermediate levels of equity, their psychological ownership and 

consequent stewardship behavior towards the business will be limited (Wasserman, 2006). 

In this situation, agency theory becomes more applicable (Davis et al., 1997). As a result 

we expect founders with intermediate levels of ownership to behave more like agents than 

stewards, and to pursue individual self–interest over the interests of the organization 

(Wasserman, 2006), becoming entrenched. We define entrenchment as founders’ ability to use 

their influence in the firm for their own benefit at the expense of minority shareholders, while 

avoiding being monitored or disciplined by them (e.g., being ousted or forced to change their 

actions). Prior research offers evidence of entrenched founders. Morck et al. (1988) concluded 

that some founder/managers can be entrenched with relatively small equity stakes. Other studies 

(Johnson, Magee, Nagarajan, & Newman, 1985; Salas, 2010; Slovin & Sushka, 1993) have 

reported positive share price reaction to deaths of CEOs who were also founders, suggesting that 

they may not have been effective firm monitors and may have been extracting private benefits to 

the exclusion of other shareholders.  

Entrenchment can result in corporate assets being less valuable (Morck et al., 1988). 

Because the founder and the other shareholders have diverging goals, this situation creates 

principal–principal agency problems. How do founders extract private benefits? Founders 

created the business, therefore they have well established networks of exchange relationships and 

can use their leverage over others who may have to sanction their decisions (Barkema & 

Pennings, 1998). This can allow founders to expropriate the wealth of minority shareholders and 
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take advantage of public market investors (Bruton et al., 2010; Fama & Jensen, 1983; Morck et 

al., 1988) through transfer of resources from the firm to the founder at nonmarket prices that are 

favourable to the founder, high compensation, dilution of minority shareholders, insider trading, 

loan guarantees using the firm’s assets as collateral, strategies that benefit personal or family 

agendas at the expense of firm value such as excessive diversification, and so on (Johnson, La 

Porta, Lopez de Silanes, & Shleifer, 2000). These principal–principal conflicts affect the 

dynamics of the corporate governance process, which in turn shape the firm’s strategy and 

ultimately its value (Young, Peng, Ahlstrom, Bruton, & Jiang, 2008). 

We do not anticipate either stewardship or agency effects to be evident when founders 

have very limited ownership in the firm. In this situation, regardless of their objectives or 

motivation, founders have reduced power in the firm due to their low ownership. The market for 

corporate control would correct for any excessive agency costs caused by founders (with low 

levels of ownership) acting in their self–interest (Dalton, Hitt, Certo, & Dalton, 2007) through 

several possible actions such as hostile takeovers, voluntary mergers, leveraged buyouts, asset 

sales and so on (Jensen, 1986). 

In sum, we hypothesize a convex, or U–shaped, relationship between founder ownership 

and firm value. At low and high levels of founder ownership we expect higher firm value than at 

intermediate levels of founder ownership. Formally stated: 

Hypothesis 1: There is a convex (U–shaped) relationship between founder ownership and 

firm value, with the lowest value occurring at intermediate levels of ownership. 

 

Underlying Mechanisms at Intermediate Levels of Ownership  
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In this section we explore mechanisms that may be associated with and help explain the 

hypothesized agency effect at intermediate levels of founder ownership. Specifically, we 

consider three additional pieces of evidence that may be associated with the entrenchment of 

founders with intermediate ownership: leverage, unrelated diversification (Anderson & Reeb, 

2003b), and ‘disproportionate board representation’, i.e. control of the board of directors in 

excess of voting control (Villalonga & Amit, 2009).  

Leverage. Businesses with entrenched founders who have strong incentives to 

expropriate wealth from minority shareholders will want to avoid risk by using sources of capital 

with relatively low probability of default. Similarly, entrenched CEOs who are not pressured by 

compensation incentives or active monitoring tend to avoid the use of debt (Berger, Ofek, & 

Yermack, 1997). This means entrenched founders prefer to avoid leveraging their capital 

structure (Anderson & Reeb, 2003b) in order to elude the risk of losing their wealth through 

bankruptcy due to excessive corporate debt (Stulz, 1988) and to protect their underdiversified 

human capital (Fama, 1980). They may also want to avoid performance pressures associated 

with commitments deriving from issuance of debt (Jensen, 1986). Formally stated:  

Hypothesis 2: Firms with intermediate levels of founder ownership will have the lowest 

leverage, compared to firms with low or high levels of founder ownership. 

 

Diversification. Entrenched founders will engage in diversification in order to lower risk 

(Anderson & Reeb, 2003b) seeing that they hold much of their wealth in one firm. Ownership 

concentration has been found to be associated with the propensity to engage in corporate 

diversification (Amihud & Lev, 1981; Denis, Denis, & Sarin, 1997). Entrenched founders may 

also engage in ‘empire building’ through diversification in order to increase their status, power, 
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and security (Hoskisson et al., 2002). Thus, we expect firms with intermediate levels of founder 

ownership to be more diversified, consistent with entrenchment of such founders. Formally 

stated: 

Hypothesis 3: Firms with intermediate levels of founder ownership will have the highest 

corporate diversification, compared to firms with low or high levels of founder 

ownership. 

 

Disproportionate board representation. Controlling shareholders can decide who is on 

the board of directors (Young et al., 2008). Entrenched founders can expropriate wealth from 

minority shareholders if they hold so–called ‘disproportionate representation on the board of 

directors’, i.e. control of the board of directors in excess of voting control, allowing them to elect 

a large proportion of the board, thereby controlling the firm’s management, strategic direction, 

and voting agenda (Villalonga & Amit, 2009). If their control of the board of directors is greater 

than their voting control, founders’ influence will exceed their ownership rights (Faccio, Lang, & 

Young, 2001). A board that has few independent directors and is dominated by the founder (and 

his/her family) will give the latter a disproportionate voice in the firm’s decision making, 

increasing the likelihood of powerful founders expropriating the firm’s wealth and resources for 

their private benefit (Anderson & Reeb, 2004). Therefore, we expect firms with intermediate 

levels of founder ownership to have the highest probability of using disproportionate board 

representation as a control–enhancing mechanism, consistent with the entrenchment of such 

founders. Formally stated: 
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Hypothesis 4: Firms with intermediate levels of founder ownership will have the highest 

disproportionate board representation, compared to firms with low or high levels of 

founder ownership. 

 

METHOD 

Sample 

To test the hypotheses in this study, we used a hand–collected sample of 1,269 firms that have 

been public for less than 20 years. We started with all US IPOs of common equity between 1993 

and 1996, obtained from the SDC/Platinum New Issues database. We eliminated the following: 

real estate investment trusts (REITs), closed–end funds, unit offerings, equity carve–outs, 

financial firms (SIC codes between 6000 and 6999), utilities, foreign firms, leveraged buyouts, 

and roll–ups; firms that were not found in the Center for Research in Security Prices (CRSP) or 

COMPUSTAT databases; and firms for which there was a discrepancy between the first date of 

trading provided by CRSP and SDC. We were left with a total of 1,269 firms. Of these, 1,017 

were firms in which the founder was still present (founder firms) and 431 were firms in which 

the founder was no longer present (nonfounder firms). We then manually collected ownership 

data for each of these firms for up to 19 years after their IPO. Of the 1,269 firms at the time of 

IPO, 104 survived until the 18th listing anniversary (those that did not survive were delisted, 

merged with other firms, or went out of business). Our final sample for the main test consists of 

11,645 firm–year observations with available ownership and accounting data. In Table 1 we 

report the number of founder– and nonfounder firms for the IPO year and each of the 19 

subsequent years. For all empirical tests, we use the largest number of observations possible.  

Insert Table 1 Here 
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As can be seen in Table 2, which reports the distribution of our sample by the level of 

founder ownership, founder ownership exceeds 50% for more than 9% of our sample.  

Insert Table 2 Here 

 

Identification of Founder 

We identified founders of our sample firms using the information in the management sections of 

IPO prospectuses. The data on founder ownership were collected from the IPO prospectus and 

the subsequent proxy statements. We considered related founders (e.g., two siblings) as one 

block because family members are assumed to act in unison. This assumption is in line with 

much of the family business literature, which has found the family organization to build 

cohesiveness as a way to maintain a sense of belonging to the family, sustain its values and 

aspirations, and benefit by sharing in the family wealth (e.g., Aronoff, 1998; Sharma, 2004). On 

average, among founder firms, the founder owned 27.6% of voting rights in the firm at IPO. 

Table 3 includes a list and definitions of all variables. 

Insert Table 3 Here 

 

Variables 

We defined founder ownership as the fraction of voting rights controlled by the founder and 

his/her family. To allow for non–linearity in the relationship between ownership and firm value, 

similar to other studies (e.g., Chahine, Filatotchev, & Zahra, 2011), we also used squared 

ownership2. In line with a majority of studies on firm value (e.g., Anderson et al., 2009), we used 

Tobin’s q as our measure of firm value. As a proxy for a firm’s valuation, Tobin’s q is relatively 

                                                 
2 We also used cubed ownership, based on Morck et al. (1988), as illustrated in the Models and Results section.  
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high when the firm’s expected future performance is superior to that of comparable firms due to 

factors such as effective management and other intangible assets that are not reflected in 

financial statements (Morck et al., 1988). Leverage is defined as the ratio of book value of long–

term debt to total assets. We measured unrelated corporate diversification using a dummy 

variable that takes on a value of one if the firm has sales in more than one Fama–French 48 

industry group, and zero otherwise (Fama & French, 1997). Fama and French’s (1997) algorithm 

reclassifies existing SIC codes into 48 industry groupings. It has been found to work as well as 

SIC (Bhojraj, Lee, & Oler, 2003) and provides us with a tighter definition of unrelated 

diversification as it uses 48 instead of 80+ groups for 2–digit SIC. Disproportionate board 

representation refers to the founder’s excess board control relative to his/her voting rights 

(Villalonga & Amit, 2009). 

 

Control Variables 

In order to take into account other potential effects on firm value, we introduced several control 

variables relating to firm and industry characteristics. To control for the potential impact of the 

presence of a dual class share structure, we used the wedge (Gompers, Ishii, & Metrick, 2010). 

We used firm size to control for potential differences in economies of scale and for the fact that it 

may be easier for founders to own a large portion of smaller firms and benefit from asymmetric 

information (McConnell & Servaes, 1990). Because there may be less available information on 

younger firms, we controlled for differences in the level of asymmetric information using firm 

age (Ritter, 1984). Firm age may also be associated with a reduction in the main founder’s 

entrepreneurial talent as time goes on (Morck et al., 1988). We controlled for growth 

opportunities, which may affect firm value, using two variables: sales growth (Villalonga & 
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Amit, 2006) and the ratio of R&D expenditure to net sales (Anderson & Reeb, 2003a; 

McConnell & Servaes, 1990). We included leverage to account for any change in firm value due 

to potential tax benefits that arise from debt as well as for the information conveyed by the use of 

debt (Fama & French, 1998). We used the industry median market–to–book ratio (with industry 

defined using Fama & French, 1997) to control for variation in the firm value across industries 

(Short & Keasey, 1999). We used year dummies to control for variation in firm value across 

years. 

We included three ownership–related variables to control for various other elements of 

ownership structure: ownership of unaffiliated blockholders to control for potential monitoring 

benefits (Anderson & Reeb, 2003a); cofounder ownership to control for the potential influence a 

cofounder may have on firm value as they may complement the main founder’s resources (Kor 

& Mahoney, 2000; Lechler, 2001) thus benefiting firm value or collude with the main founder to 

consume private benefits (Zwiebel, 1995); and the difference between ownership of inside 

blockholders and that of the founder to control for the potential influence of nonfounder inside 

blockholders on firm value (Anderson & Reeb, 2003a). Finally, we included the following 

control variables for the regressions of leverage, diversification, and disproportionate board 

representation on founder ownership (Anderson & Reeb, 2003b; Villalonga, 2004): collateral, 

cash ratio, EBIT, NYSE, industry median leverage, and industry percentage diversified. 

 

Models and Results 

All of our results were obtained using the statistical package STATA. Table 4 shows descriptive 

statistics, including means and standard deviations of the variables and correlations among them. 

Tobin’s q is quite high (Mean = 2.59, S.D. = 1.47), as can be expected seeing that our sample is 
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overwhelmingly made up of young, entrepreneurial public firms in which the founder is still 

present. 

Insert Table 4 Here 

In the first three columns of Table 5 we present results of the multi-level Tobit regression 

(starting with reduced form models including control variables) with Tobin’s q as dependent 

variable (with t-statistics calculated using heteroscedasticity–adjusted (White) standard errors). 

Tobit regression is appropriate for our analysis since our dependent variable is censored (Sanders 

& Carpenter, 2003). As can be seen in column 3, the coefficient estimate of founder ownership is 

negative (b = -.69, p < .05), while that of founder ownership squared is positive (b = 1.37, p < 

.001). These results imply a statistically significant and convex (U–shaped) relationship between 

founder ownership and firm value (see top left panel in Figure 1).3 Thus, Hypothesis 1 is 

supported. The relationship between ownership and firm value reaches its minimum at 25.2% of 

founder ownership. The curve displayed in the top left panel in Figure 1 may provide a visual 

impression that with lower founder ownership there is limited effect on firm value, however this 

is not the case. In firms with 25.2% founder ownership, Tobin’s q is lower than in firms with 

negligible founder ownership by .086. This represents about a 3.1% decline in Tobin’s q relative 

to firms with negligible founder ownership. Given the average firm size of about $416 million, 

this is economically significant as the decline translates into a loss of about $12.7 million in 

terms of market value. Similarly, by the time founder ownership reaches majority (50%), the 

                                                 
3 We also re–estimated this regression for subsamples of firms that survive to their 6th, 12th, and 18th listing 

anniversaries. Our results remain qualitatively unchanged for these subsamples and all indicate a statistically 

significant convex relationship between founder ownership and firm value. 
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firm value increases by .09, which represents a 3.2% increase from the lowest point. For an 

average firm, this translates into a $13.2 million increase in market capitalization. 

A natural question that arises from our results is whether they are driven by the 

participation of the founder in the executive decision making of the firm rather than by founder 

ownership. In order to address this issue, we ran regressions to control for the founder’s 

involvement in the management of the firm, using a founder–non–CEO dummy as well as 

interactions of this dummy with founder ownership and founder ownership squared. Results 

suggest that our findings apply to both owners who are also CEOs and owners who are not 

CEOs, although the negative influence of founder ownership (at low and intermediate levels) and 

the positive one (at higher levels of founder ownership) are more pronounced when the founder 

is the CEO of the firm.4 

Most of the control variables are significant. Sales growth, R&D, and industry Tobin’s q 

have a positive and significant effect on firm value as would be expected, while leverage has a 

negative effect (p < .01 for sales growth, leverage and industry Tobin’s q; p < .05 for R&D). 

With respect to firm characteristics, firm age is negative and significant (p < .05). This result 

points towards a reduction of growth opportunities as firms become older (Evans, 1987), leading 

to lower firm value. Also, in older firms the entrepreneurial talent of the founder may be less 

valuable (Morck et al., 1988). 

Insert Table 5 Here 

Insert Figure 1 Here 

                                                 
4 In unreported results, we also include a founder–non–CEO dummy as an additional control variable in our Table 5 

specifications and find that it is statistically insignificant. 
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Endogeneity. There has been a debate in the literature regarding the direction of causality 

between ownership structure and value (Demsetz & Lehn, 1985; Thomsen & Pedersen, 2000). 

Ownership structure could be endogenous, meaning that founders may actually sell shares if firm 

value is decreasing or buy shares if firm value is increasing (Demsetz, 1983). To address this 

possible endogeneity bias, we estimated the relationship between founder ownership and firm 

value using a two–stage least squares (2SLS) regression model. In order to implement this 

model, we required instrumental variables that are correlated with and are thus good predictors 

of founder ownership, while remaining free of the reverse causality that is the potential source of 

the endogeneity bias. Following Gompers et al. (2010), we chose firm characteristics that would 

provide strong incentives for a founder to retain significant ownership and control in the firm 

and, similar to them, we identified the following instrumental variables: (1) Profit_rank, (2) 

Percent_count, (3) Percent_sales, and (4) Sales_regional. In addition, and as recommended by 

them, we statistically tested for the validity of our instruments. 

The instruments are defined in Table 3. We measured all the instrumental variables at the 

earliest point in time when public data was available on our firms rather than at the time when 

we observe Tobin’s q. Similar to Gompers et al. (2010), we argue that the main decision by the 

founder with respect to his/her level of ownership is taken at the time of going public while the 

value of the firm changes from year to year in response to changes in economic conditions. This 

indicates that our instrumental variables could be correlated with founder ownership but not with 

firm value. To further ensure the appropriateness of our instruments we performed the following 

tests. The Durbin–Wu–Hausman test suggested that founder ownership is not exogenous (p < 

.01). Further, as noted by Bascle (2008), for 2SLS estimation to produce consistent and efficient 

estimates, chosen instruments have to be relevant (strong) and exogenous. Results of the Stock 



19 
 

and Yogo (2005) test suggested that our instruments are strong. Finally, we tested the exogeneity 

of our instruments using Hansen’s J–test. We failed to reject the exogeneity of our instruments as 

a group (p = .525) . We also replicated this test for all possible subsets of instruments. In all 

cases, we failed to reject exogeneity of our instruments. Overall our tests indicated that the 

instruments are appropriate.  

The fourth column of Table 5 presents the second stage results of the 2SLS analyses, 

which are consistent with the Tobit results. In particular, we find that the convex relationship 

between founder ownership and firm value exists even after controlling for endogeneity.  

Firm survival and selection bias. Our results until this point indicate that founder 

ownership is significantly related to firm value. Since a firm’s performance and its survival in a 

competitive market are closely linked to its value, it could be reasonably expected that founder 

ownership will also affect firm survival. As a result, the inclusion of firms in our sample could 

itself be affected by founder ownership. Econometrically, this is a problem since it could result 

in a biased sample that would question the reliability of our results. We address this issue in our 

analysis in Table 6 through the use of Heckman’s (1979) selection model. This model allows us 

to examine the relationship between founder ownership and firm survival as well as to correct for 

the influence of any selection bias on the relationship between founder ownership and Tobin’s q. 

In particular, we jointly estimate the selection model and the Tobit model from Table 5 using full 

information maximum likelihood (see Li & Prabhala, 2007). 

In column 1 of Table 6 we report the results of a probit model that estimates the 

probability of a firm surviving until the next year as a function of founder ownership, the square 

of founder ownership, and other variables that are potential determinants of firm survival. While 

the literature on firm survival has considered a large number of potential predictors, we focus on 
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the ones that are consistently found to be important predictors (Manjon–Antolin & Arauzo–

Carod, 2008; Romanelli, 1989) and that can be collected for our fairly large sample of firms.  

Our results indicate that founder ownership predicts firm survival with the probability of 

firm survival increasing with founder ownership at low levels of ownership and then decreasing 

at higher levels of founder ownership (the coefficient estimate on founder ownership squared, 

however, is not statistically significant). In column 2 of Table 6, we revisit our conclusions from 

Table 5 after adjusting for any sample selection bias that is created by the impact of founder 

ownership on firm survival (and therefore by extension on inclusion in our sample). The results 

continue to indicate a significant convex relationship between founder ownership and firm value. 

Moreover, the Wald test of independent equations indicates that the error terms in the two 

equations are not significantly related. Therefore, although founder ownership does impact the 

survival of firms in our sample, this relationship does not bias our results and our conclusions 

from Table 5 are robust to this correction. 

Insert Table 6 Here 

Underlying mechanisms. Table 7 presents the results of the pooled year fixed effects 

regression analyses with leverage, diversification, and disproportionate board representation as 

dependent variables. Using multi-level Tobit regression with leverage as the dependent variable 

(see columns 1, 2, and 3), we find that the coefficient estimate of the founder ownership is 

negative (b = -.20, p < .001), while that of the founder ownership squared is positive (b = .35, p < 

.001). These results imply a statistically significant and convex (U–shaped) relationship between 

founder ownership and leverage, with lower leverage occurring at intermediate levels of founder 

ownership (see top right panel in Figure 1). Thus, Hypothesis 2 is supported. Our results suggest 
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that the relationship between founder ownership and leverage reaches its minimum at 28.6% of 

founder ownership.  

Using logit regression with diversification as the dependent variable (see columns 4, 5, 

and 6), we find that the coefficient estimate of the founder ownership is positive (b = .82, p < 

.05), while that of the founder ownership squared is negative (b = -1.36, p < .05). These results 

imply a statistically significant and concave (inverted U–shaped) relationship between founder 

ownership and the probability of observing a diversified firm, with greater diversification 

occurring at intermediate levels of founder ownership (see bottom left panel in Figure 1).5 Thus, 

Hypothesis 3 is supported. Our results suggest that the relationship between founder ownership 

and probability of observing a diversified firm reaches its maximum at 30.2% of founder 

ownership. 

Using logit regression with disproportionate board representation as the dependent 

variable (see columns 7, 8, and 9), we find that the coefficient estimate of the founder ownership 

is positive (b = 25.08, p < .001), while that of the founder ownership squared is negative (b = -

72.43, p < .001). These results imply a statistically significant and concave (inverted U–shaped) 

relationship between founder ownership and the probability of observing a disproportionate 

board representation, with greater disproportionate board representation occurring at 

intermediate levels of founder ownership (see bottom right panel in Figure 1). Thus, Hypothesis 

4 is supported. Our results suggest that the relationship between founder ownership and 

                                                 
5 Following Zelner (2009) and Bowen (2012), we have also included 95% confidence intervals for the regression 

models estimated using logit. 
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probability of observing a disproportionate board representation reaches its maximum at 17.3% 

of founder ownership.6  

Insert Table 7 Here 

 Cubic relationship. As an alternative post hoc analysis, we repeated our analysis using a 

cubic specification for founder ownership, similar to Morck et al. (1988). We find that the cubic 

term is insignificant even at the 10% level. At the same time, the linear and quadratic terms 

remain statistically significant. Moreover, the addition of the cubic term leaves the Wald-chi2 

practically unchanged. In contrast, the addition of both the linear and the quadratic terms 

increases the Wald-chi2. Therefore, from the perspectives of both overall model fit and 

significance of individual coefficient estimates, the quadratic specification appears to be the one 

that is most appropriate for the data7.  

We performed a similar analysis for the hypotheses regarding leverage, diversification, 

and disproportionate board representation. The conclusions with respect to leverage mirror those 

for Tobin’s q. The cubic term remains insignificant and has a minimal impact on the overall 

goodness of fit. The findings are somewhat different with respect to diversification and 

disproportionate board representation and, in each of these cases, the coefficient estimate of the 

cubic term is statistically significant. In the case of diversification, the overall model fit as 

measured by the pseudo R-squared does not change much with the addition of the cubic term. 

                                                 
6 Mediation analysis suggested no mediating effect for leverage (perhaps not surprisingly, given that leverage on its 

own is one of the strongest determinants of Tobin’s q). We found partial mediation for diversification, and some 

(albeit statistically insignificant) evidence of partial mediation for disproportionate board control. 

7 We also estimated a piecewise linear regression and the quadratic specification remained the most appropriate for 

our data. 
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For disproportionate board representation, the cubic term appears to have a substantial impact on 

the pseudo R-squared that is comparable in magnitude to that attributable to the linear and cubic 

terms8. We interpret these findings in our discussion below. 

 

DISCUSSION 

Founders represent an important class of large shareholders with unique incentive structures and 

a strong voice in the firm (Anderson & Reeb, 2003a). This study analyzes the impact of founder 

ownership on firm value, using a unique, hand–collected dataset of young and entrepreneurial 

firms that have been public for less than 20 years. Although prior research has indicated a 

positive effect associated with founder ownership, those studies have focused on very large firms 

in which the founder typically retains limited equity. Thus our sample of young public firms 

provides a unique setting that allows us to analyze founder effect on a broader range of 

ownership than previously done. As alluded to earlier, our sample contains a significant number 

of observations for which founder ownership exceeds 50%. Founders are still present in 70% of 

our sample firms at the time of the IPO and in 50% of the firms 12 years after the IPO. Also, the 

founder owns 28.3% of the firm at IPO and still owns 20.3% 12 years after the IPO (with median 

values of 21.0% and 11.6%, respectively). These values are all higher than those reported in 

previous studies (Anderson & Reeb, 2003a; Fahlenbrach, 2009; Villalonga & Amit, 2006). 

Our findings indicate that the relationship between founder ownership and firm value is 

not linear. Controlling for several variables relating to firm and industry characteristics, we find a 

U–shaped relationship between founder ownership and firm value. A likely explanation for our 

findings is that there is a stewardship effect dominating at high (controlling) levels of founder 

                                                 
8 Further details about our findings can be obtained by contacting the corresponding author. 
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ownership, while an agency effect dominates at intermediate levels. This reasoning seems to be 

supported by additional tests on our sample showing that founders with intermediate levels of 

ownership are more likely to decrease their ownership stakes over time, suggesting that indeed 

these individuals have diminished commitment and attachment to their firms as they tend to sell 

off equity over time. Additionally, founders with high levels of ownership are more likely to 

maintain or even increase their ownership stakes, which seems to confirm their stewardship 

towards the firm. At the same time, we also find that founders with high level of ownership are 

less likely to serve as CEOs of their firm, suggesting that they are hiring professional 

management for the benefit of the business as they recognize their limited managerial abilities 

(e.g., Boeker & Karichalil, 2002). 

Unlike other studies (e.g., McConnell & Servaes, 1990; Short & Keasey, 1999), here we 

are able to exclude possible endogeneity through 2SLS analysis — in other words, the possibility 

that the positive (negative) relationship we find between founder ownership and firm value may 

reflect founders maintaining higher ownership stakes in more (less) valuable firms. When the 

founder has a low–to–intermediate stake (below 25.2% in our sample), there appears to be an 

agency effect with founders being psychologically detached from the business (Pierce et al., 

2001; Wasserman 2006) and exercising self–interest by pursuing their own agenda and 

consuming perquisites (Jensen & Meckling, 1976). Consequently there is an adverse effect on 

market valuation. Based on these explanations, our results show that founders with an ownership 

stake of 25.2% tend to be the most entrenched because their stake is large enough to entrench but 

not large enough for a stewardship effect to prevail.  

Beyond a certain point (25.2% in our sample), a stewardship effect seems to prevail over 

an agency effect because founders have greater incentives to maximize firm value as their 
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psychological ownership of their business is greater (Pierce et al., 2001). This is consistent with 

the explanation that insiders with large shareholdings are effective monitors of management’s 

actions. Fan and Wong (2002: 406) also found that ownership concentration has an incentive 

alignment effect and that when owners’ share ownership is ‘beyond the minimum level needed 

for effective control’ this ‘improves the alignment of interests between the controlling owner and 

the minority shareholders and reduces the effects of entrenchment’. The greater the percentage of 

shares owned, the greater the motivation and the financial interest of the founder to monitor the 

management team and to exercise influence over the board of directors (Demsetz, 1986; Morck 

et al., 1988).  

Our findings are consistent with the strategic decision making that is typical of 

entrenched founders. We explored three mechanisms that are typical of such founders and that 

help explain the relatively lower firm value at intermediate levels of founder ownership. Their 

inflection points are close to that we found for the relationship between founder ownership and 

firm value. Because of the undiversified nature of their holdings and their desire for firm 

survival, entrenched founders have strong incentives to minimize firm risk (Anderson & Reeb, 

2003b). They achieve this through lower leverage and greater diversification. Also, they often 

control the board through disproportionate board representation (Villalonga & Amit, 2009). 

Our findings differ somewhat from Morck et al.’s (1988) who found a cubic relationship 

between managerial ownership and firm value. In our study, both from the overall model fit 

perspective as well as from the significance of individual coefficients perspective, the quadratic 

specification appears to be the most appropriate for the data. We believe this is the case for the 

following three reasons. First, we focus on founders and their ownership rather than on 

insider/managerial ownership (where insiders may or may not be the firm’s founders). Second, 
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we analyze smaller and younger firms than those included in Morck et al.’s (1988) sample, 

where founders still play a strong leadership role (67.2% of founders in our sample are also 

CEO). Third, as opposed to Morck et al.’s (1988) sample, our sample includes a significant 

number of firms with founder ownership above 50%. As a result, we are better able to address 

the impact of founder ownership on firm value when the founders own a majority of firm equity. 

These differences, i.e. the presence and influence of the founder, help explain why we do not 

find a cubic relationship similar to that found by Morck et al. (1988). The addition of the cubic 

term with respect to diversification shows possibly the largest difference from our main results. 

There is a clear increase in the propensity to diversify at very high levels of founder ownership 

that is discernible when ownership reaches about 70%. We speculate that founders who own 

such a substantial portion of the firm could often face the problem of having significant 

undiversified personal wealth that is tied up in the firm. In such situations, we suspect the 

founder faces pressure to diversify the firm as the only way to diversify his or her personal 

portfolio. However, our results suggest that such diversification has a minimal impact on Tobin’s 

q. Finally, with regard to disproportionate board representation, any differences between the 

quadratic and cubic specification are primarily manifested at ownership levels greater than 90% 

and are also quite small in magnitude. Therefore, although the statistical analysis indicates that 

the cubic term may have a role to play, its magnitude indicates that it is a lower order effect. Our 

findings may warrant further research into the effects found. 

 

CONCLUDING REMARKS 

This study analyzes the impact of founder ownership on firm value, which has to date been 

investigated mainly by looking at large, mature public firms in which founders retain limited 
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ownership stakes. By focusing on firms that have been public for less than 20 years, and in 

which founders often retain relatively high ownership and CEO status, we find a U–shaped 

relationship between founder ownership and firm value. A likely explanation is that an agency 

effect dominates at low–to–intermediate levels of founder ownership, while a stewardship effect 

dominates at intermediate–to–high levels, when founders are controlling owners. Our findings 

contribute to the ongoing debate questioning the universal applicability of agency theory to the 

ownership–value relationship (Dalton et al., 2003; Lane, Cannella, & Lubatkin, 1998). By 

complementing an undersocialized agency theory approach, which neglects the diverse identities 

of stakeholders (Aguilera & Jackson, 2003), with stewardship theory we support the view that 

‘the complexities of organizational life [should not be] ignored’ (Davis et al., 1997: 696).  

Our conclusions should be considered in light of the study’s limitations. First, although 

we followed firms for up to 19 years after IPO, we focus on the cross–sectional dimension and 

do not take into account the effect of time. Prior research suggests that most founders who take 

their firm public do so for the first time and, therefore, are inexperienced in their new 

environment (Certo et al., 2001). As time goes by, they may become more effective leaders or 

may leave the firm altogether. Other evidence points to the contrary, with founders displaying 

better performance earlier in their careers and worse performance as time goes by (Gomez–

Mejia, Nunez–Nickel, & Gutierrez, 2001; Johnson et al., 1985; Morck et al., 1988). Second, we 

focus on the ownership by the main founder and, although we have cofounder ownership as a 

control variable, we do not explore the interactions that take place in a team when there are 

multiple founders. Their occurrence would have effects in terms of team composition and 

dynamics (Napier & Gershenfeld, 1993). There may also be divisions or fault lines among 

cofounders (Lau & Murnighan, 1998), depending on demographic or other characteristics. 
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Cofounders’ decision to monitor or collude with the main founder warrants further study. Third, 

although most prior studies have considered Tobin’s q as a measure of firm value, there are 

potential shortcomings deriving from the use of this measure because of its dependence on 

market price and therefore on the short term fluctuations in the stock market. An alternative 

measure of performance that has been used in the literature is the return on firm’s assets (e.g., 

Bruton et al., 2010). As discussed in Elsayed (2007), Tobin’s q has an advantage in that it is 

forward looking and incorporates future profits and the ability of the firm to improve its 

performance over time. Since our study focuses on the role of the founder in shaping the nature 

of the firm and thus the long term performance of the firm, a forward looking measure is 

especially important for us. Furthermore, we mitigate the dependence of Tobin’s q on market 

price by employing a fairly long time series of 19 years and controlling for year fixed effects.  

We have identified several avenues for further research. First, researchers might consider 

further explanations, beyond the ones we have considered. For example, founders may create 

barriers for bidding agents (takeovers), pay special dividends, conduct business with family–

related parties, give themselves higher salaries and compensation packages, or reduce the 

presence of independent directors on the board (Anderson & Reeb, 2003a, 2004; Holderness & 

Sheehan, 1988). Or controlling founders may decide to align themselves with minority 

shareholders because of costs of expropriation, for example if higher dividends are being paid 

out (Faccio et al., 2001; La Porta, Lopez–de–Silanes, Shleifer, & Vishny, 2000) or depending on 

market conditions seeing that insiders generally expropriate less when the market is thriving and 

more when the market is deteriorating (Chen, Chen, & Wei, 2009; Durnev & Kim, 2005). 

Further mechanisms may apply when the founder is also CEO, for example their (financial or 

nonfinancial) background (Andrews & Welbourne, 2000); the perceived threat to founder–CEO 
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compensation, which may affect founder–CEO’s risk taking (Larraza–Kintana, Wiseman, 

Gomez–Mejia, & Welbourne, 2007); internal factors such as size of founding team, top 

management team independence (Jain & Tabak, 2008) or human resource practices, including 

rewards systems or CEO stock options (Certo, Daily, Cannella, & Dalton, 2003; Welbourne & 

Andrews, 1996).  

Second, scholars may want to investigate whether the declining slope for low–to–

intermediate levels of founder ownership is an indication of the founder’s limited entrepreneurial 

ability (Morck et al., 1988), which has a negative impact on the firm’s value as his/her stake 

increases. Third, future research may focus more on the ownership structure and its relationship 

with firm value, by considering, for example, team size (Lechler, 2001). Fourth, it may be 

interesting to investigate situational variables, such as the presence and degree of formal control 

mechanisms in the firm, as these may influence an organization’s culture, level of trust, and 

intrinsic motivation (Davis et al., 1997; Wasserman, 2006). Finally, it would be interesting to 

investigate further the relationship between founder ownership and firm survival (Li and 

Prabhala, 2007). 

With regard to practical implications, the results of this study are of interest to various 

stakeholders. Financial investors can benefit from knowing whether or not public firms with high 

levels of founder ownership outperform or underperform firms with low levels of founder 

ownership. Potential managers and employees will also be interested, because their 

compensation may be linked to the firm’s value, which is related to ownership structure. 
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Table 1. Sample distribution: distribution of founder ownership over time 
 
 

      Founder ownership 

Year  

Non–
founder 

firms 
Founder 

firms Total firms 

 

Average Median 
        

IPO  372 897 1,269  28.28% 21.00% 
year 1  372 878 1,250  25.41% 17.65% 
year 2  387 835 1,222  23.98% 16.70% 
year 3  363 743 1,106  22.96% 15.15% 
year 4  345 602 947  22.74% 14.25% 
year 5  320 508 828  22.51% 14.30% 
year 6  281 408 689  23.65% 14.60% 
year 7  271 354 625  23.66% 12.80% 
year 8  246 298 544  24.52% 14.62% 
year 9  233 271 504  22.60% 12.30% 

year 10  219 235 454  22.79% 12.40% 
year 11  196 205 401  21.71% 13.30% 
year 12  179 184 363  20.27% 11.60% 
year 13  167 161 328  18.78% 10.30% 
year 14  159 137 296  17.92% 9.00% 
year 15  158 117 275  17.44% 7.30% 
year 16  136 108 244  17.44% 6.80% 
year 17  96 58 154  17.98% 7.83% 
year 18  64 40 104  15.13% 6.96% 
year 19  28 14 42  15.10% 8.10% 
Total    11,645    
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Table 2: Distribution of sample by the level of founder ownership 
 
 

ownership 
bracket 

nr of 
firm–
years 

percentage 
of total 
sample 

   
0 4,553 39.10% 

0-5% 1,659 14.25% 
5-10% 1,139 9.78% 
10-15% 708 6.08% 
15-20% 560 4.81% 
20-25% 492 4.22% 
25-30% 369 3.17% 
30-35% 351 3.01% 
35-40% 223 1.91% 
40-45% 229 1.97% 
45-50% 249 2.14% 
50-60% 407 3.50% 
60-70% 343 2.95% 
70-80% 155 1.33% 
>80% 208 1.79% 
Total 11,645  
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Table 3. List of variables 
 

Variables Definitions 
 Ownership variables 

Founder own Percentage of voting rights controlled by the founder and his/her family 
 

 Dependent variables 
Tobin’s q Ratio of the sum of market value of equity and book value of long term debt 

to the sum of book values of equity and long term debt 
Leverage Ratio of book value of long term debt to total assets 
Diversification Dummy variable (1=if the firm reports operations in more than one industry; 

0=otherwise) 
Disproportionate board 
representation 

Dummy variable (1=if the presence of family members on the board of 
directors leads to an excess board control (relative to the founder’s voting 
rights); 0=otherwise) 
 

 Control variables 
Wedge Difference between the percentage of voting and cash flow rights controlled 

by the founder 
Firm size Natural logarithm of book value of total assets (in millions of $) 
Firm age Natural logarithm of one plus the number of years between either the year of 

incorporation or the start of operations, whichever is earlier, and the time of 
the proxy statement filing date 

Sales growth Percentage change in sales over the previous year 
R&D Ratio of R&D to firm sales (=0 if R&D expenditures were missing) 
Industry median Tobin’s q Median Tobin’s q for all COMPUSTAT firms in the same year and Fama–

French 48 industry group 
Year dummy Dummy variable (1=if the observation belongs to a calendar year t; 

0=otherwise) 
Unaffiliated block own Percentage of voting rights controlled by unaffiliated blockholders (those that 

have no relation to the firm, other than their equity stake in the firm) 
Cofounder own Percentage of voting rights controlled by cofounders 
Insider own less founder Percentage of voting rights controlled by inside blockholders (those that are 

involved in management and/or governance of the firm) less founder 
ownership 

Collateral Ratio of the sum of inventory and net property, plant, and equipment to total 
assets 

Cash ratio Ratio of cash and marketable securities to total assets 
EBIT Ratio of earnings before interest and taxes (EBIT) to net sales 
NYSE Dummy variable (1=if the firm’s stock trades on the New York Stock 

Exchange (NYSE); 0=otherwise) 
Industry median leverage Median leverage for all COMPUSTAT firms in the same year and Fama–

French 48 industry group 
Industry percentage diversified Percentage of firms in the same Fama–French 48 industry group that are 

diversified 
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 Instrumental variables (2SLS model) 
Profit_rank Firm’s percentile ranking based on gross profit in its first year appearing in 

COMPUSTAT in the distribution of all other firms new to COMPUSTAT 
Percent_count Percentage of firms located in the firm’s region in the year prior to its first 

appearance in COMPUSTAT relative to all firms in 
COMPUSTAT during that year. Region is defined as a metropolitan or 
micropolitan statistical area or a metropolitan division when one exists, and 
a county otherwise 

Percent_sales Percentage of sales by all firms located in the firm’s region in the year prior 
to its first appearance in COMPUSTAT relative to all firms in 
COMPUSTAT during that year 

Sales_regional Sales divided by total sales in this firm’s region in its first year of appearing 
in COMPUSTAT 

  
 Selection variables (Heckman model) 
Firm age at IPO Number of years between either the year of incorporation or the start of 

operations, whichever is earlier, and the time of IPO 
Years since IPO Number of years between the time of IPO and the time of the proxy 

statement filing date 
Industry sales growth  Growth rate in net sales for the median firm in the same Fama–French 48 

industry group 
Industry concentration Herfindahl index computed based on net sales for all firms in the same 

Fama–French 48 industry group 
High tech dummy Dummy variable (1=if the firm is in a technology–related industry (as 

defined by Loughran and Ritter, 2004); 0=otherwise) 
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Table 4. Descriptive statistics 
 

 Mean S.D. 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 
1Tobin’s q 2.59 1.47 1               

2 Leverage .15 .22 -.24 1              

3 Diversification .25 .43 -.17 .08 1             

4 Disproportionate board 
representation .31 .46 .06 -.10 -.05 1            

5 Founder own .14 .21 .00 .09 -.03 -.14 1           

6 Founder own squared .07 .15 -.01 .13 -.01 -.21 .94 1          

7 Wedge .01 .07 -.06 .14 .04 -.12 .51 .62 1         

8 Firm size 4.67 1.61 -.22 .36 .29 -.08 .00 .06 .17 1        

9 Firm age 2.82 .70 -.26 .11 .24 -.20 .03 .07 .08 .37 1       

10 R&D .20 .45 .22 -.09 -.15 .12 -.17 -.14 -.07 -.23 -.22 1      

11 Unaffiliated block own .17 .17 -.12 .10 .10 .02 -.32 -.27 -.10 .19 .15 .07 1     

12 Industry median Tobin’s q 1.95 .72 .39 -.18 -.16 .13 -.12 -.12 -.08 -.24 -.28 .46 -.02 1    

13 Cofounder own .01 .04 .09 -.06 -.07 .09 .12 .01 -.02 -.11 -.14 -.04 -.14 .03 1   

14 Insider own less founder .08 .14 -.02 -.01 -.05 -.15 -.14 -.14 -.08 -.14 .01 -.13 -.22 -.09 .25 1  
15 Sales growth .46 1.20 .21 -.03 -.10 .08 -.02 -.03 -.02 -.11 -.29 .17 -.07 .17 .04 .02 1 
N = 11,645. Note: Correlations greater than .0175 or less than -.0175 are significant at p < .05 
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Table 5. Results of multi-level Tobit and 2SLS regressions of Tobin’s q on founder ownership  

 (1) (2) (3) (4) 
 Tobit Tobit Tobit 2SLS 
     
Founder own  .21† -.69* -15.47** 
Founder own squared   1.37*** 33.48*** 
Wedge  -1.10** -1.40*** -19.27*** 
Firm size -.23*** -.22*** -.22*** -.02 
Firm age -.10* -.10* -.11* -.40*** 
Sales growth .13*** .13*** .13*** .17*** 
R&D -.10* -.09* -.09* .17* 
Leverage -.48*** -.47*** -.49*** -1.59*** 
Industry median Tobin’s q .59*** .59*** .58*** .62*** 
Year dummies YES YES YES YES 
Unaffiliated block own -.14 -.13 -.15 .78† 
Cofounder own 2.01*** 1.90*** 2.27*** 9.02*** 
Insider own less founder -.28† -.25† -.26† .62 
Constant 2.75*** 2.73*** 2.81*** 2.82*** 
     
Observations 11,645 11,645 11,645 11,645 
Wald-chi2 2,723.30 2,733.20 2,748.32  
Durbin-Wu-Hausman test    64.64*** 
Hansen J-test    1.24 
Stock-Yogo test    7.56* 

† p < .10; * p < .05; ** p < .01; *** p < .001  
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Table 6. Results of Heckman (1979) selection model 
 
 

 (1) (2) 
 Selection 

equation 
Valuation 
equation 

   
Founder own .894*** -.849*** 
Founder own squared -.632 1.506*** 
Wedge .077 -.865*** 
Firm size .092*** .004 
Firm age  -.154*** 
R&D .186*** .202*** 
Leverage  -1.041*** 
Unaffiliated block own  -.468*** 
Industry median Tobin’s q  .574*** 
Cofounder own  1.675*** 
Insider own less founder  -.618*** 
Sales growth  .150*** 
Firm age at IPO .003***  
Years since IPO -.139***  
Years since IPO squared .007***  
Industry sales growth -.025  
Industry concentration .252  
High tech dummy .024  
Year dummies  YES 
Constant 1.177*** .890*** 
   
Observations 11,615 11,615 

   † p < .10; * p < .05; ** p < .01; *** p < .001 
 Note: This table has a lower number of observations than the others because we lose 
observations due to lagging ownership to predict survival 
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Table 7. Results of regressions of leverage (multi-level Tobit), diversification and disproportionate board representation (Logit) on 
founder ownership 

 (1) (2) (3)  (4) (5) (6)  (7) (8) (9) 
 Leverage  Diversification  Disproportionate board repr. 
            
Founder own  .04† -.20***   .01 .82*   -2.20*** 25.08*** 
Founder own squared   .35***    -1.36*    -72.43*** 
Wedge  .05 -.02   -.44 .06   -8.03*** -4.87† 
Firm size .05*** .05*** .05***  .22*** .22*** .22***  .02 .01 .04* 
Firm age -.01 -.01 -.01  .288*** .29*** .29***  -.57*** -.50*** -.38*** 
R&D .01 .01 .01      .21*** .08 .23*** 
Leverage     -.17 -.16 -.15  -1.01*** -.71*** -.47*** 
Industry median Tobin’s q     -.18*** -.18*** -.18***     
Unaffiliated block own .08*** .09*** .08***  -.26† -.29† -.28†  .51*** -.32* -.18 
Cofounder own -.06 -.08 .01  -1.26† -1.26† -1.74*  7.92*** 9.95*** 3.17*** 
Insider own less founder .05* .06** .06**  .03 .01 .05  -4.87*** -5.96*** -6.14*** 
Collateral .20*** .20*** .20***         
Cash ratio     -.64*** -.64*** -.62***     
EBIT     .30*** .29*** .29***     
NYSE     -.20** -.20** -.20**     
Industry median leverage .56*** .55*** .56***         
Industry percent diversified     .67*** .66*** .68***     
Constant -.30*** -.30*** -.28***  -3.08*** -3.08*** -3.14***  .58* .75** -.38 
Year dummies YES YES YES  YES YES YES  YES 

 
YES YES 

Observations 11,645 11,645 11,645  11,645 11,645 11,645  11,645 11,645 11,645 
Wald-chi2 1,417.40 1,427.17 1,465.48         
Pseudo-R-squareda     .19 .19 .19  .08 .11 .25 

† p < .10; * p < .05; ** p < .01; *** p < .001 
Note: Since the standard measures of fit, such as R-squared, are not defined for the logit models, we use Pseudo-R-squared. Pseudo R-squared is 
calculated as 1 – (LLM/LL0), where LLM is the log likelihood of the full model and LL0 is the log likelihood when there are no independent 
variables in the model (i.e., when only the intercept is included) 
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Figure 1. Relationships between founder ownership and firm value, leverage, diversification, and 
disproportionate board representation 
 

  

  

 

 
 


