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In this project, | study the relationship between portfolio diversification
of control shareholders and risk-taking behavior of managers from the perspective of managerial
compensations. In general, shareholders hold multiple shares while there is heterogeneity in the
degree of portfolio diversification. If investors face "ambiguous™ information on some stocks, there

is a possibility that investors do not hold these stocks, that is, a possibility of portfolio
under-diversification. 1 develop a principal-agent model where, if exposures of control shareholders
to the idiosyncratic risks of firms become more substantial, it is optimal for them to contract
executive compensations to give incentives to suppress risk-taking.
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