TAP CHi KHOA HOC KINH TE - SO 9(04) - 2021

DO INSTITUTIONAL INVESTORS IMPROVE
INFORMATIONAL EFFICIENCY OF STOCK PRICES?

NHA PAU TU TO CHUC CO GIUP CAl THIEN HIEU QUA THONG TIN
CUA GIA CO PHIEU HAY KHONG?

Ngay nhan bai: 05/07/2021
Ngay chap nhan dang: 05/11/2021

Ding Thi Hong Ngec, Nguyén Thanh Huwong

ABSTRACT

This paper examines the effect of institutional investors on stock price informativeness. Using a
comprehensive data set of firms listed on the Hochiminh Stock Exchange and the Hanoi Stock
Exchange over the 2007 - 2017 period, we find that institutional ownership is negatively associated
with stock price synchronicity, which is an inverse measure of stock price informativeness. This
result is consistent with the notion that institutional investors contribute to inducing higher
informational efficiency of stock prices.
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TOM TAT
Nghién ctru ndy danh gia anh huéng clia s& hiru nha dau tw t& chirc dén tinh théng tin cta gia cé
phiéu. S& dung di¥ liéu clia cac cong ty niém yét trén S& Giao dich Chirng khoan TP. H6 Chi Minh
va S& Giao dich Ching khoan Ha Néi trong khodng thoi gian tir 2007 dén 2017, két qua nghién
ctu cho thdy s& hiru nha ddu tw td chirc cé tac dong nghich chidu dén ddng hién dong gia cb
phiéu - mét thwéc do ngwoc vé tinh thong tin cta gia cb phiéu. Két qua nay phu hop véi quan
diém cho réng nha d4u tw td chirc gép phan nang cao hiéu qua théng tin ctia gia cb phiéu.
Tl kho&: San giao dich Chirng khoan TP. H& Chi Minh; San giao dich Chirng khoan Ha N&i; nha
dAu tw td chirc; ddng bién déng gia cb phiéu; tinh théng tin cda gia cd phiéu; hiéu qua théng tin.

1. Introduction

The increased importance of institutional
investors is widely documented in the
finance literature. While most existing
research has focused on the benefits of
institutional trading to developed markets
(e.g., Bushee, 1998; Gompers & Metrick,
2001; Yan & Zhang, 2009; Boehmer and
Kelley, 2009; Gallagher et al. 2013; Breugem
& Buss, 2019), there are very few studies
devoted to this issue in emerging countries.

In this paper, we study the impact of
institutional  ownership on informational
efficiency in the context of Vietnam, which is
an important developing market. Prior literature
shows that institutional investors can access
more accurate information at lower costs
(Piotroski & Roulstone, 2004). In addition, as

highly sophisticated investors with quantitative
skills, they tend to exploit private information
for trading purpose (Boehmer & Kelley, 2009).
Edmans (2009) also finds that greater
incentives to  become informed lead
institutional investors to the aggregation of
private information into the stock prices. Taken
together, these studies suggest that the presence
of institutional investors facilitates the
incorporation of information into stock prices,
and consequently, enhances the market’s
informational efficiency. Therefore, in this
study, we expect a positive association between
institutional investors and the stock price
informativeness in the Vietnam stock market.
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We use stock price synchronicity as an
inverse  indicator of  stock  price
informativeness. Specifically, stock price
synchronicity is estimated using the R-square
(R?) derived from the standard market model
(Roll, 1988; Morck et al., 2000, Durnev et
al., 2003; Durnev et al., 2004). Firms with
low (high) value of R2, ceteris paribus, have
a relatively greater amount of firm-specific
(market-wide) information being impounded
into prices. Motivated by Lang & Maffet
(2011), we additionally estimate stock price
synchronicity using the beta coefficient in the
market model, which also decreases with the
firm-specific information component in the
stock prices.

We test our prediction employing a
sample of firms listed on the Hochiminh
Stock Exchange and the Hanoi Stock
Exchange during the period from 2007 to
2017. We find consistent evidence, namely,
institutional ~ ownership is  negatively
correlated with stock price synchronicity.
This finding holds when we add lagged
dependent variable to address potential
endogeneity concerns, and when we conduct
a series of tests by controlling for firm fixed
effects and the impacts of exchanges where
the firms are listed. Further, our results
remain robust in our non-crisis analysis.
Collectively, our results provide support to
the argument that institutional investors
contribute to improving the informational
efficiency.

Our study contributes to the growing
literature related to the impact of institutional
ownership on stock market informational
efficiency. While there are a large number of
studies  providing evidence on the
informational role of institutional trading in
developed markets (e.g., Gallagher et al.,
2013; Bharath et al., 2013; Luo et al., 2014;
Boone et White, 2015; Gorton et al., 2017),
little is known about this link in emerging
20

countries (e.g., Bae et al., 2012; Syamala &
Wadhwa, 2019; Kim & Yi, 2015). Our paper
provides additional findings and insights by
focusing on Vietnam, which is an important
emerging economy.

The remainder of this paper proceeds as
follows. Section 2 reviews the related
literature. Section 3 explains the research
methodology and data. We present our
empirical results in Section 4 and conclude in
Section 5.

2. Related literature

This paper is related to two main
literatures. The first is the literature on
measures of informational efficiency. The
most common measure of informational
efficiency is stock price synchronicity (Roll,
1988), which is based on the correlation
between stock returns and market returns. A
low stock price synchronicity implies high
informational efficiency. A second popular
measure is PIN (probability of informed
trading), suggested by Easley, Kiefer &
O’Hara (1996, 1997a, 1997b). Using
information from trading process, PIN
directly captures the probability of informed
trading in a stock. However, in this study,
stock price synchronicity is the sole measure
that could be used for the test due to the data
limitations.

Second, our results contribute to the
literature that examines the impact of
institutional ownership on stock market
informational  efficiency, especially in
emerging markets. In fact, evidence from a
large body of research demonstrates that
institutional  investors  contribute  to
improving  informational efficiency in
developed markets. For example, using data
of Australian equity funds, Gallagher et al.
(2013) find that an increase in the number of
institutional investors is associated with
lower spreads and hence, higher price
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informativeness. Luo et al. (2014) show that
the presence of institutional investors,
especially foreign institutions in the Japanese
market increases the amount of information
incorporated into the stock prices in this
country. Studies on the U.S. market
document that prices become more efficient
for stocks with multiple institutional
investors (Bharath et al., 2013; Gorton et al.,
2017), as they help facilitate information
production by lowering information
asymmetry (Boone & White, 2015).

Very few studies including Bae et al.
(2012), Syamala & Wadhwa (2019), Kim &
Yi (2015) investigate the link between
institutional ownership and informational
efficiency in emerging markets and find
consistent results with institutional trading
improving transmission of information into
prices. The literature on the effect the
institutional ~ trading on  informational
efficiency in the Vietnam stock market is
even much more limited. Using data for
listed firms on the Hochiminh stock
exchange, Dang (2018) finds that large
shareholders is negatively associated with
stock price synchronicity. To et al. (2021)
show that the existence of the largest non-
state shareholders enhances the incorporation
of firm-specific information into stock prices
in Vietnam.

3. Research method

3.1. Data

We obtain stock prices and firm-level
accounting data from FiinGroup, which is a
leading financial information and data
supplier in Vietham. The sample includes all
non-financial companies listed on the two
major stock exchanges in Vietnam including
the Ho Chi Minh City Stock Exchange
(HOSE) and the Hanoi Stock Exchange
(HNX) during the period from 2007 to 2017.

3.2. Specification and variable construction

3.2.1. Stock price synchronicity

In this study, we follow Roll (1988) to
estimate our measure of stock price
synchronicity. More specifically, we use the
R-squared (R?) derived the standard market
model as follows:

lit= o + i I'mt + €it )
where rit is the stock i’s returns and rv IS
the market returns in year t.

A growing number of studies support this
standpoint, employing the R? as an inverse
measure of the amount of information
incorporated in firms’ stock prices (e.g.,
Wourgler, 2000; Durnev et al., 2004; Lin et
al., 2015). The logic is that the more stock-
specific information is reflected in a stock’s
price, the greater the tendency for the stock
price to move independently of the market
and thus the lower the R?. In other words, a
lower synchronicity of stock prices indicates
that the stock market is more informationally
efficient (Roll, 1988; French & Roll, 1986).

As the value of R? is bounded within
[0,1], we take the logistic transformation of
this variable when it is used in further
analysis.

¥ =log—— (1

We also use the B of the model (I) as
another measure of stock price synchronicity.

3.2.2. Institutional Ownership

We use three different proxies for the
presence of institutional investors including
Institutional  Ownership  (I0), Domestic
Institutional Ownership (DIO), and Foreign
Institutional Ownership (FIO). Institutional
ownership (10) represents the ratio of the
number of shares held by the group of
institutional shareholders to the firm’s total
outstanding shares. Domestic Institutional
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Ownership (DIO) is the ratio of the number of
shares held by domestic institutional investors
to the firm’s total number of outstanding
shares. Foreign Institutional Ownership (FIO)
is the ratio of the number of shares held by
foreign institutional investors to the total
number of outstanding shares.

3.2.3. Specification

Our hypothesis is that the presence of
institutional  investors  contributes  to
increasing stock price informativeness. In
other words, we expect a negative relation
between institutional ownership and stock
price synchronicity. The baseline equation
for testing the hypothesis is as follows:

SYNCH.t = o -+ n IOi,t.l + ZY
Con h‘oisir_i +0n + Ot + &t ()
where  SYNCH is  stock  price

synchronicity of stock i in year t. 10 is
institutional ownership.

Based on previous studies, we control for
other factors that might have impacts on the

Table 1. Descriptive Analysis - Summary table

stock price synchronicity including company
size (MV), market-to-book ratio (MB), stock
return volatility (STDRET), annual rate of
return (ARET), leverage (LEV), and return
on assets (ROA). Model (111) also includes
industry-fixed effects (8,) and year-fixed
effects (8¢). The regression is estimated using
robust standard errors to correct for
heteroskedasticity and clustering at the firm
level (Petersen, 2009).

4. Research Results

4.1. Summary statistics

The average stock price synchronicity of
listed firms in Vietnam over the sample
period is -2.992 as measured by ¥, and 0.969
as measured by B from the market model (I).
Institutional shareholders own 30.8% of the
total outstanding shares of listed companies.
Specifically, domestic institutional investors
hold 26.1% of total outstanding shares of
companies. In the meanwhile, foreign
institutional investors hold about 4.6% of
total outstanding shares of listed companies.

Variables Observations Mean Std. Deviation

percentile percentile

90 75 . 25 10
Median . .
percentile percentile

b 3932 -2.992 2477
B 3932 0.969 1.067
10 3932 0.308 0.312
FIO 3932 0.046 0.106
DIO 3932 0.261 0.283
MV 3932 -1.582 1.659
MB 3932 -0.131 0.744
StdRet 3932 0.132 0.069
ARet 3932 0.005 0.448
LEV 3932 0.496 0.221
ROA 3932 0.063 0.080

-0.187 -1.215 -2601  -4.296 -6.171
2.248 1.492 0.861 0.335 -0.143
0.766 0.581 0.233 0.000 0.000
0.176 0.023 0.000 0.000 0.000
0.680 0.517 0.136 0.000 0.000
0.516 -0.596  -1.687 -2.654 -3.653
0.807 0.346 -0.104  -0.612 -1.094
0.219 0.166 0.117 0.083 0.061
0.548 0.267 0.014 -0.274 -0.590
0.779 0.671 0.517 0.318 0.183
0.146 0.096 0.049 0.018 0.003
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4.2. Effects of institutional ownership on
stock price synchronicity

Table 2 summarizes the results of
regression (I11). We find that as expected,
institutional  investors are significantly
negatively associated with both measures of
stock price synchronicity, consistent with the
notion that institutional investors help
increase the amount of firm-specific
information in stock prices and induce higher
informational efficiency in the stock markets
(Luo, Chen & Yan, 2014). To evaluate the
economic significance of the results, we use

the estimated coefficients of the institutional
ownership variable (I0) in column (1) as an
illustration. A one standard deviation
increase in the ownership of institutional
investors in the company will decrease stock
price synchronicity’s standard deviation by
5% (= 0.312*(-0.398)/2.477). The results
also show that stocks of firms with large
market capitalization (MV) and high return
volatility (StdRet) are associated with high
synchronicity. By contrast, stocks those have
higher market value than book value (MB)
tend to be less synchronous.

Table 2. Effects of Institutional ownership on Stock price synchronicity

VARIABLES b P
@ 2 ©)) 4)
10 -0.398%** -0.787*** -0.309*** -0.493%**
(-3.53) (-4.83) (-5.78) (-5.78)
MV 0.566%** 0.603%*** 0.209%** 0.235%**
(21.87) (18.27) (14.00) (11.56)
MB -0.918%** -0.957*** -0.421%** -0.434%**
(-16.21) (-14.34) (-12.97) (-10.43)
StdRet 3.373%** 3.233%** 2.706%** 2.401%**
(5.94) (5.09) (8.17) (5.47)
ARet -0.151 -0.146 -0.150%** -0.164**
(-1.63) (-1.28) (-3.01) (-2.57)
LEV 0.072 0.228 0.052 0.104
(0.42) (1.09) (0.59) (0.94)
ROA -0.635 0.228 -0.730%** -0.289
(-1.18) (0.35) (-2.76) (-0.90)
Constant -0.753%** -0.414 0.669%*** 0.906%**
(-2.62) (-1.23) (5.35) (5.99)
Fixed effects Y Y Y Y
Observations 3,914 2,626 3,914 2,626
R (%) 32.09 32.87 15.22 15.11

Note. Robust t-statistics in parentheses
*** n<0.01, ** p<0.05, * p<0.1

Columns (1) and (3): All observations of the study sample.
Columns (2) and (4): Only non-missing observations of the study sample.
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4.3. Robustness checks

We perform a number of tests to validate
the robustness of our finding. Table 3
summarizes the results, focusing on the
impact of institutional investors on stock
price synchronicity for brevity.

In Panel A, we estimate the model using
the system GMM approach (SGMM),
controlling for lagged dependent variable to

controlling for firm-fixed effects instead of
industry-fixed effects. We control for the
impacts of exchanges where the firms are
listed in Panel C. In Panel D, we re-estimate
Model (I11) in a non-crisis period, in which
we exclude the years of 2007 and 2008 from
our sample. The results are robust, with stock
price synchronicity being significantly
negatively associated with institutional
investors.

address potential endogeneity concerns that
may arise due to reverse causality problem.
In Panel B, we show the results when
Table 3. Robustness checks

¥ p
VARIABLES Q) 2 @ @
Panel A: Controlling for Lagged dependent variable
Lag¥ 0.159*** 0.196***
(5.65) (5.35)
Lagp 0.143*** 0.123**
(3.59) (2.58)
10 -0.224* -0.417%** -0.212%** -0.323***
(-1.85) (-2.69) (-3.42) (-3.69)
Controls Yes Yes Yes Yes
Fixed effects Y Y Y Y
Panel B: Controlling for Firm-fixed effects
10 -0.316* -0.013 -0.143* -0.295**
(-1.77) (-0.04) (-1.90) (-2.10)
Controls Yes Yes Yes Yes
Fixed effects FY FY FY FY
R* (%) 32.85 33.37 35.69 34.28
Panel C: Controlling for Listing-fixed effects
10 -0.400%** -0.800*** -0.317%** -0.514***
(-3.53) (-4.85) (-5.93) (-6.04)
Controls Yes Yes Yes Yes
Fixed effects Y Y Y Y
R (%) 32.07 32.87 15.40 15.43
Panel D: Non-crisis analysis
10 -0.423*** -0.807*** -0.324*** -0.503***
(-3.62) (-4.86) (-5.82) (-5.80)
Controls Yes Yes Yes Yes
Fixed effects Y Y Y Y
R (%) 28.14 29.51 15.53 15.43

Note. Robust t-statistics in parentheses
*** p<0.01, ** p<0.05, * p<0.1
Columns (1) and (3): All observations of the study sample.

Columns (2) and (4): Only non-missing observations of the study sample
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4.4. Additional analysis

We also develop the following model to
investigate the effects of domestic and
foreign institutional ownership on stock price
synchronicity:

SYNCHi:= a + 11 FIOit1 + n2 DIOjw1 +

Yy Con m‘ois;:.r_l +0n + Ot + &iy (1v)

Table 10 shows that the effects are similar
with both foreign and domestic institutional
ownership being negatively and significantly
correlated with stock price synchronicity,
confirming that institutional investors
contribute to improving the informational
market quality.

Table 4. Domestic Institutional Ownership (DIO), Foreign Institutional Ownership (FI10) and

Stock Price Synchronicity

¥ p
VARIABLES
1) ) ®) (4)

FIO -1.029*** -1.736%** -0.432%** -0.855%**

(-3.10) (-4.40) (-2.85) (-4.35)
DIO -0.299** -0.681*** -0.294*** -0.464***

(-2.49) (-4.18) (-4.88) (-5.32)
Controls Yes Yes Yes Yes
Fixed effects Y Y Y Y
R* (%) 32.12 33.00 15.22 15.24

Note. Robust t-statistics in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Columns (1) and (3): All observations of the study sample.

Columns (2) and (4): Only non-missing observations of the study sample

5. Conclusions

This paper investigates the effect of
institutional ownership on stock price
informativeness in the Vietnam equity
market using data drawn from firms listed on
the Ho Chi Minh City Stock Exchange and
the Hanoi Stock Exchange during the period
from 2007 to 2017. Our results confirm a
positive and significant link between
institutional ownership and stock price
informativeness, consistent with the notion

that stock prices of firms with higher
institutional ownership contain more firm-
specific information and less market-wide
information. In other words, institutional
investors improve stock price informational
efficiency in the market. Our study provides
further insight into the role of institutional
investors in stock price informativeness in
the context of Vietnam, which is important
for the policy formulation process in this
emerging market.
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