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ABSTRACT

This paper attempts to explore the effect of ownership
structure and excess control on firm performance in Pakistan.
The pragmatic examination is accomplished through
employing a data set comprising 289 non-financial firms
listed on KSE covering a period of 2004-2012. The results
indicate that both family owned and family controlled firms
show significantly lower financial performance than non-
family owned and non-family controlled firms in Pakistan.
Further, family ownership tends to show a quadratic
relationship with firm performance. Family ownership is
negatively related whereas family ownership squared is
positively related to firm performance. The findings portray
that family ownership is negatively related at initial levels
and beyond a certain threshold level, it started to affect
positively the firm performance. Moreover, ownership
disparity (excess control) shows strongly negatively
relationship with family firms’ performance. These findings
clearly suggest that family firms suffer from agency conflicts
among controlling family shareholders and external
shareholders that seems the root cause of lower family firms’
performance in Pakistan. The ultimate controllers in family
firms use complex pyramidal ownership structures to achieve
an ultimate control over many firms simultaneously with
least capital invested. The findings are consistent with the
expropriation hypotheses proposed (La Porta, 2000). Most
importantly, the findings shed light on an important corporate
governance aspect of family ownership at higher levels
(family ownership squared) that it resolves agency conflict
between family shareholders-external shareholders and
affects positively the firm performance.

Key words: Family Ownership, Family Ownership Squared,
Excess Control, Corporate Governance, Agency Costs, Firm
Performance.

INTRODUCTION

The financial performance and diverse operations of family
firms relative to their counterpart non-family firms are the
most extensive areas in the fields of corporate finance and
organizational strategy in last couple of decades (Yasser,
2011; Benavides-Velasco, 2013; Garcia-Castro & Aguilera,
2014; Xi, 2015). The researchers are indecisive regarding the
financial performance of family firms whether these perform
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better or worse than non-family firms. There are certain
researchers who find superior performance of family firms
(Anderson and Reeb, 2003a; Villalonga and Amit, 2006;
Maury, 2005; Cheng, 2014; Andersson et al., 2016) though
some others discovered lower performance (Holderness &
Sheehan, 1988; Perez-Gonzalez, 2006; Bennedson, 2006;
Jabeen, 2012) and a few of them observed mixed results
(Villalonga & Amit, 2006). Villalonga and Amit (2006)
focus three components of the definition of the family firms
categorically: family ownership, ultimate control (achieved
through control enhancing mechanism in excess of
ownership) and management. Their findings suggest that
family shareholding enhances firm value whereas family
ultimate control in excess of ownership harms firm value and
however, it does not sufficient to offset positive impact of
family ownership. Researchers finding the superior
performance of family firms to non-family firms, they link it
with social structure, political economy and incentive effect
(Estrin, Poukliakova, & Shapiro 2009; White, 1974b).
Contrarily, those scholars who find lower family firms’
performance, they relate it agency theory or entrenchment
effect (Villalonga and Amit, 2006).

Ownership structure is the basis of principal-agent
relationship and it is the root cause of agency conflicts
(Jensen & Meckling, 1976; Haris., & Javid 2014). The family
shareholdings and their ultimate performance impacts are
concerned with two contradictory agency conflicts (Ali,
2007). The first type of agency problem is associated with
conflicts between manager and shareholders whereas the
second is the conflict among dominant family shareholders
and external shareholders (Claessens, 2000; Khan and
Nouman, 2017). The first agency problem between managers
and shareholders is not more common in family firms
because of the presence of family members at executive
position or representing the board. Anderson and Reeb
(2003a) suggest that if any family member holds the position
in the management of the firm or in board then family is in a
better position to monitor and control the activities of
managers. However, the conflict among controlling family
shareholder and external shareholders is troublesome and it
may affect firm performance adversely (Claessens, 2000).
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Family ownership is extensively researched in both
developing and developed economies during last couple of
decades. In Pakistani context, a number of scholars examine
the financial performance of family firms relative to non-
family firms but none of them focus the issue of family
ownership, family control and family ownership-control
disparity. The objectives of the study are three folds. First,
the study explores the comparative performance of family
and non-family firms in Pakistan. The comparison of firm
performance is done categorically between i) family owned
and non-family owned firms and ii) family controlled and
non-controlled firms. Second, it explores the potential
impacts of family ownership on firm performance. The study
focuses examining whether family ownership-performance
relationship is linear or non-linear in nature? Third, it
investigates the performance impacts of an important issue of
ownership-control  disparity being the most common
corporate governance problem in family firms.

The principal contribution of the study lies in defining the
family firms. Villalonga & Amit (2006) answers to a question
of family firms are better or worse performer than non-family
firms, they suggest it is contingent on how family firms are
defined (Villalonga & Amit. 2006). The study categorizes
two types of family firms. First, ‘family owned firms’ and
second, ‘family controlled firms’. Family owned firms
represent those firms having 50% or more family ownership.
Family controlled firms represent those firms whose ultimate
control is with a family. The ultimate control is determined
observing at least three criteria e.g., social ties, cross
shareholdings and management of the firm.

Family ownership may have differential performance
impacts at higher levels than lower level due to incentives
effect and therefore a quadratic relationship is expected.
Family ownership-performance relationship seems negative
at initial level due to divergence of interest effect and it may
be positive at higher levels due to convergence of interest
effect (incentives effect). Further, family firms use control
enhancing mechanism like cross directorate-ship and cross
shareholdings and pyramidal structures. These complex
ownership structures enable ultimate controller controlling
many firms simultaneously with least cash flow invested.
These cause divergence between ownership and control and
it is immensely needed to put forth efforts examining the
potential effects of such excess control (ownership-control
disparity). To the best of the knowledge of the researchers,
this is the pioneering study in this direction shedding light on
such family firms’ related issues by employing a dynamic
data of 289 KSE listed family and non-family firms across 19
sectors covering a period of 2004-12. The present study
contributes to existing finance literature and will provide
empirical evidence to researchers and policy makers in the
field of corporate governance and firm strategy.

The study proceeds in the following way: The next section
provides the literature review followed by research
methodology and results discussion. Finally, conclusions and
recommendations are given in the final section.
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LITERATURE REVIEW
Corporate Governance, Family Firms
Performance

Agency theorists propose that family firms suffer from
severe corporate governance problems. These firms face the
problem of serious agency conflicts among the dominant
family shareholders and minority shareholders (Young,
2008; Khan and Nouman, 2017). They treat family firms a
value destroying mechanism tunneling firm resources away
from minority shareholders (La Porta et., 1999; Morck et al.,
2005). The unique ownership structure of family firms
dominated by the family members shift the Centre of
corporate governance from the traditional manager-
shareholder conflicts (Jensen and Meckling, 1976) to
conflicts within shareholders e.g.,, dominant family
shareholder and external shareholders (Claessens, 2000). The
ultimate controllers in family firms may use complex
ownership and pyramidal structures to extend their control.
The ultimate controllers engage in expropriation of firm
resources particularly from firms with least cash flow rights
to other firms with greater cash flow rights (Bertrand, Mehta,
& Mullainathan, 2002; Djankov, 2008). Further, instead of
recruiting qualified and capable managers, family members
occupy key executive positions and therefore, family firms
often suffer from the concentration of incompetent
management. Moreover, these family managers are rewarded
with excessive remuneration that ultimately costs to external
shareholders and reduces firm value.

There are some factors those may cause family firms
outperforming the counterpart non-family firms. First, family
members in most of cases hold key positions in the
management of firm with them and are involved direct
monitoring the activities of the managers rather rewarding
them based on accounting performance (Ali, Chen, &
Radhakrishnan 2007). Further, concentrated ownership is
more common in family firms particularly in underdeveloped
countries. Ownership concentration substitute for investors’
protection and legal system in the country (Burkart, 2003;
Javid & Igbal, 2007). The large equity shareholding stakes
owning the dominant family members align their interests
with the external shareholders motivating them towards the
monitoring and efficient decision making of the firm due to
incentives effect. The shareholder-owner structure mitigates
the traditional manager-shareholders conflicts (Boone &
Rodionov, 2002).

Second, family members are foresighted and could make
efficient investment and many other business decisions
having greater information regarding the technical operations
of the business, firm characteristics and long term investment
ideas. They make investments over a longer horizon and
concerned with long term firm value. They aim building the
reputation of the firm and passing the family business to their
future generations (Cheng, 2014). Third, resource sharing
like finance, skills, information and markets among the
family controlled firms is a norm particularly in those
emerging economies lacking efficient law enforcement,
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facing severe contracting problems and informational
asymmetries (Khanna and Palepu, 2000; Essen, 2011). Forth,
family headquarters perform insurance function for the
member firms and cause reduction in risk and uncertainty.
These transfer funds from one firm with surplus cash flows
to the other firms in shortage of funds (Khanna & Yafeh,
2005; Estrin et al., 2009). Such value enhancing internal
networks of firms based on sharing resources and risks are
certainly unavailable to non-family firms.

Comparative Performance of Family and Non-Family
Firms

Anderson and Reeb (2003a) found comparatively higher
accounting as well as market performance for family firms
than their counterpart non-family firms in United States.
However, they conclude that family control doesn’t seem
negatively affecting the interests of minority shareholders.
Pindado, Requejo and Torre (2008) documented that family
owned firms perform better than non-family owned firms and
further they observe that young family firms outperform
older family firms in Western Europe. Miller and Breton-
Miller (2006) documented better performance of family firms
because the firm controller desires perpetual succession of
their family business to the next generation. Villalonga and
Amit (2006) discovered a significantly higher performance
of family firms than non-family firms in United States.
Maury (2005) observed higher profitability of family
controlled firms than their corresponding non-family
controlled firms in 13 Western European countries with
different legal regimes. Barontini and Caprio (2006) found
evidence of positive performance impacts of family control.
On the other hand, Lauterbach and Vaninsky (1999) observe
the opposite results. Similarly, Holderness and Sheehan
(1988) found evidence of lower performance of family firms
relative to other firms in the industry in Israel. However,
Amran and Ahmad (2009) found no significant differences in
performance of family and non-family controlled firms.

While studying the performance impacts of family
ownership and family management, Charbel (2013) found
that family firms with large stake in ownership and
participation in management by the family members tend to
show superior performance. They suggest that family
manager with large ownership stakes will be better performer
than outside manager acting as an agent of the firm.
Westhead and Howorth (2006) aimed at investigating
whether management and ownership structure are really
associated with the family firms’ performance in UK. The
results indicate that firm performance is significantly related
to management whereas it is not associated with ownership
structure of family firms.

Sciascia and Mazzola (2008) observed that family
ownership does not show a significant impact on firms’
performance whereas family management is negatively
associated with firms’ performance. They argue that lower
performance of family controlled firms is due to the reason
that family managers are incompetent and uneducated.
Burkart, Panunzi, and Shleifer (2003) proposed that family
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management may be potentially in-efficient and thus may
hamper firm performance whereas non-family firms are run
by professional managers. In the same way, the study of
Smith and Amoako-Adu (1999) indicated negative market
reaction when family firms hired managers belonged to
family. Faccio, (2001) documented that family control may
hampers the interests of minority shareholders in East Asia.

In Pakistani context, the earlier studies of Jabeen, Kaleem
and Ehsan (2012) and Khan and Khan (2011) observed lower
performance of family firms than non-family firms whereas
Yasser (2011) found mixed results. He finds that family firms
show superior market performance as shown by higher
Tobin’s Q and however, they perform poor if performance
measures are ROA and operating cash flows. Abdullah,
(2011) observed ROA whereas higher Tobin’s Q for family
firms than non-family firms. However, the results are
insignificant.

Corporate Ownership and Firm Performance

In recent years, relationship between family ownership and
firm performance has gained increased interest in the fields
of corporate finance and business strategy (Bjuggren, 2013;
Miller & Le Breton-Miller, 2015; Evert, 2016). Many
researchers argue that family ownership aligns the interests
of dominant family shareholders with the external
shareholders and it positively affects firm performance due
to incentives effect (Villalonga & Amit, 2006). On the other
hand, a number of studies on family businesses focus on
investigating the setbacks of family ownership and these
suggest that family ownership harms firms’ performance due
to entrenchment effect (Claessens, 2002; Thomsen &
Pedersen, 2000; Lauterbach & Vaninsky, 1999). A few
studies observe a positive-negative relationship between
family ownership and firm performance whereas some others
document negative-positive family ownership-performance
relationship.

Villalonga and Amit (2006) found positive relationship
between family ownership and firm performance. Similarly,
Morck et al. (1988); Fahlenbrach (2004) observe that family
ownership is positively related to firm performance.
Contrarily, there are numerous researchers who observe
negative relationship between family ownership and firm
performance for instance Faccio and Lang (2002) and
Holderness and Sheehan (1988) documented that family
ownership harms firm performance.

Anderson and Reeb (2003a) examined the impact of
founding family ownership on firms’ performance measured
by ROA and Tobin’s Q employing a data set of Standard &
Poor’s 500 large public firms for 1992 to 1999 periods. They
find an inverted U shaped relationship between family
ownership and firm performance. The results suggest that
family ownership enhances firm performance consistent with
incentives effect. However, the positive effects of family
ownership started decreasing when it exceeds 30 percent.
Further, they suggest family ownership contributes to firm
performance because of better monitoring incentives and
potential with the family members helping in controlling



agency conflicts. Pindado, (2008) examined the issue of
family ownership and its impact on firm performance. They
observe that family ownership affects positively the
performance of firm until it reaches a certain threshold level
and beyond that level; the positive performance impacts
started decreasing. Although higher ownership concentration
led towards declined firm performance but still family owned
firms are better performer than non-family owned firms.

Villalonga and Amit (2006) found a positive effect of
family ownership on firms’ financial performance and
however, the positive performance impacts decrease as the
family ultimate control exceeds family ownership. The
empirical evidence confirms that family ownership aligns the
interest of dominant family members with the external
shareholders and brings positive impact on firm financial
performance due to incentives effect. Whereas, the control
enhancing mechanism used by the family firms enable them
controlling many firms with least cash flow rights and
motivate them engage in expropriation of firm resources at
the cost of minority shareholders and thus causes lower firm
performance. Although, the negative performance impacts of
excess control are not sufficient to offset the positive effect
of family ownership. In the same lines, Hanan and Naughton
(2004) categorized family ownership into family ownership,
pure family ownership and wedge. They find significantly
positive coefficient of family ownership and insignificantly
negative coefficient of family ownership squared suggesting
an inverse U shaped relationship of family shareholding and
financial performance in South Korea. However, coefficients
are significantly positive for both pure family ownership and
pure family ownership squared consistent with the incentives
effect.

Abdullah et al. (2011) examined the performance impacts
of family ownership in Pakistan. They take ‘associated
companies’ ownership’ as a measure of family ownership for
a sample of 54 non-financial KSE listed firms covering a
periods of 2003 to 2008. The findings demonstrate that
impact of family ownership (associated companies’
ownership) is insignificant and however, family ownership
squared is significantly negative. The statistics reveal that
family ownership beyond a certain threshold level destroys
firm value. The findings are consistent with the expropriation
hypothesis that suggests that dominant family controllers
engage in expropriation of minority shareholders in Pakistan.
However, Khan and Nouman (2017) documented that family
ownership negatively affects firm performance in Pakistan.
Divergence between ownership and control and firm
performance

The finance literature cited wedge between ownership and
control as the most common corporate governance problem
in family firms around the world. The dominant family
members extend their control than cash flow rights through
different complex pyramidal ownership structure. They use
cross shareholdings, cross directorate-ship interlocking,
stock pyramids and dual class share structures to achieve
their ultimate control over many firms with least capital
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investments. Such divergence between ownership and
control motivates family members tunneling firm resources
from firms with least cash flow rights to other firms with
higher cash flow rights. In this way, expropriation of firm
resources will cost to the external shareholders more and it
will cause severe agency conflicts among the family
shareholders and external shareholder (Djankov et al., 2008;
Bertrand, Johnson, & Samphantharak 2008).

Villalonga and Amit (2006) find a positive effect of family
ownership on firms’ financial performance and however, the
positive performance impacts decrease as the family ultimate
control exceeds family ownership. The empirical evidence
confirms that family ownership aligns the interest of
dominant family members with the external shareholders and
brings positive impact on firm financial performance due to
incentives effect. Whereas, the control enhancing mechanism
used by the family firms enable them controlling many firms
with least cash flow rights and motivate them engage in
expropriation of firm resources at the cost of minority
shareholders and thus causes lower firm performance. Many
scholars find evidence of that disparity between ownership
and control adversely affects firm performance including
(Lins, 2003; Joh, 2003; Lemmon and Lins 2003; Claessens,
Djankov, and Lang 2002; Ali, Chen, and Radhakrishnan
2007; Attig 2007).

From the above discussion, it is unclear whether family
firms underperform than non-family firms in Pakistan and
vice versa. Also, it is important how to define family firms?
This study focuses on the issue of comparative performance
of family and non-family firms in Pakistan. Family firms are
defined in two ways. First, based on direct family ownership
and second based on ultimate control over the firms. A family
may achieve an ultimate control over the firm through direct
shareholdings, cross shareholdings, cross directorate-ships
and occupying key executive positions (based on family
relations). Direct family ownership brings alignment effect
with external shareholders whereas ultimate control may
bring entrenchment effect (Faccio, Lang, & Young 2001;
Villalonga & Amit, 2006; Haris & Javid, 2014). The study
focuses if family ownership may resolve the agency conflicts
among the controlling family shareholders and minority
shareholders? It also examines if family ownership-
performance relationship is linear or non-linear in nature?
And finally the study examines the performance impacts of
divergence between ownership and control. These issues
have not been researched in earlier studies in Pakistani
context.

RESEARCH METHODOLOGY
Data and Sample

This study takes an initial sample of all non-financial
Karachi Stock Exchange listed firms and then firms with
missing and incomplete information are deleted. Finally a
sample of 289 firms representing 19 sectors covering a period
of 2004-12. Family firms are classified as i) family owned
and ii) family controlled firm. Family owned firms are chosen
on the basis of direct family ownership in the firm. Family



ownership represents percentage of shareholdings of the
family members in the firm. Family controlled firms are
selected on the basis of control of family members over the
firm. In order to determine the ultimate control, the
researchers examine the family connections, cross
ownership, cross directorate-ship interlocking and firm
management. The study excludes financial service firms,
foreign and Government subsidiaries from the sample. In
order to compare the results with earlier studies in Pakistani
context, the study drops firm years with negative book value
of shareholders’ equity
Research Method

The dependent variables include Return on Assets and
Tobin’s Q. The independent variables include family control
dummy and/or family own dummy and some other control
variables like firm size, leverage, growth, risk and liquidity.
The regression models are
Firm performance = <, + «; Family own dummy;, + &, Size;; +
&, Leverage; + «, Growth; + g Risk; + &g Liquidity; +
error termy; (Model 1)
Firm performance = o, + o<; Family control dummy;, +
x, Size; + «3 Leverage; + <, Growth;, + s Risk; +
¢ Liquidity;, + error termy
Firm performance = o, + o<; Family control dummy;, +
«, Family ownership;, + «; Size;; + «, Leverage; +
&5 Growthy + o Risk; + <, Liquidity; + error term;(Model 3)
Firm performance = o, + o<; Family control dummy;, +
&, Family ownership;, + «; Family ownership squared;, +
x, Size; + <5 Leverage; + x4 Growth; + «, Risk; +
&g Liquidity;, + error term;,
Firm performance = o, + «; Family control dummy;, +
&, Family ownership;, + «; Family ownership squared;, +
«, Ownership disparity; + <, Size;, + X5 Leverage; +
&g Growthy, + o, Risk; + g Liquidity; + error term;(Model 5)

(Model 2)

(Model 4)

Fami |y :> Family own
Cirme _> Family control N
Corpora Firm
> |
te Perform
Excess f——=>|  omeme | | ron
Cnntrnl \ -
Size Tobin
Control >
Variables | ——>>| Leverage
:V'\ Growth
: Risk _J
——> Liauidity
Figure 1: Conceptual Model
Return on Assets (ROA); earnings before income

taxes/total assets (Anderson and Reeb, 2003a). Tobin’s Q;
market value of equity plus book value of debts/book value
of total assets (Wiwattanakantang, 2001). Family own
dummy; family own dummy of 1 represents the firms owned
by families at least 50 percent and O otherwise. Family
control dummy; family control dummy represents those
firms being controlled by families; 1 for family and 0
otherwise. Family control may be through ownership,
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management and directorate-ships. Family ownership;
family ownership represents percentage of shares held by
family members including head of family, spouse, children
and other family members with common surname.
Ownership disparity; A dummy variable 1 is given for firms
where wedge between ownership and control is very high and
otherwise 0. It represents those firms where an ultimate
controller achieves an ultimate control of 40% or more
through indirect shareholdings (associated ownership)
instead of having least direct shareholdings (less than 10%).
Size;  Firm size is defined as natural logarithm of firm
total assets. Leverage; Total debts/total assets Growth;
Sales growth is defined as current year’s sales minus
preceding year’s sales and dividing by preceding year’s sales.
Risk;  Standard deviation of return on capital employed.
Liquidity; Cash in hand and cash at bank/total assets

RESULTS AND DISCUSSIONS

Univariate Analysis

Table 1 demonstrates the descriptive statistics of the whole
sample firms. The figure of family owned dummy show that
29.5% of the sample firms are family owned whereas the
corresponding figures are 68% for family controlled firms in
Pakistan. The average direct family shareholding is 32%
which is relatively higher compared to other countries in the
region with similar pattern of ownership structure like South
Korea where the reported figure was 20.6% (Han An and
Naughton, 2001). Mean values of ROA and Tobin’s Q are
3.55% and 1.0428 respectively. The statistics suggest that
Pakistani firms are reasonable profitable and market valued.
Similarly, the respective values are 5234 millions of
Pakistani rupees, 0.72, 0.16, 0.32 and 0.053 for total assets,
leverage, growth, risk and firm liquidity in terms of cash

holdings.

Table 1

Descriptive Statistics-Whole Sample

Mean Median Std. Dev.

ROA 0.035 0.0289 0.1208
Tobin's Q 1.042 0.9026 0.5977
Family own dummy 0.294 0.0000 0.4560
Family control dummy 0.679 1.0000 0.4669
Family ownership 0.321 0.2802 0.2707
Ownership disparity 0.144 0.0000 0.3519
Total assets 5234 1860 11088
Leverage 0.719 0.6483 0.4994
Growth 0.158 0.1282 0.3599
Risk 0.322 0.0730 2.7065
Liquidity 0.052 0.0090 0.2905
No. of observations 1341

The correlations among explanatory variables and VIF
values confirm that problem of multicollinearity is not
present. These are not shown for brevity.

Multivariate Analysis

Table 2 demonstrates the OLS regression results. The
statistics show that family own dummy is consistently
negatively related to ROA and Tobin’s Q in all of the
regression models and 2 out of 4 models are statistically
significant as well. The results suggest lower family owned
firms’ performance is due to ‘entrenchment effect’. In the



same lines, family control dummy shows negative coefficient
values in all of the 4 regression models and these are highly
significant in 3 models. The findings suggest that family
controlled firms underperform than non-family firms in
Pakistan. The results again support to Hypotheses 1 & 2 and
are consistent with tunneling outcomes and divergence of
interest effect (Perez-Gonzalez, 2006; Sciascia & Mazzola,
2008; Amit & Villalonga, 2006).

The control variable show significant impact on firm
performance. Firm size positively affects ROA whereas the
relationship is insignificant when dependent variable is
Tobin’s Q. Firm growth is significantly positively related to
ROA and Tobin’s Q. Risk measured by standard deviation of
return on assets significantly negatively affects both ROA
and Tobin’s Q whereas the impact of cash holding is positive
on firm performance. The performance impacts of leverage
are mixed. It affect significantly negatively ROA whereas
significantly positively Tobin’s Q. The positive effect of
leverage is consistent with the agency theory because debt
financing brings the firm under monitoring of banks and
other financial institutions those concerned with the
safeguard of their investment and require higher level of
financial reporting and internal governance standards;
therefore leverage helps in reducing agency conflicts
between the controlling family shareholders and external
shareholders.

Table 2
Performance Impacts of Family and Non-Family Firms in
Pakistan

Variable ROA Tobin's Q
1) (2 3) (4) (5) (6) (1) (8)
Family - -
own 0.0*  -0.00 011  -0.00
dummy * Kk
0.01 045 0.00 083
Family control 0.02  0.01 0.04 o 00
dummy *hk*k *hk*k * .
0.00  0.00 0.06 0.98
000 001 000 001 -
Size Fkk Kkk Fkk Fkk -0.00 -0.00 0.00 0.00
000 000 000 000 060 050 075 052
006 005 006 o005 086 092 08 092
Leverage *hk*k *kk *hk*k *hk*k
000 000 000 000 000 000 000 0.00
007 007 007 007 007 008 007 0.08
96**  B7**  Q7**  G@**  QQF* 31wk g3x  xx
GI’OWth * * * * * * * *
000 000 000 000 001 000 001 0.00
000 000 000 000 -0.00 -0.00 @ -
Risk *k*k *kk 5*** *hk*k 000 000
000 000 000 000 013 012 013 012
0.02 0.02 016 0.06 016 0.06
Liqu'd'ty *k 000 *k 000 *kk * *k*k *
002 036 002 037 000 009 000 0.9
002 006 001 0.06 Eff Eff 2:11 Eff
Constant *x il
022 00l o033 00l 000 000 000 000

41 00 00 00 00
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Observafi 1341 1341 1341 1341 1341 1341 134 134
ons 1 1
Adj.R- 016 022 017 022 053 062 052 062
squared

Sector No Yes No Yes No Yes No  Yes
dummies

F- 464 175 475 178 255  99.2 249  99.2
StatlStICS *kk *kk *kk *kk Fkk Fkk H*kk F*kk
No. of 280 289 289 289 289 289 289 289
firms

*** ** and * denote significance at 1, 5 and 10 percent levels, respectively.
Table reports OLS results.

Table 3 & 4 report the OLS regression results when family
ownership and family ownership squared and ownership
disparity (excess control) variables are included in the
regression models. The findings suggest a quadratic
relationship of family ownership and firm performance. The
results suggest that family ownership is shows negative
impact on both ROA and Tobin’s Q. The coefficient of
family ownership is still significantly negative whereas
family ownership squared variable is significantly positive.
The findings propose that family ownership is inversely
related to both performance measures and however, after a
certain threshold level it started to affect positively both firm
performance measures. The positive performance impacts of
higher levels of family ownership are consistent with
incentives effect and supporting Hypothesis 3. However,
these results are in contrast to the earlier studies in Pakistani
context like Abdullah et al. (2011) which show
insignificantly positive impact of family ownership and
significantly negative impact of family ownership squared.
The corporate sector of Pakistan is dominated by families’
based business groups and a family control through direct
shareholdings aligns the interest of family members with
minority shareholders that ultimately helps in controlling
agency problems between family shareholders and external
shareholders (Villalonga & Amit, 2006).

Ownership disparity is negatively related to both ROA and
Tobin’s Q. The findings suggest that higher the divergence
between ownership and control, the greater the potential of
the ultimate controller in tunneling firm resources away at the
cost of the minority shareholders; thus affecting the firm
performance adversely (Burkat et al., 2003; Villalonga &
Amit, 2006; Gompers, 2004). The results are consistent with
the Hypothesis 4.

Family control dummy is consistently negative in all of the
regression models confirming lower performance of family
firms than non-family firm in Pakistan and again supporting
the Hypothesis 2.

Table 3
Family Ownership, Excess Control and Firm Performance-
Dep. Variable: ROA

Variable ROA
@ @ (©)] 4) ®) (6)
Family control ~ 0.0255*  0.0205*  0.0254*  0.0195*  0.0233* 0.0179*
dummy - - - ok ok *ok
0.0001 0.0026 0.0001 0.004 0.0000 0.0079
Family 0.0483* 0.0357* 0.1322* 0.1412* 0.2212*
ownership bl bl bl il -0.2120 el

0.0000 0.0035 0.0002 0.0002 0.0000 0.0000



0.1090* 0.1346* 0.1808* 0.2067*
Family ownership squared * el el o
0.0139 0.003 0.0002 0.0000
0.0402* 0.0418*
Ownership disparity el *
0.0001 0.0000
0.0076* 0.0113* 0.0074* 0.0110* 0.0073* 0.0111*
SiZe *k *k *k *k *k **k
0.0006 0.0000 0.0008 0.0000 0.0009 0.0000
0.0626* 0.0573* 0.0626* 0.0576* 0.0633* 0.0583*
Leverage ok ok ok ok ok *x
0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
0.0809*  0.0779*  0.0806*  0.0776*  0.0808*  0.0780*
Growth *k *k *k *k *k **k
0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
0.0060* 0.0053* 0.0061* 0.0053* 0.0063* 0.0055*
R|Sk *k *k *k *k *k **k
0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
0.0219* 0.0212* 0.0205*
Liquidity * 0.0101 * 0.0101 * 0.0094
0.0336 0.3369 0.0394 0.3334 0.0454 0.3680
0.0433* - 0.0527* 0.0715*
Constant * 0.0462* w* -0.0368 w* -0.0176
0.0207 0.0671 0.0057 0.1464 0.0003 0.4934
No. of
observations 1341 1341 1341 1341 1341 1341
Industry
dummies No Yes No Yes No Yes
Adjusted R-
squared 0.1833 0.2291 0.1864 0.2336 0.195 0.2428
43.974* 17.590* 39.381* 17.341* 37.0744 17.5229
F-Statistic *k *k *k *k Kkk Kkk
No. of firms 289 289 289 289 289 289
Table 4

Family Ownership, Excess
Dep. Variable: Tobin’s O

Control and Firm Performance-

Variable Tobin's Q
[©) @ (©)] 4 ®) (6)
Family control 0.0610* 0.0607*
dummy * -0.0056  * -0.0023 -0.058** 0.0000
0.0136 0.8109 0.0139 0.9216 0.0191 0.9995
Family 0.2567* 0.5954* 0.4393*  0.0697**  0.5543*
ownership el -0.0647 el bl * wx
0.0000 0.1237 0.0000 0.0007 0.0000 0.0001
0.4402* 0.4780*  0.5330** 0.5816*
Family ownership squared wx wx * *x
0.0076 0.0022 0.0028 0.0005
Ownership disparity -0.0520 0.0601*
0.1765 0.0876
Size -0.0032 -0.0061  -0.0041 -0.0072 -0.0043 -0.0071
0.6936 0.4585 0.6160 0.3770 0.5987 0.3839
0.8635* 0.9219 0.8633* 0.9209*  0.8624**
Leverage ox ok ok ok * 0.92%**
0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
0.0826* 0.0847 0.0815* 0.0840*  0.0818**  0.0845*
GrOWth Kk Kkk Kk *k * Kk
0.0079 0.0027 0.0086 0.0029 0.0084 0.0027
Risk 0.0076* -0.006 0.0080* 0.0061*  0.0083** 0.0064*
0.0645 0.1148 0.0535 0.1071 0.0446 0.0908
0.1599* 0.0620 0.1571* 0.1561**
Liquidity o * el 0.0621*  * 0.0610*
0.0000 0.0864 0.0000 0.0847 0.0000 0.0901
0.5511* 0.4838 0.5892* 0.5172*  0.6135** 0.545**
Constant wox ok ok ok * *
0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
No. of
observations 1341 1341 1341 1341 1341 1341
Industry
dummies No Yes No Yes No Yes
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Adjusted R-

squared 0.5394 0.6282 0.5415 0.6306 0.5418 0.6311
225.190 95.339 198.845 92.490* 177.0645 89.1747

F-statistic Hkk Hkk *kk *k *kk *kk

No. of firms 289 289 289 289 289 289

Panel Data Analysis Results

Table 5 & 6 present the results of random effect
Generalized Least Square regression. The statistics show that
family own dummy is significantly negatively related to both
ROA and Tobin’s Q and however, family control dummy
show insignificant relationship with both performance
measures. Family ownership shows negative relationship
with firm performance and however when family ownership
squared variable is included in the regression model,
coefficient of family ownership is still negative whereas
family ownership squared is significantly positive. The
findings are consistent with pooled regression results.
Further, consistent the above findings, ownership disparity is
negatively related with firm performance and however, the
strength of relationship is stronger when dependent variable
is ROA.
Table 5
Family Ownership, Excess Control and Firm Performance-
Dependent Variable: ROA

ROA
Variable
() 2 (©) (4) (5)
Family own ) o0151%
dummy
0.0793
Family control dummy -0.0120 -0.0148 -0.0148 -0.0067
0.2629 0.1639 0.1616 0.5325
Family ownership 0.0474** -0.1438*** -0.2231%**
*
0.0026 0.0029 0.0000

Family ownership squared 0.1219%* 0.2045%%*

0.0346 0.0008
Ownership disparity -0.0433***
0.0008
Size 0.0016 0.0027 0.0022 0.0020 0.0044
0.6185 0.4074 0.5004 0.5336 0.1972
Leverage 0.0668*<*  0.0672%*  00673**  -0.0673*%%  -0,0647%
0.0000 0.0000 0.0000 0.0000 0.0000
Growth 0.0678™*  0.0679™*  00680™* pegruex Q676w
0.0000 0.0000 0.0000 0.0000 0.0000
Risk 0.0045%%  0.0045%*  0.0045%*  -0.0045%*%  0,0045%
x x x
0.0000 0.0000 0.0000 0.0000 0.0000
Liquidity 0.0118 0.0120 0.0117 0.0117 0.0081
0.1606 0.1526 0.1618 0.1635 0.3301
-
Constant 00635+ 00585+ 00802 0.0910%*  0.0317
0.0131 0.0206 0.0022 0.0006 0.4021
No. of
N ations 1341 1341 1341 1341 1341
Industry
dummies Yes Yes Yes Yes Yes
Adjusted R-
e 0.1469 0.1458 0.151 0.1532 0.1710
F-statistic 39.4487%  39.1190%  350519% gy pgpguax 11 G34gw
No. of firms 269 269 289 289 289
Chi-square 194751 21.6465%  2LATOS™ 5y ggpwex 184486+




Table 6
Family Ownership, Excess control and Firm Performance-

Dependent Variable: Tobin’s O

Tobin's Q

(@) (2) (©) 4 )
-0.0564*
0.0536
Family control dummy

Variable

Family own dummy

0.0366
0.3776

0.0258
0.5274
-0.153***
0.0059

0.0255
0.5326
-0.3980**
0.0173
0.3074
0.1213

0.0541
0.1536
-0.3429**
0.0504
0.3727*
0.0635
-0.0004
0.9915

Family ownership

Family ownership squared

Ownership disparity

Size -0.075*** -0.078*** -0.077*** -0.077*** -0.0796***
0.0000 0.0000 0.0000 0.0000 0.0000
ok ok - -
Leverage 2.9305 2.9298 2.9293 2.9293 0.9426%%%
0.0000 0.0000 0.0000 0.0000 0.0000
Growth 0.0480** 0.0473** 0.0469** 0.0473** 0.0492**
0.0223 0.0245 0.0255 0.02450 0.019
Risk -0.0010 -0.0008 -0.0009 -0.0009 -0.0011
0.7494 0.7845 0.7539 0.7522 0.7062
Liquidity 0.0205 0.0206 0.0208 0.0209 0.0080
0.4221 0.4215 0.4160 0.4142 0.7546
- ok - -
Constant 2.9157 2.8965 2.9494 8.9758 L 0711%%*
0.0000 0.0000 0.0000 0.0000 0.0000
No. of observations 1341 1341 1341 1341 1341
Industry dummies Yes Yes Yes Yes Yes

0.5427 0.542 0.5435 0.5439 0.5738
265.99** 265.24** 228.92** 200.74** 70.3962**

* * * * *

Adjusted R-squared

F-statistic

No. of firms 289 289 289 289 289
Chi-square 1571 15132 18B18 15666 oo
CONCLUSIONS

The study is done in an emerging market where regulatory
institutions are weak. The corporate sector is dominated by
family businesses. Family firms are prone to concentrated
ownership and pyramidal structures those are the basis of
agency conflicts between controlling family shareholders and
external shareholders. Further, control enhancing devices
like directorate-ship interlocking, cross shareholdings and
pyramidal ownership structures lead to divergence of interest
of dominant family controllers. Family control entrench
ultimate family controllers and motivate them engage in
tunneling firm resources in a manner that cost the minority
shareholders.

In the same way, family ownership harms firm
performance at initial levels consistent with divergence of
interest effect. Further, the positive impact of family
ownership on firm performance confirms the convergence of
incentives effect. The negative relationship of family
ownership (at lower levels) and family control strongly
support the expropriation hypothesis that dominant family
members achieve an ultimate control over the firms with
lesser direct family ownership that motivates them engage in
tunneling firm resources from public listed firms with least
cash flows interests to the firms with higher cash flows
interests or wholly owned privately held family firms. The
findings of negative impact of ownership disparity on firm
performance again confirm the expropriation hypothesis.
Further, the findings further depict the significance of family
ownership at higher levels. These suggest that large
ownership stakes of the family members align their interests
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with external shareholders that restrict them from

expropriation of firm resources.

Policy Implications

The study suggests that regulatory bodies should further
strengthen the corporate governance system and make its
implementation effective so that internal controls and
governance of the firms may be able to safeguard the interests
of the minority shareholders from the entrenched ultimate
family controllers. There should be disclosure of ownership
and control rights of the large shareholders in the firm.
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