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ORGANIZATION OF THE DISSERTATION: 

The dissertation has been organized into five chapters.  

 Chapter # 1 

This chapter provides the literature regarding dominance of family owned business 

(FOB) in global economy which leads to justification of study. The main focus of this 

chapter is on the three major questions to be analyzed along with their past perspectives 

pertaining to different global economies. 

These questions are following:  

 Do family owned companies perform better with respect to their non-family 

counterparts? 

 Do ownership structures play any part in investment decisions? 

 Do ownership structures play any role in financing and dividend policy decisions? 

 Chapter # 2: 

This part of the study elaborates the aforesaid research question # 1 in the following way: 

 Introduction regarding performance of family and non-family business. Then 

some contemporary theories of finance and corporate Governance have been 

discussed i.e. MM Theory, Trade-off Theory, Pecking Order Theory, Agency 

Theory, Market Timing Theory, Signaling Theory, System Theory, Stewardship 

theory and Resourced Based View.  

 Review of literature and hypotheses formulation regarding performance of family 

business (FOB) and non-family business (NFOB)  

 For the estimation of empirical results regarding research question #1 

(performance difference family versus non-family  business), some hypotheses 

have been  also formulated hence, they are: 

 H1:  Ownership Concentration of FOBs has higher impact on Firm’s 

Value than NFOBs. (Performance comparison of family versus non-family 

firms) 
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 H2: Ownership Concentration of FOBs has higher impact on Firm’s Value 

than NFOBs holds after controlling for the blockholder’s effect. 

(Performance comparison of family versus non-family firms after 

controlling the blockholder’s effect) 

 H3: The first generation performs better than succeeding generation of 

FOBs. (Performance comparison of first generation FOBs versus 

succeeding generations FOBs) 

 H4: There is stronger positive impact of ownership concentration on firm’s 

Value in those FOBs where family member servers as a chief executive 

officer (CEO).(Comparison  family CEO versus non-family CEO with 

respect to value) 

 H5: There is nonlinear relationship between ownership concentration and 

firm’s Value.  ( Non-linearity in ownership-value relation) 

 For each hypothesis a separate value model has been designed and tested, with the 

help of which empirical results are drawn. 

 Methodology portion of this chapter covers the data collection, definition of 

variables, and specification of models as well as methods of estimation. 

 After estimating the statistical descriptive some empirical results have been drawn 

pertaining to: 

 Performance comparison of FOBs versus NFOBs (Reply to H1) 

 Performance comparison of FOBs versus NFOBs holds after for the 

controlling blockholders effect: (Reply to H2) 

 Performance comparison of first Generation FOBs versus Succeeding 

Generation FOBs: (Reply to H3) 

 Performance comparison of family CEO versus Non-family CEO in 

FOBs: (Reply to H4) 

 Non-linearity in ownership-value relation: (Reply to H5) 

 After elaborating the results pertaining to each hypothesis and model, conclusions 

have been drawn and specific recommendations in this regard have also been made.  

 Appendix part of this chapter elaborates some technical terms and definitions applied 

in this portion of study. 
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 Chapter # 3: 

This part of the study elaborates the aforesaid research question # 2 in the following way: 

 Introduction regarding investment policy of family and non-family business. 

 Review of literature and hypotheses formulation regarding investment policy of 

family business (FOB) and non-family business (NFOB)  

 For the estimation of empirical results regarding research question #2 (Investment 

policy), some hypotheses have been formulated which are : 

 H1: The investment-internal fund sensitivity is lower in FOBs than NFOBs. 

(Stability regarding investment policy of family versus non-family firms) 

 H2: The investment-internal fund sensitivity is lower in FOBs than NFOBs 

holds after controlling for the blockholder effect. (Stability regarding 

investment policy of family versus non-family firms after controlling the 

blockholder’s effect) 

 H3: The investment-internal fund sensitivity is lower in those FOBs where 

family member serves as chief executive officer (CEO): (Stability 

regarding investment policy of Family CEO  versus Non-Family CEO in 

FOBs) 

 H4: The investment-internal fund sensitivity is lower in financial 

constraint FOBs than non-financial constraints FOBs. (Stability regarding 

investment policy of Financial Constraint FOBs  versus Non-Financial 

Constraint FOBs) 

 For each hypothesis a separate investment model has been designed and tested, with 

the help of which empirical results are drawn. 

 Methodology part of this chapter covers the data collection, definition of variables, 

and specification of models as well as methods estimation. 

 After estimating the statistical descriptive some empirical results have been drawn 

pertaining to: 

 Comparison of investment policy in FOBs versus NFOBs (Reply to H1) 

 Comparison of investment policy in FOBs versus NFOBs  holds after 

controlling for the blockholders effect: (Reply to H2) 



xix 
 

 Comparison of investment policy of family CEO versus Non-family CEO 

in FOBs: (Reply to H3) 

 Comparison of investment policy in Financial Constraint versus Non- 

Financial Constraint FOBs: (Reply to H4) 

 After elaborating the results pertaining to each hypothesis and model, conclusions 

have been drawn and specific recommendations in this regard have also been made.  

 Appendix part of this chapter elaborates some technical terms and definitions applied 

in this portion of study. 

 Chapter # 4: 

This part of the study elaborates the aforesaid research question # 3 in the following way: 

 Introduction regarding financing policy of family and non-family business. 

 Review of literature and  hypotheses formulation regarding financing policy of 

family business (FOB) and non-family business (NFOB)  

 For the estimation of empirical results regarding research question # 3 (Financing 

policy of  family versus non-family  business), some hypotheses have been 

formulated which are : 

 H1: There is weaker negative relation between internal fund and debt in 

FOBs as compared to their counterpart NFOBs. ( Comparison Debt 

policy family firms versus non-family firms) 

 H2: FOBs adjust more speedily toward target capital structure than their 

counterpart NFOBs. (Comparison regarding dynamic nature of debt 

policy in FOBs versus NFOBs). 

 H3: There is higher payout ratio in FOBs as compared to NFOBs.                   

( Comparison of  Dividend Policy in FOBs versus NFOBs) 

 H4: FOBs adjust less speedily toward target payout ratio than their 

counterpart NFOBs. (Comparison regarding dynamic nature of dividend 

policy in FOBs versus NFOBs). 

 For each hypothesis a separate financing model has been designed and tested, with 

the help of which empirical results are drawn. 

 Methodology portion of this chapter covers the data collection, definition of variables 

and specification of models as well as methods estimation. 
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 After estimating the statistical descriptive some empirical results have been drawn 

pertaining to: 

 Comparison Debt policy family firms versus non-family firms: (Reply to 

H1) 

 Comparison of dynamic nature of debt policy in FOBs versus NFOBs:  

(Reply to H2) 

 Comparison of  Dividend Policy in FOBs versus NFOBs: (Reply to H3) 

 Comparison of dynamic nature of dividend policy in FOBs versus NFOBs:  

(Reply to H4) 

 After elaborating the results pertaining to each hypothesis and model, conclusions 

have been drawn and specific recommendations in this regard have also been made.  

 Appendix part of this chapter elaborates some technical terms and definitions applied 

in this portion of study. 

 Chapter # 5: 

This part of the study describes to sum up the overall conclusions and recommendations 

based on empirical results obtained in previous chapters 2, 3 and 4.  

Furthermore, it elaborates the contribution and implication of study  

Finally, by the Grace of God, the study allows me to defend the dissertation: “Impact 

of Family Ownership on Value and Financial Decisions of a Firm: A comparative analysis 

of Family and Non-Family companies Listed at Karachi Stock Exchange (Pakistan)”.  

 

 

 

 

 

 

 

 



xxi 
 

ABSTRACT 
Family owned business (FOB) is an important organizational type that exists in 

different sectors and size, works as an engine of economic development all over the world 

especially in emerging economies.  Keeping in view the importance of family firms, the 

current study aims to investigate the impact of family ownership structure on value and 

financial decisions of firms listed at the Karachi Stock Exchange (KSE) of Pakistan. For 

distinguishing the family owned businesses (FOBs) from non-family ones (NFOBs), two 

threshold points of ownership structure (25% and 50%) were used.  Data ranging from the 

period 2002-2013 were collected from different sources like annual reports, financial 

statements, balance sheet analysis of joint stocks, business recorder, stock exchanges, 

telephone calls and emails etc. Generalized Method of Moments (GMM) was applied to 

estimate the coefficients of variables of interest.   

The empirical results of value models specified to test ownership-performance 

relation in the context of family owned business (FOB) versus non-family owned business 

(NFOB).  The estimated coefficients showed that the FOBs outperform the NFOBs. This 

relation stayed unchanged after controlling for the blockholder’s effect. The study supported 

founder contribution in creating value and confirmed the better performance of young 

generation family firms over succeeding generation family firms. Surprisingly enough, the 

empirical results documented in this study didn’t favor the family member working as a chief 

executive officer (CEO). Finally, FOBs outperformed over NFOBs under quadratic 

specification of model.  In addition, the inflection points (IP) of ownership structure i.e. 

(57%, 62% for FOBs and NFOBs) were identified where positive value turns into negative 

for family and non-family firms respectively. 

The investment models provided insight regarding investment-internal fund 

sensitivity in the context of family versus non-family businesses. The empirical results 

showed lower investment and internal fund sensitivity in FOBs as compared to NFOBs. 

Similar to the value model, this relation found unchanged in the presence of insider 

blockholders in management. Again similar to the value model, the family CEO was not 

preferred over professional CEO. The findings of the study highlighted that high financial 

constraints family firms had lower level of investment-internal fund sensitivity and vice 

versa.  
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Furthermore, the attempt was also made to examine the impact of ownership structure 

on financing decisions in terms of family versus non-family business. Here the main focus 

was on the debt and dividend policies under the shadow of capital structure’s theories and 

dividend models in the following way. First, the debt policy was analyzed in the context of 

Pecking Order and Trade-0ff theories. Second, the dividend policy was examined under 

shadow of Lintner’s (1950) dividend model and Agency theory. Based on the empirical 

evidences, two main findings were drawn. First, the significant weaker negative relation 

between cashflow and debt in family firms as compared to non-family ones showed the weak 

application of Pecking Order theory in them. In addition, the dynamic nature of debt policy 

was diagnosed. It was discovered that FOBs rebalance their debt levels with higher speed 

(37.60%) as compared to NFOBs (35.10%). Second, estimated coefficients revealed high 

dividend payout ratio in family firms than non-family ones. In this way the study provided 

interpretation of Lintner’s (1950) dividend outcome model. Furthermore, the dynamic nature 

of dividend policy was examined. The dividend policy found stable in FOBs as compared to 

NFOBs. Conversely, it was revealed that FOBs smooth their target dividend ratio with lesser 

speed (0.611) as compared to the speed (0.686) of NFOBs. . 

On the basis of empirical evidences and conclusions, the family owned business 

(FOB) was recommended in Pakistan. Some suggestions were also made for further 

improvement in them. 

Keywords: Family Business; Firm’s Value;  Financial Decisions; GMM; KSE; Panel Data 
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I.1.0. Introduction: 

 The current study examines the impact of ownership control on value and corporate 

financial decisions of a firm, a hot question in finance.  The subject matter of the dissertation 

covers three important areas i.e. corporate performance, investment decisions and financing 

decisions.  In this chapter, the main subject matter i.e. ownership control is focused. It is 

argued the need to explore this topic in corporate governance and corporate finance 

perspectives.  The study aims to depict  a wide ranging overview regarding family owned 

business (FOB) versus non-family owned business (NFOB) that cover the different aspects of 

these organizational types in the following ways.  First, the main argument that motivates the 

current research is dominance of family companies around the globe and their vital role in 

economy. The peculiarities associated with family business model explain the uniqueness of 

this organizational type which keeps it distinguished in the context of value and financial 

decisions.   

 By arguing why family control is an interesting area of ownership structure, three 

research questions are framed. These research questions are attempted to answer in order to 

formulate the dissertation of study. In the second section of study, the impact of ownership 

control on value is investigated with provisions of additional evidence on the ownership-

value relation by differentiating between FOBs and NFOBs. The section chapter covers the 

analysis of the effect of ownership control on investment decisions with additional 

explanations of specific characteristics associated with family business. The section no four 

provides analysis of ownership with respect to financing decisions. The financial decisions 

might be able to provide additional explanations for corporate performance difference 

between FOBs and NFOBs with respect to economic point of view. Finally, the final section 

concludes the introduction by providing detail of specific objectives that aims to achieve in 

formulating the thesis to be defended in presentation.       
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I.1.1. Dominance of family owned Business (FOB) in Global Economy with 

Specific characteristics:  
 

Family owned business (FOB) is the oldest and most dominant form of business 

organization around the globe. In many part of the world, FOBs play vital role in economic 

growth of countries by representing more than 70 percent of overall businesses and providing 

a large number of workforces. For example, the 75 percent of Spanish business consist of 

FOBs which provides 65 percent contribution to GNP. Similarly, in Latin America, the 

aggregate contribution of family business (FOB) toward GNP is about 60 percent. This type 

of business ranging from small to large conglomerates that widely spread in multiple 

industries of countries.  It is also a shocking fact that the life span of FOBs is small as 

compared to NFOBs. About 95 percent of FOBs do not survive in the third generation of 

ownership1. This is often the consequence of family conflicts and lack of comprehensive 

succession plans to handle the demand of larger family as well as growing business. FOBs 

can improve their survival rate by planning the adequate governance system and by initiating 

the educational training process of the coming generations. The current study contributes a 

lot in the family business literature by taking into account the strengths and weaknesses of 

this organizational type.    

Different empirical evidences of family owned business (FOB) show distinctiveness 

and preponderance over the other counterparts in in economic and finance literatures not only 

in South Asia but all over the world (Holderness, 2009).  European Commission (2009) 

reveals that family owned business (FOB) is significantly contributing in gross domestic 

product (GDP) of developed and developing countries as well. Previous investigations  that 

inspect different critical issues linked to the ownership of  shareholders exhibit that family 

owned corporations  incarnate a big proportion of the business in countries with different 

legal characteristics and institutional setup such as in the US and Canada (see, e.g., Anderson 

and Reeb, 2003a; King and Santor, 2008), in European economies (see, e.g., Faccio and 

Lang, 2002; Andres, 2008; Volpin, and Wagner, 2009), and in Asian countries (see, e.g., 

Claessens et al, 2000). 

                                                           
1 The Family Business Network, www.fbn-i.org/fbn/main.nsf/doclu/facts. 
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 Chen and Nowland (2010) find a connection between ownership of family business 

and its specific characteristics. They point out the increasing interest of academia and others 

practitioners in the understanding of family business models due to their peculiarities and 

special characteristics.  In other words, the specific characteristics and peculiarities of family 

business are the main source of motivation for practitioners and scholars which contribute 

vital role in shaping the behavior of managers and decision making process of corporations. 

Among these peculiarities and unique characteristics, some of them are noteworthy. First, a 

family business is the combination of two separate entities called family and business. Due to 

this combination, a family business must have some parts of owner’s family characteristics in 

it like the behavior and culture of the particular family. McVey and Draho (2005) find some 

owner’s characteristics in culture of family business and argue that the family culture 

ultimately shape corporate culture over the passage of time. 

 Secondly, Anderson and Reeb (2003a) find that the owners of family owned business 

endeavor to transfer the ownership successfully to succeeding generations and hence show 

full involvement and concern in all issues of business. Such type of involvement and 

motivation differentiate the family owned business (FOB) form their counterparts. Thirdly, 

there is less oblivion in decision makers of family owned companies as they do not willing to 

reap up short-terms benefits at the long term costs which ultimately decrease the wealth 

business and hamper to achieve the mission. McVey and Draho (2005) reveal that the owners 

of family firms keep in mind long term benefits at the time of corporate decision making. 

Therefore, family business has longer investment horizons in respect to its other counterparts. 

Fourthly, in addition to founder’s involvement and the family business has long run 

investment horizon as they strongly care about the reputation and goodwill of business in 

indicated by researchers like ( Wang. 2006 & Chen et al. 2010) .   Given the importance of 

connection between family name and brand name, family companies endeavor to save 

goodwill and reputation as well as its own name. Lastly, another characteristic   highlighted 

in the previous family literature of economic and finance as defining family owned business 

is the connection between ownership and management. The family owned companies are 

defined by the degree of involvement of founder or decadents in decision making process are 

found by many researchers such as e.g. (Jensen and Meckling, 1976; Andres, 2008). 
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In the context of recent financial crisis and political instability, it is necessarily 

important to diagnose this topic of family owned business and firm’s value in the context of 

financial decisions.  Family owned business (FOB) might have different point of views 

regarding investment and financing decisions due to family manipulated culture and decision 

making process. In the real scenario, aligned interest of family managers would give them 

power to reap up the personal benefits which overall destroy the value of corporation.  These 

aligned interests might beneficial for major shareholders but not beneficial for overall growth 

of the company. This study is contributing a comprehensive and explanatively theoretical 

framework of corporate governance and its impact on value, financial decisions that exist 

between family owned and non-family owned companies in Pakistani context.   

The current study indicates several unique characteristics which differentiate the 

family owned business from non-family ones. Most of these features of family owned 

business (FOB) are the main sources of competitive advantages with respect of their 

counterparts. However, it is noteworthy that the family ownership also constitutes some 

problems which are the main hurdle in the success of business. On the one side, family 

control is a big source to mitigate the conflict between ownership and management called 

agency conflict. On the other side, the presence of major shareholders in the board causes the 

new agency problem between major and minor shareholders (Villalonga and Amit, 2006). 

Consequently, those family companies where cost of new agency problem more than the cost 

of classical agency problem, it will put them in more difficulties to make quick financial 

decisions that ultimate degenerate the value. In this case the family business does not in 

position to take positive net present values projects due the conflicts between minority and 

majority shareholders. In this way, owners of family owned business sometimes take 

decisions for their personal benefits rather than the benefits of corporation.  

The main purpose of this investigation is to shed some light in relation of ownership 

control and its impact of value of business in the context of financial decisions called 

investment and financing decisions. Particularly, three research questions are focused in this 

section. First research question deals with performance difference of FOBs and NFOBs, 

second raises question about investment decisions and third cover the financing decision.  
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I.1.2. Do FOBs perform better with respect to their NFOBs ? 
Previous studies show the positive impact of ownership control on value. For 

example, Shleifer and Vishny (1986) conclude the positive impact of ownership control on 

corporate performance which indicates the reduction of agency problem by increasing 

monitoring role of large shareholder.  Holderness and Sheehan (1988) confirm that the firms 

with controlled ownership survive long term and perform better than their counterparts. Also, 

Shleifer and Vishny (1997) discover that the firms with controlled ownership address more 

keenly classical owner- manager conflict called agency problem due to greater interest of 

large shareholder.  Santamaria and Mariscal (2007) conclude the ownership concentration 

and inside ownership are the important determinants of corporate value.   Denis and 

McConnell (2003) indicate that concentrated ownership plays positive impact on corporate 

value depending upon the country’s culture and role of blockholder identity. 

Previous studies of family literature has not yet developed consensus whether FOBs 

perform better than NFOBs or not.  On the one hand, some research studies find better 

outcome of family companies in terms of corporate performance and value. On the other 

hand, some others find negative relation between family ownership and corporate value. 

Another set of research works indicates positive relation between ownership and value under 

specific stance while negative relation in another stance. For example, family firms where 

family member works as chief executive (CEO) perform differently with compared to those 

family firms where professional CEO.  

Anderson and Reeb (2003a) discover the curvilinear relation between family control 

and corporate performance, and overall find that family owned companies perform better 

than non-family ones. This curvilinear relation suggests different levels of ownership 

concentration provide different results. This relation starts from positive to negative as 

ownership concentration cross the certain level suggests high level produce the poor 

performance. Villalonga and Amit (2009) provide evidence of direct relation between 

ownership control and value in US listed firms. They, further, sum up their conclusion that 

those family firms perform better where founder or professional outsider director works as 

chief executive officer (CEO) than their counterparts where descendant serves as CEO.  

Lester and Cannella (2007) show disagreement with past studies which claim superior 

performance of family firms in US over their counterparts. Furthermore, they provide 
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evidences that those family firms outperform in terms of market value where founder is 

working as CEO, whereas those family firms in which multiple members are working show 

poor performance. Overall family firms outperform over their counterparts in US, although 

family owned companies with some unique characteristics do not always protect the interest 

of minority shareholders, thus decreasing corporate performance. 

In line with the above argument, the relationship between family ownership and 

firm’s value is not conclusive in Western Europe. Barontini and Caprio (2006) analyze the 

relation of family ownership and corporate performance by taking data sample from different 

countries of Western Europe. They show nonlinear relation between ownership and 

performance in their second part of study. Maury (2006) concludes that FOBs beneficial only 

in minority shareholders protected parts of Western Europe. Although conclusions drawn by 

both authors above said authors seem to be in the same direction but results from different 

countries of Western Europe are mixed.  

Sraer and Thesmar (2007) show a better corporate performance of family owned firms in 

the French stock markets. They identify different types of family owned companies as founder-

controlled, descendant-controlled, widely held and professionally managed firms in France. They 

find descendant-controlled outperform the widely  held corporations which further suggest the 

explanation of policies of family owned business in terms of workforce and capital structure.  

Andres (2008) provide evidence of better performance of family owned listed companies in 

German exchange.  Andres’ findings in line with Sraer and Thesmar that superior performance of 

family companies as compared to widely held firms and firms with several different types of 

blockholders. Similarly Margaritis and Psillaki (2010) evidence with comprehensive analysis that 

SME non-financial family owned businesses that work in France show on average better 

performance than other counterparts.  

Smith (2008) provides evidence and shows performance differences between family 

owned and nonfamily owned companies due to different corporate environment with specific 

characteristics in Japan. Kurashina (2003) confirm outperformance of family business over 

nonfamily ones by analyzing 33 industries in Japan. Among them in 21 family owned 

companies perform better, in 3 perform equally and in 7 nonfamily companies outperform 

the family companies. Micco et al. (2004) identify a positive owner-performance relationship 

among state owned financial institutions in developing countries. Similar findings are 

evidenced from Indian family enterprises study by Gupta (2005).  
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 To sum up the discussion form all findings of different parts of world, it can easily be 

concluded that the family business models are benefiting in some specific environment but not in 

every environment. Therefore, by taking into account inevitable role of family business in 

economy there is abundant interest among academia and scholars in unveiling this issue.  

 

I.1.3. Does ownership control  plays any part in investment decisions?  
 

The previous section of study relating to first research question indicates that FOBs and 

NFOBs perform differently in terms of value. This section of study examines the linkage between 

ownership and investment decisions in term of FOB and NFOB. Investment policies and value of 

firm have strong connection. Thus, investment behavior and policies to finance new projects 

strongly be influenced by the corporate performance and value of a firm. Fazzari et al., (1988) 

indicate strong relation between investment behavior and financial variables such as net income, 

cash flow etc.   

Goergen and Renneboog (2001) investigate the impact of ownership structure on the 

investment– internal fund sensitivity in UK. They show non-significant relation between 

investment level and cash flow in the presence of institutional investors. However, this 

relation is showed significant in presence of major industrial shareholders. Also, they 

discover S-shaped relation between insider ownership and investment-cash flow sensitivity, 

in line with the argument given for managerial entrenchment hypotheses. Pindado and de la 

Torre (2009) support previous research studies as documented the effect of ownership 

structure on investment decisions by considering non-linear ownership-value relation with 

explaining the  over and underinvestment problems. They conclude that strict monitoring by 

large stockholders can reduce the investment-cash flow sensitivity. This indicates that lower 

scope of expropriation is directly proportional to investment cash flow sensitivity. 

Similarly, Hovakimian (2009) find the connection between investment and cash flow 

sensitivity. He indicates a significant positive relation between internal fund and investment 

spending under the shadow of imperfect capital market, opposite to the MM theory assumptions. 

Imperfections of capital markets are the noteworthy reason of significant positive effect of cash 

inflow on investment spending. On the one hand, Pawlina and Renneboog (2005) provide 

argument that optimal level of investment maximizes the corporate value of the firm. On the 

other hand, they pronounce that incentives, internal cash flow, external finance facility and 
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market information are the main reasons of investment deviation from desirable and optimal 

level.  

   The implication of investment decision and its influence on corporate value, develop 

interest in researcher scholars and academician to formulate different models that relate 

investment decisions with different financial variables (Bond and Meghir 1994; Cleary, 

Povel and Raith, 2007). The recent research in finance has agreed to acknowledge the 

significant role of ownership control on investment cash flow sensitivity in term of FOB and 

NFOB. Ownership structure can be perceived as a governance mechanism that can decrease 

the agency problem which may exist in capital markets due to asymmetric information. Some 

research works try to analyze the impact of insider ownership on investment-cash flow 

sensitivity in connection with underinvestment and overinvestment problems. Oliner and 

Rudebusch (1992) find an association of ownership structure with different modes of 

financing’s preference of investment opportunities with internal cash flow. The result drawn 

from their study does not show any significant impact of ownership structure on investment 

spending. Hadlock (1998) also investigates the relation of ownership structure with liquidity 

of firm on different levels of investment. Contrary to Oliner and Rudebusch, he finds that the 

sensitivity of investment level to cash flow is connected by ownership control of insider 

stockholders.  

Similarly, Koo and Maeng (2006) find indirect relation between foreign ownership 

and investment cash flow sensitivity in Korean Companies. Furthermore, they explain this 

phenomenon that the behavior as foreign ownership provides an additional opportunity to 

raise the fund through external financing at lower cost. Thus, firms are less likely to use the 

internal fund for investment spending. Hobdari (2008) examines association of investment 

spending with external and internal funds of Estonian corporations by taking into account of 

managerial ownership. They examine the relation of investment levels to sensitivity if both 

internal and external funds by comparing manager owned firms with employee owned firms. 

Also, they conclude that managers owned firms face difficulties in financing from external 

funds.  

Some evidences have been found where the family and non-family owned 

corporations behave differently to each other regarding investment-internal fund sensitivities. 

This phenomenon is inconclusive that family controlled corporations contribute either to 
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increase or decrease financial constraints linked with investment decision making process. 

Gugler et al., (2007) analyze investment-internal fund sensitivity using data from multiple 

countries and conclude that managerial conflicts (another form of agency problem) and 

asymmetric information problem are less severe in Anglo-Saxon countries than in 

Continental Europe. They also conclude that in family owned corporations has higher 

investment-cash flow sensitivity in Continental Europe. Similarly, Gugler (2003) find 

evidence that family owned companies show significant positive and strong relation between 

investment and internal fund. 

However, different research studies provide different results of investment cash flow 

sensitivity. For example Galeotti et al., (1994) conclude internal fund of FOBs have no 

noteworthy impact on investment spending using data from large companies in Italy. Wei 

and Zhang (2008) point out that the investment–internal fund sensitivity in FOBs increase 

with degree of divergence between cash flow and control rights of largest shareholder and 

decrease with rising cash flow rights of largest shareholders and in East Asian countries. 

Both authors agree to accept the solution of agency problems by ownership structure 

especially for those corporations where ownership is found concentrated in the hands of 

major shareholders. Therefore, the debate is still open whether FOBs contribute to reduce the 

two common problems are linked with investment decision i.e. agency problem and 

information asymmetries problem in FOBs or not.   
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I.1.4. Does ownership control influence the financing and dividend policy 

decisions?  
  

The corporate performance of FOBs and family and NFOBs is not only influenced by 

investment policy but also financing and dividend decisions play considerable role for value 

creation. The existing capital structure along with debt policy also contributes significant role 

in financing and dividend decisions of a corporation. Miguel et al., (2005) declare after a 

comprehensive analysis that ownership control of corporations ultimately shape the financing 

policies which help to create value of FOBs and NFOBs. The main objective of both capital 

structure theories i.e. pecking order and trade-off theories is to determine and explain the 

factors that contribute the financial decisions of a firm. These theories play very important 

role in shaping the financing and dividend policies which ultimately create performance 

difference regarding ownership structure. Frank and Goyal (2003) initiates to open the debate 

in finance literature regarding superiority as well as validity of these theories that shape the 

financing behavior of a firm. Still the debate is going on, as some of the evidences support 

pecking order theory while others favor the trade-0ff theory.   

Although several research studies investigate relation between different country-level 

factors and financing policies of firms (Giannetti, 2003; González & González, 2008). 

However, many questions are still waiting to be answered regarding different level of mix 

that influence the value of  firms (Rajan & Zingales, 1995) and more importantly hot debate 

i.e. the relation between ownership structure and firm’s value is going on in recent literature 

of finance especially in the context of FOBs and NFOBs  (Margaritis & Psillaki, 2010).In 

this way, it is  expected that ownership control  of a company is quite relevant determinant of 

a company’s financing mix.  Ownership and debt structures can be viewed as internal 

mechanism to control the agency conflicts that exist between different levels of ownership 

and different types of stakeholder of a corporation (D’Mello and Miranda, 2010).   

Moreover, different types of owners have multiple visions and experiences in terms 

of costs and benefits tend likely to adopt different source of financing for a corporation. 

Thus, we can easily conclude that the ownership structure in relation with different 

ownership levels is a reasonable determinant that significantly influences the financing 

policy of a firm.  Particularly, the impact of different ownership levels on financing policy 

under the shadow of family and non-family ownership seem to be very important and still 
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unanswered and debatable topic as FOBs enjoy comparatively lower cost of debt financing 

that their counterparts (Anderson et al., 2003).  

King and Santor (2008) identify the relation between FOBs and debt policy. They 

indicate the managers of family firms likely to use debt level an instrument for control-

enhancing mechanisms. They conclude that FOBs with control mechanism use less debt than 

those with no control mechanism which likely to avoid the dilution and lessen the risk of 

takeover. The FOBs with single class shares prefer to use debt financing than equity 

financing vice versa to the companies with dual-class shares. The later type of companies 

prefers to use equity than debt in order to avoid monitoring from creditors if they able to use 

equity without losing any sort of control or dilution. Ellul (2008) also supports this opinion 

that shareholders having dominant control on ownership prefer to increase leverage rather 

than equity in a fear not lose dominant position.  

 Recently, Margaritis and Psillaki (2010) investigate linkage between capital structure 

in terms of ownership control and corporate performance of the company. They indicate that 

the ownership of FOBs is associated with leverage either positively or negatively. They 

conclude as risky FOBs use less debt (negatively related) while less risky family firms are 

viewed bold enough to take more monitoring pressure from debt holders as positively related. 

These arguments are consistent with the results of   Anderson and Reeb (2003b). However, 

Margaritis and Psillaki (2010) conclude a significant positive relation between ownership 

control and debt ratio where benefits of leverage outweigh the bankruptcy cost.  

 The early study like by Lintner (1957) discusses the dividend payout policy and 

provides arguments that firms are reluctant to reduce dividend amount as paid in previous 

years. As a consequence, the dividend policy remains stable over long time. Several theories 

of capital structure tend to provide explanation of the behavior of companies in relation with 

dividend policy.  Different capital structure theories that provide explanation of dividend 

decisions are based on different issues to be considered at the time of dividend payments.    

Farinha (2003) points out a U-shaped relation between ownership structure and 

dividend policy in United Kingdom, which further provides evidence of substitution effect in 

both monitoring devices.  Farinha (2003) further indicates a direct relation between 

ownership dispersion and dividend payout ratio, which suggests that payment of dividend, 

could be used as a mechanism to mitigate agency conflict. Gugler and Yurtoglu (2003) do 
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focus on investigating relation between ownership structure and dividend payment by using 

data of blockholder ownership. They argue that owners of corporations use dividend payment 

as a signal of free cash flow explanation in Anglo-Saxon setting while in Continental Europe 

this signal is used to show severity of agency conflict between major and minor shareholders. 

In line with this argument, they investigate the relation of ownership control of first and 

second largest shareholder with dividend policy in Germany. Gugler and Yurtoglu (2003), 

further, argue that the firms with largest shareholder and no other blockholder in ownership 

structure have lowest dividend payout ratio, whereas the firms with largest shareholder and 

second blockholder show highest payout ratio. Goergen et al., (2005) investigate dividend 

policies in Anglo Saxon setup in German companies and conclude that the corporations 

adopting Anglo Saxon model enjoy more flexibility in paying dividend than other 

counterpart’s corporations adopting German and Japanese models.  Generally, it is noted that 

due to specific ownership structure, German companies enjoy more flexibility in their 

dividend payout choices.  

Gugler (2003) investigates the relation between ownership control and dividend 

policy by taking into account the presence of largest shareholder in financial decisions of 

companies. With regards to FOBs , he sum up his findings that these companies have lower 

payout ratio in Austria as the they don’t bother to make the stable dividend policy due to less 

sever conflicts of interest and information asymmetries. Renneboog and Trojanowski (2005) 

analyze the different categories of blockholders that exist in ownership structure and their 

influence on payout policy by using data set of United Kingdom companies. Khan (2006) 

shows some more evidence on the relation between ownership control and dividend policy in 

the UK by taking into account of the presence of largest shareholder. 

 There is a series of research studies that attempt to examine the relation of dividend 

policy with respect to ownership structure, debt structure and other peculiar characteristics of 

business companies. This question is still unanswered that ownership, debt structure and 

dividend policy whether show compliment to each other and companies likely to use them as 

a mechanism. In this way, it would become very interesting topic of research that how 

ownership structure especially in FOBs do shape the financial decisions of a firm. The 

current study would shed some light in this task and contribute to the research works 

conducted all over the world.  
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I.1.5. Justification of study:  

The current study is conducted as a comparative analysis of family owned business 

(FOB) versus non-family owned business (NFOB) within the context of Pakistani 

environment. The study provides us empirical evidences with respect to performance, 

investment and financing decisions of above said each category. Moreover, this study also 

aspires to demonstrate that business behavior of family firms within the context family 

theories i.e.  Agency theory, a stewardship perspective, systems theory and resource-based 

view which provide better understanding and governance requirements of this type of 

business.  Implications arising from the study would potentially contribute to business 

managers, owners, researchers, analysts, consultant, investors, educators and regulatory 

authorities.  

The results drawn from this study contribute to the knowledge of above said classes 

in many ways. Firstly, it provides opportunity to debate conflicting schools of thoughts of 

different theories especially family theories and harmonizes them in the context both types of 

business. Secondly, it offers empirical linkage among family business theories especially 

between agency theory and resource-based view. Thirdly, it contributes a better 

understanding of ownership structure, and its impact on governance and management issues. 

Lastly, it explores new avenues for future research and replication in financial markets 

especially in Asian countries outside Pakistan.  

Managers, owners, researchers, analysts and consultants can use this dissertation as 

an additional tool to evaluate and analyze the performance and financial decisions with better 

understanding and sound judgments. Furthermore, the conclusions drawn from this 

dissertation might confirm prevailing perceptions in markets or provide evidences to alter 

and adjust their governance and management choices, especially in the publically listed 

companies in Pakistan.  

 The analysis of family firms in the context of family business theories, especially 

agency theory, would open a debate in class room discussion on the different behavior of 

family and non-family owned businesses. Furthermore, it helps reconciling conflicts in 

business literature within the framework of these theories and provides students a different 

point of view in evaluation business literature. The case studies might also be employed in 

class rooms within the context of results drawn from this dissertation.    
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 This research study would contribute a potential benefits for both types of business. 

For FOBs, this study would highlight the agency cost-saving conditions and allows them to 

increase benefits up to maximum level under the context of value maximization principle on 

the one hand. Furthermore, it highlights unique pitfalls and provides an opportunity to 

manage these pitfalls well in time. On the other hand, this quantitative analysis of family 

owned firms in the perspectives of agency dynamics can also improve non-family owned 

firm’s understanding of the drivers of competitive advantages and disadvantages. In this way, 

the study would made contribution to NFOBs and provides tools to emulate the competitive 

advantages potentially enjoyed by FOBs. Furthermore, it allows the management of non-

family owned companies to avoid inefficiencies and to formulate strategies to obtain higher 

performance.  

I.1.6. Objectives and organization of the study:  

In view of preceding developments in theories of finance and taking into the account 

empirical evidence so far as to the impact of ownership control on value and financial 

policies of companies i.e. investment and financing policies, the main objective of this 

dissertation to disentangle whether FOBs and NFOBs differ from each other in term of value 

and to examine the moderating role of ownership control in the investment–internal fund 

sensitivity as well as in the financing decisions. In this way, the study contributes to the 

ongoing debate over the costs and benefits of the FOB model as compared to NFOB. 

Furthermore, the study shed some light as to whether family ownership can be beneficial or 

not form the minority investors’ point of view.  

To obtain the main objective, the dissertation has been has been divided into four 

chapter. The chapter II investigates the impact of ownership control on firm value. It is also 

reconnoitered whether environmental setups of an institution in which firms operate 

influence the relation between ownership control and corporate performance. In addition, the 

possibilities of non-linear ownership-value relation are tested and discover the inflection 

point (IP)   at which the direction of the impact of ownership concentration on value turns 

from positive to negative for FOBs and NFOBs. The results drawn in this chapter are based 

on the empirical evidence which allow us to contribute to the existing literature of finance.  

 The goal of chapter II is to test the role of ownership structure on investment 

decision and to compare the investment-internal sensitivity fund in both organizational type 
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i.e. FOB and NFOB. Furthermore, other aspects of ownership structure are taking into 

account for the source of negative and positive linkages between investment-internal fund 

sensitivity. The different sources of databases throughout the study allow us to achieve more 

robust conclusions as to difference between FOBs and NFOBs. This chapter also contributes 

to finance literature to the sensitivity of investment-internal fund by suggesting an innovative 

proxy measure of financial constraints for family firms that improve the criteria of previous 

research studies.  

 Chapter IV offers the analyses of debt structure and dividend structure with respect 

to ownership control in term of FOB and NFOB. In this chapter, several stylized facts are 

taken from capital structure theories and examine them according to the family firm’s 

definitions. A new determinant of financing decisions i.e. ownership control is discovered 

that contribute the previous literature of finance. At the same time additional explanations are 

proposed for the performance difference between FOBs and NFOBs.  Furthermore, the 

results of study show a strong interaction among debt structure, dividend payout, ownership 

of FOBs and NFOBs.  

The last chapter of dissertation, Chapter V, depicts the overall conclusions drawn 

from the empirical findings of the whole document which are the following:   

 To compare the performance, investment policy and debt policy of FOBs with 

NFOBs.   

 To check the role of insider blockholder’s in the performance, investment policy and 

debt policy of FOBs versus NFOBs 

 To examine the performance of first generation with succeeding generation of FOBs. 

 To investigate the affectivity of family CEO in board. 

 To examine the non-linearity ownership - value relation to discover the inflection 

points.   

 To test the implication of financial constraint on investment policy of FOBs. 

 To analyze the behavior of FOBs and NFOBs toward target capital structure. 

 To investigate the behavior of FOBs and NFOBs toward target dividend policy. 

 To make policy recommendations. 
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THE IMPACT OF OWNERSHIP CONTROL ON VALUE 
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II.1.0. Introduction:  

Family owned business (FOB) plays an important role in financial markets around the 

globe as indicated in the 8th volume of Baraclays Wealth Insight (Byrne, 2009).  A large 

number of business corporations are owned by families and family business has become 

important model in the world particularly in emerging economy. About 80-90 percent 

business of United State of America (U.S.A) consist of FOBs. In Europe, 80 percent business 

corporations are operating in the form of FOBs. The ratios of FOBs range from 70- 90 

percent in Middle East and 60-70 percent for Australia. Asia is also dominated by FOBs as 

most of the Chinese and Japanese companies are considered to be family business. Mostly 

these companies are based in associated countries. Similarly, the Indian FOBs account for 

approximately 85 percent of all business firms (Deloitte, 2013).  The figures for FOBs in 

Pakistan are not different from India as it is dominant in Pakistan (Ghani and Ashraf, 2002). 

Hauswal and Hack (2013) indicate that the family business model is a source of 

attraction among research scholars due to its unique characteristics and peculiarities in all 

over the world.  Many other authors also support their findings such like (Chen et al., 2010 

and Villalonga & Amit, 2009).  La Porta et al., (1999) indicate that FOB is the most prolific 

form of business in the recent world, excluding the countries with reasonable protection for 

minority shareholders. Bhattacharya and Ravikumar (2001) show the predominance of FOBs 

even at the time of evolution of theoretical modeling.  

They are in the views that FOBs is vital important at the initial stage of economic 

development of any country and plays significant role in all developing countries. Likewise, 

Morck et al., (2005) show the ubiquity of FOBs in most economies of the world, focusing on 

the concentration of business operations in the hands of a few wealthy families or groups and 

the scarcity of ownership dispersion. These types of findings are quite contrary to classical 

model of modern corporations, especially in the context of Anglo-Saxon governance 

structure, where ownership is not supposed to be concentrated in the hands of a few investors 

but free flow of shares among a large number of investors. Considering the prevalence of 

FOBs in specific regions of the world, controlled in the hands of family members is common 

feature of all the family firms throughout the world. Abundance studies in US, UK and Asia 

provide evidences in terms of importance of FOBs in in the development of national 

economy (Lam et al., 1994; Krappe et al., 2011; Sharma et al., 2012). Despite the dominance 
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of FOBs in many countries and influence of family members on decision making process 

throughout the world, the impact of family ownership and control on corporate value is still 

inconclusive. 

It is observed that shortcomings of Anglo-US model of ownership structure attract the 

families to invest in FOBs are the basis to initiate the global economic crisis in 2007. Stern 

(2009) exposes the reasons behind this crisis that  are some of the inherited characteristics of 

FOBs might provide them an advantage over normal businesses in recent competitive trading 

setup. Instead of some peculiarities and specific characteristics, FOBs face some unavoidable 

challenges. For example, FOBs may get entangled in financial and emotional problems on 

passing the ownership of business from one generation to succeeding generations as 

highlighted by Gascoigne (2007).  About one third of the FOBs change the ownership to next 

generation in every decade and face emotional attachment and financial problems.  It is a big 

challenge for owners of FOBs to keep their personal problems away from the business 

operations and agree on the principles of management. Financial legacies are more 

complicated and sometimes very badly impact of rules of business. Moules (2009) further 

supports this view that the appointment of family member inside the family companies 

damages the performance and value of the business. In this regards, a comprehensive 

analysis regarding the linkage between FOBs and corporate value essentially useful 

especially where ownership structures follow the base of Anglo-Saxon model like Pakistan.  

On the one hand, there is a great deal of literatures that highlights the potential 

benefits of FOBs and endorses the positive effects of concentrated ownership on firm’s 

value. A number of research studies find a positive relation between family ownership and 

value in different parts of the world using multiple proxy variables of firm’s value. Several 

authors such like (Andres, C. 2008; Anderson & Reeb 2003a; Wang, D. 2006) portray a 

direct significant relation between family ownership and performance. Chang and Shin 

(2007) show empirical findings against the possibility of wealth manipulation of minority 

shareholders by controlling families in Korean companies. Andres (2008) also supports that 

FOBs attain better performance level than other counterpart’s companies by analyzing a 

sample of listed firms in Germany. FOBs have gained much more prominence and attention 

in Pakistan, India and Brazil, where most of companies grow faster than their counterparts. 
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 On the other hand, several results based on empirical studies, show negative impact 

of family ownership and control on corporate performance of business. These types of 

contradicting conclusions obtained in many studies (Miller et al., 2007).  They conduct the 

studies on US listed corporations and conclude that only founder owned family companies 

perform better than the other family companies in respect of market valuation. Cronqvist and 

Nilsson (2003) and Barth et al., (2005) reveal in their findings that ownership of family firms can 

be disturbing to minority shareholders in both Sweden and Norway.  Furthermore, some studies 

like Faccio et al. (2001) show owners of FOBs are in a better position to exploit wealth from 

minority shareholders in East Asia than in Western Europe. They conclude that minority 

shareholders are exploited by majority owners in FOBs. Therefore, mixed empirical findings are 

evidenced from prior literature.  

These conflicting evidences motivate us to establish goal of the study and to examine the 

impact of ownership control on corporate performance. Hence, the study aims to explore whether 

distinctive attributes of family firms allow them to perform better than non-family firms in 

Pakistan. Additionally, it is also investigated that how the particular firm-level attributes in 

FOBs, namely the family members serve as board of director’s influence on decision making 

process. Similarly, the impact of age on firm performance is quantified in terms of FOBs and 

NFOBs. The study disentangles the nonlinearities in the ownership-performance relation and 

examine whether FOBs continue to perform in different manners when element of nonlinearities 

are incorporated into the model.  Furthermore, this study shows that FOBs continue to perform 

better than NFOBs when ownership-performance relation accounted for as pointed out prior 

finance literature. In addition to this, the study finds the breakpoint at which the ownership-

performance relation turns from positive to negative is reached to maximum level of 

concentration in FOBs and NFOBs listed on Karachi Stock Exchange Pakistan. 

To achieve the objectives, five empirical models are developed that allow us to quantify 

the impact of ownership control on firm value in FOBs and NFOBs. The 1st model allows us to 

estimate the impact of ownership concentration on firm’s value of the companies. The different 

measures such as market value equity, industry adjusted market value are used to measure the 

interested coefficients.  The 2nd model analyzes the same impact after controlling blockholder 

effect. The 3rd model helps us to investigate the performance difference of first generation family 

firms with succeeding generations. The 4th model captures the opportunity to analyze whether the 

corporate performance difference is mainly due the active participation of family members on 



21 
 

board. Furthermore, it provides help to compare the performance difference of corporations 

working under influence of founder or decedents.  Lastly in 5th model, the nonlinearity of 

ownership- performance relation in term of FOB and NFOB is analyzed. 

II.1.1.0. Contemporary Theories in Finance  
Capital structure is an important factor to estimate the value of a business. This value 

is based on the provided background by some important theories of capital structure. It 

includes Modigliani and Miller (MM) theory, pecking order theory, trade-off theory, 

signaling Theory, agency theory, market timing theory, signaling theory, system theory, 

stewardship theory and resourced based view. The detail of these theories is as under: 

II.1.1.1. MM Theory: 

Capital structure theory remained under hot debate in the area of corporate finance. This 

theory has two versions i.e. traditional theory of capital structure and modern theory of 

capital structure. These theories along with it different approaches put forth the linkage 

between cost of capital and market value of the firm. The traditional theory or net income 

approach advocates the existence of optimal leverage ratio point at which minimum amount 

of cost of capital and maximum market value of the firm.  On either side of this point, a 

change in debt to equity ratio brings negative impact of firm’s value. It means this approach 

pronounces the right proportion of debt equity ratio in the capital structure, at which market 

value of the company is maximum. According to this approach, beyond the optimal level of 

leverage provides result in reduction corporate value of business. The traditional approach is 

based on some assumptions. 

1. The interest rate on debt remains constant for a certain period. It increases as the level 

of debt increases in capital structure.  

2. The expected rate on equity shares remain constant or gradually increase for certain 

period. As the shareholders perceive the financial risk in the company, there 

expected rate increase speedily.  
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Figure-II.1 

Traditional Approach to Capital Structure: 

 

After the preliminary work on traditional theory of capital structure, Modigliani and 

Miller (1958) initiate modern theory of capital structure. They suggest the net operating 

income approach in place of net income approach i.e. traditional theory of capital structure. 

In addition, they propose the modern capital theory with its peculiar propositions. Proposition 

(1) postulates that the market value is not linked with capital structure mix which is based on 

perfect capital market conditions. It assumes that no transaction cost, no tax, no asymmetrical 

information in the capital market and nobody can influence the market price. Moreover, there 

are homogenous products available in the capital markets, single interest rate for lending and 

borrowing. It suggests the same market value for levered and unlevered firms i.e. capital 

structure mix does not impact on the market value of a firm (Brealey, Myers, & Allen, 2008). 

The proposition (2) of MM theory pronounces that capital structure mix influence the 

expected rate of equity shareholders that is based under the assumptions of perfect capital 

market. One of the important assumptions is that investors expect no tax rate on income. It is 

noteworthy that these assumptions have the core importance, if violated the result might be 

opposite i.e. the mix of capital structure would be linked with value of company. Resultantly, 

this theory has examined the mix of capital structure could be independent from corporate 

value under what conditions, so that the other researchers could discover that the capital 
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structure could be dependent to corporate value under what conditions. As the real world is 

totally different from the perfect ones, many researchers discovered a strong relation between 

capital structure mix and corporate value by condemning the assumptions of MM theory.  

II.1.1.2. Trade-off Theory: 

 The foundation of trade off theory is rooted in MM theory, which primarily proposed 

by Modigliani and Miller (1963). They discuss the cost of debt is less as compared to cost of 

equity, also the debt provides the tax shield. Theoretically, the firms tend to borrow debt as 

more as it marginally increases the profitability. At the same time, higher level of debt shows 

higher level of financial distress connected with failing to meet the current obligations.   

Modigliani and Miller (1963) give argument that maximum level of debt is associated with 

minimum level of interest payment on corporate income as debt provides tax shield. While 

Kim (1987) points out that cost related to financial distress is closely associated with 

leverage ratio.  Warner (1997) highlights the crucial role in capital structure’s theories and 

claims that higher level of financial distress significantly affect the operating activities as 

well as the decision making process while cost of financial distress is commonly considered 

as bankruptcy cost.  However, Megginson et al (2007) categorize the bankruptcy cost into 

two types called indirect cost and direct cost. They refer indirect cost might be incurred as 

the consequence of bankruptcy that are losing sales revenue as well as important employees.  

Direct costs is referred as direct expenses incur after declaring bankruptcy that are lawyer 

fee, accountant fee and fee paid to investment bankers etc. Therefore, it is concluded that 

costs relating to bankruptcy are closely associated with capital structure mix. It provides 

incentives to find optimal level of financial leverage ratio that leads the basic concept of 

trade off theory as it is a tradeoff between corporate tax benefits and financial distress.  

 On the one hand, several studies criticize the some assumptions of trade-off theory.  

For instance, Myers (1993) finds a negative correlation between leverage ratio and corporate 

value against the assumptions of trade-off theory. Similarly, Bradley et al (1984) find the 

negative correlation between level of financial distress and financial ratio. This result is also 

statistically significant in their studies. They also discover the significant inverse relation 

between non-debt tax saving and debt to equity ratio. On the other hand, a number of studies 

find evidence which support the key concept of trade-0ff theory. Byoun (2008) provides 
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some evidences in line with trade-off theory and shows companies can adjust target capital 

structure under irregular method. Graham and Harvey (2001) point out that majority of 

companies set their target capital in connection with the principle of trade 0ff theory through 

a survey of capital structure.  

Figure-II.2 

Trade-0ff theory 

 

 

 

II.1.1.3. Pecking Order Theory: 

The pecking order theory of capital structure is originally proposed by Donaldson 

(1961) first time. Later on, Myers and Majluf (1984) confirmed the financing hierarchy of 

pecking order theory. In accordance with Myers and Majluf, the firm prefers to use retained 

earnings over all sources of financing. After consume the option of retained earnings, it will 

go toward external financing. Debt is the first option from external financing and equity as 

the last resort when firm consumes the debt capacity (Myers, 1984).  Asymmetric 

information hypothesis contributes to provide the basis to the pecking order theory, which 

points out that managers know better about potential risks and value of company as 

compared to outsider investors (Brealey et al 2006).  In addition, information asymmetry can 
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play a key role in the choice between external and internal financing of firm (Brealey et al, 

2003).  

Baker and Martin (2011) suggest the mixed results linked with pecking order theory. 

Shyam-Sunder and Myers (1999) provide guidance for financing behavior provided by 

pecking order theory. Fama and French (2002) support the pecking order theory on the basis 

of evidence on high and small growth firms.  On the one hand, some research evidences 

support the pecking order theory in adjusting target capital structure. While on the other 

hand, some others like Bunn and Yong (2004) suggest supporting trade-off theory. Yet, other 

research studies show mixed results.   

Figure-II.3 

Pecking order theory 

 

 

II.1.1.4. Agency Theory: 

Moles et al. (2011) suggest that the agency problem must be taken into account in the 

choice of optimal capital structure in addition to the consideration of both pecking order and 

trade-off theories. Jensen & Meckling (1976) initiate agency theory which can play a 

considerable contribution in field of optimal capital structure. In 1976, Jensen and Meckling 

write most significant article in governance issues.  They identify agency conflicts in three 

different contexts with respect to financial setting. These are conflicts namely between 

principal (owner) and agent (manager), majority (controlling) shareholders and minority 

shareholders and between shareholders and creditors. Further, they argue that the intensity of 

conflict between owner and manager is comparatively less in family firms than non-family 

ones. In family controlled firms, we need less monitoring of managers because of aligned 

interest regarding risk taking behavior and growth opportunities. Such type of agency 

conflict they name as A1.  
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Similarly A2 is the agency conflict between majority owners who exploit the 

conditions and get benefits at the costs of minority shareholders. Grossman and Hart (1980) 

indicate a series of counter arguments and debates on this issue of exploitation of majority 

shareholders to shareholders. The majority shareholders especially in the context of 

concentrated ownership eat up the benefits and allocate the cost to minority shareholders. 

This cost can be shifted either majority to minority shareholders or management to 

shareholders. Porta, Lopez-De-Silance and Shleifer (1999) discuss in detail the pyramid 

structure of different classes between owning shareholders and controlling shareholders in 

which later suspect to take advantage over earlier.  Another type of possible conflict between 

owners and creditors called A3. In family firms A3 seems to be higher because of less 

professional control and transparency in them. The family firms not keen to take risk due to 

financial constraints and thus, show lower corporate performance and growth rate. 

Resultantly, financial institutions are reluctant to sanction loans and hence cause 

underinvestment problem.  Therefore, it is concluded that there are two ways to mitigate 

agency problems. First, Hawawini and Viallet (2010) suggest converting managers to 

shareowners by offering significant proportion of equity shares to them. It would increase the 

motivation level of managers and they ready to more vigilant the look after of the day to day 

operations that ultimately reduces the chances of loss. Second, deficit financing is another 

way to reduce agency problem as it can avoid the managers to use free cash for their personal 

motives (Jensen, 1986). 

 

 

 

 

 

 

 

Figure-II.4 
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II.1.1.5. Market timing theory: 

Pecking order and trade-off theories are used for a long time period to explain the 

financing behavior of firms. However, results obtained from some previous studies of capital 

structure have challenged these two competing theories. Therefore, Baker and Wurgler 

(2002) recently propose another one in the field of capital structure called market timing 

theory. It states that financing decisions are taken by managers in accordance with the 

conditions of capital market.  Managers prefer to issue equity shares or debt financing when 

stocks are overvalued and undervalued respectively. As the price goes up in capital markets, 

they issue new equity shares and leverage financing is used when price declines of a firm. 

Moreover, Loughran and Ritter (1995) reveal that long-term underperformance of stocks 

after initial public offering (IPO) is in line with market timing theory. 

 

 

 

 

 

 

 

 

Figure-II.5 

Market Timing Theory 
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Market timing theory is an important theory on capital structure which has been 

critically examined in near past.  Baker & Wurgler (2002) find significant effect of market 

timing on the capital structure of companies by taking weight average market value to book 

value ratio as an independent variable. They also find an indirect relation between financial 

leverage and market timing measure but significant positive relation between changes in 

capital structure and market timing measure. Consequently, it is concluded that the existing 

capital structure is the cumulative impact of previous attempts to time the equity market. On 

the one hand, some research studies such like Hovakimian (2006) find negative impact of 

market to book ratio on financial leverage. On the other hand, Mahajan and Tartaroglu 

(2008) show negative impact of financial leverage on market to book value ratio. But the 

market timing theory seems fail to explain this phenomena of negative relation. Furthermore, 

it is also concluded that the relation between financial leverage and market timing measure is 

short lived. Therefore, it is recommended to use dynamic trade -0ff theory instead of market 

timing theory to set the financing behavior of companies. 

 

 

 

II.1.1.6. Signaling theory: 
Asymmetric information hypothesis provides the basis of signaling theory that states 

that information is not equally available to all parties at the same time. Different stakeholders 
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have different information about financial decisions of a company. Therefore, they value the 

stocks low or high in accordance with their information asymmetry. Signalling theory 

pronounces that the managers send signals to investors through financial decisions to shake 

up their information. The managers believe in actions i.e. the decision making to speak with 

investors is termed as financial communication policy. Signaling theory describes that 

increase in dividend payment is a signal to stakeholders of strong financial strength of a 

company. It means company shows the mussels as an indicator to attract the concern parties. 

Managers use dividend announcement as a tool to investors which indicates sound financial 

health of company in coming future (C. Chen and C. Wu, 1999). Several other studies 

support this argument of using dividend as signal to attract the stakeholders such like 

Bhattacharya (1979) and Miller and Rock (1985). They conclude that in the scenario of 

asymmetric information between companies and outside stockholders, the dividend can play 

important role of communication in them. Miller and Modigliani (1961) argue that increment 

in dividend payment convey a positive information of financial health of companies. 

According to dividend signaling hypothesis, positive change in dividend payment can be 

interpreted as good future earnings of firms (Nguyen, 2005, p. 504). 

Contrary to the above argument, Michaely, and Thaler (2002) argue that current 

dividend represents the past earnings rather than future earnings. They interpret dividend 

signal hypothesis as increase (decrease) in dividend payment shows potential income (loss) 

in the past. Similarly, increase in dividend impact positively on stock returns and vice versa. 

The financial literatures of past studies indicate that the researchers apply variable model to 

examine the effect of dividend announcement on the share price. Therefore, it is concluded 

that increase in dividend signals a growth in near future of company and vice versa. Thus, 

declaration in dividend results significant impact on shares price. Signaling theory is 

primarily based on game theory. It involves two players that are a sender and a receiver. The 

sender realizes a situation which is unknown to receiver. The sender draws conclusions after 

analyzing the observed situation. On the basis of conclusions, sender sends a signal. As the 

signal received by receiver, it is interpreted without knowing the exact state of nature.   

       

Figure-II.6 

Signaling Theory  
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II.1.1.7. System theory: 

A system is made to acquire the common objective by the interaction of different 

participants such like social, material, biological and technological elements from the 

environment. In a philosophical way, a system is defined as intangible organization which 

doesn’t depend on time, substance, type and space. Both epistemological and ontological 

views are linked in system theory. According to the epistemological view, respective 

function is the result of interaction of different elements from environment to primary 

system. But the ontological view simply describes the interplay of integrative levels of 

system.  

Systems theory does emphasis on the linkage between the elements of it. It focuses on 

dissecting the system into parts and studies the properties of each part to understand the 

whole system. It, further, describe the contribution of these parts into whole system. But 

when the elements merge into whole, they lose their own properties and become a part of 

system. Therefore, a system is independent from the properties of its elements. This is 

referred as a holistic approach to system theory. It has a long history in the domain of human 

knowledge. Some researchers find the roots of this theory in the Aristotle’s works.  

 

Figure-II.7 
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System Theory 

 

 

 
A system transforms the raw material into final product. The raw materials consist of 

time, information, energy, money and individual effort. The environment or system itself 

adopts the process to convert the raw material into product. Decision making, sharing 

information, thinking, and construction, planning, meeting in groups, shaping, discussing, 

melting, sorting and hammering can play important role in the process. Technical, human, 

financial and social inputs can also be used in the process. Decisions, money, software 

programs, laws, documents, rules and bills may be the final products of this system.  

II.1.1.8. Stewardship theory: 
Stewardship theory is an important theory of corporate governance that 

counterbalance the organizational behavior to others theories of management (Donaldson and 

Davis, 1993). This theory suggests that there is alignment in the interests of owners and 

managers, and the aim of corporate governance is to find the system that increase the 

understanding between them and reduce the conflicts of interest. This theory pronounces that 

there is no inborn problem of executive control in mechanism (Donaldson, 2008). According 

to this theory, it is assumed that there is no conflict between owners and managers and 

managers behave in the best interest of their business.  
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Stewardship theory considers an important milestone in the field of corporate 

governance which describes the behavior of managers during the business operations. The 

main economic benefit for the owners in owner-manager relationship comes out from lower 

cost per transaction as linked with lower monitoring cost. Contrary to agency theory, this 

theory supposes that managers are agents whose behaviors are in line with the ultimate goals 

of owners. It argues as the agents called stewards are loyal to the business, and works day 

and night for achieving better performance of business. The leading motive, which leads 

stewards to accomplish their task, is their ambition to perform excellently. Particularly, 

stewards are perceived as inspired by their need to achieve intrinsic satisfaction for which 

they endeavor to accomplish their challenging tasks. In order to gain recognition from 

bosses, they take the authority as well as responsibility to achieve bench marks. Therefore, 

they are non-financial motivators.   

This theory also suggests that corporations require a kind of organizational structure 

that sanctions coordination to be attained most proficiently between owners and managers. In 

this context, the situation demands dual role of chief executive officer (CEO) and chairman 

of board. This mechanism of governance helps to attain better performance as the dual role 

allows the authority to exercise complete power over the managers and less need of less 

monitoring cost. In this scenario, authority and power are concentrated in a person who is 

chairman and CEO at the same time. Thus, the corporate leadership is clear in vision and 

everyone in the corporation has to obey the order by authority as no room exists for 

uncertainty. The corporation keep enjoy the benefit of unity of command and strong direction 

as well as control.  

Figure-II.8 

Stewardship Theory of Corporate Governance 
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II.1.1.9. Resource Based View: 

  This view pronounces that the competitive advantage of any firm lies mainly in the 

applications of both types of resources (tangibles and intangibles) by operational managers 

(Rumelt, 1984).   The short term competitive advantage can be converted into long term by 

making resources heterogeneous and immobile in nature.  These translations of valuable 

resources are neither perfectly sustainable nor imitable without exerting effort (Barney, 

1991). 

 

 

 

 

 

 

 

 

Figure-II.9 

Resource-based view 
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II.1.1.10. Brief summary of theories: 

 This study mainly tests agency theory and stewardship theory in Pakistani 

environment. Agency theory considers the managers are agents, their incentives not aligned 

with the interests of owners-called principal. This problem is called as principal-agent 

problem. Contrary to agency theory, this theory supposes that managers are agents whose 

behaviors are in line with the ultimate goals of owners. It argues as the agents called stewards 

are loyal to the business, and works day and night for achieving better performance of 

business. The leading motive, which leads stewards to accomplish their task, is their ambition 

to perform excellently. Particularly, stewards are perceived as inspired by their need to 

achieve intrinsic satisfaction for which they endeavor to accomplish their challenging tasks. 

In order to gain recognition from bosses, they take the authority as well as responsibility to 

achieve bench marks. Therefore, they are non-financial motivators.   

This theory also suggests that corporations require a kind of organizational structure 

that sanctions coordination to be attained most proficiently between owners and managers. In 
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this context, the situation demands dual role of chief executive officer (CEO) and chairman 

of board. This mechanism of governance helps to attain better performance as the dual role 

allows the authority to exercise complete power over the managers and less need of less 

monitoring cost.  The study tests the validity of agency as well as stewardship theories in 

Pakistani environment and it may conclude which theory will provide us maximum benefits.  

Other than above said theories, the capital structure’s theories like MM theory, trade 

off theory also provide the base to some of the hypotheses. For example the estimation of 

speed toward target capital structure (TCS) and toward target dividend ratio (TDR) is based 

on these theories. Some others finance theories discussed in the dissertation also cover the 

scope of the study.  
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II.2.0. Review of Literature and Hypotheses Formulation: 

  
In this review of study, the recent literature has been critically reviewed in connection 

with finance theories, framing of hypotheses and empirical models regarding impact of 

ownership concentration in terms of FOBs and NFOBs on firm’s value. 

II.2.1. Ownership Control, Organizational types and Performance:  
 

Theoretically and empirically, an ambiguous2 and complex relationship exists 

between ownership control and firm value. Ownership control means the amount owned by 

large shareholders called blockholders. A shareholder that holds more than 10% equity 

shares is considered to be blockholder. The presence of large number of blockholders in 

ownership structure indicates strict monitoring of management over decision making process 

because blockholders having large stake tend to safeguard their assets proactively.  The 

blockholders may keen to take rapid actions against managers on poor performance such as 

replacement of chief executive officer (CEO) and the election of board of directors. Thus, 

they proactively raise their voice over the strategies in board meetings. Therefore, ownership 

control can be used as a tool of governance for managerial activities that helps to control 

managerial opportunism. Contrary to ownership control (concentration), diffused ownership 

less likely takes quick actions against the managers having poor performance as they are not 

fully motivated to exert their efforts to discipline the behavior of management. In this way, 

concentrated ownership and dispersed ownership are applied as tools to monitor the 

performance of managers. 

 One the one hand, ownership concentration is generally considered to provide 

incentives to monitor management. Shareholders with larger stake called concentrated 

ownership, have the greater incentive to upsurge firm value than the shareholders with fewer 

stakes (dispersed ownership). Furthermore, large shareholders are comparatively keener to 

take action than small ones especially in the days of poor performance of a company. In other 

words, large shareholders in respect of concentrated ownership have both, more power and 

interest in getting their invested money back with good rate of return.  On the other hand, the 

shareholders with fewer stake is termed as dispersed ownership seems to be better and give 
                                                           
2 Some authors find a relationship between ownership concentration and firm value or firm performance, 
other find no significant relationship, no conclusion can be drawn about the real effect of ownership 
concentration. 
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operational benefits to every business. As an example, in the context of risk management, 

dispersed ownership offers diversification to investors while concentrated ownership 

executes additional risk premium which ultimate create under investment problem because of 

instinctive risk aversion of large shareholders (Demsetz and Lehn, 1985).  Yet more critical 

issue, the conflicts among large and small shareholders due to ownership concentration may 

emerge out in the form of agency problem. In concentrated ownership, large shareholders 

have incentives and controlling power to exploit and extract the personal benefits at the cost 

of small shareholders (Lee, 2008). 

Previous literature of finance indicate that the ownership concentration is ways to 

deal with agency problem as firms with concentrated ownership can exert more control over 

managerial activities.   These studies discover a positive impact of ownership concentration 

on firm’s value. For example, Shleifer and Vishny (1986) find that the positive impacts of 

ownership control on the value of a business in listed companies of US. In the Western 

European Companies, Barontini and Caprio (2006) discover that family control companies’ 

increases the profitability of the business that ultimately enhances the value of a firm. Chen 

et al., (2008) conclude that the family firms has longer investment horizon, better 

management as compared to non-family firms. Andres (2008) analyze the public companies 

listed in German stock exchange and conclude that family firms outperform the non-family 

ones. Holderness and Sheehan (1988) quantify the impact of ownership concentration on 

market value and reveal that the large shareholders capture the market value more than small 

shareholders. Andres (2008) argues that controlling families contribute a lot in value creation 

by introducing a dummy variable for capturing the effect of block holders. A. Y. Javid and R. 

Iqbal (2008) find significant positive linkage between ownership concentration and firm 

value while using ownership in the hands of first five largest shareholders as proxy measure 

of ownership concentration. Shahab-U-Din and Attiya Y. Javid (2013) find a positive relation 

between ownership variable and firm’s performance using a sample of 29 non-financial firms 

from KSE-100 index.  They take ownership variable is the percentage of ownership shares 

hold by family members. Nazir et al., (2013) find significant positive effect of ownership 

concentration on corporate performance using panel data methodology taking 125 listed 

companies from Karachi Stock exchange Pakistan. They prove that ownership concentration 

can efficiently be used as a corporate strategy and plays momentous role to enhance the 
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performance of firms in Pakistani environment.   Azeem et al., (2013) conclude positive 

relation between corporate governance index and performance of the companies using data of 

50 largest capitalization companies listed in Karachi stock exchange.  They categorize the 

corporate governance index into two sections as ownership concentration and managerial 

ownership.   Phung and Hoang (2013) examine the effect of ownership structure and firm 

performance and reveal that an inverted U-shaped relation between state ownership and 

performance while foreign ownership upsurge the profitability.  Isik and Soykan (2013) 

empirically investigate the association between largest shareholders and firm’s performance 

and show that significant positive relation between them suggests that corporate ownership 

concentration overcomes the agency conflict between large and small shareholders.  

Ownership concentration contains some advantages on the one hand and some 

disadvantages on the other. Despite the theoretical arguments in favor of negative relation 

between ownership concentration and firm’s value, some empirical research and surveys 

support the positive relation while others show mixed result (Short, 1994; Shleifer & Vishny, 

1997). Gugler (2001) concludes that the overall empirical evidence of the effect of ownership 

concentration on firm performance is mixed.   

There have been extensive research studies inspecting the effects of ownership 

concentration on a firm’s performance. Hill and Snell (1988) reveal that ownership structure 

of a firm positively influence the corporate performance through strategic structure. Again, 

Hill and Snell (1989) conclude that the positive relation between ownership concentration 

and productivity in the US firms. Agrawal and Mandelker (1990) endorse the hypothesis 

proposed by Shleifer and Vishny (1986) that the existence of large shareholders demonstrate 

to better managerial performance when it is in the hand of institutional investors rather than 

general public. Wu and Cui (2002) measure the effect of ownership structure on the financial 

health of a firm. They find positive relation between ownership concentration and accounting 

profits but negative relation with respect to market value. They use return on assets (ROA) 

and returns on equity (ROE) for accounting measure of profit and price earnings ratio (P/E) 

and market price to book value ratio for market value. 

On contrary, the negative impact of large shareholders on firm performance is found 

in some previous surveys and empirical research studies. Lehmann and Weigand (2000) 

reveal negative impact of concentrated ownership on firm performance of German listed 
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companies.  Leech and Leahy (1991) provide a comprehensive analysis regarding 

implications of the separation of ownership from control for a UK based firms and conclude 

negative relation. Mudambi and Niclosia (1998) endorse the negative linkage between 

concentrated ownership and firm’s performance. Prowse (1992) conducts surveys on 

Japanese companies regarding relationship between ownership and profitability. He reveals 

that there is no association between ownership concentration and profitability. Also, Chen 

and Cheung (2000) confirm a negative relationship between ownership concentration and 

firm’ value by taking a sample of 412 publicly listed firms in the Hong Kong stock exchange 

for the period 1995-1998. Wang and Shailer (2013) conclude that the ownership 

concentration influence negatively on firm’s performance in emerging markets using meta-

analytical techniques on data set across the countries after adjusting errors of endogeneity 

and heterogeneity. Expropriation of a few numbers of shareholders with larger stake or by 

large number of shareholders with smaller stake is found the main key factor for negative 

impact of ownership on performance on value.  Porta et al., (1999) conclude that the critical 

problem is the potential expropriation of small shareholders by large shareholders due to 

significantly excessive cash flow right in pyramid. Claessens et al., (2002) describe that the 

market value of a firm inclines with the cash-flow right of ownership but declines when the 

control rights of largest shareholders exceed their cash-flow right by using data for public 

corporations in East Asia.  Interestingly, Joh (2003) and Beak et al, (2004) also find same 

kind of results in Korea. Their evidences shows that control rights in excess of cash flow 

rights is the factor contributing to bring down firm’s value in emerging economies. However, 

S´anchez-Ballesta and Garcia-Meca (2007) show moderate relationship in active institutional 

environment. They show weaker relationship in Anglo-Saxon countries than in continental 

countries which ultimately support the argument that ownership positively related to 

performance of a firm in those countries where lower levels of investor protection. 

The study investigates whether ownership of FOBs impact differently from the 

ownership of NFOBs in term of financial performance. Ownership structure can be 

categorized into two type i.e. concentrated and dispersed ownership. Agency theory discusses 

monitoring mechanism and efficiency of a firm. The theory describes that ownership 

concentration should alleviate the agency problem. In literature of corporate governance, 

agency theory plays very important role as it describes the fundamental conflict between self-
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interested managers and owners. Jensen’s and Mackling’s (1976) illustrate this principal-

agent relationship and give arguments regarding role of ownership structure in corporate 

performance of the business. They argue that the ownership structure matters not only in the 

sense how much the company insiders own but also how concentrated the holdings of the 

outside shareholders are. Large shareholders are argued to monitor the management better 

than small shareholders as they internalize larger part of the monitoring costs and have 

sufficient voting power to influence corporate decisions.  

 In this regard previous theoretical as well as empirical research studies provide 

several arguments in favor of a higher positive relation between ownership concentration and 

corporate performance in FOBs than NFOBs. First of all, the family owners take more 

interest due to their motivation level and incentives. They try to increase the horizon of 

business as compared to non-family owners. The owners of FOBs worry more and endeavor 

to transfer the assets to their decedents than their non-family counterparts. The longer 

horizon of FOBs motivates the investors to capture maximum value of the business (James, 

1999; McVey & Draho, 2005).  

 Anderson and Reeb (2003) discuss the long term presence of family owners and their 

extended investment horizons as compare to managers of widely held companies are likely to 

diminish managerial myopia, thus leading to better value of corporate business. Anderson et 

al., (2003) describe that the survival concern of family business and the lack of 

diversification support to reduce the agency costs between debt providers and shareholders. 

Wang (2006) indicates the long-term presence and participation of family members in 

decision making process might be the reason for the higher performance and earnings quality 

of FOBs. 

 Secondly, in FOBs owners concern more about reputation and goodwill of business 

which ultimately lead to positive economic consequences for the business. Previous studies 

undeniably advocate that family control promotes greater emotional commitment to the 

corporation when family members working as CEOs (Gomez-Mejia et al., 2003). Family 

bond and desire of family members can reduce opportunism in managerial self-dealing that 

helps business   for long-term survival (Denis & Denis, 1994). McVey and Draho (2005) 

discover the cost of debt might be the basic reason between long-term relationships of family 

members with other stake holders. Particularly, the good reputation by family managers 
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allows FOBs to have a lower cost of debt instrument and to reduce the conflicts of interest 

between shareowners and creditors (Anderson et al., 2003).  Furthermore, the concern of 

owners of FOBs regarding reputation of company can also be a possible reason for the 

noteworthy link between ownership of founding family and higher earnings quality as 

evidenced in the US companies (Ali et al., 2007).   

Thirdly, there is less agency problem in FOBs that leads to reduce agency cost 

because of owners themselves manage and control the business. Fama and Jensen, (1983) 

indicate less agency problem in those FOBs where owners themselves family business 

operate the business. Khan et al. (2013) investigate the impact of ownership concentration on 

agency cost of debt by using a sample of 100 non-financial companies listed in Karachi 

Stock Exchange. They find family ownership concentration, block holder’s effect mitigate 

the agency cost related to debt and raise the performance of the firms. 

Considering the potential benefits of FOBs as highlighted in prior studies, this 

research study assumes that concentrated ownership in FOBs impact higher on market value 

than in NFOBs .The first hypothesis is to be framed as follows: 

H1:  Ownership Concentration of FOBs has higher impact on Firm’s Value than NFOBs. 
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II.2.2. Ownership Control, Organizational types, Blockholders and 

Performance:  

The blockholders can be categorized into two types called insider blockholders 

(controlling blockholders) and outside blockholders. Controlling blockholders are called 

insiders having higher cash flow rights with substantial control over the management. The 

outsider blockholders are shaped mainly in the form of institutional investors, individuals, 

foreign companies and corporate bodies etc. Each type has different challenges and 

incentives as well associated with their characteristics. Nguyen and Nielsen (2013) analyze 

the impact of ownership on corporate value by using reaction of stocks as dependent variable 

and death of individual blockholder as an independent variable. They indicate the reaction 

range from -5 to 4 percent for insider blockholders and -2 percent for outsider blockholders.  

Konijn et al. (2010) show negative effect of blockholders on performance by using 

widespread phenomenon of multiple blockholders of U.S companies. They categorize 

blockholders into dispersed blockholders and concentrated blockholders. Also, they indicate 

that the later gives more negative results comparatively. La Porta (1999), Bebchuk et al. 

(1996) and Gomes (2000) indicate that ownership concentration can alleviate the conflicts 

among shareholders in those countries where institutional and legal frameworks do not 

provide reasonable protection for external investors. Furthermore, in such kind of 

environment, only reasonable equilibrium among the shareholders can save and protect the 

minority shareholders Gomes (2000). 

Shleifer and Vishny (1986) and Burkart et al. (2000) argue that the significance of 

outside blockholders for successful takeover only effective when the bidder has already 

possessed a large stake in minority ownership position of the firm. The control of 

blockholder is a tradeoff between the benefits and costs attached to these shareholders. First, 

concentrated ownership of blockholders and their voting right create such kind of discipline 

on controlling shareholders that refrains them to extract private benefits and expropriate the 

minority shareholders. Second, most of the blockholders are in the form of institutional 

investors or others corporation which themselves provide guidelines as well as facilities to 

make right strategic decisions which sometimes might not possible in their absence.  
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Maury (2006) and Andres (2008) use dummy variables for capturing the effect of 

blockholders. Maury (2006) adds another dummy variable in the right-hand side of his 

empirical models that equal o1 for companies where block holder exist or zero otherwise. 

Similarly, Andres (2008) includes a dummy variable in his initial model for capturing impact 

of blockholder effect on firm’s performance. 

  The blockholder can be seen as an additional instrument to monitor the activities of 

board.  According to the Code of Corporate Governance (CCG) under clause XIX, The 

block-holder is defined as any individual, director, associated company, foreign investor or 

financial institution has 10 percent or more shareholdings. The 10 percent rule is applied 

because 10 percent or more shareholding has the ability to block company’s special 

resolution. Considering the importance of control of general blockholder on firm’s 

performance the hypothesis-2 is proposed as under:  

H2: Ownership Concentration of FOBs has higher impact on Firm’s Value than NFOBs 

holds after controlling for the blockholder’s effect. 

 

II.2.3 First Generation versus Second Generation of FOBs:  
 

In biology, aging is a process of deteriorating the physical functioning of human 

organs like ability to see, hear, remember, react and move with passage of time. As an 

analogy, business firms weaken over time instinctively and lose their ability to compete in 

business environment. The two big factors mainly contributing in firm’s aging are the 

organizational rigidities and rent-seeking behavior i.e. spending money on political lobby. 

Old age may obsolete skills, knowledge and abilities that bring organizational decay 

(Agrawal & Gort, 2002).  Success encourages the firms to codify their approach through 

organizational process and regulations over time. Leonard and Barton (1992) discuss such 

kind of regulations that are called process-related rigidities i.e. difficult to discard easily. 

Olson (1982) indicates older firms are not capable to resolve conflicts of collective action 

and engender a kind of rent-seeking behavior.  

The current study captures the effect of firm’s age on profitability in non-financial 

sector listed on Karachi Stock Exchange (KSE) of Pakistan. The performance declines as 

firms grow older. Returns on investment and market value go down while overall cost 

increases with the passage of time. Also the quality of corporate governance falloffs as firms 
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seems to be unable to retain good employees as well as ideas in the long run. Unsuccessful 

succession plan is the major cause which creates conflicts in succeeding generation. The role 

of founder is characterized with enthusiasm, skills and motivation at good level leads to 

operate a business efficiently and effectively. Furthermore, organizational rigidities, 

obsolescence of firm’s assets and propagation of seniority negatively affect the value of 

business.  

The performance is measured by many variables like return on assets (ROA), return 

on equity (ROE) and Tobin’s Q. It declines with passage of time due the organizational 

rigidities and rent seeking behavior. As far as organizational rigidities are concerned, older 

companies seem to be less efficient as compare to their counter parts in same industry. There 

are less research and development (R&D), lower investment activities, slower growth, 

obsolete assets and lower profit margin in older companies. Link et al. (2008) show 

continuous degeneration in the quality of corporate governance, larger board of directors 

with higher CEO compensation i.e. in line with rent-seeking behavior. Pastor and Veronesi 

(2003) show the declining trend of performance and market value -to-book value ratios with 

firm age Adams et al. (2005) reveal that the risk (variability of stock returns) is inversely 

proportional to age of incorporation.  

Noor A. Amran (2011) examines the relation between age, owner gender and 

corporate performance of Malaysian FOBs using Tobin Q and earning per share (EPS) as 

performance variables.  She finds young owners are more aggressive to boost up the value of 

business as compared to old owners of FOBs. But she finds positive influence of age on 

firm’s performance. Akande et al. (2011) discover that the age an important determinant of 

growth of firms. They find significant positive effect of age on performance. A. P. Subriadi 

et al. (2013) show positive impact of firm’s age and IT resources on performance in rural 

banks of small and medium enterprises of Indonesia using Generalize Structural Component 

Analysis Approach. Liu et al. (2013) conduct a unique survey on learning the returnee 

entrepreneurs on corporate performance of company and conclude that the age of firm 

negatively influence the performance.   Mehari and Aemiro (2013) conclude insignificant 

impact of firm’s age on performance of insurance companies in Ethiopia using return on 

assets (ROA) as a proxy of performance variable.  
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As some studies such as (Noor A. Amran, 2011; Akande et al., 2011 & Apol et al., 

2013) show positive impact while others (Liu et al., 2013) indicate negative impact and yet 

others like (Mehari & Aemiro, 2013) conclude insignificant impact of firm’s age on 

corporate performance. Therefore, it is concluded that the relation between ages and 

performance of firms is mixed.  

Most of family owned firms (FOBs) don’t have successful succession plans as 

concluded in a survey conducted by Pakistan Institute of Corporate Governance (PICG). It is 

observed that the family members might fall into conflicts with the passage of time that 

ultimately demonstrates negative impact on business and sometimes disaster results even. 

About 85% FOB’s do completely vanish before fourth generation. Morck et al. (1988) 

suggest that firm age should be taken into account when analyzing the ownership–

performance relation. In fact, their empirical evidence supports the idea that the age of the 

company can play an important role when studying the influence of family ownership on 

corporate performance. 

The argument that the young family firms might perform better than the old ones is 

mainly due to two reasons. Firstly, the founder is more motivated to create value as 

compared to successors. Young FOBs are generally founder-run firms and old FOBs are 

more likely to be in the hands of second or later generations (Fiss & Zajac, 2004; B. 

Mazagatos et al., 2007). Founders that manage young FOBs mostly have distinctive skills 

and experience, as well as the talent needed to run the company.  Succeeding generations in 

old FOBs can lack such entrepreneurial talent (McVey and Draho, 2005). 

Secondly, the succession plan is the crucial issue for old FOBs. The old FOBs are 

more likely to face one of the most controversial decisions inside the organization. McVey 

and Draho (2005) argue that if succession is not properly planned, transfers of ownership 

control can result in quarrel and tensions among family members of FOBs, thus having a 

negative effect on firm value. In line with this argument, several studies examine significant 

negative impact of the appointment of family managers on performance (see, e.g., Smith and 

Amoako-Adu, 1999; Perez Gonzalez, 2006; Bennedsen et al., 2007; Cucculelli & Micucci, 

2008). 

Taking into account the problems of less motivation level in succeeding generations 

and incomprehensive succession plan might lead to a reduction in value of the FOBs.  An 
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argument can be made that young family firm’s performer better than old ones. The 

following hypothesis-3 is proposed as under: 

H3: The first3 generation performs better than the succeeding generation of FOBs.  

 

II.2.4. Family CEO versus Non-Family CEO:  
Four theories are important and commonly applied to evaluate and understand the 

nature of FOBs. They are agency theory, systems theory, stewardship theory and resource 

based view. According to the agency theory, the overlapping of chairman and CEO can 

reduce the operating costs of family companies. System theory discusses three 

interdependent and overlapping subsystems in the family enterprises.  The family business 

dynamics is the result of interaction of these systems; the family systems, the business 

system and ownership system. The stewardship perspective of family firms views that 

owners of FOBs often show more commitment to the mission of organization that extends 

beyond self-interest and is motivated by a desire to leave a positive legacy to succeeding 

generations (Poza, 2009) . The resource-based view of family firms opines that competitive 

advantage is created by distinctive and often particular characteristics of FOBs, including 

such unique traits as fast speed to market, focus on market places, concentrated ownership 

structure, eager to protect the family reputation, optimal capital, transfer of knowledge 

between generations, and adjust to speedily changing external environments.   

While all four theories discuss characteristics of family enterprises but the systems 

theory deeply provide the insight into characteristics framework of family business. The 

academics and business consultant of family enterprises most commonly used the framework 

provided by system theory. Complexity theory offers vast detail in explaining how the three 

sub-systems of FOBs interact to create family business dynamics, and thus contribute 

extensively to our understanding of family enterprise. FOBs show one of the most crucial 

characteristics of complexity theory – the interaction of three highly interdependent sub-

systems. Not only are the interactions between the family system, ownership system, and 

business systems, but each of the systems are by their own complex. The systems theory of 

FOBs argues that the overlap among the three sub-systems mostly generates complex conflict 

among family players because of dissimilar perspectives of FOB’s issues (Gersick, 1997; 

                                                           
3 The previous family literature use this threshold 30 year point (Menéndez-Requejo, 2006; Puerto, 2010) 
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Poza, 2009).  For example, the owners who not involved in management may have a 

different perspective on dividend policy than the owner who serves as chief executive officer 

(CEO). The family owners who are not involved in the management of the business may 

prefer high dividend payouts, while the family CEO may prefer to retain earnings to reinvest 

in the business.  

The resource-based view of FOBs also gets support from the application of 

complexity theory by Marion and Uhl-Bien’s (2001). FOBs often possess a number of 

worthwhile resources that build competitive advantage, none is more essential than their 

intellectual and human capital (Hughes Jr & Hughes, 2004). In short, important implication 

for leadership from a complexity theory perspective is that leaders are most effective in 

creating organizational effectiveness if they focus on enabling and fostering productive 

interactions among the actors in the complex systems that comprise their organizations, 

rather than trying to control outcomes.  

 Andres (2008) shows in his study that the active family involved management 

influences the performance due the relationship of owners and managers.  Anderson et al. 

(2003) conclude that the family firms in which the founder or any from his children serves as 

CEO give better performance in US as compare to their counterparts family firms.  Barontini 

and Caprio (2006) examine that the performance of those family firms whose family member 

work as chairman, Chief executive officer, vice chairman or honorary chairman much better 

than their counterparts. 

Salloum.C et al. (2013) find that the involvement of family member in management 

has positive impact on financial performance in The Lebanon. Additionally, they show 

insignificant impact of entrenchment as well as asymmetric altruism on financial 

performance.  Noor A. Amran (2011) examines the relation between CEO-founder and CEO-

successor with respect to performance of firm. She concludes that the firms operating under 

CEO-successor create more value than their counterparts in Malaysian family owned 

companies using Tobin Q and earning per share (EPS) as performance variables. Also, she 

finds young owners are more aggressive to boost up the value of business as compared to old 

owners of FOBs in Malaysia but age does positive influence on firm’s performance. R.Ishak1 

et al. (2013) explore the relation between CEO-succession and performance of publically 

listed companies in Malaysia using Wilcoxon signed-rank test and match paired t-test. They 
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show that significant improvement in performance of firms at the selection of professional 

CEO in place of family member working as CEO.  

Considering potential benefits of a family member working as CEO and considering 

the arguments of agency theory, system theory, resource-based view, stewardship perspective 

and complexity theory, the following hypothesis-4 is proposed as under: 

H4: There is higher positive impact of ownership concentration on firm’s Value in 

those FOBs where family member serves as chief executive officer (CEO). 

 

II.2.5. Non Linearity’s in Ownership Concentration and Firm’s Value:  

 

Fama and Jensen (1983) argue that ownership concentration above a certain level will 

allow managers to expropriate the wealth of minority shareholders. Shleifer and Vishny, 

(1997) discuss the existence of blockholder in the firm may cause to rise an agency problem. 

But this agency problem is between large shareholders with controlling power and minority 

shareholders without controlling power not like the classical owner-manager conflict. This 

conflict is initiated when large shareholders uses its controlling power to exploit the minority 

shareholders and extract their personal benefits at the cost of other stakeholders. Several 

research studies find that ownership concentration affects positively on performance of the 

business at low levels due to better monitoring effect and negatively afterwards as a result of 

the expropriation effect of large shareholder.  

Fitriya and Locke (2012) confirm the non-linear relationship between ownership 

structure and corporate performance by apply Generalized Linear Model (GLM) of the firms 

listed at New Zealand Stock Exchange. Phung1 and Hoang (2013) examine the impact of 

state ownership and foreign ownership by using data collected from Hanoi and Ho Chi Minh 

Stocks Exchanges. They confirm nonlinear ownership-performance relationship, namely 

inverted U-shaped and U-shaped relations between state ownership and performance, and 

foreign ownership and performance in firms listed at Vietnamese stock exchange. Iturralde et 

al. (2011) provide new evidence regarding insider ownership and firm performance and 

support the argument of convergence of interest and entrenchment effect in Spanish non-

listed family firms.  

The quadratic relation between ownership concentration and firm’s performance can 

be found due to these two opposing effects (Miguel et al., 2004).  López-de-Foronda et al., 
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(2007) confirm a non-monotonic relation between firm value and ownership concentration in 

civil law countries within Western Europe. But, contrary to most empirical research studies, 

these authors find that the relation is U-shaped, so that controlling shareowners enjoy 

personal benefits for low levels of ownership concentration up to a point where the costs of 

expropriation exceed the private benefits. The non-linear relation to performance in FOBs 

might explain in terms of expense of family ownership. The reason behind this phenomenon 

can be explained as family control is more likely to arise when the family’s stake in the firm 

is too high, increasing performance of company at first as the family ownership concentration 

rises and then decreasing after reaching a certain control level of family. 

The negative impact of concentrated ownership and control on the value of firm 

beyond certain levels is commonly explained by the expropriation of minority shareowners 

on the part of the owner family. Similarly, Anderson and Reeb (2003) argue that controlling 

families with large stake enjoy both the incentive and the ability to take actions that benefit 

themselves at the expense of firm performance. According to them the families having large 

stake in the corporations pursue their objectives differently from the others investors who 

mostly follow the market value rule-maximizing shareholders’ wealth. In line with this 

argument, high levels of ownership concentration and control can be linked with less 

efficient investment decisions, leading to a reduction in the market value of the company 

(Cronqvist and Nilsson, 2003). Keeping in view the expropriation of large shareholders and 

agency problem, the following hypothesis-5 is framed as under: 

H5: There is nonlinear relationship between ownership concentration and firm’s Value.  

 

 

 

 

 

 

 

 
 

 

 



50 
 

II.2.6 Theoretical Framework OC & FV :  
     

Figure-II.10 
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II.3.0. Methodology: Data Collection, Definition of Family Owned 

Firm, Specification of Models and Method of estimation: 
  

In this section of study, sources used to collect data sample and the procedure applied 

to identify family firms form non-family ones are described in detail. The reason for using 

regression analyses for the estimation procedure of variables is also explained.  

II.3.1 Source and Collection of Data: 

  To estimate the hypotheses, three different types of firm level data were required. 

First, for the dependent variables, the market price was multiplied with number of 

outstanding shares to calculate the firm’s value (FV) of firms. For the industry adjusted4 

firm’s value (IAFV) the industry median was subtracted from the firm’s value (FV) of each 

firm of industry. Different industries have different size and its peculiar characteristics that 

may do impact on value. Therefore, industry adjusted firm’s value can be used to control the 

specific norms of industries. Second, the ownership data, variables of interest i.e. ownership 

concentration (OC) and dummy variables for family and non-family companies were 

computed. Last, a set of control variables that enter the right side of the models was 

calculated from financial statements of the sampled companies.  

 As a consequence, the main sources of our information were the annual reports, 

financial statements like balance sheets, income statements, and cashflow statements. Basic 

balance sheet analyses issued by the State Bank of Pakistan (SBP) for the period spanning of 

2002 to 2013 were also used to obtain the required data. For the market prices business 

recorder and different offices Karachi Stock Exchange (KSE) were contacted. Some firms 

were personally visited or contacted through telephonic conversation for the clarification 

especially in case of kinship of board of directors for calculation of voting rights.  

 All non-financial companies were the population of the study.  280 companies were   

taken a sample of study from non-financial sector. Services companies, bonds, financial 

companies, banks, insurance companies, mutual funds etc. were excluded from the sample 

due to their different nature from non-financial companies.  The study period ranging from 

                                                           
4 Previous literatures also use industry-adjusted firm value measures when estimating value models to control 

for industry effects (see, e.g., Chi, 2005; Villalonga and Amit, 2006; D. I. R. Puerto, Julio P. García and  D. 

Chabela de la T. O, 2010   ). 
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2002-2013 was used to test the proposed hypotheses. The twelve years5 study period of time 

was supposed to be sufficient for the comprehensive analysis of the companies.  Panel data 

for long time period (twelve years) was supposed to the best way to eliminate the 

survivorship bias caused by the fact that some firms might be delisted during the analysis 

period. The companies that delist in the said period were consequently, deleted form the data 

base. Therefore, the final sample of balance panel data comprise on 280 companies from 

non-financial sectors listed at Karachi Stock Exchange (KSE) was taken. Generalized 

methods of moments (GMM) were applied on panel data of sampled companies.  The second 

order serial correlation was tested as per assumption of GMM.   

II.3.2. Definition of Family owned business (FOB): 

A firm is said to be family owned/ controlled, if family directors have managerial 

ownership or voting rights 25% and 50% in the firm. 25% cut off point is proposed in the 

official definition of Group of Owner Managed and Family Enterprises called GEEF by its 

French name (GEEF6, March, 2008). It is also in line with the definition adopted by Board of 

Family Business Network in April 7, 2008. 50% cut off point is used because ownership at 

this level confers the unequivocal control rights (Doidge et al., 2005). Also, particularly in 

Pakistan, owners of family companies hold more than 50% shareholdings7 (Attiya and 

Robina, 2010). In this study both cut off points are used to differentiate family and non-

family enterprises and estimate all proposed models for empirical analysis of each 

classification to obtain robust and reliable results.  

To category the family owned and non-family owned companies, the following 

procedure was adopted. First, the top five largest owners for the computation of our main 

variable of interest i.e. ownership concentration (OC) were traced.  These largest owners 

were identified whether individuals or any company or other institutions.   If one or more 

individuals was found among them, others individuals were traced with ownership as a 

family having total equal more than 25%, 50% shares. If they were not individuals but any 

                                                           
5  Previously this type of study was conducted on 7 years’ time span (D. I. R. Puerto, Julio P. García and D. 
Chabela de la T. O, 2010).  For more validity the time span is increased up to 12 years.    
6 The official definition of family business was adopted on March 27, 2008 by the GEEF and on April 
7, 2008 by the Board of the Family Business Network.  
7 51 percent shareholding in Pakistani firms gives investors unambiguous control over assets and income 

partitioning. An over 51 percent stake has been assumed to imply not only operational control, but also over 

decision-making. 
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company or institution, the voting right criteria was applied for the identification of family 

owned companies.  

The terms ownership and control were interchangeable, and frequently used in this 

dissertation. All the firms qualify the above mentioned criteria were considered family firms. 

The firms did not qualify for FOB was taken as NFOB. 

II.3.3. Specification of Value Models: 

II.3.3.1. Model-1  

 The hypothesis-1 is tested by this model as under: 

FVit = α0 + (β+ γFOB) OCit + µKit + Еit   ------- (1) 

Where  

FVit
 = Firm’ Value  

OCit = Ownership Concentration 

Kit = Firm’s set characteristics such as (Size, Debt ratio, Cash flow, Average Receivables and 

Age)  

FOB8 = Dummy variable equal to 1 for Family firms and 0 for non-family firms.  

Еit = Error term   

FVit is the market value of firm. The Herfindahl9 index is used as the proxy for 

ownership concentration (OCit). Kit represents set control variables10 that are size, debt ratio, 

cash flow, average receivables and age of firms. The impact of OCit on family firm (FOB=1) 

is measure by β^
 + γ^

 and on non-family (FOB=0) is β^. According to hypothsis-1, it is 

expected β^
 + γ^

 > β^
. 

II.3.3.2. Model-2  

The hypothesis-2 is tested by the following model: 

FVit = α + (β+ γFOB+ δBH) OCit + µ Kit + Еit------- (2) 

Where  

FVit
 = Firm’ Value  

OCit = Ownership Concentration 

                                                           
8 FOB is defined on both criterion i.e. (25% & 50%). Details can be seen in appendix II.1.  
9 The Herfindahl index is used as the proxy for ownership concentration (Demsetz and Lehn, 1985; Hartzell and 
Starks, 2003; Kraft and Niederpru¨m, 1999; Lakhal, 2005; Makhija and Patton, 2004). Detail can be seen in 
Appendix II.1. 
10 Prior research on the ownership–performance relation uses similar control variables (see, e.g., Anderson 
and Reeb, 2003a; Villalonga and Amit, 2006; Maury, 2006; Mura, 2007). 
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Kit = Firm’s set characteristics such as (Size, Debt ratio, Cash flow, Average Receivables and 

Age)  

FOB = Dummy variable equal to 1 for Family firms and 0 for non-family firms.  

BH = Dummy variable equal to 1 for presence of insider blockholder and zero otherwise 

Еit = Error term   

FVit is the market value of firm. The Herfindahl index is used as the proxy for 

ownership concentration (OCit). Kit represents set control variables that are size, debt, cash 

flow, Average Receivables and age of firms. The impact of OCit on value in family firm in 

presence of blockholder11 is   β^+ γ^+ δ^
 and in non-family β^+ δ^

.  According to hypothsis-2, 

it is expected β^+ γ^+ δ^ > β^+ δ^ 

II.3.3.3. Model-3 

The hypothesis-3 is tested by the following model: 

FVit = α+ (β + Φ1 FGFOB + Φ2 SGFOB) OCit + µ Kit + Еit ------ (3) 

Where  

FVit
 = Firm’ Value  

OCit = Ownership Concentration 

Kit = Firm’s set characteristics such as (Size, Debt ratio, Cash flow, Average Receivables and 

Age)  

FGFOB = Dummy variable equal to 1 for first generation family firms and 0 otherwise 

SGFOB = Dummy variable equal to 1 for succeeding generation family firms and 0 

otherwise 

Еit = Error term  

The impact of ownership concentration for the first generation12 of family firms on 

value is computed by Φ^
1 as (SGFOB= 0) and for succeeding generation as (FGFOB =0) is 

Φ^
2 According to the hypothesis-3, it is expected β^

 + Φ
^
1 > β^

 + Φ^
2. 

                                                           
11 The idea behind 10 percent of the shares is that the passage of special resolution under the Pakistan 

Companies ordinance of 1984. Only 10 percent shareholders other than control family have the ability to block 

the members’ special resolutions that are necessary to make significant changes.  

12 Based on past literature of family business (Fernandez and Nieto, 2005; Menéndez-Requejo, 2006; D. I. R. 

Puerto, Julio P. García and  D. Chabela de la T. O, 2010 ), It is considered  that the founder influence is still 

present in family firms that are less than 30 years old . Family firms with more than 30 years of existence are 

considered to have experienced the transition to the next generation and to be in the hands of second or later 
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II.3.3.4. Model-4 

The hypothesis-4 is tested by the following model: 

FVit = αo + [β+ Φ3FCEOFOB+ Φ4 NFCEOFOB)] OCit + µ Kit + Еit --- (4) 

Where  

FVit
 = Firm’ Value  

OCit = Ownership Concentration 

Kit = Firm’s set characteristics such as (Size, Debt ratio, Cash flow, Average Receivables 

and Age)  

FCEOFOB= Dummy variable equal to 1 for family member serves as CEO in family firms 

and 0 otherwise 

NFCEOFOB= Dummy variable equal to 1 for family member serves as CEO in family firms 

and 0 otherwise 

Еit = Error term   

The impact of ownership concentration (OC) on firm’s value where family member 

serves as CEO is captured by Φ^
3 and is Φ4

^ where family member not serve as CEO.   

It is expected γ^
 + Φ^

2 > γ^
 + Φ^

4
 

II.3.3.5. Model-5 

  The hypothsis-5 is tested by the following model as under: 

We need to estimate the level of ownership concentration (OCit) at which FOBs 

perform higher than NFOBs.  We suppose this non-linearity ownership-performance relation 

exist even 100% ownership concentration. We convert the model 1 into quadric form by 

taking square it ownership concentration (OCit) coefficient.  For family NFOBs, the model 

takes the shape as below: 

 

FV it NFOB
 = βOCit + β1OC2

it + µ Kit + Еit ------- (a)   

(Because FOB=0 for non-family firms) 

FVit FOB
 = α0 + (β + γFOB) OCit + (β1 + γ1FOB) OC2

it + µ Kit + Еit ------- (b) 

(Because FOB=1 for family firms) 

                                                                                                                                                                                    
generations. Therefore, 30 years age is cut off point used for distinguishing first generation to succeeding 

generations. 
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As FOBs outperform the NFOBs at every level of ownership concentration, therefore 

FVit FOB   > FV it NFOB ----------------- (c) 

However, there is a level of ownership concentration (OCit) at which the values of FOBs and 

NFOBs are equal. 

  FVit
FOB   = FV itNFOB ------------------- (d) 

Put values from Eq (b) and Eq (c) to Eq (d) 

(β + γFOB) OCit + (β1 + γ1FOB) OC2
it + µ Kit + Еit = βOCit + β1OC2

it + µ Kit + Еit----- (e) 

 

After solving the Eq (e) for the level of ownership concentration (OCit), we obtain the 

following expression: 

OCit
 Value of FOB = Value of NFOB = ---------------- (f) 

In this way we are able to estimate the level of OCit at which FOBs outperform their NFOBs 

and empirically test our hypothesis 5.   

   In short, we need to fulfill two conditions for the support of hypothesis 5 i.e.   

Β^ + γ^> β^
 and OCit

 Value of FOB = Value of NFOB =  close to 1 (100% level of ownership 

concentration). Additionally, we drive the inflection point (optimal level of ownership 

concentration) at which market value of a business is maximized. This inflection point (IP) is 

a breakpoint at which the direction of value turns from positive to negative. Consequently, 

we obtain the inflection point (IP) at which ownership concentration change the direction 

from positive to negative for family business is: 

-------------- (g) 

And for non-family business    ------------------ ((h) 

Solving the equation (e) for family and non-family firms  

FVit = α0 + (β + γFOB) OCit + (β1 + γ1FOB) OC2
it + µ Kit + Еit ------- (5) 

Where  

FVit
 = Firm’s value 

OCit = Ownership Concentration 

FOB = Dummy variable equal to 1 for FOB and 0 for NFOB 
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Kit = Firm’s set characteristics such as (Size, Debt, Cash flow, Sales Growth, Receivables 

and Age)  

Еit = Error term  

In order to test the non-linearity between ownership concentrations and firm’s value, 

the coefficients of equation (5) are compared. For nonlinearity, it is expected (βˆ + γˆ) > 0 and 

(βˆ
1 + γˆ

1) < 0. Two conditions need to be fulfilled for confirmation of hypothesis-5.  First of 

all, we need to compare the estimated coefficients for family firms. It is expected that β^ + 

γ^> β^ which indicate positive impact of OC on firm value and secondly, it is expected β^
1 <0 

and β^
1 + γ^

1< 0 that capture the non-linear relation.  

II.3.4. Estimation Method: 

The panel data methodology was applied to estimate the models of study. The Panel 

data methodology helped to handle two important problems i.e. heterogeneity and 

endogeneity.  First, the heterogeneity issue was controlled by   panel data methodology, 

unlike cross-sectional data analysis. In family business analysis heterogeneity remained 

always a critical issue due to its particular characteristics as planted by the vision of owners 

(Lee, 2004; McVey & Draho, 2005). Heterogeneity in terms of corporate culture and 

business ethics must be managed in case of value models which can influence the both types 

dependent as well as independent variables ( Chi, 2005). The individual heterogeneity was 

controlled by taking first difference of variables in panel data methodology.  As a 

consequence, the error term in the model was divided into two different components. They 

were firm specific effect and time specific effect. Firm specific effect was controlled by lag 

period while time specific effect was handled with dummy variable. 

The second serious issue with our estimation method was the endogeneity problem. 

The main explanatory variable i.e. ownership concentration   may capture the potential 

endogeneity in ownership-performance relationship. In the presence of endogeneity in 

ownership structure, the ownership concentration might have no significant impact on firm 

value (Colesa et al., 2012; Demsetz & Villalonga, 2001). Furthermore, Anderson and Reeb 

(2003) showed unclear results regarding impact of ownership on performance. Therefore, 

endogeneity can be a problem in the models of current study. In order to control this 

problem, the generalized method of moments (GMM) was used by taking the lags of 

explanatory variables as instruments.  GMM was used under assumption of random effect 
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model. GMM was used under assumption of random effect model. The GMM random effect 

model was used due to small number of parameters and also for efficient estimation 

procedure.  

Finally, the potential misspecification of the models was checked by two ways called 

Hansen J-statistic and m2 statistic. Hansen J-statistic was used to test the existing correlation 

between explanatory variables on the one hand and correlation in error terms on the other. 

Arellano and Bond (1991) developed m2 statistic which was used to test the second order 

serial correlation that might exist in residual value of first difference. There was no problem 

regarding second order serial correlation in the model as shown in the tables (II.6-9). Lastly, 

the Tables showed good results of Wald tests (w1 and w2). Tests, w1 provided the joint 

significance of coefficients and w2 checked the joint significance of the time dummy 

variables.  
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II.3.5. Sample Distribution in FOBs and NFOBs: 

Table-II.1 

Sample Distribution of Family Owned Business (FOB) and Non-family Owned Business 

(NFOB)  

The table II.1 shows the observations, number and percentage of FOBs and NFOBs 

that are used in the study sample. The full sample comprises 280 firms from non-financial 

sector of Pakistan and 3360 observations for the period spanning from 2002 to 2013. The 

family firms sample includes all FOBs according to the family firm definition. All the firms 

which are not fulfilling the definition criterion adopted in this study are included into 

NFOBs.   

Panel A: 25% threshold point definition 

Sector FOBs %age NFOBs %age Total %age Obsv 

Construction & Material  20 76.92 6 23.08 26 9.29 312 

Chemical, Chemical 

products and 

Pharmaceuticals  

26 60.46 17 39.54 43 15.35 516 

Textile 96 88.89 12 11.11 108 38.57 1296 

Food Producer 39 86.66 6 13.34 45 16.07 540 

Technology 19 57.57 14 42.43 33 11.79 396 

Others 19 76.00 6 24.00 25 8.93 300 

 219 78.22 61 21.78 280 100 3360 

 

Panel B: 50% threshold point definition 

Sector FOBs %age NFOBs %age Total %age Obsv 

Construction & Material  13 50.00 13 50.00 26 9.29 312 

Chemical, Chemical 

products and 

Pharmaceuticals  

23 52.95 20 46.51 43 15.35 516 

Textile 73 67.59 35 32.41 108 38.57 1296 

Food Producer 28 62.22 17 37.78 45 16.07 540 

Technology 17 51.52 16 48.48 33 11.79 396 

Others 13 52.00 12 48.00 25 8.93 300 

Total 167 59.64 113 40.36 280 100 3360 

 

When the sample is distributed on cutoff point 25%, about 78% companies fall in the 

category of family owned business (FOB) and 22% non-family owned business (NFOB). 

This proposition seems to be in line with evidence provided in previous literature of FOBs. 

When the more restrictive definition of family owned business is used i.e. 50% cut off point, 

the proposition of family firms seem to be low as mentioned in the previous family business 
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literature. As we move from 25% to 50% cut off point the proportion of FOBs in the selected 

sample decreases about 18%.  We use both cut off points covering all aspects of the analysis.   

Table II.1 portrays the distribution of whole sample among different subsamples 

according to their sectors. Panel A and B are framed to identify family and non-family 

companies on the base of 25% and 50% cut off points respectively. Using two cut off points 

allow us to analyze the companies on more restricted definition for family business. Panel A 

comprises 280 companies, 3360 observations on which 219 are categorized FOBs and 61 

NFOBs.      

     Figure-II.11 

 

 

Figure-II.12 

Combined Operation of FOBs and NFOBs at 25% threshold 
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Similarly the Panel B consists of 167 FOBs and 113 NFOBs. About 20% declines in 

family companies are noticed when restrictive criteria are used for classification. The highest 

decline about 27% in construction and material sector whereas lowest decline about 6% in 

technology sector in family companies are observed. Also significant decline 25% in textile 

sector is observed as the strict criterion is applied.    

Figure-II.13 

 

Figures (II.10-II.13) depict %age of family and non-family businesses in cutoff points 

25% and 50%. The figures also show the further subsamples of each organizational type. 

Similarly, Charts (II.1-II.2) provides comparison of each category and their subsamples.  

Figure-II.14 

Combined Operation of FOB and NFOB at 50% threshold 

 

Chart-II.1 
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Overall Family and Non-Family Firms at 25% threshold 

 

 

 

 

 

 

 

 

Chart-II.2 
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Overall Family and Non-Family Firms at 50% threshold 
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II.4.0. Empirical Results: 

The empirical results are presented in this section of study in the following ways. 

First, the detail of summary statistics of the variables used in the sample of study is given. 

Second, Descriptive analyses regarding preliminary tests (univariate tests) of performance 

variables and others firm’s characteristics along with subsamples of performance difference 

variables of the study are portrayed. Third, the main results (GMM regression analyses) are 

also presented.  

II.4.1. Summary Statistics: 

The Table-II.2 shows summary statistics of the full sample used in the study. It contains 

means, medians, standard deviations, minimums and maximums of the variables applied in the 

analyses. The panel (B) of this table provides the correlation matrix of the variables these variables.  

The full sample contains 3360 observations of 280 companies from non-financial sector listed at 

Karachi Stock Exchange (KSE) Pakistan. The FVit and IAFVit are termed as firm’s value and industry 

adjusted firm’s value respectively. The ownership concentration (OCit) is the percentage of top five 

largest shareholders of the companies. SIZEit is the natural log of total assets, DEBTit denotes debt to 

total asset ratio, and CFit is the cashflow of corresponding year. Similarly AGEit is the natural log of 

firm age since incorporated. Details of variables are given in Appendix-II.1.   

 

Table-II.2 

    Summary Statistics for the full sample and Correlation Matrix 

 

Panel (A): Summary Statistics for the full sample 

Variables Mean Median Standard deviation Minimum Maximum 

FVit 1.865 1.635 1.872 1.120 9.760 

IAFVit 1.235 1.140 0.624 1.009 8.060 

OCit 26.45 24.420 0.209 0.050 98.00 

SIZE it  9.159 7.927 10.120 1.325 12.478 

DEBT it 0.743 0.708 0.361 0.110 0.990 

CFit 0.160 0.153 0.191 -1.213 0.445 

AR it 1.468 1.288 0.774 0973 3.680 

AGEit 3.410 3.121 3.510 2.639 4.189 

 

Panel (B): Summary Correlation Matrix 

 FVit IAFVit OCit SIZE it DEBT it CFit SALES it AGE it 

FVit 1.000        

IAFVit 0.987 1.000       

OCit -0.032 -0.001 1.000      

SIZE it  -0.043 -0.018 -0.12 1.000     

DEBT it -0.386 -0.361 0.101 0.067 1.000    

CFit 0.278 0.221 0.009 0.076 -0.216 1.000   

AR it 0.843 0.768 0.018 0.553 0.034 0.845 1.000  

AGE it -0.271 -0.189 0.045 0.278 0.080 -0.009 -0.002 1.000 
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The summary statistics of the variables that are used in this chapter of study is 

presented panel (A) of the Table-II.2. The correlation matrix of all variables is exhibited in 

panel (B) of the table. Panel (A) describes the sample in the following ways. First, the 

average firm’s value (1.865) indicates good performance of business organizations which are 

serving in the country. It is declined when industry adjusted firm’s value is used as a 

performance measure of organizations. Second, the mean value of ownership concentration 

(OC) in full sample of study provides insight of the nature of prevailing business 

organizations of the country. The mean value (26.45%) shows a high proportion of family 

owned organizations are doing their businesses in the country. Third, the summary statistic 

regarding size shows handsome volume of business organizations that are serving in the 

country. Forth, the mean value of debt (74.30%) exhibits the study sample have highly 

levered firms. Fifth, the mean value of average cash flows provides a sign of good business 

operation in the country. Sixth, the average receivables (1.468) shows credit nature of 

business organizations. Seventh, the average age of the firms in the sample of study is about 

3013 years which is cut off point from first generation to succeeding generation.  

Panel (B) presents the correlation matrix of the variables used in the full sample of 

study. Two main observations are highlighted which are the followings. First, there is high 

positive correlation in between both performance variables. Second, there is negative 

correlation between ownership concentration and performance variables.   

II.4.2 Descriptive Analysis: 

As indicated in the Table-II.3, the category falls in family owned businesses (FOBs) 

significantly outperform the rest of the companies. Moreover, this better performance of 

FOBs with respect to NFOBs is more prominent in case of the Industry Adjusted Firm’s 

Value (IAFVit). Further, these findings support the argument of using industry effect in the 

estimation procedure of the empirical models.  

 

 

 

                                                           
13 Previous studies used the same criteria (30 years) to differentiate first generation to 

succeeding generation (Fernández and Nieto, 2005; Menéndez-Requejo, 2006). 
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Table-II.3 

Descriptive analysis of performance variables 

This table-II.3 shows the preliminary analysis of means tests between family owned 

businesses (FOBs) and non-family owned businesses (NFOB) with respect to their performances. The 

sample contains 3360 observations of 280 companies of non-financial sector listed at Karachi Stock 

Exchange (KSE) Pakistan. The FVit and IAFVit are termed as firm’s value and industry adjusted firm’s 

value respectively. The FOBs and NFOBs are classified according the definition given in Appendix-

II.1. The Herfindahl index is used as the proxy for ownership concentration (OCit). The t-statistic tests 

are applied to measure the means difference under the null hypothesis. H0: Mean FOB –Mean NFOB 

= 0. The ***, **, and * indicate significance at the 10%, 5% and 1% level respectively. 

 

  All Companies FOB NFOB t-statistic 

Difference of means tests 

 using the 25% cutoff points 

No of Observations 3360 2628 732  

FVit 1.865 1.878 1.279 2.04** 

IAFVit 1.235 1.254 1.259 2.28** 

Difference of means tests 

 using the 50% cutoff points 

No of Observations 3360 2004 1356  

FVit 1.865 1.901 1.254 3.52* 

IAFVit 1.235 1.284 1.229 4.67* 

 

Table-II.4 shows the result of several univariate analyses other than the performance 

variables. Two cut off points (25% & 50%) in accordance with the definition of family 

owned business (FOB) and non-family owned business (NFOB) are used. The results 

regarding means tests of different levels of ownership concentration remain unchanged. 

There are some findings in these results. First, there is higher level of ownership 

concentration in family owned business (FOB) as expected. Second, overall family firms 

have smaller size as compared to non-family ones. It means family firms operate their assets 

efficiently and effectively. Third, the levels of debt in family firms are more than non-family 

ones. Fourth, there is slightly large cashflow in FOBs as compared to NFOBs but the results 

are not statistically significant. Fifth, there is no significant difference of account receivables 

in term of age of family owned business (FOB) and non-family owned business (NFOB). 

Sixth, there is no significant difference in family firms and non-family firms. 

The Table-II.5 provides the descriptive analyses of subsamples of family owned 

businesses (FOBs). All results seem to be consistent with proposed hypotheses. But the result 

shows in Table II.5 are not so much important as other factors might affect the performance 

variables.  
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Table-II.4 

Descriptive analysis of firm’s other characteristics  
This table-II-4 shows the preliminary analysis of means tests between family owned 

businesses (FOBs) and non-family owned businesses (NFOB) in their ownership and financial 

characteristics. The sample contains 3360 observations of 280 companies from non-financial sector 

listed at Karachi Stock Exchange (KSE) Pakistan. The Herfindahl index is used as the proxy for 

ownership concentration (OCit).  SIZEit is the natural log of total assets, DEBTit denotes debt to total 

asset ratio, and CFit is the cashflow of corresponding year. Similarly AGEit is the natural log of firm 

age since incorporated. Details are given in Appendix-II.1. The t-statistic tests are applied to 

measure the means difference under the null hypothesis. H0: Mean FOB –Mean NFOB = 0. The ***, 

**, and *indicate significance at the 10%, 5% and 1% level respectively. 

   
  All Companies FOB NFOB t-statistic 

D
ifferen

ce 
o
f 

m
ea

n
s tests 

 u
sin

g
 

th
e 

2
5
%

 

cu
to

ff p
o
in

ts 

No of Observations 3360 2628 732  

OCit  26.450 28.200 20.160 14.67* 

SIZEit 9.159 8.689 10.846 -9.45* 

DEBTit  0.743 0.768 0.653 3.94* 

CFit 0.160 0.161 0.156 -1.51*** 

AR it 1.468 1.498 1.360 -0.08 

AGEit 3.400 3.440 4.480 0.385 
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No of Observations 3360 2004 1356  

OCit 26.450 33.385 16.201 24.67* 

SIZEit 9.159 8.512 10.115 -9.45* 

DEBTit  0.743 0.793 0.669 3.24* 

CFit 0.160 0.163 0.155 -1.51*** 

ARit 1.468 1.504 1.415 -0.09 

AGEit 3.400 3.390 3.410 0.388 

 

Table-II.5 

Descriptive analysis subsamples of FOBs 
The table-II.5 consists on the subsamples of performance variables for FOBs and NFOBs 

companies. The sample contains 3360 observations of 280 companies of non-financial sector listed at 

Karachi Stock Exchange (KSE) Pakistan for which data available for consecutive twelve years from 

2002 to 2013.  Two threshold criterions (25% and 50%) for differentiation of FOB and NFOB are 

used in the classification procedure. All the variables that are applied to classify subsample of FOB 

as defined in Appendix II.1 and FVit and IAFVit indicate firm’s value and industry adjusted firm’s 

value respectively. FOBs further are classified into two subsamples i.e. FOBs where family member 

works as CEO or no family member as CEO. Similarly first generation FOBs and succeeding 

generation FOBs are used as subsample of FOBs. 30 year age cut off point is used to distinguish first 

generation from succeeding generation. 
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FOB/ 

NFOB 

 Family 

Firms  

Family 

member 

CEO 

No-Family 

member CEO 

First Generation 

Family firm 

Succeeding 

Generation Family 

firm  

2
5

%
 

cu
to

ff 

p
o

in
ts 

No. of 

Obs. 

2628 2220 408 648 1980 

FVit 0.878 0.881 0.862 0.891 0.874 

IAFVit 0.254 0.259 0.227 0.267 0.249 

5
0

%
 

cu
to

ff 

p
o

in
ts 

No. of 

Obs. 

2004 1704 300 600 1404 

FVit 0.910 0.914 0.887 0.948 0.894 

IAFVit 0.284 0.289 0.256 0.367 0.197 

 

II.4.3.0. Results of Generalized method of moments (GMM): 

  This segment of study shows the results from the empirical models using 

25% threshold of ownership concentration to categorize the companies in term of family 

owned business (FOB) and non-family owned business (NFOB). The GMM regression 

results obtained using 50% cut off point can be seen in the Table-II.12. 

II.4.3.1. Performance comparison of FOBs and NFOBs:  

Table-II.6 
Ownership Concentration and firm value (25% cutoff Point) 

Generalized method of moments (GMM) is used to test the hypothesis-1. The model equation 

is FVit = α0 + (β+ γFOB) OCit + µKit + Еit   in which FOB equal 1 for family firms and zero 

otherwise. FVit market value of the company .OCit denotes for ownership concentration; SIZEit, 

DEBTit are the size and debt ratio of company. CFit stands for cashflow; ARit is the average account 

receivable of the company and AGEit is the age of firm. All the above mentioned variables are defined 

in Appendix-II.1. The results are based on the 25% cut off point of FOBs. The procedure followed to 

classify FOBs from NFOBs is explained in section II.3.2. The sample consists of 3360 observations, 

280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the period 

ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% 

respectively. t1 indicates the t-statistic for the linear restriction under the null hypothesis H0 : β + γ  

=0 . w1 shows the Wald Test-1 for the joint significance of the estimated coefficients under null 

hypothesis H0 (asymptotically distributed) and the value under parenthesis denotes the degree of 

freedom. w2 is the Wald Test-2 for the joint significance of the times dummies under null hypothesis 

H0 (asymptotically distributed) and the value under parenthesis shows the degree of freedom. c1 is the 

serial correlation Test-1 of order 1 using residual in first difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. c2 is the serial correlation Test-2 of 

order II using residual in second difference under assumption of null hypothesis (no serial 

correlation) asymptotically distributed. h indicates the Hansen test of over identifying restriction 

under assumption of null hypothesis as no correlation between instruments and error term and the 

value in parenthesis is the degree of freedom. 
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Variables Coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

Constant α0 0.99 0.29 

OCit Β 0.59* 0.14 

FOBOCit γ 1.12** 0.21 

SIZEit µ1 0.06 0.04 

DEBTit µ2 -1.66* 0.12 

CFit µ3 1.51* 0.13 

ARit µ4 -1.06* 0.09 

AGEit µ5 0.07* 0.01 

T-statistics t1 9.43  

Wald Test-1 w1 44.67 (7)  

Wald Test-2 w2 77.01 (5)  

Correlation Test-1 c1 -0.79  

Correlation Test-2 c2 -0.31  

Hansen h 213.78 (129)  

 

The results drawn by estimating the model (1) as shown in Table-II.6 indicate the 

positive impact of ownership concentration on firm’s value. This impact for FOBs (β^ + γ^ = 

0.59 +1.12= 1.71) and for NFOBs is (β^ =0.59) is statistically significant as indicated by 

value t = 9.43. It means the stronger positive impact of ownership concentration on value in 

family companies than in non-family ones. Our findings are consistent with first hypothesis 

i.e. the ownership Concentration of FOBs impact has higher on Firm’s Value than NFOBs. It 

is also corroborated with the argument that FOBs effectively monitor the operational and 

managerial activities. Consequently, FOBs might be able to resolve the agency conflict 

between owner-managers relationship. The result is in line with the studies such like (Tomás 

I. E. et al., 2012 and Anderson & Reeb, 2003). Furthermore, the superior performance of 

FOBs remains unchanged even after controlling endogeneity of ownership concentration and 

its interaction with dummy variables.  

 II.4.3.2. Performance comparison of FOBs and NFOBs after controlling blockholders 

effect: 

 In the findings of hypothesis (H1) as concluded that the ownership concentration has 

a stronger positive impact on firm’s value in family firms than non-family firms.  But in the 

hypothesis (H2) our concern is whether blockholder’s effect plays some role in creating value 

in both organizational types or not. The values shown in the Table-II.7 indicate that the 

impact of ownership concentration on value still stronger in family business than non-family 

ones. The impact of blockholder is non-significant. The impact value for family owned firms 

is β^ + γ^ + δ^ = 0.89 + 1.42 = 2.31 still more than the impact of non-family i.e. β^ = 0.89. It 
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means general blockholders cannot play any role for both organizational types. The findings 

endorse the second hypothesis that the impact of ownership concentration on value is 

stronger even after controlling the blockholder effect. The result is corroborated with the 

study Bang D.N and Kasper M.N (2013). 

 

 

 

 

 

 

 

 

 

Table-II.7 

Ownership concentration and firm value under blockholder effect (25% cutoff Point) 

Generalized method of moments (GMM) is used to test the hypothesis-2. The model equation 

is FVit = α + (β+ γFOB+ δBH) OCit + µ Kit + Еit   in which FOB equal 1 for family firms and zero 

otherwise. BH dummy variable equal to 1 for presence of insider blockholder and zero otherwise. FVit 

is the market value of the companies.  OCit denotes for ownership concentration, SIZEit, DEBTit are 

the size and debt ratio of company. CFit stands for cashflow; ARit is the average account receivable 

of the company and AGEit is the age of firm. All the above mentioned variables are defined in 

Appendix-II.1. The results are based on the 25% cut off point of family owned business. The sample 

consists of 3360 observations, 280 non-financial companies listed on Karachi Stock Exchange (KSE) 

Pakistan for the period ranging from 2002 to 2013. t1 indicates the t-statistic for the linear restriction 

under the null hypothesis H0 : β + γ + δ  =0 . t2 indicates the t-statistic for the linear restriction under 

the null hypothesis H0 : β +  δ  =0 . w1 shows the Wald Test-1 for the joint significance of the 

estimated coefficients under null hypothesis H0 (asymptotically distributed) and the value under 

parenthesis denotes the degree of freedom. w2 is the Wald Test-2 for the joint significance of the times 

dummies under null hypothesis H0 (asymptotically distributed) and the value under parenthesis shows 

the degree of freedom. c1 is the serial correlation Test-1 of order 1 using residual in first difference 

under assumption of null hypothesis (no serial correlation) asymptotically distributed. c2 is the serial 

correlation Test-2 of order II using residual in second difference under assumption of null hypothesis 

(no serial correlation) asymptotically distributed. h indicates the Hansen test of over identifying 

restriction under assumption of null hypothesis as no correlation between instruments and error term, 

and the value in parenthesis is the degree of freedom. The ***, ** and * denote significance level at 

10%, 5% and 1% respectively. 
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Variables Coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.39 0.25 

OCit Β 0.89* 0.44 

FOBOCit γ 1.42** 0.21 

BHOCit δ  -0.22 0.30 

SIZEit µ1 0.04*** 0.04 

DEBTit µ2 -1.76* 0.12 

CFit µ3 1.71* 0.11 

ARit µ4 -1.09 0.08 

AGEit µ5 0.09* 0.01 

T-statistics t 1 1.44  

T-statistics t 2 1.98  

Wald Test-1 w1 84.67 (8)  

Wald Test-2 w2 61.01 (5)  

Correlation Test-1 c1 -0.89  

Correlation Test-2 c2 -0.27  

Hansen h 233.75 (147)  

 

II.4.3.3. Performance comparison of first Generation FOBs with Succeeding Generation 

FOBs:  

The Table-II.8 presents the empirical results of hypothesis-3, testing the performance 

difference of first generation family firms with succeeding generation. As it is indicated in 

aforesaid table, the impact of first generation family owned business (FOB) on value is ( β^ + 

Φ1^ = 0.69 + 1.82= 2.51) statistical significant and coefficient is more than the impact of 

succeeding generation (β^ + Φ1^  = 0.69 +0.81= 1.50). These results support our hypothesis-

3 that the young generation family owned business outperforms the succeeding generation 

family owned business. 

Table-II.8 
Ownership concentration and firm value under Generation effect (25% cutoff Point) 

Generalized method of moments (GMM) is used to test the hypothesis-3. The model equation 

is FVit = α+ (β + Φ1 FGFOB + Φ2 SGFOB) OCit + µ Kit + Еit in which FOB equal 1 for family owned 

companies and zero otherwise. FGFOB dummy variable equal to 1 for first generation family firm 

and zero otherwise. FVit is market value of the company; OCit denotes for ownership concentration, 

SIZEit, DEBTit are the size and debt ratio of company. CFit stands for cashflow; ARit is the average 

account receivable of the company and AGEit is the age of firm. All the above mentioned variables 

are defined in Appendix-II.1. The results are based on the 25% cut off point of family owned 

business. The sample consists of 3360 observations, 280 non-financial companies listed on Karachi 

Stock Exchange (KSE) Pakistan for the period ranging from 2002 to 2013. T-statistic (t4) for the 

linear restriction under the null hypothesis H0: β + Φ1 =0. T-statistic (t5) for the linear restriction under 

the null hypothesis H0: β + Φ2 =0. w1 shows the Wald Test-1 for the joint significance of the 

estimated coefficients under null hypothesis H0 (asymptotically distributed) and the value under 
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parenthesis denotes the degree of freedom. w2 is the Wald Test-2 for the joint significance of the 

times dummies under null hypothesis H0 (asymptotically distributed) and the value under parenthesis 

shows the degree of freedom. c1 is the serial correlation Test-1 of order 1 using residual in first 

difference under assumption of null hypothesis (no serial correlation) asymptotically distributed. c2 is 

the serial correlation Test-2 of order 1 using residual in second difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. h indicates the Hansen test of over 

identifying restriction under assumption of null hypothesis as no correlation between instruments and 

error term and the value in parenthesis is the degree of freedom. The ***, ** and * denote 

significance level at 10%, 5% and 1% respectively. 

Variables Abbreviation Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 -0.15 0.26 

FOBOCit β 0.69*** 0.40 

FGFOBOCit Φ1 1.82** 0.28 

SGFOBOCit Φ2 0.81** 0.18 

SIZEit µ1 0.06*** 0.02 

DEBTit µ2 -1.72* 0.11 

CFit µ3 1.38* 0.14 

ARit µ4 -1.02* 0.07 

AGEit µ5 -0.07* 0.02 

T-statistics t 4 5.04  

T-statistics t 5 3.74  

Wald Test-1 w1 51.17 (9)  

Wald Test-2 w2 88.11 (5)  

Correlation Test-1 c1 -0.95  

Correlation Test-2 c2 -0.22  

Hansen h 248.35 (159)  

 

 

 
II.4.3.4. Performance comparison of family CEO with Non-family CEO.:  

 

Table-II.9 
Ownership Concentration and firm value family under family CEO (25% cutoff point)  

Generalized method of moments (GMM) is used to test the hypothesis 4. The model equation 

is FVit = α0+ (β + Φ3 FCEOFOB+ Φ4 NFCEOFOB) OCit + µ Kit + Еit in which FOB equal 1 for 

family owned companies and zero otherwise. FCEOFOB dummy variable equal to 1 for family firm 

where family member serves as CEO and zero otherwise. NFCEOFOB dummy variable equal to 1 for 

family firm where no family member serves as CEO and zero otherwise. FVit is the market value of 

the company; OCit denotes for ownership concentration, SIZEit, DEBTit are the size and debt ratio of 

company. FCit stands for cashflow; ARit is the average account receivable of the company and AGEit 

is the age of firm. All the above mentioned variables are defined in Appendix II.1. The results are 

based on the 25% cut off point of family owned business. The procedure followed to classify family 

owned companies from non-family is explained in section II.3.2.The sample consists of 3360 

observations, 280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the 

period ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% 
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respectively.   T-statistic (t6) for the linear restriction under the null hypothesis H0: β + Φ3 =0. T-

statistic (t7) for the linear restriction under the null hypothesis H0: β + Φ4 =0. W1 shows the Wald 

Test-1 for the joint significance of the estimated coefficients under null hypothesis H0 (asymptotically 

distributed) and the value under parenthesis denotes the degree of freedom. W2 is the Wald Test-2 for 

the joint significance of the times dummies under null hypothesis H0 (asymptotically distributed) and 

the value under parenthesis shows the degree of freedom. c1 is the serial correlation Test-1 of order I 

using residual in first difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. c2 is the serial correlation Test-2 of order II using residual in second 

difference under assumption of null hypothesis (no serial correlation) asymptotically distributed. h 

indicates the Hansen test of over identifying restriction under assumption of null hypothesis as no 

correlation between instruments and error term and the value in parenthesis is the degree of freedom. 

Variables Abbreviation Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

Constant α0 0. 23 0.26 

FOBOCit Β 0.37 0.40 

FCEOFOBOCit Φ3 1.42 0.28 

NFCEOFOBOCit Φ4 2.24** 0.15 

SIZEit µ1 0.02 0.03 

DEBTit µ2 -1.42* 0.12 

CFit µ3 1.19* 0.18 

ARit µ4 -0.94* 0.05 

AGEit µ5 -0.05* 0.02 

T-statistics t6 1.07  

T-statistics t7 2.68  

Wald Test-1 w1 85.37 (9)  

Wald Test-2 w2 78.12 (5)  

Correlation Test-1 c1 -0.89  

Correlation Test-2 c2 -0.31  

Hansen h 219.33 (159)  

 

These findings can be due to excessive level of motivation, effective monitoring and 

valuable managerial skills of first generation family members in comparison with other 

counterparts. These arguments are also in line with previous family literatures as conducted 

by Barontini and Caprio, 2006.  

Table-II.9 provides empirical evidence of model (4) propose that FOBs in which 

family member serve as CEO are expected to show better performance than those firms 

where family member not serve as CEO. The estimated coefficients do not confirm the 

hypothesis-4. The positive impact of ownership concentration on value in those FOBs where 

family member serve as CEO is statistically insignificant. But the positive impact of 

ownership concentration on value in those FOBs where family member not serve as CEO 

(0.37+ 2.24= 2.61) is statistically significant (see t6 and t7). In light of these results, we 

cannot accept our hypothesis-4. Corollary, the professional CEO performs better than the 
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family CEO. Therefore, for wealth maximization we should attract the professional managers 

who with their technical knowledge and skills attain good value. Additionally, it is important 

that the professional outside managers are prepared to serve in FOBs.  

II.4.3.5. Non-linearity in ownership-performance relationship:  

Further, the study reveals non-linear ownership-performance relation of family owned 

business (FOB) and attempt to explore whether the FOBs continue to outperform over 

NFOBs under quadratic specification by means of testing last hypothesis of this chapter. In 

order to obtain a quadratic specification, the model (1) is extended by taking square which 

takes the shape of model (5). In line with previous methodology which are applied by many 

researchers like Miguel, Pindado, and de la Torre (2004) and D Ignacio Requejo Puerto 

(2010), the estimated coefficients of ownership concentration and its square are positive (β^= 

1.59 > 0) and negative (β^
1= -1.29 < 0 ) respectively for non-family firms. It can be easily 

concluded the overall ownership-performance relation is non-linear in non-family owned 

business (NFOB). The value of t-statistic shows the significant relation of ownership 

concentration and firm’s value in NFOBs.  It is important to note that past studies of family 

literature do not explain the possibility of the existence of such relationship in NFOBs.  

Similarly, the estimated coefficients for family firms i.e. (β + γ = 1.59 + 1.52 = 3.11 > 

0) and (β1 + γ1 = -1.29 – 1.42 = -2.71 < 0) are statistical significant exhibit the non-linearity 

in ownership concentration and value in family firms. The empirical results reveal non-

linearity in ownership-performance in both organizational types. The study supports the 

previous literature regarding non-linearity in ownership-performance relation of family firms 

(see Andres, 2008 and D Ignacio Requejo Puerto, 2010). 

 These findings reveal the certain exceeding level of ownership has negative impact 

on value as larger stake of ownership creates opportunity to expropriate the minority 

shareholders. Furthermore, the study discovers ownership and firm’s value relation under 

quadratic specification and finds inflection point (IP) where positive value turns into negative 

for family and non-family companies. We obtain this inflection points (IP) by comparing the 

estimated coefficients for family as well as non-family companies. The inflection point 62% 

and 57% are estimated for non-family and family firms respectively.  The empirical results 

are in line with empirical results of previous authors’ e.g. (Anderson & Reeb, 2003; D I. R. 

Puerto (2010).  Anderson and Reeb (2003) found 30% inflection point for US family owned 
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business. Similarly, D Ignacio Requejo Puerto (2010) concluded 56% inflection point for 

West European corporations. The difference between IPs of US corporate business and 

Pakistani companies is might be due to different corporate culture and regulations setup in 

these countries.  

In order to test the non-linearity regarding ownership-performance in family firms, 

two conditions ( i & ii)  need to be fulfilled. These are: 

β^ + γ^ > 0 & β1
^ + γ1

^ < 0----------- (i) 

Also  

Value of FOB = Value of NFOB = ------- (ii) 

The estimated coefficients indicates the values as β^ + γ^ = 1.59 + 1.52 = 3.11 > 0,  

β1
^ + γ1

^  = -1.29 -1.42 = -2.71 < 0  and the second is OCit
 Value of FOB = Value of NFOB =  = - 

1.52/-1.42 = 1.07 close to 1.  

Therefore, the empirical results suggest support to our last hypothesis-5.  

Consequently, we conclude that the non-linearity exist in ownership concentration and firm’s 

value in both organizational types. These results support the previous family literature like D 

I. R. Puerto (2010). 

With respect of control variables that are included in all models (see Table- II.6-II.9) 

our findings show significant positive relation of cash flow and value (µ3 > 0) while Debt, 

Account Receivables, Age negatively significant to value (µ2< 0 , µ4< 0, µ5< 0 ). Overall size 

shows insignificant relation with value. A positive linkage of cash flow and value can be 

explained in terms of less risk of bankruptcy. This relation supports the pecking order theory. 

The negative impact of debt can be interpreted by again by pecking order theory in Myers 

and Majluf (1984).  

Table-II.10 

Nonlinearity in Ownership Concentration and firm value (25% cutoff point) 
Generalized method of moments (GMM) regression is used to test the hypothesis 5. The 

model equation is FVit = α0 + (β + γFOB) OCit + (β1 + γ1FOB) OC2
it + µ Kit + Еit in which FOB equal 

1 for family owned companies and zero otherwise. FVit is the market value of the company; OCit 

denotes for ownership concentration, SIZEit, DEBTit are the size and debt ratio of company. FCit 

stands for cashflow; ARit is the average account receivable of the company and AGEit is the age of 

firm. All the above mentioned variables are defined in Appendix II.1. The results are based on the 

25% cut off point of family owned business. The sample consists of 3360 observations, 280 non-

financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the period ranging from 

2002 to 2013. t8 indicates the T-statistic for the linear restriction under the null hypothesis H0 : β + γ  
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=0 . t9 indicates the T-statistic for the linear restriction under the null hypothesis H0 : β1 + γ2  =0  W1 

shows the Wald Test-1 for the joint significance of the estimated coefficients under null hypothesis H0 

(asymptotically distributed) and the value under parenthesis denotes the degree of freedom. W2 is the 

Wald Test-2 for the joint significance of the times dummies under null hypothesis H0 (asymptotically 

distributed) and the value under parenthesis shows the degree of freedom. c1 is the serial correlation 

Test-1 of order 1 using residual in first difference under assumption of null hypothesis (no serial 

correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order II  using residual in 

second difference under assumption of null hypothesis (no serial correlation) asymptotically 

distributed. h indicates the Hansen test of over identifying restriction under assumption of null 

hypothesis as no correlation between instruments and error term,  the value in parenthesis is the 

degree of freedom. The ***, ** and * denote significance level at 10%, 5% and 1% respectively 

Variables Abbrev for 

coefficient 

Coefficient 

value 

Standard error 

(hetroskedasticity  

consistent asymptotically) 

Constant α0 -0.09 0.28 

OCit β 1.59* 0.24 

FOBOCit γ 1.52* 0.23 

OC2it β1 -1.29* 0.34 

FOBOC2
it γ 1 -1.42* 0.53 

SIZEit µ1 0.02 0.03 

DEBTit µ2 -1.56* 0.11 

CFit µ3 1.23* 0.14 

ARit µ4 -1.26* 0.08 

AGEit µ5 0.07* 0.01 

T-statistics t8 6.41  

T-statistics t9 -8.46  

Wald Test-1 w1 54.67 (9)  

Wald Test-2 w2 70.11 (5)  

Correlation Test-1 c1 -0.90  

Correlation Test-2 c2 -0.49  

Hansen h 253.88 (159)  

Inflection Point 

(IP) 

IP NFOB = 62%            and                      IP FOB = 57% 

The negative relation of account receivables with value can be explained in term of 

market value and credit policy of corporations. Finally the negative association of age with 

value is in line with the empirical findings of Anderson and Reeb (2003a). This negative 

association of age with value of corporation corroborates generational effect our proposed 

hypothesis-3. Finally the positive impact of firm’s size on value can be explained as the 

notion of economies of scale argument. The insignificance of size as control variables might 

be interpreted due to the fact that the data sample consists of large companies listed on stock 

exchange of Pakistan. 
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II.4.4.0. Robustness Checks: 

This part of study comprises on different tests to check the robustness of the empirical 

results as discussed above. Taking into account the industry effect, industry adjusted firm’s 

value (IAFV) is used as dependent variable on all value models. This application would 

increase the reliability in empirical results. 

Table- II.11 

Ownership Concentration and firm value: IAFVit as dependent variable  

(25% cut off point) 

Generalized method of moments (GMM) regression is used results to test hypotheses 

(1-5). FOB equal 1 for family owned companies and zero otherwise. IAFVit is industry 

adjusted firm value of the company; OCit denotes for ownership concentration, SIZEit, 

DEBTit are the size and debt ratio of company. CFit stands for cashflow; ARit is the average 

account receivable of the company and AGEit is the age of firm. All the above mentioned 

variables are defined in Appendix-II.1. The results are based on the 25% cut off point of 

family owned business. The sample consists of 280 non-financial companies, 3360 

observations listed on Karachi Stock Exchange (KSE) Pakistan for the period ranging from 

2002 to 2013. t1 indicates the T-statistic for the linear restriction under the null hypothesis H0 

: β + γ  =0 . t2 indicates the T-statistic for the linear restriction under the null hypothesis H0 : 

β + γ + δ   =0 . T-statistic (t3) for the linear restriction under the null hypothesis H0: γ + Φ1 

=0. T-statistic (t4) for the linear restriction under the null hypothesis H0: γ + Φ2 =0. t5 

indicates the T-statistic for the linear restriction under the null hypothesis H0 : β + Φ3  =0 . t6 

indicates the T-statistic for the linear restriction under the null hypothesis H0 : β + Φ4  =0 t7 

indicates the T-statistic for the linear restriction under the null hypothesis H0 : β1 + γ1  =0   w1 

shows the Wald Test-1 for the joint significance of the estimated coefficients under null of no 

relation hypothesis H0 (asymptotically distributed) and the value under parenthesis denotes 

the degree of freedom. w2 is the Wald Test-2 for the joint significance of the times dummies 

under null of no relation hypothesis H0 (asymptotically distributed) and the value under 

parenthesis shows the degree of freedom. c1 is the serial correlation Test-1 of order 1 using 

residual in first difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. c2 is the serial correlation Test-2 of order II using residual in 

second difference under assumption of null hypothesis (no serial correlation) asymptotically 

distributed. h indicates the Hansen test of over identifying restriction under assumption of 

null hypothesis as no correlation between instruments and error term and the value in 

parenthesis is the degree of freedom. The ***, ** and * denote significance level at 10%, 5% 

and 1% respectively. 

 

 

 

 

 

Table- II.11 
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Ownership Concentration and firm value: IAFVit as dependent variable (25% 

cut off point) 
Variables Co Model (1) Model (2) Model (3) Model (4) Model (5) 

Variables  CV SE CV SE CV SE CV SE CV SE 

Constant α0 0.19 0.28 0.11 0.23 -0.09 0.24 0.26 0.21 -0.08 0.26 

OCit β 0.80* 0.14 1.25* 0.38 1.91* 0.69 1.61*

* 

0.43 1.59* 0.28 

FOBOCit γ 1.52*

* 

0.30 1.77 0.34     1.77 0.10 

BHOCit δ   -

0.53*

* 

0.32       

FGFOBOCit Φ1     2.01 0.31     

SGFOBOCit Φ2     2.18* 0.18     

FCEOFOBOCit Φ3       1.81 0.28   

NFCEOFOBOCi

t 

Φ4       1.28 0.28   

OCit
2 β1         -1.27* 0.30 

FOBOCit
 2 γ1         -1.64* 0.54 

SIZEit µ1 0.02 0.04 0.05* 0.03 0.08 0.07 0.03*

* 

0.01 0.04*

* 

0.02 

DEBTit µ2 -1.26* 0.12 -1. 

43* 

0.15 -

1.32* 

0.11 -1.38* 0.13 -1.67* 0.12 

CFit µ3 1.71* 0.11 1.49* 0.12 1.70* 0.14 0.96* 0.09 0.77* 0.18 

ARit µ4 -1.09 0.08 -1.02* 0.11 -1.09 0.12 -1.14 0.08 -1.08 0.15 

AGEit µ5 -0.09* 0.01 -0.13* 0.01 -

0.07* 

0.02 -0.08* 0.04 0.06*

* 

0.01 

T-statistics t1 6.44 2.01     -7.09 

T-statistics t2   1.18       

T-statistics t3    1.34     

T-statistics t4     9.43     

T-statistics t5      -1.09   

T-statistics t6       -5.03   

T-statistics t7        -5.03 

Wald Test-1 w1 44.67 (8) 67.74 (8) 63.82 (9) 53.57 (9) 47.89 (9) 

Wald Test-2 w2 61.01 (5) 77.09(5) 118.10(5) 99.01(5) 147.00(5) 

Correl-Test-1 c1 -0.81 -0.85 -0.94 -0.89 -0.82 

Correl-Test-2 c2 -0.27 -0.46 -0.44 -0.51 -0.69 

Hansen h 233.75 (129) 259.90 (147) 281.22 

(159) 

274.09 (159) 269.43 (159) 

IP NFOB, =     63%                                                                IP FOB     = 58% 

Three minor changes are observed when industry adjusted firm’s value is used as 

independent variable. They are the following:  First, δ is the estimated coefficient in term of 

interaction between ownership concentration and general blockholder effect (BHOCit) is now 
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statistically significant at 5% significance level which was insignificant before but negative 

in both cases. Second, the estimated coefficient Φ1 in terms of interaction between ownership 

concentrations and first generation in family owned companies which was statistical 

significant earlier on 5% significance level, now shows insignificance. Third, inflection point 

(IP) in family owned firms increases a bit from 57% to 58% with respect to the earlier 

empirical results. But the value of inflection point (IP) remains same i.e. 62% for non-family 

firms. 

Nonetheless of three minor differences in empirical results, the positive impact of 

ownership concentration on the value of business is found stronger in family owned business 

(FOB) as compared to their counterparts called non-family owned business (NFOB). These 

empirical results support our first hypothesis-1. Moreover, this effect is higher in family 

firms with regards to non-family ones even after controlling the general blockholder effect 

also corroborates our hypothesis-2. The results for hypothesis-3 and hypothesis-4 remain 

unchanged. We find ignorable difference in inflection point i.e. 1% of family owned 

companies when non-linearity in relation between ownership concentration and firm value 

accounted for. This relation reveals same in non-family business i.e. 62%.  These empirical 

results as shown in Table-II.11 are also in line with our last hypothesis-5.   

In short, in the light of these empirical findings, it can be concluded that the main 

results as described in previous part of study remains unchanged and robust when industry 

adjusted  market value is used as a proxy of  dependent variable. Thus, empirical findings are 

highly corroborates to our all hypotheses for the both dependent variables used in this study.    

II.5.0. Conclusions and Discussions: 

In this part of study, the first research question is replied i.e. whether family owned 

business (FOB) performs differently than non-family owned business (NFOB). The study 

finds out the answer of the first research question through scientific investigation after 

analyzing the empirical results.  Furthermore, the study highlights some other issues 

regarding FOBs and NFOBs. Five hypotheses are generated to cover the each issue in this 

regards. These are the following: First, the study tries to investigate the fact whether the 

families owned businesses (FOBs) outperform their non-families counterparts (NFOBs). 

Second, whether blockholders can play any role in both organizational types i.e. FOBs and 

NFOBs. Third, whether the first generation families owned businesses (FGFOBs) perform 
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better than the succeeding generation families owned businesses (SGFOBs). Fourth, whether 

the family chief executive officer (FCEO) performs better than non-family chief executive 

officer ((NFCEO) in FOBs. Last, whether the non-linearity exists in ownership-performance 

relations.  

In order to achieve the aforesaid objectives, the study proceeds in three steps. First, 

the estimated coefficients of our first two models (1 & 2) allow us to shed some light on 

research question (1) i.e. whether ownership concentration do impact  differently on family 

owned business (FOB) and non-family owned business (NFOB). These two models also 

reply to the question raised in first and second hypotheses. Second, in the next two models (3 

& 4) discuss the relation between firm’s characteristics and performance in FOBs. In these 

two models the working of family member as CEO and generation’s influence in term of first 

generation family firms versus succeeding generation family firms are investigated. Third, 

the last model (5) analyzes the ownership-performance non-linear relations by the quadratic 

specification which enables us to find inflection points (IP). 

The empirical results are replied (yes) to the first research question that FOBs do 

perform differently than NFOBs. This difference could easily be concluded from the values 

(amount) of estimated coefficients. The difference between ownership-performance relations 

can be interpreted due to different characteristics associated with both organizational types. It 

is also concluded that ownership concentration has impact stronger in family owned business 

(FOB) than non-family ones (NFOB). In the favor of positive relation between ownership 

concentration and firm’s value, several logical arguments have been provided.  First, the 

family owners likely to take more interest due to their motivation level and incentives; tend 

to increase the horizon of business than non-family ones. The owners of the family firms 

comparatively worry more and endeavor to transfer the assets of corporations to their 

decedents due to family attachment. Family owned business (FOB) along with better 

exposure is likely inducing owners to set the value maximization criteria for investment. 

Therefore, they always attempt to maximize the business’s value which further motivates to 

refraining them from personal motives and nepotism in managerial appointments. Second, 

the owners of FOBs concern more about reputation and goodwill of business than their 

counterpart’s owners which ultimately lead to positive economic consequences for the 

business. Third, there is less agency problem in FOBs that leads to reduce agency cost 
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because of owners themselves manage and control the activities of business. In this way the 

study replies (yes) to the first proposed hypothesis i.e. family owned businesses (FOBs) 

outperform the non-family ones. Also, the study finds superior performance of family firms 

(FOBs) even after controlling the insider blockholder’s effect. But the impact of blockholders 

discover non-significant. It can be concluded that blockholders are not playing any 

significant role in decision making of listed non-financial companies of Pakistan.   

Furthermore, it is concluded that the enthusiasm of first generation in FOBs increase 

the impact and show superior performance with respect to market valuations. But the family 

CEO is not recommended as per estimated coefficients of tested model (4). On the one hand, 

the involvement of family member in the form of founder is preferred. On other hand, the 

study restricts the family to take the highest position ( as a CEO) in business which further 

might a big cause of personal likes and dislikes, favoritism and nepotism. In this way the 

current study replies to these issues highlighted in third and fourth hypotheses.  

  The nonlinear relation between ownership and performance is concluded which 

further reveals family ownership exhibits potential disadvantages in term of value beyond 

certain level of inflection point (IP) of ownership concentration. It is worthwhile to note that 

at inflection point (IP) potential cost of control exceeds the benefits of business organization. 

The study finds inverted U-shaped ownership-value relation both in family owned (FOBs) as 

well as non-family owned businesses (NFOBs). Still family owned companies outperform 

the non-family ones under traditional functional form of business. According to our empirical 

findings, the owners in Pakistan instigate to expropriate at excessive level of ownership 

concentration. In the context of Anglo-Saxon model of ownership structure where corporate 

decisions are taken on majority voting power of board, closely held companies are 

questionable.  

In light of these empirical results, it is concluded that family owned business are in 

excellent position to perform a leading role in Pakistan, especially in the current scenario 

where terrorism is a big threat for capital markets in our country. This leading role is vital 

important at any stage of economic cycle of the country. The government of Pakistan should 

provide opportunities to develop and promote the family business environment as way to 

nurture the economic growth of the country.  
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Furthermore, the empirical findings of this study have some noteworthy implications 

for family owned business. One the one hand, these results reveals that the first generation 

family firms outperform the succeeding generation family firms. Infect, the active 

involvement of founder entails the family culture in business environment and creates an 

opportunity to constitute a way to become the competitive advantage over other counterparts.  

Additionally, active involvement of family members in management would contribute to the 

dissemination of the family culture throughout the industry. In line with this argument, it is 

commonly accepted among the experts of family owned business (FOB) that generational 

changes might foster big problems regarding succession in family directors. It might be the 

reason for succeeding generation family firms (SGFOBs) not to perform well. However, 

those families owned businesses (FOBs) that are able to frame succession plan in advance 

and keep business success over personal desires likely to maximize the business value and 

strengthen the company’s culture. To acquire the rule of value maximization and achieve 

ultimate goal of business, the family directors must avoid conflicts that might stand up during 

the transition from one generation to another. They should set aside and remain unbiased 

during the appointments in family business that might implicate nepotism which defames the 

culture and value of business. 

 On the other hand, the family CEO cannot be recommended. Lacking of 

professionalism from the business organizations might be the one big reason. Also, 

unchallengeable power of family chief executive officer might allow him/her to exploit the 

conditions and remain biased during decision making especially at the time of hiring and 

firing the employees. Furthermore, the study comes out with conclusion that the nonlinearity 

exist in family as well as non-family firms. The aggregate inflection point (IP) is 60% for 

non-family firms while for family firms it is 56%. The ownership concentration over IP 

changes the direction of value creation of both organizational types. Therefore, ownership 

percentage within the limit of inflection points is desirable. It is worthwhile to note that 

NFOBs have more inflection point (IP) i.e. 60% than FOBs (56%). The reason of this 

phenomena can be interpreted as FOBs have some other characteristics like family culture 

and values, along with ownership concentration which bring the inflection point (IF) down.  
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II.5.1. Recommendations: 

1. Based on the empirical results, it is concluded that the performance of FOBs better 

than NFOBs. Thus, FOBs are in excellent position to perform a leading role in 

Pakistan, especially in the current scenario where terrorism seems to be a big threat 

for the capital markets. The study is, therefore, recommended to boost up the chain of 

FOBs for the development of country.  

2. Insider blockholders are not performing any monitoring role in business operation. 

The steps should be taken which motivates them to play significant role in decision 

making. The Security Exchange Commission of Pakistan (SECP) as well as Institute 

of corporate governance of Pakistan is recommended to play their role for making 

rules regarding participation of insider blockholders in decision making.  

3. The better performance of young generation in family firms (FOBs) over succeeding 

generation is evidenced. It is, therefore, proposed to Security Exchange Commission 

of Pakistan (SECP) to take steps as being regularity authority   for boost up culture of 

entrepreneurs in current market. It would strengthen the national economy, increase 

the national gross product (GDP) and reduce the trade deficit as well.  

4.  To acquire the rule of value maximization and achieve ultimate goal of business, the 

family directors must avoid conflicts that might stand up during the transition from 

one generation to another.  

5. It is recommended for family firms (FOBs) to hire professional chief executive offer 

(CEO) for the smooth operation of business which avoid nepotism,  favoritism, 

family conflicts, personal likes and dislikes at the time of critical decision making 

process. 

6. It is advised to the Security Exchange Commission of Pakistan (SECP) as a regularity 

authority to take measure if ownership concentration over inflection point (IP) i.e. 

more than 60% in non-family business  (NFOBs) and 56% in family firms (FOBs) 

that might influence the corporate value of business negatively.  
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II.5.1 Appendix-II.1 

A. Definition of performance variables 

1. Firm Value (FVit): 

FVit = MVEit / Total Assets it 

MVE it donates the market value of equity of the correspondence year t. It is obtained 

by the multiplication of average stock price per correspondence year t with total outstanding 

shares. 

2. Industry Adjusted Firm Value (IAFVit):  

IAFVit = (MVEit –Industry Median it) / Total Assets it 

IAFV it is calculated by subtracting the median of particular industry from the firm value.   

B. Definition of ownership structure variables  

1. Ownership Concentration (OCit) 

The Herfindahl index is used as the proxy for ownership concentration (OCit)  

It is calculated using the formula =  Where n is the top five largest 

shareholders; Si
2 is the square of percentage share owned by each of the top 

five largest shareholders.  

2. Family Owned Business (FOB) Dummy 

The FOB equal to 1 if family directors have ownership or voting rights 25% 

and 50% in the firm. (We use two different family owned/ controlled 

definitions depending on the threshold 25% and 50% used to define family 

business). First, we check the ownership of family directors from given 

pattern of shareholdings in the annual reports of the companies. Second, we 

check the family names for voting rights of family directors. Third, we make 

telephonic calls and emails to company office for the confirmation of kinship 

among board of directors. Otherwise the dummy variable FOB takes the value 

of zero.  

3. Blockholder Effect (BH) Dummy 

The BH equal to 1 any inside director or another family director have 10% or 

more than 10% voting rights, other than the family shareholders already 
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considered in the definition of family business. Otherwise the variable takes 

value of zero.  

4. First Generation (FG) Dummy 

The FG is a dummy variable equal to 1 for FOBs where age of the corporation 

less than 30 year. The previous family literature use this threshold 30 year 

point (Menéndez-Requejo, 2006; Puerto, 2010) 

5. Succeeding Generation (SG) Dummy 

The SG is a dummy variable equal to 1 for FOBs where age of the corporation 

more than 30 years.  

6. Family CEO Dummy 

The FCEO is a dummy variable equal to 1 where one of the family members 

in FOBs serves as chief executive officer (CEO) of the company. 

7. Non family member CEO Dummy 

The NFCEO is a dummy variable equal to 1 where no family member serves 

as chief executive officer (CEO) 

C. Definition of control variables 

1. SIZE    SIZE = Ln (Total Assets) 

2. DEBT   DEBT RATIO = Total Debt/ Total Assets 

3. CASHFLOW  CF = (NI + Depreciation)/ Total Assets 

4. AR   AR = Ln (Average Account Receivable) 

5. AGE    Ln (Age of the firm from when it is incorporated)  

Summary of coefficients of interest in the proposed models 

Models     1  2  3  4  

Non-Family Firms (NFOBs)  β  β  β  β  

Family Firms (FOBs)          β+ γ 

Blockholders Effect for FOB      β+ γ+ δ 

Blockholders Effect for NFOB    β+ δ 

First Generation       β + Φ1    

Succeeding Generation       β + Φ2 

Family Member CEO         β + Φ3 

No Family Member CEO        β + Φ4  
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Table- II.12 

Ownership Concentration and firm value: FVit as dependent variable (50% cut 

off point) 
Generalized method of moments (GMM) regression is used results to test all hypotheses (1-

5). FOB equal 1 for family owned companies and zero otherwise. IAFVit is industry adjusted firm 

value of the company; OCit denotes for ownership concentration, SIZEit, DEBTit are the size and debt 

ratio of company. CFit stands for cashflow; ARit is the average account receivable of the company and 

AGEit is the age of firm. All the above mentioned variables are defined in Appendix-II.1. The results 

are based on the 50% cut off point of family owned business. The sample consists of 280 non-

financial companies, 3360 observations listed on Karachi Stock Exchange (KSE) Pakistan for the 

period ranging from 2002 to 2013. t1 indicates the T-statistic for the linear restriction under the null 

hypothesis H0 : β + γ  =0 . t2 indicates the T-statistic for the linear restriction under the null hypothesis 

H0 : β + γ + δ   =0 . T-statistic (t3) for the linear restriction under the null hypothesis H0: γ + Φ1 =0. T-

statistic (t4) for the linear restriction under the null hypothesis H0: γ + Φ2 =0. t5 indicates the T-statistic 

for the linear restriction under the null hypothesis H0 : β + Φ3  =0 . t6 indicates the T-statistic for the 

linear restriction under the null hypothesis H0 : β + Φ4  =0 t7 indicates the T-statistic for the linear 

restriction under the null hypothesis H0 : β1 + γ1  =0   w1 shows the Wald Test-1 for the joint 

significance of the estimated coefficients under null of no relation hypothesis H0 (asymptotically 

distributed) and the value under parenthesis denotes the degree of freedom. w2 is the Wald Test-2 for 

the joint significance of the times dummies under null of no relation hypothesis H0 (asymptotically 

distributed) and the value under parenthesis shows the degree of freedom. c1 is the serial correlation 

Test-1 of order 1 using residual in first difference under assumption of null hypothesis (no serial 

correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order II using residual in 

second difference under assumption of null hypothesis (no serial correlation) asymptotically 

distributed. h indicates the Hansen test of over identifying restriction under assumption of null 

hypothesis as no correlation between instruments and error term and the value in parenthesis is the 

degree of freedom. The ***, ** and * denote significance level at 10%, 5% and 1% respectively. 
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Table- II.12 

Family control and firm value: FVit as dependent variable 50% cut off point 
 

Variables  Model (1) Model (2) Model (3) Model (4) Model (5) 

Variables  CV SE CV SE CV SE CV SE CV SE 

constant α0 0.08 0.2

6 

0.12 0.2

5 

0.31 0.2

4 

-0.25 0.27 -0.08 0.2

6 

OCit β 0.50* 0.1

4 

0.25

* 

0.3

6 

-

0.91* 

0.2

9 

-0.61** -

0.22 

1.59* 0.2

8 

FOBOCit γ 1.55*

* 

0.2

8 

1.47 0.2

4 

    1.51* 0.4

4 

BHOCit δ   -

0.33 

0.0

8 

      

FGFOBOCit Φ1     2.86*

* 

0.4

3 

    

SGFOBOCit Φ2     2.18* 0.1

8 

    

FCEOFOBOCit Φ3       2.81*** 0.88   

NFCEOFOBO

Cit 

Φ4       1.28** 0.28   

OCit
2 β1         -

1.37* 

0.3

1 

FOBOCit
 2 γ1         -

1.44* 

0.5

2 

SIZEit µ1 0.01 0.0

5 

0.05

* 

0.0

4 

0.08 0.0

7 

0.03** 0.11 0.14*

* 

0.0

3 

DEBTit µ2 -

1.16* 

0.1

1 

-

1.33

* 

0.2

0 

-

1.31* 

0.1

0 

-1.38* 0.12 -

1.27* 

0.1

1 

CFit µ3 1.31* 0.0

8 

1.99

* 

0.1

3 

1.71* 0.1

5 

0.96* 0.09 0.87* 0.1

9 

ARit µ4 -0.99 0.0

7 

-

1.12

* 

0.1

2 

-1.19 0.1

2 

-1.11 0.07 -1.18 0.1

1 

AGEit µ5 -

0.08* 

0.0

2 

-

0.12

* 

0.0

2 

-

0.07* 

0.0

1 

-0.09* 0.05 0.07*

* 

0.0

2 

T-statistics t1 5.44 1.12     -6.98 

T-statistics t2   1.08      

T-statistics t3    2.98     

T-statistics t4     9.93    
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T-statistics t5      -0.91   

T-statistics t6       -5.13   

T-statistics t7        -5.13 

Wald Test-1 w1 45.67 (9) 70.74 (9) 64.81 (8) 55.71 (8) 47.89 (8) 

Wald Test-2 w2 60.01 (5) 77.29(5) 119.11(5) 98.21(5) 151.00(5) 

Corelation Test-

1 

c1 -0.71 -0.84 -0.85 -0.81 -0.83 

Corelation Test-

2 

c2 -0.26 -0.45 -0.46 -0.52 -0.69 

Hansen h 234.25 

(129) 

258.22 

(147) 

282.01 

(159) 

273.17 (159) 268.92(159) 

IP NFOB, =     58%                                                                IP FOB     = 55% 

 

Table-II.13 
Ownership Concentration and firm value: IAFVit as dependent variable 50% 

cut off point 
Generalized method of moments (GMM) regression is used results to test all hypotheses. 

FOB equal 1 for family owned companies and zero otherwise. IAFVit is industry adjusted firm value 

of the company; OCit denotes for ownership concentration, SIZEit, DEBTit are the size and debt ratio 

of company. CFit stands for cashflow; ARit is the average account receivable of the company and 

AGEit is the age of firm. All the above mentioned variables are defined in Appendix-II.1. The results 

are based on the 50% cut off point of family owned business. The procedure followed to classify 

family owned companies from non-family is explained in section II.3.2. The sample consists of 280 

non-financial companies, 3360 observations listed on Karachi Stock Exchange (KSE) Pakistan for the 

period ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% 

respectively. t1 indicates the T-statistic for the linear restriction under the null hypothesis H0 : β + γ  

=0 . t2 indicates the T-statistic for the linear restriction under the null hypothesis H0 : β + γ + δ   =0 .  

t3 indicates the T-statistic for the linear restriction under the null hypothesis H0 : β +  δ   =0 . T-

statistic (t4) for the linear restriction under the null hypothesis H0: γ + Φ1 =0. T-statistic (t5) for the 

linear restriction under the null hypothesis H0: γ + Φ1 =0. t6 indicates the T-statistic for the linear 

restriction under the null hypothesis H0 : β + Φ3  =0 . t7 indicates the T-statistic for the linear 

restriction under the null hypothesis H0 : β + Φ4  =0 t8 indicates the T-statistic for the linear restriction 
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under the null hypothesis H0 : β + γ  =0 . t9 indicates the T-statistic for the linear restriction under the 

null hypothesis H0 : β1 + γ1  =0   w1 shows the Wald Test-1 for the joint significance of the estimated 

coefficients under null of no relation hypothesis H0 (asymptotically distributed) and the value under 

parenthesis denotes the degree of freedom. w2 is the Wald Test-2 for the joint significance of the 

times dummies under null of no relation hypothesis H0 (asymptotically distributed) and the value 

under parenthesis shows the degree of freedom. c1 is the serial correlation Test-1 of order 1 using 

residual in first difference under assumption of null hypothesis (no serial correlation) asymptotically 

distributed. c2 is the serial correlation Test-2 of order 11 using residual in second difference under 

assumption of null hypothesis (no serial correlation) asymptotically distributed. h indicates the 

Hansen test of over identifying restriction under assumption of null hypothesis as no correlation 

between instruments and error term and the value in parenthesis is the degree of freedom. 

Table-II.13 
Family control and firm value: IAFVit as dependent variable 50% cut off point 

 

Variables Co Model (1) Model (2) Model(3) Model (4) Model (5) 

Variables  CV SE CV SE CV SE CV SE CV SE 

constant α0 0.13 0.1

8 

0.13 0.30 -0.10 0.20 0.21 0.2

2 

-0.07 0.1

6 

OCit β 0.81* 0.1

2 

1.26* 0.19 1.92* 0.68 1.64*

* 

0.4

9 

1.35* 0.2

6 

FOBOCit γ 1.59*

* 

0.2

0 

1.78 0.34     1.79 0.1

2 

BHOCit δ   -

0.54** 

0.31       

FGFOBOCit Φ1     2.58* 0.33     

SGFOBOCit Φ2     2.09* 0.16     

FCEOFOBOCit Φ3       1.87 0.2

6 

  

NFCEOFOBO

Cit 

Φ4       1.21 0.2

9 

  

OCit
2 β1         -

1.12* 

0.3

1 

FOBOCit
 2 γ1         -

1.77* 

0.5

0 

SIZEit µ1 0.01 0.0

3 

0.06* 0.03 0.07 0.06 0.04*

* 

0.1

1 

0.06*

* 

0.0

9 

DEBTit µ2 -

1.06* 

0.1

3 

-1. 33* 0.14 -1.22* 0.16 -

1.18* 

0.1

4 

-

1.97* 

0.1

4 
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CFit µ3 1.69* 0.1

2 

1.19* 0.12 1.71* 0.15 1.09* 0.1

7 

0.87* 0.1

9 

ARit µ4 -1.19 0.0

7 

-1.12* 0.17 -1.29 0.25 -1.19 0.1

2 

-1.09 0.1

2 

AGEit µ5 -

0.17* 

0.0

2 

-0.13* 0.11 -0.27* 0.22

2 

-

0.09* 

0.0

5 

0.06*

* 

0.0

2 

T-statistics t1 8.41 1.39     -6.44 

T-statistics t2   1.56       

T-statistics t3    2.01     

T-statistics t4     8.29     

T-statistics t5      -8.69   

T-statistics t6       -7.09   

T-statistics t7        -5.33 

Wald Test-1 w1 41.17 (8) 65.64 (8) 64.82 (8) 54.57 (7) 49.89 (8) 

Wald Test-2 w2 62.01 (5) 78.19(5) 116.11(5) 103.21(5) 145.67(5) 

Correlation 

Test1 

c1 -0.61 -0.65 -0.84 -0.72 -0.81 

Correlation 

Test2 

c2 -0.25 -0.44 -0.45 -0.49 -0.66 

Hansen h 234.75 

(129) 

260.901(147) 211.12 (159) 214.09 

(159) 

271.43 

(159) 

IP NFOB, =     60%                                                                IP FOB     = 54% 
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THE IMPACT OF OWNERSHIP CONTROL ON INVESTMENT 
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III.1.0 Introduction:  

Financial decisions are the backbone of business operation. Investment and financing 

are the two types of financial decisions that the financial managers need to make quickly for 

successful business operation. The earlier does deals with how to spend money and later how 

to borrow money. Keep in mind that the ultimate goal of both decisions is to maximize 

shareholder’s wealth, so every decision must be put in that context. 

An investment decision deals with the assets side of balance sheet that will generate 

the highest rate return for the corporation over a specified time period. In other words, the 

decision is about what to buy so that the business will enhance the most value. To do so, the 

corporation needs to discover a good mix between its short-term and long-term targets. In the 

very short-term, business needs cash to pay its utility bills on daily basis, but keeping its 

whole money means that it isn't making investment in things that will support to grow in the 

future. On the other side of the spectrum is entirely long-term view. A corporation that put all 

of its money will maximize its long-term growth prospects, but if it doesn't hold enough cash, 

it can't pay its utility bills and will go default very soon. Corporations thus need to find the 

good balance between short-term and long-term investments. 

The investment decision also deals what specific types of investment to make on 

particular assets. Since there is no fixed rate of return on most types of the investment, the 

finance department will have to set an expected rate of return. The expected rate of return is 

not guaranteed as it being named, but is the average rate of return on such kind of investment 

if it were to made many time in past. The investment decisions must meet three criteria. First, 

it must maximize the firm’s value on acceptable risk of investments. Second, it must be 

financed adequately. Third, the money must be return to owners if no investment opportunity 

exists.   

Modigliani & Miller (1958) argue that investment decision is totally independent 

from capital structure of the companies in the perfect capital market conditions. However, the 

previous research studies show the perfect capital markets are non-existent in this real world; 

thus, financial factors do influence investment decisions of a firm. Previous literature also 

show that source of external finance is not perfect substitute of internal fund. Thus, 

corporations with good investment opportunities can take advantage of easier access to 

external source & improve capital allocation. Love (2003) shows significant and positive 
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relation between better capital allocations on individual level of a firm and economic 

development on country level. Therefore, keep in view the importance on account of capital 

allocation decisions on company level to the development on economy of a nation; the 

finance literature has especially paid much attention to investment decisions i.e. investment- 

cash flow sensitivity of a company. The influence of cash flow on investment decisions can 

be explained mainly from the understanding of imperfect capital markets, contrary to 

Modigliani & Miller (1958) assumptions. The extent of imperfection of financial markets is 

not only linked with investment decisions of companies but also with ability to finance these 

investment opportunities by the internal funds.  

The relation between cash flow and optimal investment has been identified in the 

decade of 1950s (Meyer & Kuh, 1957). Yet the debatable question in relation with 

investment-cashflow sensitivity remains unresolved (Hovakimian, 2009). Morgado and 

Pindado (2003) document the argument that optimal level of investment does maximize the 

market value of corporations. However, previous studies provide reasonable explanations of 

under and over investments i.e. financing difficulties from external sources and asymmetric 

information problems in financial markets.  Generally, the previous literature of finance 

indicates, in many cases, corporations either do overinvestment in pursuit of maximize 

shareholders’ wealth or do underinvestment as they forgo good positive net present value’s 

projects due to lack funds. Keeping in view the prevalence of under and overinvestment 

problems in the field of corporate investment, research scholars have provided many 

theoretical as well as empirical models that explains this phenomena. Cleary et al. (2007) 

show relation between level of investment spending and a set of different financial variables as 

ownership structure one of the most important of them that is the main reason of overinvestment 

or underinvestment problems.    

Galeotti et al. (1994) find family ownership linked with potential benefits that could 

help to reduce the imperfections of capital markets. First, the FOBs can better evaluate 

investment projects due to deep knowledge of the family members as well as long-life 

investment in the industry (Schulze et al., 2003). Their long-term active involvement of the 

family in the business may provide benefits to maximize firm value over a longer period 

(James, 1999; McVey & Draho, 2005). Second, family business helps to reduce agency cost 

as they have lower of cost of debt financing from external sources and reduces the financial 
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constraints, consequently, less dependency on internal generated fund. Third, Long-term 

presence of family ownership, reputation of family name with higher earnings quality in 

FOBs which might be linked to lower information asymmetries (Wang, 2006). Consequently, 

lower agency and asymmetric information problems that are the main cause of sensitivity 

(Investment-internal fund) may be reduced in FOBs.  

Considering the importance of family ownership and control around the world, a 

large numbers of researchers attempted to identify the uniqueness and peculiarities associated 

with this form of business. Lee (2006) discusses the pros and cones of FOBs corporations 

and attempts to compare FOBs controlled by family owners with other organizational forms 

controlled by other types of shareholders. The results are not conclusive i.e. some studies 

(see, e.g. Maury, 2006; and Andres, 2008) suggest that FOBs are better performer than 

NFOBs , while other studies (see, e.g. Cronqvist and Nilsson, 2003) show non-family 

outperform the family corporations. Therefore, it is the need to draw conclusive evidence 

from some empirical study, particularly, with respect to investment decision.  

The extensive research studies of Meyer and Kuh (1957) in early age, suggest a 

positive and significant relation between internal fund and investment spending. This direct 

relation of internal fund on investment can be explained in terms of either financial 

constraints in financial markets or asymmetric information problems (Ascioglu et al., 2008). 

The financial constraints in capital market i.e. external funds become more expensive than 

internal funds; the managers fail to take good net present value projects, cause 

underinvestment. In case of agency problem, the managers waste a lot internal funds on 

projects that do not add real value to the corporation, results overinvestment.  Therefore, 

current study disentangles this issue and attempt to provide explanations of investment cash 

flow sensitivities.   

However, so far, a few studies disentangle the relation between ownership structures 

and investment cash flow sensitivity; and show whether different ownership levels increase 

or decrease under and over investment problems. Oliner and Rudebusch (1992) conclude that 

ownership structure does nothing with investment spending by taking into account the role of 

ownership structure on financing preference of investment. Hadlock (1998) also investigates 

the influence of liquidity and ownership on investment policy by including an additional 
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variable i.e. the interaction of internal fund and insider ownership. Quite opposite to Oliner 

and Rudebusch’s findings, Hadlock conclude a non-monotonic relation between investment 

internal fund-sensitivity and insider ownership.  

Koo and Maeng (2006) also inspect the relation of investment and cash flow under 

shadow of different ownership levels in financial markets of Korea. Particularly, they 

examine the effect of foreign ownership on investment policy. They conclude indirect 

relation between ownership of foreign investors and investment-internal fund sensitivity. In 

line with conclusions of Hadlock (1998), they find high level of foreign ownership tends to 

gain access to external sources of finance at lower cost, suggest explanation of asymmetric 

information problems in Korean companies. Moreover, they find the company with high 

level of foreign ownership tends to use less internal fund at their own discretion.  This result 

support the Pawlina and Renneboog’s findings which suggest agency cost of free cash flow 

declines in presence of outsider block holder in decision making process.     

Hobdari (2008) probes the interaction of external and internal funds in investment 

decision in Estonian corporations, taking into account of different ownership structures, 

particularly employee insider ownership. Furthermore, Hobdari shows that employee-owned 

corporations face constraints financially; and they are sensitive to both external and internal 

funds. Again, his conclusions show that employee-owned corporations more likely to bear 

difficulties in getting external fund on even compatible rates in Estonian capital markets. 

These findings do compliment to previous empirical evidences from geographical regions 

around the globe.    

Pindado and de la Torre (2009) inspect the effect of ownership structure on 

investment spending in capital market of Spain. Furthermore, they provide explanation to the 

overinvestment and underinvestment problems. In addition, they argue that aligned interests 

of owners and managers are more likely to overinvest vice versa to the situation of diverged 

interest of owners and managers. In case of aligned interests of managers and owners, the 

corporations are monitored by large shareholders in proper way that results decline in 

investment cash flow sensitivities. In case of diverged interests of owners and managers, the 

large shareholders expropriate the small investors that results exacerbation in investment 

cash flow sensitivities.  
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Gugler et al. (2007) support earlier researchers by estimating the investment-internal 

fund sensitivity in multiple economies setting. They use data from different corporations that 

work in Anglo-Saxon environment as well as in Continental Europe. Unlike the earlier 

authors (e.g. Hadlock & Goergen, R etc.) who only focus on corporations that operate in 

Anglo-Saxon environment, they conduct the analysis regarding influence of ownership 

structure on investment-internal fund sensitivities in cross country legal systems. They find 

that conflict of among managers as well as asymmetric information problems are less severs 

in Anglo-Saxon economies than in Continental Europe. In line with Gugler (2003), they also 

find higher rate of investment in FOBs working in Continental Europe. Again, they find 

FOBs have significant positive relation between investment and internal fund in Austria.  

Similarly, La Porta et al. (1998) conclude that investment- internal fund sensitivity is higher 

in civil law nations considering better legal protection for minority investors in those 

countries.  

Contrary to the above arguments, Wei et al. (2008) conclude that internal fund has no 

any significant impact on investment spending, using Q-model approach in large 

corporations of Italy. A big proportion of large corporations in Italy are characterized as 

FOBs like Pakistan. Moreover, they conclude that indirect relation between cash flow rights 

of largest shareholders and internal fund- cash flow sensitivity in eight East Asian countries. 

However, the amount of sensitivity is dependent on the acuteness and severity of conflict of 

interests between cash flow rights and control rights of the largest shareholders in 

corporations. Furthermore, seventy percent of their sample of study consists on owner’s 

dominated FOBs from East Asian countries.  Both authors (Galeotti et al., 2007 & Wei and 

Zhang, 2008) agree to provide concentrated ownership as a solution of agency problems in 

East Asian economies.   

 

 

 

Market imperfections and prevalence of FOBs in the world do handsome influence in 

investment decisions of firms. The main objective of the study is to quantify the effect of family 

control on investment -cash flow sensitivity. They study explore whether ownership control 
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increase or decrease the sensitivity. Particularly, the presence of dominant shareholders in the 

form of family ownership is examined in connection with asymmetry information and agency 

problems which further do impact on investment decisions. First, it is probed whether the 

sensitivity of investment–cash flow either intensified or mitigated in the presence of ownership 

control in Western Europe. Second, it is investigated the other aspects in relation with ownership 

control also affects the investment cash flow sensitivity.  Third, it is examined whether active 

involvement family members in management or decision making process of the company 

mitigate the investment-cash flow sensitivity. Fourth, the effect of existing second largest 

shareholders in FOBs on the investment–cash flow sensitivity is discovered. Final, It is 

investigated whether family control mitigate the financial constraints existing due to agency 

problems of free cash flow  as well as asymmetric information problems.  

In order to analyze the relation between cash flow and investment decisions, model 

proposed by Fazzari et al., (1988) in previous literature of finance is used. This model is 

applied in many research studies for the estimation of coefficients. The Q model that explains 

the relation between different explanatory variables of cash inflows and Tobin q is extended 

by adding moderating role of family ownership with different control variables. Particularly, 

the current study introduces different dummies that show the interactions between different 

variables as per requirement of proposed hypotheses.  
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III.2.0. Review of Literature and Hypotheses Formulation: 

This section of study reviews the previous literature regarding investment decisions 

of firms especially in the context of ownership structure and its impact on investment-cash 

flow sensitivity. Considering theoretical backgrounds and empirical findings, the study tends 

to propose the hypotheses that allow us to analyze investment-cash flow sensitivity and 

provides final conclusions with recommendations in the context of family versus non-family 

business.   

III.2.1. Investment spending-Internal fund sensitivity and ownership levels: 

The finance literature provides abundance research studies and empirical evidences 

on corporate investment decision. Several scholars conduct their comprehensive research 

studies on this subject such like (Harris et al., 1991 & R. G. Hubbard, 1998). Two main 

hypotheses are important to explain the determinants of corporate investment decision. First 

hypothesis is proposed by Jensen and Meckling (1976) in terms of agency problem in which 

managers are declared opportunistic.  They are supposed to be keen to attain maximum 

benefits for their services using utility function. They upsurge the investments level which 

expand executives in numbers and try to avoid the tight control  as well as close monitoring 

over them that cause the overinvestment problem. Second hypothesis consists on the function 

of asymmetric information, insider executives and imperfection of capital markets (Myers & 

Majluf 1984).  Asymmetric information problem is strongly connected with undervaluation 

of assets that leads to a situation of underinvestment.   

With classical owner-manager agency problem and information asymmetry, the 

corporate investment decision is based on existing capital structure. Both theories i.e. 

information asymmetry theory and agency problem theory indicate the phenomena of 

investment-cashflow sensitivity. Agency theory proposes that managers are self-centered and 

seek opportunity to raise investment level with internal fund in order to avoid monitoring 

from external financer. The companies with sufficient internal fund upsurge their investment 

level that ultimately generate in investment-cashflow sensitivity. The information asymmetry 

theory postulates sensitivity between investment-cashflow is due the hesitant behavior of 

managers to finance projects with external funding; as they avoid equity dilution. 

Consequently, the investment level depends on the availability of internal fund. 
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Meyer and Kuh (1957) find a strong relation between investment cash flow sensitivity 

in the early decade of 1950s. Their works motivate the academicians and scholars to probe 

deeply into the investment- cashflow sensitivity. They did a lot of work on the subject but yet 

the controversies remain unsettled. Contrary to Modigliani and Miller (1958) assumptions, 

the understanding of this relation is based on the notion of imperfect capital market. 

Consequently, the degree of imperfections in the capital markets plays a vital role in 

corporate investment decisions.  Investment decisions depend upon investment opportunities 

of corporations and also on the ability to finance these opportunities especially by cash 

inflows that is called internally generated fund.   

Fazzari et al. (1988) conclude a strong positive relation between investment-cashflow 

sensitivity. They also find the role of large institutional investors in investment decisions i.e. 

inversely proportional to the sensitivity between investment and cash flow in United 

Kingdom. Contrary to Fazzari et al. (1988), Kaplan and Zingales (1997) show higher degree 

of investment-internal fund sensitivity that cannot be interpreted in term as financial 

constraints. M. R. Ola and H. A. Gharhtekan (2014) conduct a study on the data set of 100 

non-financial corporations listed at Tehran Stock Exchange (TSE) and conclude significant 

positive relation between investment-cashflow sensitivities despite the conflicting arguments 

of several authors. Marhfor et al. (2012) also support (Fazzari et al) and show the significant 

relation between investment-cashflow sensitivities using country legal institutions. Koo and 

Maeng (2006) argue that the stake of foreign shareholders contribute to reduce the linkage 

between investment spendings and cash flow in Korea.  Supporting to above arguments, Wei 

and Zhang (2008) asserts on the basis of empirical findings that investment-cashflow 

sensitivity decreases with t increasing of cashflow rights of dominant shareholders.  

The prior literature of family business, hardly provide any insight regarding family 

ownership and its effect on investment cash flow sensitivity, particularly in Pakistan. This 

phenomenon is still ambivalent whether family ownership increase or to decrease the 

investment-internal fund sensitivity. The conclusions drawn from the prior available research 

studies show the mixed results. On the one hand, the conclusions drawn from some authors 

like that Gugler, Muller, Yurtoglu etc. find the large proposition of new investment spending 

in family corporations heavily depend upon internal funds in Continental Europe. On the 
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other hand, some authors from the East Asia and Italy show the family ownership mitigates 

the linkage between investment and internal funds.  

Family owned business (FOB) is linked with some potential benefits that contribute 

to reduce the investment cash flow sensitivity due to the following reasons. First, in line with 

arguments of different authors such like Galeotti et al, Wei and Zhang, the benefits 

associated with family ownership help to decrease imperfections of financial markets. 

Second, Schulze et al. (2003) pronounce that FOBs can better evaluate strategic investment 

projects due to deep knowledge and long-life involvement of family members in the 

operations of their business that enables to reduce the deviation form optimal level of new 

investment. Thus, it controls the investment-cash flow sensitivity (Morgado & Pindado, 

2003). Third, FOBs help to reduce the agency cost between shareholders and bondholders 

(Jensen and Meckling, 1976) which leads to lower the wedge between cost of external and 

internal fund. Thus, lower financial constraints enforce to choose optimal investment. Fourth, 

previous literature of FOBs indicate the family owners concern more with reputation on 

business that boosts up to higher earnings quality which contribute to reduce the agency 

conflicts. Lower agency conflict mitigates the investment cash flow sensitivity in FOBs.  

Keeping in view the arguments, it is expected that the FOBs show lower investment 

cash flow sensitivity than NFOBs. We propose the following hypothesis: 

H1:  The investment-internal fund sensitivity is lower in FOBs than NFOBs. 
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III.2.2. Investment spending-Internal fund sensitivity and blockholder 

effect:  

Berle and Means’s (1932) conclude that separation of ownership and management 

can be a source of agency conflict that might raise the agency problem. When managers 

consider themselves different from owners, they may have inadequate incentives or exert 

insufficient effort to extract personal benefits such as lucrative salaries and perks. Such kinds 

of actions are the sources of value destruction and against the principal of wealth 

maximization. As the managers have inadequate incentives, large shareholders called 

blockholders can play a crucial role in governance mechanism because of their substantial 

stakes encourage them to bear the cost of monitoring managers.  

Blockholders are everywhere across firms in all over the world.  Holderness (2009) 

define blockholders are those shareholders who own at least 5% shares from the total 

ownership and conclude that in United States 96% companies contain at least one 

blockholders. Thus, understanding regarding critical role of blockholders in governance is an 

important issue of now a day’s research. Yi-Ping Kuo and Jung-Hua Hung (2011) investigate 

the effect of ownership control on investment –internal fund sensitivity and discover the 

impact of agency cost and information asymmetry on investment decision. They conclude 

that the presence of additional blockholder reduce the agency problem as well as investment-

cashflow sensitivity. Peng and Jiang (2011) consider the additional presence of blockholders 

as an important governance mechanism that can take part in strategic management and 

investment decision of corporations particularly in emerging economies. This study is going 

to quantify the impact of blockholders ownership in investment behavior of firms.   Previous 

studies regarding impact of blockholders on investment decisions show mixed results.  

Theory of voice and intervention argue that active monitoring of managers by large 

shareholders having substantial stakes called blockholders, can improve the value of 

company. Such kinds of actions from blockholders prevent the managers from doing 

wasteful activities and destroying value of firms. Activism of blockholders can be used as a   

tool of corporate governance mechanism that disciplines the controlling shareholders. It 

provides the potential disadvantage to the largest shareholder and helps to reduce the 

dependence of investment spending on internal generated fund.  La Porta et al. (1999) find 
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that in firms with concentrated ownership, large shareowners may monitor each other and 

provide the potential benefits that overall discipline the corporation. 

Prior finance literature show non-linear relation between investment spending-internal fund 

sensitivity under different ownership structure levels. Hadlock (1998) conclude that entrenched 

management exacerbates the investment-cash flow sensitivity while a convergent interest of 

managers attenuates it. In line with argument, Pawlina and Renneboog (2005) find S-shaped 

linkage between investment and cash flow sensitivity. Also, Pindado and de la Torre (2009) 

support the above said argument and show investment cash flow sensitivity more likely in those 

firms where large shareholders have the ability to expropriate the small ones. Furthermore, they 

conclude that appropriate monitoring of large shareholders leads to decrease investment-cash 

flow sensitivity. Previous literature finance indicates positive impact of the blockholders on value 

due to their ability to monitor the largest shareholders on board. Attig, N et al.  (2008) 

confirm through empirical evidences that the presence of multiple large shareholders could 

be used a tool of corporate governance that influence significantly on the essentially 

important decisions-investment. A blockholder provides a monitoring role in FOBs too, 

disciplining the controlling family and reducing the risk in selected projects. 

Considering the above arguments in favor of lower investment cashflow sensitivity, it 

is worthwhile for us to investigate whether an additional blockholders, in spite of controlling 

shareholders increase or decrease the investment–cash flow sensitivities.  Again, the presence 

of insider blockholders creates strong monitoring role and prevents the managers to attain 

personal benefits. Therefore, it could be concluded that FOBs obtain optimal investment 

level than their counterparts.  Thus, FOBs are less sensitive to cash flow. 

H2:   The investment-internal fund sensitivity is lower in FOBs than NFOBs holds after 

controlling for the blockholder’s effect.  
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III.2.3. Investment spending-internal fund sensitivity and Family CEO:  

Previous literature of finance reveals that FOBs strongly believes on the pecking 

order theory to finance their projects. FOBs prefer internal financing with lower cost of 

capital and tempt to pass their business to descendants with capital efficiency.  Also family 

involvement is generally linked with lower agency problem due to overlapping of 

management with ownership. Chrisman et al. (2004) indicate that companies with founding 

family CEO could easy access to external financing because of lower agency problem. 

Anderson et al. (2003) discover that the FOBs with family member work as CEO, in general, 

less indebted than NFOBs.  Thus, empirical documented evidence show mixed results.  

The family control mainly associate with two phenomena either to expropriation of 

minority shareholders or to monitor managerial activities in the context of corporate 

governance literature.  The hypothesis-1 leads to the conclusion that the investment-internal 

fund sensitivity is reduced with family control.  Thus, the effect of family ownership on 

investment-cash flow sensitivity depending on the degree of family involvement in the 

managerial operation of the company.  If a family member or his/her decedents hold position 

of CEO, the family firms can take more efficient investment decisions due to controlling 

managerial position. Also, there is a less classical owner-manager conflict in those family 

firms where family member serves as a chief executive officer (James, 1999). Founder or 

his/her descendants have easy access to external debt due to reputation along with long-term 

family relation with financial institutions or bond holders leads to less dependency on 

internal fund comparatively. Thus, considering the above argument, the hypothesis-3 is posed 

as under:  

H3:   The investment-internal fund sensitivity is lower in FOBs where family 

member serves as chief executive officer (CEO). 
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III.2.4. Investment spending-Internal sensitivity and financial constraints: 

Investment and financing decisions are found to be independent under perfect capital 

market’s conditions (Modigliani & Miller 1958). However, finance literature indicates many 

problems in capital markets i.e. agency problem and information asymmetry etc. Myers and 

Majluf (1984) argue that existing debt structure is relevant to investment decisions in the 

context of asymmetric information problem. The cost of internal fund is not equal to cost of 

external fund being not perfect substitute of each other (Greenwald et al. 1984). Fazzari et al. 

(1988) strongly argue that the investment spending of company is associated with many 

different financial factors. A firm is considered to be financial constraint when a substantial 

gap occurs between costs of internal and external funds. The finance literatures provide 

considerable evidences about linkage between internal fund and external funds with 

investment expenditures. However, it is not clear about the relation between investment 

cashflow sensitivity and levels of financial constraints of firms.   For example, on the one 

hand, Fazzari et al. (1988) advocate the arguments that the investment-cashflow sensitivity 

exacerbate with degree of financial constraint of a firm. On the other hand, Kaplan and 

Zingales (1997) exhibit negative relation between investment cashflow sensitivities and the 

degree of financial constraints. They reveal that less constraint firms have better position in 

terms of investment cashflow sensitivity.  

In the previous studies, the investment- internal fund sensitivity has been widely 

applied to estimate the financial constraints of corporations. The sensitivity is estimated by 

regressing investment spending on internal cashflow using investment opportunities as a 

control variable. Supporting Pecking Order Theory, Fazzari et al. (1988) argue that internal 

fund impact the investment spending due to financing hierarchy. In the context of Pecking 

Order Theory, cost of internal fund is less than the cost of external financing. In line with this 

argument, a company could use new debt or equity only after   exhausting internal cashflow 

(Fazzari et al., 1988). In other words, more financial constraints corporations increase 

investment spending only if they have sufficient internal fund to finance the new projects.  

Consequently, high level of investment-cashflow sensitivity is expected for higher financially 

constraint firms and low level of sensitivity for less constraint or unconstraint firms.   

The previous research studies do not show enough interest in investment-cashflow 

relation under the pressure of financial constraints particularly in the context of FOBs and 



105 
 

NFOBs. The current study is an attempt to fill the gap of finance literature regarding 

underinvestment and overinvestment issues. The problem of underinvestment most of times 

resulting from the financial constraints and asymmetric information among components of 

capital markets.  Generally, this argument is offered the interpretation of investment-internal 

fund sensitivity. Love (2003) develops a consensus and suggests that the relation between 

underinvestment and internal generated fund resulting of financial constraints provided by 

capital markets. The family control can reduce problems-asymmetric information and 

financial constraints due the peculiarities linked with this type of organizational form. 

Therefore, the low level of investment-cashflow sensitivity is expected among FOBs. 

The following reasons might be explained the phenomena of alleviating financial 

constraints and asymmetric information in FOBs.  First, FOBs enjoy lower cost of debt due 

to less agency problem between bondholders and shareholders. Aderson et al. (2003) indicate 

long-term presence in management of the FOBs that provides strength to the relation based 

on commitment and trust with external financing sources. Consequently, FOBs bear lower 

cost of debt for external financing to undertake new investments as compared to their 

counterparts. Second, the long span family managers in management provide good 

knowledge and experience with industry that can be used to make efficient investment 

decisions. Keeping in view the above said arguments the hypothesis- 4 is proposed as:  

H4:   The investment-internal fund sensitivity is lower in financial constraint FOB14s than 

non-financial constraints FOBs. 

 

 

 

 

 

 

 

 

 

 

 

                                                           
14 The FOBs having lower D/E ratio from industry mean are called non-financial constraints FOBs.   
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III.3.Theoretical Framework of IF & Inv 

    Figure-III.1  
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III.3.0. Methodology: Data Collection, Definition of variables, 

Specification of Models and Estimation Method: 
  

In this section of study, sources used to collect data sample and the procedure applied 

to identify different independent variables and method of estimation are described. 

III.3.1. Source and Collection of Data: 

  To estimate the proposed hypotheses, three different types of firm level data were 

required. First, for the dependent variables of the models, the investment15 (Iit) and industry 

adjusted investment16 (IAIit) were calculated. The firm’s investment was computed by adding 

depreciation expenses of previous year to increase in net fixed assets. Investment was 

subtracted by Industry median to calculate industry adjusted investment. The median was 

preferred over other measures of central tendencies due to the fact that the median17   likely 

to be less affected by outliers and skewed data. Investment (Iit) as well as industry investment 

(IAIit) was divided by total assets to take the final shape of variables. Second, the cashflow/ 

internal fund (IFit) was computed for independent variable. The depreciation expense was 

added back to net income for the cashflow proxy used in the entire set of models.  Third, the 

Tobin Q was taken as a proxy variable for investment opportunities. Financial statements and 

annual reports of the companies were used to calculate the set control variables that entered 

the right side of the models. 

As a consequence, the main sources of our information were the annual reports, 

financial statements like balance sheets, income statements, and cashflow statements. Basic 

balance sheet analyses issued by State Bank of Pakistan (SBP) for the period spanning of 

2002 to 2013 were also used. For the market data business recorder and sites of Karachi 

Stock Exchange were contacted. Stock Exchanges were also visited to collect some annual 

reports and other financial statements along with other information. Firms were contacted 

through telephonic conversation or emails where needed for clarification especially in case of 

kinship of board of directors for the calculation of voting rights. 

                                                           
15 Description of Investment variable can be seen in Appendix III.1 
16 Given that industry structure is an important determinant of investment (Akdogu and MacKay, 2008), the 
industry-adjusted investment is also used as a measure in the estimation of the models.  
17 Median is preferred over mean as it is likely to be less affected by outliers and skewed data 
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The sample of study was taken all non-financial companies listed on Karachi Stock 

Exchange (KSE). Services companies, bonds, financial companies, banks, insurance 

companies, mutual funds etc. were excluded from the sample due to their different nature 

from non-financial companies.  The study period ranging from 2002-2013 was used to test 

the proposed hypotheses. This twelve years18 period of time was supposed to be sufficient for 

the comprehensive analysis of the companies from the non-financial sector. Panel data for 

long time period (twelve years) was supposed to the best way to eliminate the survivorship 

bias caused by the fact that some firms might be delisted during the analysis period. The 

companies that delist in the said period were consequently, deleted form the data. Therefore, 

the balanced panel data of 280 companies from the non-financial sectors listed at Karachi 

Stock Exchange (KSE) was taken as sample of study. Generalized methods of moments 

(GMM) were applied to estimate the coefficients.  The second order serial correlation was 

tested as per assumption of GMM.   

III.3.2. Definition of FOB and NFOB dummy variables: 

(Please see II.3.2) 

III.3.3. Specification of Models: 

III.3.3.1. Model-1: 

The hypothesis-1 is tested with the following model as under: 

 

Iit = α0 + β0 Iit-1 + (β + γ FOB) IFit+ Qit-1 + µ Xit-1 +Еit 

 

&                 (1)  

       

IAIit = α0 + β0 Iit-1 + (β + γ FOB) IFit+ Qit-1 + µ Xit-1 +Еit  

 

 

Where  

Iit = Investment  

IAIit = Industry Adjusted Investment  

IFit = Internal Fund  

Qit-1 = Tobin Q proxy variable for investment opportunities. 

Xit-1 =   Firm’s set characteristics (Size it-1, Debt Ratio it-1, Div it-1, Sales it-1, and ROA it-1) 

                                                           
18  Previously this type of study was conducted on 7 years’ time span (D. I. R. Puerto, Julio P. García and D. 
Chabela de la T. O, 2010).  For more validity the time span is increased up to 12 years.    
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FOB = Dummy variable equal to 1 for FOB & 0 for NFOB 

Еit = Error term   

The impact of cash flow on investment is captured by (β + γ), β for FOBs and NFOBs 

respectively.  According to hypothesis-1, it is expected (β^+ γ^) < β^  

III.3.3.2. Model-2: 

The hypothesis-2 is tested with the following model as under: 

 

Iit = α0 + β0 Iit-1 + (β + γ FOB + δ BH) IFit+ Qit-1 + µ Xit-1 +Еit 

 

&                    (2)  

       

IAIit = α0 + β0 Iit-1 + (β + γ FOB+ δ BH) IFit+ Qit-1 + µ Xit-1 +Еit 

 

 

Iit = Investment  

IAIit = Industry Adjusted Investment  

IFit = Internal Fund 

Qit-1 = Tobin Q proxy variable for investment opportunities. 

Xit-1 =   Firm’s set characteristics (Size it-1, Debt Ratio it-1, Div it-1, Sales it-1, and ROA it-1) 

BH = Dummy variable equal to 1 presence of insider blockholders & 0 for otherwise 

Еit= Error term  

 (β + δ) measures the impact of cash flow on investment for NFOBs in presence of 

insider blockholder.  For the FOBs, the impact is captured by   (β +γ+ δ). It is expected (βˆ 

+γˆ+ δˆ) < (β ˆ+ δˆ) 

III.3.3.2. Model-3: 

The hypothesis-3 is tested with the following model as under: 

 

Iit = α0 + β0Iit-1 + (β+ Φ1 FCEO FOB + Φ2 NFCEOFOB) IFit + Qit-1 + µ Xit-1 +Еit  

      

    &         (3) 

 

IAIit = α0 + β0Iit-1 + (β+ Φ1 FCEO FOB + Φ2 NFCEOFOB) IFit + Qit-1 + µ Xit-1 +Еit  
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Where  

Iit = Investment  

IAIit = Industry Adjusted Investment  

IFit = Internal fund 

Qit-1 = Tobin Q proxy variable for investment opportunities. 

Xit-1 =   Firm’s set characteristics (Size it-1, Debt Ratio it-1, Div it-1, Sales it-1, and ROA it-1) 

FCEOFOB = Dummy variable equal to 1 for family member serve as a CEO or 0 otherwise. 

NFCEOFOB = Dummy variable equal to 1 for family member not serve as a CEO or 0 

otherwise. Еit = Error term  

The impact of cash flow on firm’s investment for FOBs where family member serve 

as CEO is estimated (β+ Φ1) while for FOBs where family member not serve as CEO is 

captured by (β+ Φ2).  According to the hypothesis-3, it is expected (β^+ Φ^
1) < (β^+ Φ^

2).  

III.3.3.4. Model-4: 

The hypothesis-4 is tested with the following model as under: 

 

Iit = α0 + β0 Iit-1 + (β + Φ3FCFOB+ Φ4NFCFOB) IFit + Qit-1 +µ Xit-1 +Еit  

 

         &       (4) 

 

Iit = α0 + β0 Iit-1 + (β + Φ3FCFOB+ Φ4NFCFOB) IFit + Qit-1 +µ Xit-1 +Еit  

 

 

Iit = Investment  

IAIit = Industry Adjusted Investment  

IFit = Internal fund 

Qit-1 = Tobin Q proxy variable for investment opportunities. 

Xit-1 =   Firm’s set characteristics (Size it-1, Debt Ratio it-1, Div it-1, Sales it-1, and ROA it-1) 

FCFOB = Dummy variable equal to 1 for financially constraint FCFOB19 and 0 otherwise. 

NFCFOB = Dummy variable equal to 1 for non-financially constraint FOB and 0 otherwise. 

Еit= Error term   

 (β + Φ3) compute impact of cash flow on investment for financial constraint20 FOBs 

while (β + Φ4) capture the impact of non-financial constraint FOBs According to hypothesis-

4, it is expected (β^ + Φ^
3) < (β^ + Φ^

4) 
                                                           
19 White and Wu (2006) indicated that financial constraint firms are characterized by higher lever 
from their mean value and vice versa. 
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III.3.4. Estimation Method: 

The panel data methodology was applied to estimate the models of study. The Panel 

data methodology helped to handle two important problems i.e. heterogeneity and 

endogeneity.  First, the heterogeneity issue was controlled by   panel data methodology, 

unlike cross-sectional data analysis. In family business analysis heterogeneity remained 

always a critical issue due to its particular characteristics as planted by the vision of owners 

(Lee, 2004; McVey and Draho, 2005). Heterogeneity in terms of corporate culture and 

business ethics must be managed in case of value models which can influence the both types 

dependent as well as independent variables Chi (2005). The individual heterogeneity was 

controlled by taking first difference of variables in panel data methodology.  As a 

consequence, the error term in the model was divided into two different components. They 

were firm specific effect and time specific effect. Firm specific effect was controlled by lag 

period while time specific effect was handled with dummy variable. 

The second serious issue with our estimation method was the endogeneity problem. 

The main explanatory variable i.e. internal fund may capture the potential endogeneity in 

ownership-performance relationship. In the presence of endogeneity in the model the internal 

fund might have no significant impact on investment decisions. In order to control this 

problem, the generalized method of moments (GMM) was used by taking the lags of 

explanatory variables as instruments. The GMM random effect model was used due to small 

number of parameters and also for efficient estimation procedure.  

Finally, the potential misspecification of the models was checked by two ways called 

Hansen J-statistic and m2 statistic. Hansen J-statistic was used to test the existing correlation 

between explanatory variables on the one hand and correlation in error terms on the other. 

Arellano and Bond (1991) developed m2 statistic which was used to test the second order 

serial correlation that might exist in residual value of first difference. There was no problem 

regarding second order serial correlation in the model as shown in the tables (III.5-8).  

Finally, the tables showed good results of Wald tests (w1 and w2). Tests, w1 provided the 

joint significance of coefficients and w2 checked the joint significance of the time dummy 

variables.  

                                                                                                                                                                                    
20 Previous literature indicates the firms with a higher debt to capital ratio are more likely to be financially 
constrained (Hobdari, 2008).  In this study the firms having higher debt to capital ratio than mean value are 
considered financial constraint firms.  
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III.4.0. Empirical Results: 

This section shows empirical results of this chapter of study. First, it contributes 

detail of the main features and statistics of variables used in the sample of study. Second, it 

provides preliminary findings from the several applied univariate tests on different models. 

Third, the study portrays the detail of main results of the chapter based on the evidence 

provided by the regression analyses. 

The empirical results are presented in the following ways. First, the detail of 

summary statistics of the variables used in sample of study is given. Second, Descriptive 

analyses regarding preliminary tests (univariate tests) of dependent variables i.e. investment 

(Iit) and industry adjusted investment (IAIit) are portrayed. Furthermore, descriptive analyses 

of firm’s financial characteristics are exhibited. Third, the main results (GMM regression 

analyses) are also presented.  

III.4.1. Summary statistics: 

The summary statistics of the variables that are used in the current chapter of study is 

presented panel (A) of the Table-II.2. The correlation matrix of all variables is exhibited in 

panel (B) of the table. A panel (A) of Table III.1 gives the summary statistics of the all 

variables of full sample used in this section of study. The mean values of investment (0.520) 

and industry adjusted investment (0.260) are ranging from -0.021 to 6.760 and -1.190 to 

0.963 respectively. The mean value of average cash flows provides a sign of good business 

operation in the country. The average value of Tobin Q is 1.879 indicate a handsome gap 

between market and book values of firms. The mean values Sales and Return on Assets 

(7.998 and 0.192) provide insight of good sign regarding business operations. The mean 

value of debt (74.30%) exhibits the study sample have highly levered firms.   

Panel (B) presents the correlation matrix of the variables used in the full sample of 

study. Two main observations are highlighted which are the followings. First, there is high 

positive correlation in between both performance variables. Second, there is negative 

correlation between ownership concentration and performance variables.   
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Table-III.1 

Summary Statistics for the full sample & Correlation Matrix 
The Table III.1 provides the details of maximum, minimum, standard deviations, medians and 

means of the variables used in the different types of analysis. The Panel B contributes the correlation 

between the variables used in the study. The sample consist of 280 companies (3360 observations) 

listed in Karachi Stock Exchange Pakistan. The data sample is collected ranging from the period 

2002 to 2013. The Iit and IAIit are the investment and industry adjusted investment. CFit stands for 

cashflow, Qit denotes Tobin Q, Size is the firm size of firm, Debt is the debt ratio, Sales denotes the 

total net sales and ROA means return on assets. All variables are defined in Appendix III.1     
Panel (A): Summary Statistics for the full sample 

Variables Mean Median Standard deviation Minimum Maximum 

Iit 0.520 0.532 0.572 -0.021 1.760 

IAIit 0.260 0.222 0.206 -1.190 0.963 

CFit 0.160 0.153 0.191 -1.213 1.445 

 Qit-1 1.879 1.679 0.435 0.086 7.649 

SIZE it-1 9.159 7.927 10.120 1.325 12.478 

DEBT it-1 0.743 0.708 0.361 0.110 0.990 

DIVit-1 0.002 0.001 0.003 0.000 0.202 

SALES it-1 7.998 7.891 1.572 -1.6320 12.897 

ROAit-1 0.192 0.181 0.169 -0.661 0.784 

 

 Panel (B): Correlation Matrix 

Variables Iit IAIit CFit Tobin Q SIZE it DEBT it DIVit SALES it ROA it 

Iit 1.000         

IAIit 0.892 1.000        

CFit -

0.029 

-

0.011 

1.000       

Tobin Q 0.236 0.091 0.432 1.000      

SIZE it  -

0.055 

-

0.008 

0.120 0.541 1.000     

DEBT it -

0.286 

-

0.061 

-

0.101 

-0.109 0.037 1.000    

DIVit 0.002 0.001 0.347 0.286 0.291 -0.182 1.000   

SALES it 0.743 0.468 0.718 0.678 0.953 0.134 0.834 1.000  

ROA it 0.671 0.389 0.715 0.501 0.578 -0.021 0.549 0.812 1.000 

 

III.4.2. Descriptive Analysis: 

As indicated in the Table-III.2, the category falls in family owned businesses (FOBs) 

have significantly different behavior in terms of investment. However, this difference is more 

prominent when Industry adjusted investment (IAIit) is used as a measure of investment 

behavior. Furthermore, the findings support the argument that the industry effect would be 

included in estimation procedure of empirical models. Table-III.3 shows the result of 

multivariate analyses other than the dependent variables. Again, two cut off points according 

to the definition of family owned business (FOB) and non-family owned business (NFOB) 
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are used. There are some interesting findings in the above shown Table-III.3.  First, there is 

lower level of cashflow and higher level of Tobin Q in family owned business (FOB) 

indicate that family firms are facing cashflow problem instead of higher level of investment 

opportunities as proxied by Tobin Q. 

Table-III.2 

Descriptive analysis of Dependent variables (Iit & IAIit) 
The Table III.2 presents basic analysis of means tests between FOBs and NFOBs with respect 

of their investment behaviors. The sample contains 3360 observations of 280 companies of non-

financial sector listed at Karachi Stock Exchange (KSE) of Pakistan. The Iit and IAIit stand for 

investment and industry adjusted investment of firms respectively. These variables are defined in 

Appendix-III.1. The FOBs and NFOBs are classified according the definition as explained in 

Appendix-III.1. The t-statistic tests are applied to measure the means difference under the null 

hypothesis. H0: Mean Investment cashflow sensitivity of FOBs –Mean Investment cashflow sensitivity of NFOB = 0. The 

***, **, and * indicate significance at the 10%, 5% and 1% level respectively.  
 

  All Companies FOB NFOB t-statics 

Difference of means tests 

 using the 25% cutoff points 

No of Observations 3360 2628 732  

Iit 0.56 0.45 0.95 0.05 

IAIit 0.26 0.24 0.33 2.98** 

Difference of means tests 

 using the 50% cutoff points 

No of Observations 3360 2004 1356  

Iit 0.52 0.51 0.55 2.12** 

IAIit 0.19 0.18 0.23 3.77* 

 

Table-III.3 

Descriptive analysis of firm’s financial characteristics  
The Table III.3 shows the basic analysis of means tests between FOBs and NFOBs in their 

financial characteristics. The sample contains 3360 observations of 280 companies of non-financial 

sector listed at Karachi Stock Exchange (KSE) Pakistan. The Iit stands for investment value and IAIit 

is the industry adjusted investment value respectively. These variables are defined in Appendix-

III.1.The FOBs and NFOBs are classified according the definition as explained in AppendixIII.1. The 

t-statistic tests are applied to measure the means difference under the null hypothesis. H0: Mean 

investment FOB –Mean NFOB = 0. The ***, **, and * indicate significance at the 10%, 5% and 1% 

level respectively.  

  All 

Companies 

FOB NFOB t-static 
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No of Observations 3360 2628 732  

CFit 0.298 0.282 0.355 -1.910** 

Tobin Qit-1 1.879 1.885 1.857 1.672** 

SIZE it-1 7.101 6.970 7.571 -14.450* 

DEBT it-1 0.639 0.629 0.674 4.340* 

DIVit 0.011 0.009 0.011 1.680** 

Sales it-1 7.998 8.181 7.341 7.223* 

ROAit-1 0.192 0.198 0.170 0.170 

D
iffer

en
ce 

o
f 

m
ea

n

s tests  

u
sin

g
 

th
e 

5
0

%
 

cu
to

ff 

p
o

in
ts 

No of Observations 3360 2004 1356  

CFit 0.298 0.285 0.317 27.671* 

Tobin Qit-1 1.879 1.896 1.859 -11.15* 
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SIZE it-1  7.101 6.980 7.279 -12.450* 

DEBT it-1 0.639 0.618 0.670 5.380* 

DIVit 0.012 0.011 0.012 4.230* 

Sales it-1 7.998 8.281 7.571 8.293* 

ROAit-1 0.192 0.210 0.166 0.185 

This intensity of problems is also significantly increased by the using 50% threshold criteria 

for identifying FOBs and NFOBs.  Second, overall FOBs have smaller size as compared to 

non-family ones. The results are diametrically opposite regarding debt levels are used by the 

business. Third, there is slightly large cashflow in NFOBs as compared to FOBs but the 

results are statistically non-significant. Fourth, there is non-significant relation between 

account receivables (AR) of FOBs and NFOBs. Last, there is significant difference between 

sales of FOBs and NFOBs as expected.  

Table-III.4 

Firm-level Characteristics Difference of ownership subsamples 
The table-III.4 consists on the subsamples of financial variables for FOBs. The samples 

contains 2628 observations of 219 companies of non-financial sector listed at Karachi Stock 

Exchange (KSE) Pakistan for which data available for consecutive twelve years from 2002 to 2013 

when 25% threshold is used. Two threshold criteria (25% and 50%) for differentiation of FOB and 

NFOB are used in the classification procedure. FOBs reduce the sample size up to 167 when strict 

criterion (50%) is used.  Furthermore, FOB has been divided into two subsamples. First, FOBs with 

family member as CEO and no family member CEO. Second, financial constraint FOBs and non-

financial constraint FOBs, The dummy variables that are applied to classify subsample of FOB as 

defined in Appendix II.1. Iit and IAIit indicate firm’s investment and industry adjusted investment 

respectively. The ***, **, and * indicate significance at the 10%, 5% and 1% level respectively.  

 

  Family Firms  Family 

member CEO 

No-Family 

member CEO 

Financial 

Constraint 

Family 

firms 

Non-

Financial 

Constraint 

Family firms 
2
5

%
 

cu
to

ff p
o
in

ts 
No. of 

Obs. 

2628 2220 408 1560 1068 

Iit 0.560 0.566 0.527 0.589 0.518 

IAIit 0.260 0.262 0.249 0.264 0.254 

5
0

%
 

cu
to

ff p
o
in

ts 

No. of 

Obs. 

2004 1704 300 814 1190 

Iit 0.520 0.528 0.475 0.550 0.499 

IAIit 0.190 0.202 0.122 .292 0.120 

 

The Table III.4 contributes the descriptive analyses of subsamples of FOBs. FOBs are 

classified into two subsamples. First, FOBs with family members fully involved in decision 

making as one of them is serving chief executive officer (CEO); FOBs with family members 
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not involved in decision making and professional person serve as chief executive officer 

(CEO). Second, financial constraint FOBs are separated from non-financial constraint FOBs. 

White and Wu (2006) indicate that financial constraint firms are characterized by higher 

lever from their mean value. The results seem to be not consistent with our hypothesis-4 but 

it is not important on this level because of others important factors not account for. 

III.4.3.0. GMM Regression Results: 

 This part of study depicts the results drawn from empirical models using 25% cut off 

point for classification of FOBs and NFOBs.  

III.4.3.1. Family Ownership and Investment Behavior of Firms:  

Table-III.5 
Impact of Ownership on investment–internal fund sensitivity  

(25% cutoff Point) 
Generalized method of moments (GMM) is used to test the hypothesis-1. The model equation 

is Iit = α0 + β0 Iit-1 + (β + γ FOB) CFit+ £Qit-1 + µ Xit-1 +Еit   in which FOB equal 1 for FOBs and zero 

otherwise. Iit is the investment of the company and Qit is Tobin Q of the company .CFit denotes for 

cashflow; SIZEit, DEBTit are the size and debt ratio of company. DIVit-1,   SALES it-1 and ROA it-1 are 

the dividend, sales and return on assets.  All the above mentioned variables are defined in Appendix-

III.1. The results are based on the 25% cut off point of FOBs. The procedure followed to classify 

FOBs from NFOBs is explained in section III.3.2. The sample consists of 3360 observations, 280 

non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the period ranging 

from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% respectively.  t1 

indicates the t-statistic for the linear restriction under the null hypothesis H0: β + γ  =0 . w1 shows the 

Wald Test-1 for the joint significance of the estimated coefficients under null hypothesis H0 

(asymptotically distributed) and the value under parenthesis denotes the degree of freedom. w2 is the 

Wald Test-2 for the joint significance of the times dummies under null hypothesis H0 (asymptotically 

distributed) and the value under parenthesis shows the degree of freedom. c1 is the serial correlation 

Test-1 of order 1 using residual in first difference under assumption of null hypothesis (no serial 

correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order II using residual in 

second difference under assumption of null hypothesis (no serial correlation) asymptotically 

distributed. h indicates the Hansen test of over identifying restriction under assumption of null 

hypothesis as no correlation between instruments and error term and the value in parenthesis is the 

degree of freedom. 

 

 

 

 

 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.036* 0.007 

Iit-1 β0 0.509* 0.026 

CFit β 0.120* 0.210 

FOBCFit γ -0.080* 0.028 

Qit-1 £ 0.004* 0.002 
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SIZEit-1 µ1 0.05 0.03 

DEBTit-1 µ2 -0.066* 0.007 

DIVit-1 µ3 1.410* 0.13 

SALESit-1 µ4 0.006* 0.002 

ROAit-1 µ5 0.002* 0.001 

T-statistics t1 12.629  

Wald Test-1 w1 84.57 (7)  

Wald Test-2 w2 17.01 (7)  

Correlation Test-1 c1 -0.590  

Correlation Test-2 c2 -0.231  

Hansen h 278.78 (150)  

The results drawn by estimating the model (1) as shown in Table-III.5 provides the 

insight of family ownership on investment behavior of firms. The current study tend to 

analyze whether ownership in terms of family owned businesses (FOBs) and non-family 

owned businesses (NFOBs), increase or decrease the investment cashflow sensitivity. The 

results reveal that positive impact of cashflow on investment is stronger for NFOBs (β = 

0.120) than FOBs (β+ γ = 0.120- 0.080= 0.040). The result   is statistically significant at 1% 

level t1 is equal to 12.629. Therefore, it is concluded that cashflow has positive impact on 

investment but this relation is found weaker in FOBs as compared to NFOBs. These findings 

support the proposed hypothesis-1. The empirical results in line with previous studies of 

family business such like (Koo and Maeng, 2006; Pindado and de la Torre, 2010).  

III.4.3.2. Family Ownership and Investment Behavior of Firms under influence of 

blockholders: 

In addition, the role of insider blockholder on investment-internal fund sensitivity is 

investigated. The study examines the relation of investment-internal fund sensitivity under 

influence of blockholder’s effect. The model (2) is designed to explore the aforesaid relation. 

The estimated coefficients indicate the blockholder’s effect is non-significant as the critical 

value of t-statistics lower than the tabulated value. Thus, it can be concluded that presence of 

blockholders in board of directors during investment decision making is meaningless. It 

could not play any significant role in decision making process of firms. The weaker relation 

of investment-internal fund sensitivity remains unchanged due to presence of blockholders. 

III.4.3.3. Role of family CEO and investment-internal fund sensitivity in FOBs: 

 In order to capture the impact of family involvement in management, the model (3) is 

formulated. A family member as a chief executive officer (CEO) is proxied as active 

involvement of family in managerial decision making process. As indicated in Table III.7, 
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the estimated coefficients does not support the hypothesis-3 which is the investment-internal 

fund sensitivity is lower in FOBs where family member serves as chief executive officer 

(CEO). These coefficients are estimated for FOBs where family member works as CEO (β + 

Φ1 = 0.128-0.057= 0.071) and (0.128-0.087 = 0.041). But the t-statistics are statistically non-

significant. (t3 = 0.123 and t4 = 0.401).  

 

 

Table-III.6 
Impact of Family Ownership on investment–internal fund sensitivity (Blockholder’s 

effect) (25% cutoff Point) 
Generalized method of moments (GMM) is used to test the hypothesis-1. The model equation 

is Iit = α0 + β0 Iit-1 + (β+ γFOB +δ BH) CFit + Qit-1 + µ X it-1 +Eit in which FOB equal 1 for FOBs and 

zero otherwise. BH is the dummy variables for blockholder effect. Iit is the investment of the 

company and Qit is Tobin Q of the company .CFit denotes for cashflow; SIZEit, DEBTit are the size 

and debt ratio of company. DIVIDENDit-1,   SALES it-1 and ROA it-1 are the dividend, sales and return 

on assets.  All the above mentioned variables are defined in Appendix-III.1. The results are based on 

the 25% cut off point of FOBs. The procedure followed to classify FOBs from NFOBs is explained in 

section III.3.2. The sample consists of 3360 observations, 280 non-financial companies listed on 

Karachi Stock Exchange (KSE) Pakistan for the period ranging from 2002 to 2013. The ***, ** and * 

denote significance level at 10%, 5% and 1% respectively.  t1 indicates the t-statistic for the linear 

restriction under the null hypothesis H0: β + γ  =0 .  t2 indicates the t-statistic for the linear restriction 

under the null hypothesis H0: β + γ + δ  =0.  w1 shows the Wald Test-1 for the joint significance of the 

estimated coefficients under null hypothesis H0 (asymptotically distributed) and the value under 

parenthesis denotes the degree of freedom. w2 is the Wald Test-2 for the joint significance of the 

times dummies under null hypothesis H0 (asymptotically distributed) and the value under parenthesis 

shows the degree of freedom. c1 is the serial correlation Test-1 of order 1 using residual in first 

difference under assumption of null hypothesis (no serial correlation) asymptotically distributed. c2 is 

the serial correlation Test-2 of order II using residual in second difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. h indicates the Hansen test of over 

identifying restriction under assumption of null hypothesis as no correlation between instruments and 

error term and the value in parenthesis is the degree of freedom. 

 

 

 

 

 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.037* 0.005 

Iit-1 β0 0.529* 0.025 

CFit Β 1.126* 0.211 

FOBCFit γ -0.082* 0.029 

BHCFit δ 0.002 0.003 

Qit-1 £ 0.002* 0.001 

SIZEit-1 µ1 0.051 0.003 

DEBTit-1 µ2 -0.061* 0.006 
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DIVit-1 µ3 1.371* 0.023 

SALESit-1 µ4 0.005** 0.002 

ROAit-1 µ5 0.001* 0.001 

T-statistics t1 3.534  

T-statistics t2 1.334  

Wald Test-1 w1 86.87 (8)  

Wald Test-2 w2 27.11 (8)  

Correlation Test-1 c1 -0.495  

Correlation Test-2 c2 -0.201  

Hansen h 312.42 (172)  

 

Conversely, it can be concluded that the results are in favor of professional CEO in place of 

family-CEO for smooth operation of business organizations.     

 

 

Table-III.7 

Family CEO and the investment–cash flow sensitivity (25% cutoff Point) 

Generalized method of moments (GMM) is used to test the hypothesis-1. The model equation 

is Iit = α0 + β0Iit-1 + (β+ Φ1 FCEOFOB + Φ2 NFCEOFOB) CFit + Qit-1 + µ Xit-1 +Еit in which 

FOB equal 1 for FOBs and zero otherwise. FCEOFOB and NFCEOFOB are dummy variables for 

FOBs where family member serve as CEO and where no family member works as CEO.  Iit is the 

investment of the company and Qit is Tobin Q of the company .CFit denotes for cashflow; SIZEit, 

DEBTit are the size and debt ratio of company. DIVIDENDit-1,   SALES it-1 and ROA it-1 are the 

dividend, sales and return on assets.  All the above mentioned variables are defined in Appendix-III.1. 

The results are based on the 25% cut off point of FOBs. The procedure followed to classify FOBs 

from NFOBs is explained in section II.3.2. The sample consists of 3360 observations, 280 non-

financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the period ranging from 

2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% respectively.  t4 

indicates the t-statistic for the linear restriction under the null hypothesis H0: β + Φ1  =0 .  t5 indicates 

the t-statistic for the linear restriction under the null hypothesis H0: β + Φ2   =0.  w1 shows the Wald 

Test-1 for the joint significance of the estimated coefficients under null hypothesis H0 (asymptotically 

distributed) and the value under parenthesis denotes the degree of freedom. w2 is the Wald Test-2 for 

the joint significance of the times dummies under null hypothesis H0 (asymptotically distributed) and 

the value under parenthesis shows the degree of freedom. c1 is the serial correlation Test-1 of order 1 

using residual in first difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. c2 is the serial correlation Test-2 of order II using residual in second 

difference under assumption of null hypothesis (no serial correlation) asymptotically distributed. h 

indicates the Hansen test of over identifying restriction under assumption of null hypothesis as no 

correlation between instruments and error term and the value in parenthesis is the degree of freedom. 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.043* 0.006 

Iit-1 β0 0.537* 0.026 

CFit Β 0.128* 0.112 
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FCEOFOBCFit Φ1 -0.057* 0.028 

NFCEOFOBCFit Φ2 -0.087* 0.029 

Qit-1 £ 0.005* 0.001 

SIZEit-1 µ1 0.054 0.001 

DEBTit-1 µ2 -0.047* 0.007 

DIVit-1 µ3 0.171* 0.025 

SALESit-1 µ4 0.003 0.003 

ROAit-1 µ5 0.002 0.001 

T-statistics t3 0.123  

T-statistics t4 0.401  

Wald Test-1 w1 109.97 (8)  

Wald Test-2 w2 27.28 (8)  

Correlation Test-1 c1 -0.465  

Correlation Test-2 c2 -0.191  

Hansen h 315.44 (172)  

 

 

 

 

 

Table-III.8 

Impact of Financial Constraints on investment–Internal fund sensitivity  

(25% cutoff Point) 

Generalized method of moments (GMM) is used to test the hypothesis-1. The model equation 

is Iit = α0 + β0Iit-1 + (β + Φ3FFOB+ Φ4NFFOB) CFit + Qit-1 +µ Xit-1 +Еit in which FOB equal 1 for 

FOBs and zero otherwise. FFOB and NFFOB denote financial constraint FOBs and Non-financial 

constraint FOBs respectively. Iit is the investment of the company and Qit is Tobin Q of the company 

.CFit denotes for cashflow; SIZEit, DEBTit are the size and debt ratio of company. DIVIDENDit-1,   

SALES it-1 and ROA it-1 are the dividend, sales and return on assets.  All the above mentioned 

variables are defined in Appendix-III.1. The results are based on the 25% cut off point of FOBs. The 

procedure followed to classify FOBs from NFOBs is explained in section II.3.2. The sample consists 

of 3360 observations, 280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan 

for the period ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% 

and 1% respectively.  t5 indicates the t-statistic for the linear restriction under the null hypothesis H0: 

β + Φ3  =0 .  t6 indicates the t-statistic for the linear restriction under the null hypothesis H0: β + Φ4   

=0.  w1 shows the Wald Test-1 for the joint significance of the estimated coefficients under null 

hypothesis H0 (asymptotically distributed) and the value under parenthesis denotes the degree of 

freedom. w2 is the Wald Test-2 for the joint significance of the times dummies under null hypothesis 

H0 (asymptotically distributed) and the value under parenthesis shows the degree of freedom. c1 is the 

serial correlation Test-1 of order 1 using residual in first difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order 

II using residual in second difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. h indicates the Hansen test of over identifying restriction under 
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assumption of null hypothesis as no correlation between instruments and error term and the value in 

parenthesis is the degree of freedom. 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.040* 0.006 

Iit-1 β0 0.535* 0.024 

CFit β 0.098* 0.022 

FFOBCFit Φ3 -0.077* 0.022 

NFFOBCFit Φ4 -0.021* 0.019 

Qit-1 £ 0.006* 0.001 

SIZEit-1 µ1 0.024 0.001 

DEBTit-1 µ2 -0.052* 0.007 

DIVit-1 µ3 0.141* 0.025 

SALESit-1 µ4 0.009* 0.003 

ROAit-1 µ5 0.004 0.003 

T-statistics t5 12.323  

T-statistics t6 8.459  

Wald Test-1 w1 122.97 (8)  

Wald Test-2 w2 23.18 (8)  

Correlation Test-1 c1 -0.425  

Correlation Test-2 c2 -0.241  

Hansen h 335.42(172)  

 

 

 

 

III.4.3.4. Financial constraint of capital markets and investment cashflow sensitivity in 

FOBs: 

A new proxy for financial constraints of capital markets is used in current study to 

examine whether investment-cash flow relation with respect to financial constraints family 

business (FCFOB) versus non-financial constraints family business (NFCFOB). Infect, the 

source of sensitivity investment-internal fund is investigated. The study explore whether the 

lesser dependence of FOBs on cashflow when undertaking investment decisions is due to 

financial constraints arising from information asymmetry problems. To examine this relation 

as indicated in hypothesis-4 of this chapter, the model (4) is specified. The coefficients for 

financial constraints FOBs and for non-financial constraints FOBs are (β^ + Φ3
^), (β^ + Φ4

^) 

respectively. The estimated coefficient for financial constraint firms (0.098-0.077 = 0.021) 

and for non-financial constraint firms (0.098-0.027 = 0.071) respectively which support our 
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hypothesis-4. The estimated values of t-statistics are within the critical region, hence 

statistical significant. Thus, empirical results corroborate the hypothesis-4.  
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III.5.0 Conclusions and Discussions: 

This part of study shed some lights on second research question i.e. whether 

ownership structure plays any part in investment decisions. Four hypotheses are proposed 

regarding investment decisions of a firm. The investment internal fund sensitivity interprets 

the investment decision in term of FOBs and NFOBs. Fazzari et al. (1988) consider the lesser 

sensitivity as a negative sign and attach it with incentives problems or asymmetric 

information problems of corporations. But the current study takes lesser sensitivity as a 

positive sign with the argument of strong decision making and stable policy.  Morgado and 

Pindado (2003) argue lower sensitivity due to control over decision making regarding 

investment decisions that reduces the underinvestment and overinvestment problems. These 

authors further indicate that lower sensitivity allows the FOBs to maintain optimal level of 

investment. 

The main argument revolves around the investment internal fund sensitivity in FOBs 

and NFOBs. Empirical evidences show less investment internal fund sensitivity in FOBs than 

NFOBs. It means FOBs has strong decision making and stable dividend policy than NFOBs. 

This type of interpretation also corroborates the argument that FOBs create more value than 

NFOBs i.e. documented in the second chapter of this dissertation. Similarly, it is worthwhile 

to highlight that there is positive but weaker association between investment and cash inflow 

that sheds some light on peculiar characteristic of FOBs i.e. lower expropriation of minority 

shareholders. It is one of the basic principles of corporate governance that creates more 

value.  

 Blockholders are another important characteristic of ownership structure which is 

accounted for in the study. Latest research studies indicate the significant impact of insider 

blockholders on investment decisions (Yi-Ping K & Jung-Hua H. 2011). The current study 

investigates whether presence of insider blockholders influence the investment-internal fund 

sensitivities. Empirical results suggest that the presence of blockholder during decision 

making process is meaningless as the result in non-significant. The findings support the 

hypothesis-2 of the study. Also, it confirms the empirical results obtained in chapter # 2 as 

blockholders don’t contribute in value creation especially in family business. 

 In hypothesis-3 is proposed to quantify the impact of family involvement in decision 

making process on investment policy. Family member works as a chief executive officer 
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(Family CEO) is the proxy used to measure the involvement of family in management. The 

results are not in line with the idea that active participation of family member in management 

(Family CEO) improves the corporate performance and alleviates the sensitivities between 

investment spending and cashflow. The results drawn in chapter # 2 are also in line with this 

argument as concluded that Non-family CEO (professional CEO) creates more value of 

business than family ones. 

As a last step of this investigation, it is examined the moderating role of family 

ownership is the investment-internal fund sensitivities. An innovative measure is used as 

proxy of financial constraints on the base of asymmetric information. The family firms are 

classified into financial constraints and non-financial constraints FOBs . The lower financial 

constraints suggest that lower level of cash flow problem in the investment decision making 

process or vice versa. The estimated coefficients confirms the hypothesis-4 that the 

investment-internal fund sensitivity is lower in financial constraint FOBs than non-financial 

constraints FOBs. As most of the FOBs are facing financial constraints that exist in capital 

markets, it is, therefore, concluded that the FOBs are in better position to face crisis in 

country like current situation in Pakistan. Overall, the empirical results propose that family 

ownership is an excellent internal mechanism of corporate governance that helps to 

alleviating both the agency cost and financial constraints problems linked with investment 

decisions.  
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III.5.1 Recommendations: 

1. As it is concluded that the FOBs motive to reduce asymmetric information’s 

problems and attain optimal level of investment. Therefore, this type of organizations 

reduces underinvestment and overinvestment problems. Hence, investors are advised 

to do their maximum investment in FOBs. 

2. The role of blockholders is meaningless in investment-internal fund sensitivities. 

Therefore, the study does not recommend using blockholders as a mechanism for 

internal control of corporate governance. Institute of corporate governance is advised 

to recommend reforms to regular authority in the existing company’s act 1984.  

3.  As the empirical results do not support family member works as chief executive 

officer (CEO) it is, therefore, recommended for family firms to hire the professional 

chief executive officers for good decision making and creating more value.  

4. As it is concluded the financial constraint’s FOBs show less investment-internal fund 

sensitivities i.e. take less risk. They might be doing the sloth as a sin of corporate 

governance. They unwilling to take initiative or risk, prefer status quo, be lazy. 

Similarly non-financial constraint’s FOBs might be greedy to take risk. It is, 

therefore, recommended for FCFOBs to review their risk profile regularly and adjust 

the company to take optimal risk-necessary for their good earnings.  
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III.2 Appendix-III.1 

A. Definition of Financial Variables 

1. Investment (Iit): 

Iit = (NFit - NFit-1 + DEit) / Total Assets it 

NF it donates the net fixed assets of firm correspondence year t. DEit is the 

depreciation expense for the year t. 

2. Industry Adjusted Investment (IAIit):  

IAIit = (Iit –Industry Median it) / Total Assets it 

IAIit is calculated by subtracting the median of particular industry from the firm value. 

3. Cash Flow (CFit) : 

CFit = (NIit + DEit)/ Total Assets it  

4. Tobin Q 

Tobin Qit = Market value of firm / Total Assets value of firm 

B. Definition of Dummy Variables:  

1. Family Owned Business (FOB) Dummy: 

The FOB equal to 1 if family directors have ownership or voting rights 25% 

and 50% in the firm. (We use two different family owned/ controlled 

definitions depending on the threshold 25% and 50% used to define family 

business). First, we check the ownership of family directors from given 

pattern of shareholdings in the annual reports of the companies. Second, we 

check the family names for voting rights of family directors. Third, we make 

telephonic calls to company office for the confirmation of kinship among 

board of directors. Otherwise the dummy variable FOB takes the value of 

zero.  

2. Blockholder Effect (BH) Dummy : 

The BH equal to 1 a stockholder have 10% 0r more than 10% voting rights, 

other than the first three shareholders already considered in the definition of 

ownership concentration. Otherwise the variable takes value of zero. 

3. Family CEOFOB Dummy : 
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The FCEOFOB is a dummy variable equal to 1 where one of the family 

members in FOBs serves as chief executive officer (CEO) of the company and 

zero otherwise. 

4. No family CEOFOB Dummy : 

The NFCEOFOB is a dummy variable equal to 1 where one of the family 

members in FOBs not serves as chief executive officer (CEO) of the company 

and zero otherwise. 

5. Financial Constraint Family firms (FFOB) : 

Dummy variable equal to 1 for financially constraint FOB and 0 otherwise. 

White and Wu (2006) indicated that financial constraint firms are 

characterized by higher lever from their mean value. 

6. No Financial Constraint Family firms (NFFOB) : 

Dummy variable equal to 1 for non-financially constraint FOB and 0 

otherwise.  

C. Definition of control variables: 

1. SIZE   SIZE = Ln (Total Assets) 

2. DEBT  DEBT RATIO = Total Debt/ Total Assets 

3. DIV  DIV = Ln (DIV declared for the year t 

4. SALES  SALES = Ln (Sales) 

5. ROA  ROA = NIit / Total Assets it 

Summary of coefficients investment cashflow sensitivity 

Models     1  2  3  4 

  

Non-Family Firms   β   

Family Firms             β+ γ 

Blockholders Effect           β+ γ+ δ 

No family Presence on Board      β+ Φ1     

    

Family Presence on Board        β+ Φ2        

Financial Constraint Family Firms       β+ Φ3  

Non-Financial Constraint Family Firms      β+ Φ4 
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Table-III.9 

Impact of ownership on Investment-Internal Fund Sensitivity  

(50% cut off Point) 

Generalized method of moments (GMM) is used to test the hypothesis-1. The model equation 

is Iit = α0 + β0 Iit-1 + (β + γ FOB) CFit+ £ Qit-1 + µ Xit-1 +Еit   in which FOB equal 1 for FOBs and zero 

otherwise. Iit is the investment of the company and Qit is Tobin Q of the company .CFit denotes for 

cashflow; SIZEit, DEBTit are the size and debt ratio of company. DIVIDENDit-1,   SALES it-1 and 

ROA it-1 are the dividend, sales and return on assets.  All the above mentioned variables are defined in 

Appendix-III.1. The results are based on the 50% cut off point of FOBs. The procedure followed to 

classify FOBs from NFOBs is explained in section II.3.2. The sample consists of 3360 observations, 

280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the period ranging 

from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% respectively.  t1 

indicates the t-statistic for the linear restriction under the null hypothesis H0: β + γ  =0 . w1 shows the 

Wald Test-1 for the joint significance of the estimated coefficients under null hypothesis H0 

(asymptotically distributed) and the value under parenthesis denotes the degree of freedom. w2 is the 

Wald Test-2 for the joint significance of the times dummies under null hypothesis H0 (asymptotically 

distributed) and the value under parenthesis shows the degree of freedom. c1 is the serial correlation 

Test-1 of order 1 using residual in first difference under assumption of null hypothesis (no serial 

correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order II using residual in 

second difference under assumption of null hypothesis (no serial correlation) asymptotically 

distributed. h indicates the Hansen test of over identifying restriction under assumption of null 

hypothesis as no correlation between instruments and error term and the value in parenthesis is the 

degree of freedom. 

 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

Constant α0 0.037* 0.007 

Iit-1 β0 0.508* 0.026 

CFit Β 0.121* 0.211 

FOBCFit Γ -0.081* 0.028 

Qit-1 £ 0.003* 0.001 

SIZEit-1 µ1 0.051 0.03 

DEBTit-1 µ2 -0.076* 0.007 

DIVit-1 µ3 1.411* 0.13 

SALESit-1 µ4 0.007* 0.002 

ROAit-1 µ5 0.012* 0.001 

T-statistics t1 2.435  

Wald Test-1 w1 84.59 (7)  

Wald Test-2 w2 17.51 (7)  

Correlation Test-1 c1 -0.591  

Correlation Test-2 c2 -0.229  

Hansen h 271.71(150)  
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Table-III.10 

Impact of Block holders on Investment-Internal Fund Sensitivity (50% cut off Point) 

Generalized method of moments (GMM) is used to test the hypothesis-2. The model equation 

is Iit = α0 + β0 Iit-1 + (β+ γFOB +δ BH) CFit + £Qit-1 + µ X it-1 +Eit   in which FOB equal 1 for 

FOBs and zero otherwise. BH is the dummy variables for blockholder effect. Iit is the investment of 

the company and Qit is Tobin Q of the company .CFit denotes for cashflow; SIZEit, DEBTit are the 

size and debt ratio of company. DIVIDENDit-1,   SALES it-1 and ROA it-1 are the dividend, sales and 

return on assets.  All the above mentioned variables are defined in Appendix-III.1. The results are 

based on the 50% cut off point of FOBs. The procedure followed to classify FOBs from NFOBs is 

explained in section III.3.2. The sample consists of 3360 observations, 280 non-financial companies 

listed on Karachi Stock Exchange (KSE) Pakistan for the period ranging from 2002 to 2013. The ***, 

** and * denote significance level at 10%, 5% and 1% respectively.  t1 indicates the t-statistic for the 

linear restriction under the null hypothesis H0: β + γ  =0 .  t2 indicates the t-statistic for the linear 

restriction under the null hypothesis H0: β + γ + δ  =0.  w1 shows the Wald Test-1 for the joint 

significance of the estimated coefficients under null hypothesis H0 (asymptotically distributed) and 

the value under parenthesis denotes the degree of freedom. w2 is the Wald Test-2 for the joint 

significance of the times dummies under null hypothesis H0 (asymptotically distributed) and the value 

under parenthesis shows the degree of freedom. c1 is the serial correlation Test-1 of order 1 using 

residual in first difference under assumption of null hypothesis (no serial correlation) asymptotically 

distributed. c2 is the serial correlation Test-2 of order II using residual in second difference under 

assumption of null hypothesis (no serial correlation) asymptotically distributed. h indicates the 

Hansen test of over identifying restriction under assumption of null hypothesis as no correlation 

between instruments and error term and the value in parenthesis is the degree of freedom. 

 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.038* 0.005 

Iit-1 β0 0.528* 0.035 

CFit Β 1.129* 0.212 

FOBCFit Γ -0.081* 0.028 

BHCFit Δ 0.002 0.002 

Qit-1 £ 0.002* 0.002 

SIZEit-1 µ1 0.053 0.003 

DEBTit-1 µ2 -0.062* 0.006 

DIVit-1 µ3 1.370* 0.023 

SALESit-1 µ4 0.005** 0.001 

ROAit-1 µ5 0.001* 0.001 

T-statistics t1 3.524  

T-statistics t2 1.333  

Wald Test-1 w1 86.88 (8)  

Wald Test-2 w2 27.10 (8)  

Correlation Test-1 c1 -0.496  

Correlation Test-2 c2 -0.221  

Hansen h 312.43 (172)  

 

 



130 
 

 

Table-III.11 

Impact of Family CEO on Investment-Internal Fund Sensitivity (50% cut off Point) 

Generalized method of moments (GMM) is used to test the hypothesis-1. The model equation 

is Iit = α0 + β0Iit-1 + (β+ Φ1 FCEOFOB + Φ2 NFCEOFOB) CFit + £Qit-1 + µ Xit-1 +Еit in which 

FOB equal 1 for FOBs and zero otherwise. FCEOFOB and NFCEOFOB are dummy variables for 

FOBs where family member serve as CEO and where no family member works as CEO.  Iit is the 

investment of the company and Qit is Tobin Q of the company .CFit denotes for cashflow; SIZEit, 

DEBTit are the size and debt ratio of company. DIVIDENDit-1,   SALES it-1 and ROA it-1 are the 

dividend, sales and return on assets.  All the above mentioned variables are defined in Appendix-III.1. 

The results are based on the 50% cut off point of FOBs. The procedure followed to classify FOBs 

from NFOBs is explained in section III.3.2. The sample consists of 3360 observations, 280 non-

financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the period ranging from 

2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% respectively.  t4 

indicates the t-statistic for the linear restriction under the null hypothesis H0: β + Φ1  =0 .  t5 indicates 

the t-statistic for the linear restriction under the null hypothesis H0: β + Φ2   =0.  w1 shows the Wald 

Test-1 for the joint significance of the estimated coefficients under null hypothesis H0 (asymptotically 

distributed) and the value under parenthesis denotes the degree of freedom. w2 is the Wald Test-2 for 

the joint significance of the times dummies under null hypothesis H0 (asymptotically distributed) and 

the value under parenthesis shows the degree of freedom. c1 is the serial correlation Test-1 of order 1 

using residual in first difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. c2 is the serial correlation Test-2 of order II using residual in second 

difference under assumption of null hypothesis (no serial correlation) asymptotically distributed. h 

indicates the Hansen test of over identifying restriction under assumption of null hypothesis as no 

correlation between instruments and error term and the value in parenthesis is the degree of freedom. 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.041* 0.006 

Iit-1 β0 0.527* 0.026 

CFit Β 0.131* 0.112 

FCEOFOBCFit Φ1 -0.058* 0.028 

NFCEOFOBCFit Φ2 -0.086* 0.029 

Qit-1 £ 0.005* 0.001 

SIZEit-1 µ1 0.055 0.001 

DEBTit-1 µ2 -0.046* 0.007 

DIVit-1 µ3 0.170* 0.025 

SALESit-1 µ4 0.003 0.003 

ROAit-1 µ5 0.002 0.001 

T-statistics t3 3.122  

T-statistics t4 3.408  

Wald Test-1 w1 109.77 (8)  

Wald Test-2 w2 27.88 (8)  

Correlation Test-1 c1 -0.461  

Correlation Test-2 c2 -0.192  

Hansen h 315.54 (172)  
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Table-III.12 

Financial Constraints and Investment-internal fund  sensitivity (50% cut off Point) 

Generalized method of moments (GMM) is used to test the hypothesis-1. The model equation 

is Iit = α0 + β0Iit-1 + (β + Φ3FFOB+ Φ4NFFOB) CFit +£ Qit-1 +µ Xit-1 +Еit in which FOB equal 1 for 

FOBs and zero otherwise. FFOB and NFFOB denote financial constraint FOBs and Non-financial 

constraint FOBs respectively. Iit is the investment of the company and Qit is Tobin Q of the company 

.CFit denotes for cashflow; SIZEit, DEBTit are the size and debt ratio of company. DIVIDENDit-1,   

SALES it-1 and ROA it-1 are the dividend, sales and return on assets.  All the above mentioned 

variables are defined in Appendix-III.1. The results are based on the 25% cut off point of FOBs. The 

procedure followed to classify FOBs from NFOBs is explained in section III.3.2. The sample consists 

of 3360 observations, 280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan 

for the period ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% 

and 1% respectively.  t5 indicates the t-statistic for the linear restriction under the null hypothesis H0: 

β + Φ3  =0 .  t6 indicates the t-statistic for the linear restriction under the null hypothesis H0: β + Φ4   

=0.  w1 shows the Wald Test-1 for the joint significance of the estimated coefficients under null 

hypothesis H0 (asymptotically distributed) and the value under parenthesis denotes the degree of 

freedom. w2 is the Wald Test-2 for the joint significance of the times dummies under null hypothesis 

H0 (asymptotically distributed) and the value under parenthesis shows the degree of freedom. c1 is the 

serial correlation Test-1 of order 1 using residual in first difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order 

II using residual in second difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. h indicates the Hansen test of over identifying restriction under 

assumption of null hypothesis as no correlation between instruments and error term and the value in 

parenthesis is the degree of freedom. 

 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.041* 0.007 

Iit-1 β0 0.542* 0.023 

CFit Β 0.097* 0.022 

FFOBCFit Φ3 -0.078* 0.023 

NFFOBCFit Φ4 -0.021* 0.019 

Qit-1 £ -0.058* 0.028 

SIZEit-1 µ1 -0.086* 0.029 

DEBTit-1 µ2 -0.058* 0.028 

DIVit-1 µ3 -0.086* 0.029 

SALESit-1 µ4 -0.058* 0.028 

ROAit-1 µ5 -0.086* 0.029 

T-statistics t5 11.328  

T-statistics t6 8.458  

Wald Test-1 w1 122.77 (8)  

Wald Test-2 w2 23.88 (8)  

Correlation Test-1 c1 -0.426  

Correlation Test-2 c2 -0.242  

Hansen h 335.41(172)  
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Table- III.13 

Investment Internal fund sensitivity (IAIit Dependent variable at 25% cut off point) 

Generalized method of moments (GMM) is used to test the hypothesis-1-4. The model 

equations are IAIit = α0 + β0 IAIit-1 + (β + γ FOB) CFit+£ Qit-1 + µ Xit-1 +Еit ,    IAIit = α0 + β0 IAIit-1 + 

(β+ γFOB +δ BH) CFit + £Qit-1 + µ X it-1 +Eit, IAIit = α0 + β0 IAIit-1 + (β+ Φ1 FCEOFOB + Φ2 

NFCEOFOB) CFit + £Qit-1 + µ Xit-1 +Еit and    IAIit = α0 + β0IAIit-1 + (β + Φ3FCFOB+ Φ4NCFFOB) 

CFit +£ Qit-1 +µ Xit-1 +Еit  in which FOB equal 1 for FOBs and zero otherwise. IAIit is the industry 

adjusted investment of the company and Qit is Tobin Q of the company .CFit denotes for cashflow; 

SIZEit, DEBTit are the size and debt ratio of company. DIVIDENDit-1,   SALES it-1 and ROA it-1 are 

the dividend, sales and return on assets. BH is the blockholder effect. FCEOFOB, NFCEOFOB are 

the firms having family member a CEO or not family member as CEO. FCFOB and NFCFOB 

represent financial constraint and non-financial constraints family firms respectively. All the above 

mentioned variables are defined in Appendix-III.1 The results are based on the 25% cut off point of 

FOBs. The procedure followed to classify FOBs from NFOBs is explained in section III.3.2. The 

sample consists of 3360 observations, 280 non-financial companies listed on Karachi Stock Exchange 

(KSE) Pakistan for the period ranging from 2002 to 2013. The ***, ** and * denote significance level 

at 10%, 5% and 1% respectively.  t1 indicates the t-statistic for the linear restriction under the null 

hypothesis H0: β + γ  =0.  t2 indicates the t-statistic for the linear restriction under the null hypothesis 

H0: β + γ + δ  =0.  t3 indicates the t-statistic for the linear restriction under the null hypothesis H0: β + 

Φ1  =0 .  t4 indicates the t-statistic for the linear restriction under the null hypothesis H0: β + Φ2   =0.  

t5 indicates the t-statistic for the linear restriction under the null hypothesis H0: β + Φ3  =0 .  t6 

indicates the t-statistic for the linear restriction under the null hypothesis H0: β + Φ4   =0. w1 shows the 

Wald Test-1 for the joint significance of the estimated coefficients under null hypothesis H0 

(asymptotically distributed) and the value under parenthesis denotes the degree of freedom. w2 is the 

Wald Test-2 for the joint significance of the times dummies under null hypothesis H0 (asymptotically 

distributed) and the value under parenthesis shows the degree of freedom. c1 is the serial correlation 

Test-1 of order 1 using residual in first difference under assumption of null hypothesis (no serial 

correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order II using residual in 

second difference under assumption of null hypothesis (no serial correlation) asymptotically 

distributed. h indicates the Hansen test of over identifying restriction under assumption of null 

hypothesis as no correlation between instruments and error term and the value in parenthesis is the 

degree of freedom. 



133 
 

Table- III.13 

Investment-Internal fund sensitivity (IAIit Dependent variable at 25% cut off point) 

Variables Co Model (1) Model (2) Model (3) Model (4) 

Variables  CV SE CV SE CV SE CV SE 

constant α0 0.038* 0.005 0.037* 0.007 0.041* 0.006 0.041* 0.007 

IAIit-1 β0 0.528* 0.035 0.508* 0.026 0.527* 0.026 0.542* 0.023 

CFit β 1.129* 0.212 0.121* 0.211 0.131* 0.112 0.097* 0.022 

FOBCFit γ -0.081* 0.028 -0.081* 0.028     

BHCFit δ   0.003 0.002     

FCEOFOBCFit Φ1     -0.058* 0.028   

NFCEOFOBCFit Φ2     -0.086* 0.029   

FFOBCFit Φ3       -0.078* 0.023 

NFFOBCFit Φ4       -0.021* 0.019 

Qit-1 £ 0.002* 0.002 0.003* 0.001 0.005* 0.001 -0.058* 0.028 

SIZEit-1 µ1 0.053 0.003 0.051 0.03 0.055 0.001 -0.086* 0.029 

DEBTit-1 µ2 -0.076* 0.007 -0.076* 0.007 -0.046* 0.007 -0.058* 0.028 

DIVit-1 µ3 1.411* 0.13 1.411* 0.13 0.170* 0.025 -0.086* 0.029 

SALESit-1 µ4 0.007* 0.002 0.007* 0.002 0.003 0.003 -0.058* 0.028 

ROAit-1 µ5 0.012* 0.001 0.012* 0.001 0.002 0.001 -0.086* 0.029 

T-statistics t1 2.435 3.524     

T-statistics t2   1.333     

T-statistics t3    3.122   

T-statistics t4     3.408   

T-statistics t5      1.528 

T-statistics t6       11.458 

Wald Test-1 w1 84.59 (7) 86.88 (8) 109.77 (8) 122.77 (8) 

Wald Test-2 w2 17.51 (7) 27.10 (8) 27.88 (8) 23.88 (8) 

Correlation Test-1 c1 -0.591 -0.496 -0.461 -0.426 

Correlation Test-2 c2 -0.229 -0.221 -0.192 -0.242 

Hansen h 271.71  

(150) 

312.43 

(172) 

315.54 

(172) 

335.41 

(172) 
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Table- III.14 

Investment-Internal fund sensitivity (IAIit Dependent variable at 50% cut off point) 

Generalized method of moments (GMM) is used to test the hypothesis-1-4. The model 

equations are IAIit = α0 + β0 IAIit-1 + (β + γ FOB) CFit+£ Qit-1 + µ Xit-1 +Еit ,    IAIit = α0 + β0 IAIit-1 + 

(β+ γFOB +δ BH) CFit + £Qit-1 + µ X it-1 +Eit, IAIit = α0 + β0 IAIit-1 + (β+ Φ1 FCEOFOB + Φ2 

NFCEOFOB) CFit + £Qit-1 + µ Xit-1 +Еit and    IAIit = α0 + β0IAIit-1 + (β + Φ3FCFOB+ Φ4NCFFOB) 

CFit +£ Qit-1 +µ Xit-1 +Еit  in which FOB equal 1 for FOBs and zero otherwise. IAIit is the industry 

adjusted investment of the company and Qit is Tobin Q of the company .CFit denotes for cashflow; 

SIZEit, DEBTit are the size and debt ratio of company. DIVIDENDit-1,   SALES it-1 and ROA it-1 are 

the dividend, sales and return on assets. BH is the blockholder effect. FCEOFOB, NFCEOFOB are 

the firms having family member a CEO or not family member as CEO. FCFOB and NFCFOB 

represents financial constraint and non-financial constraints family firms respectively. All the above 

mentioned variables are defined in Appendix-III.1. The results are based on the 50% cut off point of 

FOBs. The procedure followed to classify FOBs from NFOBs is explained in section III.3.2. The 

sample consists of 3360 observations, 280 non-financial companies listed on Karachi Stock Exchange 

(KSE) Pakistan for the period ranging from 2002 to 2013. The ***, ** and * denote significance level 

at 10%, 5% and 1% respectively.  t1 indicates the t-statistic for the linear restriction under the null 

hypothesis H0: β + γ  =0.  t2 indicates the t-statistic for the linear restriction under the null hypothesis 

H0: β + γ + δ  =0.  t3 indicates the t-statistic for the linear restriction under the null hypothesis H0: β + 

Φ1  =0 .  t4 indicates the t-statistic for the linear restriction under the null hypothesis H0: β + Φ2   =0.  

t5 indicates the t-statistic for the linear restriction under the null hypothesis H0: β + Φ3  =0 .  t6 

indicates the t-statistic for the linear restriction under the null hypothesis H0: β + Φ4   =0. w1 shows the 

Wald Test-1 for the joint significance of the estimated coefficients under null hypothesis H0 

(asymptotically distributed) and the value under parenthesis denotes the degree of freedom. w2 is the 

Wald Test-2 for the joint significance of the times dummies under null hypothesis H0 (asymptotically 

distributed) and the value under parenthesis shows the degree of freedom. c1 is the serial correlation 

Test-1 of order 1 using residual in first difference under assumption of null hypothesis (no serial 

correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order II using residual in 

second difference under assumption of null hypothesis (no serial correlation) asymptotically 

distributed. h indicates the Hansen test of over identifying restriction under assumption of null 

hypothesis as no correlation between instruments and error term and the value in parenthesis is the 

degree of freedom. 
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Table- III.14 

Investment-cashflow sensitivity (IAIit Dependent variable at 50% cut off point) 

Variables Co Model (1) Model (2) Model (3) Model (4) 

Variables  CV SE CV SE CV SE CV SE 

constant α0 0.039* 0.004 0.044* 0.007 0.041* 0.008 0.048* 0.006 

IAIit-1 β0 0.519* 0.032 0.509* 0.026 0.527* 0.022 0.502* 0.025 

CFit β 1.128* 0.212 0.126* 0.211 0.131* 0.114 0.047* 0.018 

FOBCFit γ -0.082* 0.029 -0.082* 0.028     

BHCFit δ   0.002 0.002     

FCEOFOBCFit Φ1     -0.058* 0.028   

NFCEOFOBCFit Φ2     -0.086* 0.029   

FFOBCFit Φ3       -0.078* 0.023 

NFFOBCFit Φ4       -0.021* 0.020 

Qit-1 £ 0.001* 0.002 0.002* 0.001 0.005* 0.001 -0.059* 0.028 

SIZEit-1 µ1 0.048 0.003 0.052 0.03 0.055 0.001 -0.086* 0.027 

DEBTit-1 µ2 -0.076* 0.007 -0.077* 0.007 -0.046* 0.007 -0.058* 0.028 

DIVit-1 µ3 1.401* 0.13 1.412* 0.13 0.170* 0.024 -0.086* 0.025 

SALESit-1 µ4 0.008* 0.003 0.008* 0.002 0.003 0.003 -0.058* 0.028 

ROAit-1 µ5 0.011* 0.001 0.012* 0.001 0.003 0.001 -0.086* 0.030 

T-statistics t1 2.444 3.522     

T-statistics t2   1.359     

T-statistics t3    3.127   

T-statistics t4     3.419   

T-statistics t5      1.319 

T-statistics t6       8.429 

Wald Test-1 w1 84.39 (7) 86.77 (8) 109.78 (8) 122.75 (8) 

Wald Test-2 w2 17.52 (7) 27.11 (8) 27.82 (8) 23.82(8) 

Correlation Test-1 c1 -0.592 -0.492 -0.462 -0.427 

Correlation Test-2 c2 -0.226 -0.220 -0.190 -0.241 

Hansen h 271.78 

(150) 

312.44 

(172) 

315.25 

(172) 

334.22 

(172) 
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 IMPACT OF OWNERSHIP CONTROL ON FINANCING DECISIONS 
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IV.1.0. Introduction: 

The significance of family owned business (FOB) for the economy and society as 

well has been acknowledged in the published report of newspaper, Times, during the current 

economic crisis in the world (Kanekrans, 2009). As indicated in the report, the economic 

recovery that is now ongoing largely depends upon the successful performance of the FOBs 

in the current situation where trading is more disciplined than ever in history. For example in 

Europe FOB plays vital important role for sustainability and stability for economy. FOBs are 

prevalent in developed countries as well as in developing economies around the globe and a 

large proportion of corporate sector comprises of family business (Morck et al. 2005). But at 

the same time this type of business organizations are facing some difficulties. Most of the 

challenges which FOBs are facing concern to small and medium enterprises in businesses. 

 Previous research endorses the relevant differences between FOBs and NFOBs with 

respect to their financing and dividend policies. Some sketchy empirical evidences indicate 

that FOBs are likely to be more conventional than their counterparts, which thwarts them 

from using too much leverage (Milne, 2010). Actually, FOBs are not limited to particular 

institutional setting and is popular types of ownership structure all over the world 

(Holderness, 2009). In addition, the implications of FOBs not only exist in in its 

pervasiveness but also in its distinctiveness with respect to NFOBs. In this scenario, interest 

is growing academician, practitioners and scholars to understanding better how the 

uniqueness of FOBs model influences the companies (Chen, S., et al., 2010).  

Up to date scholars have devoted substantial effort to examine the effect of family 

ownership on performance by considering different types of institutions. The capital structure 

is topic which has been a source of great attraction by research scholars since the early work 

of Modigliani and Miller (1958), but only a few studies have analyzed whether family 

ownership and control impact the financial policies of corporations. In spite of the recent 

studies in finance literature that explore the factors that impact of debt and dividend policies 

(e.g. see Frank and Goyal, 2009 & Denis and Osobov, 2008). The relation between 

ownership structure and financial policies especially in case of FOBs and NFOBs is yet 

scarce.  
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A series of financial models and theoretical framework has been developed to explore 

the determinants of dividend policy along with debt policy that ultimately affect the 

corporate value of firms. Among them the most important that provides the explanations for 

how firms determine target capital structure are pecking order and trade-off theories (Myers 

& Majluf, 1984). The corporate performance of FOBs and NFOBs is not only influenced by 

investment policy but also financing and dividend decisions which play considerable role for 

value creation. The existing capital structure as well as debt policy also contributes 

significant role in financing and dividend decisions of a firm. Miguel et al. (2005) declare 

after a comprehensive analysis that ownership control of corporations ultimately shape the 

financing policies which help to create value. The main objective of both capital structure 

theories i.e. pecking order and trade-off theories is to determine and explain the factors that 

contribute the financial decisions of a firm. These theories play very important role in 

shaping the financing and dividend policies which ultimately create performance difference 

regarding ownership structure. Frank and Goyal (2003) initiates to open the debate in finance 

literature regarding superiority as well as validity of these theories that shape the financing 

behavior of a firm. Still the debate is going on, as some of the evidences support pecking 

order theory and show superiority and validity over trade-off theory. Whereas, others studies 

show vice versa results.  

Previous research also provides explanations and theoretical backgrounds to 

understand the relation between free cashflow and dividend payout ratio.  Lintner’s (1956) 

provides the explanations for the reasons behind stable dividend policy and argue that 

managers are reluctant to cut dividend payments as it might have adverse effect of stock 

price, resultantly, the company’s dividend remain stable over time. Von Eije and Megginson 

(2008) explore the company’s choice between shares repurchase and dividend payments and 

indicate that dividend payments an effective mechanism for corporate governance of the 

companies. Hu et al. (2007) also confirm the company’s preference of dividend payments 

over shares repurchase as means of disgorge cash.  

It was 1976 when Jensen and Meckling write most significant article in governance 

issues.  They identify agency conflicts in three different contexts with respect to financial 

setting. These are conflicts namely between principal (owner) and agent (manager), majority 

(controlling) shareholders and minority shareholders and between shareholders and creditors. 
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Further, they argue that the intensity of conflict between owner and manager is 

comparatively less in FOBs than NFOBs. Less monitoring of managers because of aligned 

interest regarding risk taking behavior and growth opportunities in FOBs is needed. Such 

type of agency conflict they name as A1. In such this way, Jensen, M.C. (1986) contributes 

explanations based on agency theory as highlighted past literature of finance. Focusing on the 

different ownership structures in connection with agency problems with different degree of 

severity, the relation between ownership structure and dividend choices is established. 

However, despite of a lot of explanations from different parts of the world, this relation is 

still inconclusive and dividend policy is a puzzle. Furthermore, interest in dividend as recent 

research highlights have reappeared again in previous decade of 2000s (Ikenberry & Julio, 

2004). 

Furthermore, finance literature presents different governance mechanisms in relation 

with dividend policy. The current study is an attempt to disentangle whether ownership 

structure has some associations with dividend and debt policies. Setia-Atmaja (2010) argue 

the ownership structure, dividend and debt policies substitute each other and is used to 

control the agency cost and information asymmetry. However, it depends on environment of 

companies to adopt different strategies of capital structure. Previous literatures of finance 

suggest family ownership works as a governance force that reduces the agency cost in those 

countries where week investor protection exists in legal system (Stulz, R.M, 2005).  

Given the significance of FOBs around the globe, it is essentially important to address 

the many unresolved questions as to how unique characteristics of a firm influence the 

financial policy. Therefore, the current study uncovers the critical issues in the field of 

finance like debt and dividend decisions in family business model. Particularly, the study 

addresses the issue (a) whether FOBs dividend decisions are consistent with their agency 

conflict (b) whether FOBs debt policy moderates the well-established relation between debt 

ratio and cashflow. In addition, the study intends to disentangle whether FOBs and NFOBs 

distinctive in rebalancing their target capital structures for smooth dividend payments.   

In order to achieve the objective of this part of study, the analysis is divided into two 

parts. In the first part, it examines the capital structure decisions and investigates the role of 

owners in FOBs to finalize the shape financing policy. Specifically, it analyzes the sensitivity 

between cashflow and debt ratio under umbrella of pecking order theory. Considering the 
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trade-off theory 21of capital structure, the study intends to sort out the difference between 

FOBs and NFOBs in terms of speed adjustment toward target capital structure. In second part 

of analysis, focusing on agency problem with respect to dividend payment, the attempt is 

made to examine the role of family ownership and control on dividend decisions22 of a firm. 

Taking into account dynamism of financing decisions, study investigates the determinants of 

stable dividend policy.  

A lot of contribution from previous literature regarding dividend and debt models 

provide base to current study. Furthermore, it includes the role of FOBs and NFOBs in 

capital structure and dividend payout policies. As a consequence, it is suggested to modify 

the dividend and debt models for capturing moderating role of family control over financing 

decisions. Focusing on important theories of capital structure (i.e. Peking order & trade-0ff 

theories), two stylized facts is taken into account.  In addition, the dynamic models used in 

current study allow us to capture impact of FOBs and NFOBs in terms of speed adjustment 

toward target capital structure over time (Flannery, M.J., and Rangan, K.P., 2006). 

Lintner’s (1956) dividend payout model is based for further specifications suggested 

in it to estimate the linkage between family control and dividend policy. Particularly, there is 

partially modified dividend payout model to include different types of variables that capture 

the impact of family ownership and control on debt and dividend policies.  This modified 

model of dividend choices allow us to test our hypotheses of the study in respect of FOBs 

and NFOBs which account for uniqueness and peculiarities of family companies in the field 

of capital structure. Moreover, this model allows us to capture the stable dividend payments 

for FOBs differ from other institutional types.   Similarly, the propose adjustment in debt 

model to evaluate the interactions between ownership structure of FOBs and NFOBs with 

financial policy is applied. In this way, the study examines corporate governance 

mechanisms in terms of debt and dividend policies under shadow of agency theory.    

 

 

                                                           
21 Additional explanations for how firms choose their financing sources have been provided more recently, 
such as the market timing explanation (Baker and Wurgler, 2002; Huang and Ritter, 2009).   
22 The free cash flow, Signalling, tax clientele, and catering theories are among the alternative explanations for 
corporate dividend policy.   
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IV.2.0 Review of Literature and Hypotheses Formulation: 

In this segment of study, the recent literature on capital structure has been reviewed in 

connection with debt and dividend payout policies. It provides several evidences with respect 

to ownership structure and financial decisions of a company. The study attempts to explain 

how the leverage and dividend payments are influenced by organizational types. 

Furthermore, four hypotheses are designed to examine the above said relations. The first two 

hypotheses focus on capital structure and next two discuss dividend policy. In this way, this 

chapter of study concentrates on financing policy of non-financial companies listed on 

Karachi Stock Exchange (KSE) Pakistan. 

IV.2.1. Difference in Financing Behavior of FOBs and NFOBs: 
 

Modigliani & Miller (1958) offered two important capital structure theories i.e. 

pecking order theory and trade-off theory which disentangled the determinants of capital 

structure. These theories provided the base to finalize the shape of traditional models of 

capital structure. According to pecking order theory, companies follow hierarchical order 

when choosing their financing modes due to signaling problems as well as asymmetric 

information problem (Myers, 1984). Companies prefer to finance their investment with cash 

inflows first. Only after fully exhausting internal funds, the option of debt financing is used. 

Equity issues would be the last option to execute for financing of a firm.  According to trade 

off theory, debt financing generates a series of benefits and costs which a firm must balance 

to optimize their capital structure. Debt provides tax and discipline benefits on the one hand 

and it creates financial distress and bankruptcy costs that are the root cause of agency 

problem on the other hand. Therefore, after considering potential benefits and costs, a firm 

establishes a target debt level and then approaches it over time.  

Previous research studies investigated the determinants that are vital important in 

shaping capital structure (Frank and Goyal, 2009). These firm-level peculiarities and 

characteristics emerged out from pecking order and trade-off theories that include internal 

fund, tangibility, growth opportunities and firm size. In connection with agency theory, 

corporate ownership structure is also likely to be an important factor of financial policy. In 

the context of corporate governance, ownership structure and leverage can be understood as 

internal control mechanisms that reduce agency conflicts among different concern parties 
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(D’Mello and Miranda, 2010). Moreover, different types of owners prefer different mode of 

financing depending on costs-benefits subjective analysis. Therefore, a company’s ownership 

structure may meaningfully effect on financial decisions. 

There are unique traits and peculiarities associated with FOBs business model (Chen 

et al., 2010). According to the specific study conducted by (Anderson et al., 2003c)23 the 

FOBs enjoy comparably lower cost of debt financing suggesting that family control is an 

important determinant of capital structure. Frank & Goyal (2009) investigate different 

characteristics of firms like internal cashflow, firm’s size, growth opportunities and 

tangibility that shape the capital structure of the companies. They examine the significance of 

Peking Order, Trade Off, Agency & Market Timing theories in their research studies. 

The past literature regarding debt policy of FOBs discovers that the effect of family 

ownership on debt level depends on whether owner families make use of control-enhancing 

mechanisms or not. Family control diminishes the asymmetric information and agency 

conflicts linked with corporate financing policy and facilitating FOBs approach to debt 

financing. If family control successfully reduces agency problem between different 

stakeholders like debt-holders and share-holders—they should be less constrained when 

getting external finance and, thus, less dependent on internal fund. Therefore, the negative 

relation between debt and internal funds is reported in previous studies on capital structure 

(Miguel & Pindado, 2001; González & González, 2008). FOBs create long-term relationships 

with debt providers such as banks and other financial institutions for better financing terms. 

That is why there are less dependent of internal sources of financing and having fewer 

constraints to access external finance-debt and equity. Keeping in view the above discussion, 

the hypothesis-1 is formulated as:  

H1:  There is weaker negative relation between internal fund & debt in FOBs as compared 

to their counterpart NFOBs. 

 

 

 

                                                           
23 In relation to this issue, previous studies show that ownership concentration and the cost of equity capital 
are significantly and negatively associated in emerging markets, where family control is a common 
organizational form (Chen, Chen, and Wei, 2009). 
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IV.2.2. Speed toward Target Capital Structure and organizational Type:- 

Target debt ratio another important characteristics for every company, the speed of 

adjustment toward the target debt depends upon financing decisions of the company. Past 

literature diagnosed the relation between speed of adjustment regarding ownership 

concentration and nature of the company. Antoniou et al. (2008) suggested through empirical 

evidences that speed of adjustment of companies depending upon the easiness of access of 

fund either through equity or debt. Therefore, the companies operating under influence of 

efficient capital markets, better institutional setup and more supportive legal system would 

supposed to have more target adjustment speed. 

 Only a few studies are available that explain how characteristics of firms can affect 

the speed at which firms adjust toward their capital structure.  However, it can be very useful 

information for corporations because knowing this they are allowed to rebalance their capital 

structure faster. This study aims to fill the gap in family literature by analyzing the impact of 

ownership structure and family control on the speed adjusting toward target capital structure. 

Öztekin and Flannery (2009) showed through empirical evidences that firm with better 

governance and lesser agency problems approach target capital structure more rapidly. In 

FOBs there are less agency conflicts between shareowners and bondholders; this lower 

information asymmetries lead to higher adjustment speed toward their target capital structure. 

Consequently, the following hypothesis-2 is proposed as under:  

H2:  FOBs adjust more speedily toward target capital structure than their counterpart 

NFOBs 
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IV.2.3. Dividend Payout Ratio and organizational Type:- 

Several theories in corporate finance literature, explain how companies shape up their 

dividend policy to implement the financial decisions of the corporations. Among them, MM 

theory, Agency theory, trade-0ff theory, pecking order theory, Signaling & Tax clientele 

theories are most important24.  Modigliani & Miller (1958) irrelevance proposition suggested 

that corporate financing decisions didn’t matter in perfect capital markets.  Agency theory 

explained the relationship between shareholders, bondholders, larger shareholders and minor 

shareholders. Rozeff (1982) suggested a model that explained the dividend policy of a firm. 

He declared dividend policy as a trade-off between agency costs and transaction costs. 

Furthermore, it added up that capital structure based on a trade-off between tax savings & 

distress costs of debt. The Pecking order theory stated that firms prefer to issue debt rather 

than equity after exhausting all internal funds.   

The higher dividend payout ratio in FOBs than NFOBs is expected mainly due to the 

following two reasons. First, dividend payment can be applied as instrument of control 

mechanism that aims to reduce agency problem with in FOBs. Thus, FOBs need to pay more 

dividends to reduce agency conflicts that ultimately enhance the control mechanism that one 

of the key desires of family owners. Second, FOBs can be used dividends to reduce 

expropriations of large shareholders and for better corporate governance practices. Taking 

into account the above arguments, the higher dividend payout ratio in FOBs as compared to 

NFOBs is expected.  Therefore, hypothesis-3 is proposed as: 

H3: There is higher payout ratio in FOBs as compared to NFOBs. 

 

 

 

 

 

 

                                                           
24 The Signalling and tax clientele theories are among the traditional explanations for the corporate dividend 
policy provided in the finance literature. According to the Signalling theory, dividends are based on the desire 
to communicate information to shareholders. The tax clientele explanation, by contrast, proposes that 
dividend payments depend on the preference between capital gains and dividends of clienteles, which differ 
from each other in their taxation regimes   
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IV.2.4. Target Dividend Ratio and Organizational Types:- 

Firms that undergo from severe agency conflicts try to smooth dividends payout to 

alleviate such concerns of different types of shareholders. On the contrary, in those firms 

where exist less severe conflicts of interest and asymmetric information (family owned firms) 

smooth amount of dividend payments to lesser extent. Michaely, R., and Roberts, M.R. 

(2006) opine that firms with the least severe information and agency conflicts are likely to 

alter their dividend policy, thus less likely to smooth dividends. Overall, FOBs be less 

constrained when cutting or omitting dividends due to owner families’ long-term 

commitments. Therefore, the less speed toward target dividend ratio in expected. Thus, last 

hypothesis-4 of this section of study is proposed as under: 

H4:  There is stable dividend policy in FOBs as compared to their counterpart NFOBs. 

 

 

IV.2.5 Theoretical Framework Debt Policy & Dividend Policy  
    Figure-IV.1  
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IV.3.0. Methodology: Data Collection, Definition of Family 

Owned Firm, Specification of Models and Estimation Method: 
 

In this segment of study, sources used to collect data sample and the procedure 

applied to identify FOBs form NFOBs are described in detail. The reason for using GMM 

regression analyses for the estimation procedure of variables is also described.  

IV.3.1. Source and Collection of Data: 

  To estimate the hypotheses, different types of calculations of firm level data were 

required. First, the debt ratio was calculated for the dependent variables of the models. The 

long term debt was divided by total assets for debt ratio. Similarly, the cashflow was 

calculated by adding back depreciation in net earnings. The financial statements of the 

companies were used to calculate the set control variables that entered the right side of the 

models. 

 As a consequence, the main sources of our information were the annual reports, 

financial statements like balance sheets, income statements, and cashflow statements. Basic 

balance sheet analyses issued by the State Bank of Pakistan (SBP) for the period spanning of 

2002 to 2013 were also used to obtain the required data. For the market prices business 

recorder and different offices Karachi Stock Exchange (KSE) were contacted. Some firms 

were personally visited or contacted through telephonic conversation for the clarification 

especially in case of kinship of board of directors for calculation of voting rights.  

The sample of study was taken all non-financial companies listed on Karachi Stock 

Exchange (KSE). Services companies, bonds, financial companies, banks, insurance 

companies, mutual funds etc. were excluded from the sample due to their different nature 

from non-financial companies.  The study period ranging from 2002-2013 was used to test 

the proposed hypotheses. This twelve years25 period of time was supposed to be sufficient for 

the comprehensive analysis of the companies from the non-financial sector. Panel data for 

long time period (twelve years) was supposed to the best way to eliminate the survivorship 

bias caused by the fact that some firms might be delisted during the analysis period. The 

companies that delist in the said period were consequently, deleted form the data base. 

Therefore, the final sample of balance panel data comprise on 280 companies from non-

                                                           
25  Previously this type of study was conducted on 7 years’ time span (D. I. R. Puerto, Julio P. García and D. 
Chabela de la T. O, 2010).  For more validity the time span is increased up to 12 years.    
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financial sectors listed at Karachi Stock Exchange (KSE) was taken. Generalized methods of 

moments (GMM) were applied on panel data of sampled companies.  The second order serial 

correlation was tested as per assumption of GMM.   

IV.3.2. Definition of Family owned business (FOB): 

(Please see II.3.2) 

 

IV.3.3. Specification of Models: 

IV.3.3.1 Model-1: 

The hypothesis-1 is tested with the following model as under: 

DRit = α0 + β0 DRit-1 + (β1 + γ0FOB) CFit + µ Xit-1 +Еit ------- (1) 

DRit = Debt Ratio  

CFit = Cashflow 

Xit =   Firm’s characteristics as set of control variables (Size it, AR it, Inv it, Qit-1, and ROAit) 

FOB = Dummy variable equal to 1 for FOB & 0 otherwise  

Еit= Error term   

 In line with pecking order theory, the negative impact of cash flow on debt is 

expected i.e. (β1
^ < 0) in NFOBs as (FOB=0). For the FOBs this impact is captured (β1

^ + 

γ0
^). The weaker negative relation in FOBs is anticipated i.e. (γ0

^>0). Therefore, according to 

the proposed hypothesis-1, it is expected β1
^ < (β1

^ + γ0
^) <0.  

IV.3.3.2 Model-2: 

In order to test the hypothesis H2, the debt model from previous capital structure’s 

models used by distinguished authors such like (i.e. Fama & French, 2002 and Gonzalez & 

Gonzales, 2008) is developed.  They conclude that the firm target debt ratio is a function of 

several characteristics of a firm i.e.  

DR*
it = a + b IFit + d Xit-1 +Еit---------- (i) 

Where DRit is the target debt ratio, CFit in the internal fund and Xit-1 is a set of other 

characteristics that are likely to impact on debt ratio. It is the fact that firms tend to fill the 

gap between target debt ratio and current level of debt gradually. The speed can be captured 

by the following model: 

DRit –DRit-1 = e (DR*
it- DRit-1) --------------- (ii) 
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Where 0< e > 1 is the speed of firms toward target capital structure over time. By putting the 

value of DR*
it from Eq.1 in Eq.12, we get another equation as under: 

 

 DRit = e a + (1-e) DRit-1 + beIFit + de Xit-1 +e Еit --------------- (iii) 

 

Put ea = α0,     β = (1-e), be = β0 and de = µ  

 

DRit = α0 + β0 IFit + β DRit-1 + µ Xit-1 +Еit ----------------------- (iv) 

 

Adjusting dummy variable FOB = 1 for family firms and FOB = 0 for non-family firms, the 

final shape of the model is as under:  

 

DRit = α0 + β1 CFit + (β0 + γ1 FOB) DRit-1 + µ Xit-1 +Еit ------- (2) 

DRit = Debt Ratio  

CFit = Cashflow 

Xit =   Firm’s characteristics as set of control variables (Size it, AR it, Inv it, Qit-1, and ROAit) 

FOB = Dummy variable equal to 1 for FOB & 0 for NFOB 

Еit= Error term   

For family firms the impact is captured (β0
^ + γ1

^) and for non-family firms (β0
^). As 

family firms exhibit greater adjustment speed as proposed in hypothesis-2 i.e. (γ1
^ < 0), Thus 

β0
^ > (β0

^ + γ1
^). The adjustment speed for non-family firms is e = 1- β0 and for family firms is 

e = 1-(β0 + γ1).  

IV.3.3.3 Model-3: 

DIVit = α0 + β2 DIVit-1 + (β3 + γ2 FOB) NEit + µ Xit-1 +Eit ------------ (3) 

 

DIVit = Dividend payment in year t 

NEit = Net Earnings 

Xit =   Firm’s characteristics as set of control variables (Size it, AR it, Inv it, Qit-1, and ROAit) 

FOB = Dummy variable equal to 1 for FOB & 0 for NFOB 

Еit= Error term   

For family firms the impact is captured (β^
3 + γ^

2) and for non-family firms β^
3. It is 

expected (β^
3 + γ^

2) > β^
3 as per hypothesis.  



149 
 

IV.3.3.4 Model-4: 

According to Linter’s model of target dividend, the dividend policy is a factor of net 

earnings of company.    

DIV*
it = a + b NEit + d Xit-1 +Еit---------- (vi) 

Where DIV*it is the target dividend ratio, NEit in the net earnings and Xit-1 is a set of 

other characteristics to be taken as control variables. It is the fact that firms tend to fill the 

gap between target dividend ratio and current level of dividend gradually. We can capture the 

speed by the following model: 

DIVit –DIVit-1 = e (DIV*
it- DRit-1) --------------- (vii) 

Where 0< e > 1 is the speed of firms toward target capital structure over time. Solving 

Eq.(vi) and Eq.(vii) 

DRit = e a + (1-e) DIVit-1 + be NEit + de Xit-1 +e Еit --------------- (viii) 

Put ea = α0,     β2 = (1-e), be = β3 and de = µ  

DIVit = α0 + β3 NEit + β2 DIVit-1 + µ Xit-1 +Еit ------- (ix) 

Adjusting dummy variable FOB = 1 for family firms and FOB = 0 for non-family firms, the 

final shape of the model is as under:  

DIVit = α0 + β3 NEit + (β2 + γ3 FOB) DIVit-1 + µ Xit-1 +Eit ---------      (4) 

 

DIVit = Dividend Ratio  

NEit = Net Earnings 

Xit =   Firm’s characteristics as set of control variables (Size it, AR it, Inv it, Qit-1, and ROAit) 

FOB = Dummy variable equal to 1 for FOB & 0 for NFOB 

Еit= Error term   

For family firms the impact is captured (β2
^ + γ3

^) and for non-family firms (β2
^).  As 

proposed in hypothesis-4, it is expected that (β2
^ + γ3

^) < β2
^.  The adjustment speed for non-

family firms is e = 1- β2 and for family firms is e = 1-(β2 + γ3).  

 

 

 

 

IV.3.4. Estimation Methods: 
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The panel data methodology was applied to estimate the models of study. The Panel 

data methodology helped to handle two important problems i.e. heterogeneity and 

endogeneity.  First, the heterogeneity issue was controlled by   panel data methodology, 

unlike cross-sectional data analysis. In family business analysis heterogeneity remained 

always a critical issue due to its particular characteristics as planted by the vision of owners 

(Lee, 2004; McVey and Draho, 2005). Heterogeneity in terms of corporate culture and 

business ethics must be managed in case of value models which can influence the both types 

dependent as well as independent variables Chi (2005). The individual heterogeneity was 

controlled by taking first difference of variables in panel data methodology.  As a 

consequence, the error term in the model was divided into two different components. They 

were firm specific effect and time specific effect. Firm specific effect was controlled by lag 

period while time specific effect was handled with dummy variable. 

The second serious issue with our estimation method was the endogeneity problem. 

The main explanatory variable i.e. ownership concentration   may capture the potential 

endogeneity in ownership-performance relationship. In the presence of endogeneity in 

ownership structure, the ownership concentration might have no significant impact on firm 

value (Colesa et al. 2012, Demsetz and Villalonga, 2001). Furthermore, Anderson and Reeb 

(2003) showed unclear results regarding impact of ownership on performance. Therefore, 

endogeneity can be a problem in the models of current study. In order to control this 

problem, the generalized method of moments (GMM) was used by taking the lags of 

explanatory variables as instruments.  GMM was used under assumption of random effect 

model. The GMM random effect model was used due to small number of parameters and also 

for efficient estimation procedure.  

Finally, the potential misspecification of the models was checked by two ways called 

Hansen J-statistic and m2 statistic. Hansen J-statistic was used to test the existing correlation 

between explanatory variables on the one hand and correlation in error terms on the other. 

Arellano and Bond (1991) developed m2 statistic which was used to test the second order 

serial correlation that might exist in residual value of first difference. There was no problem 

regarding second order serial correlation in the model as shown in the tables (IV.4-7). Lastly, 

the tables showed good results of Wald tests (w1 and w2). Tests, w1 provided the joint 
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significance of coefficients and w2 checked the joint significance of the time dummy 

variables.  
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IV.4.0 Empirical Results: 

This part shows empirical results of the study. First, it contributes detail of the main 

features and statistics of variables used in the sample of study. Second, for the preliminary 

tests are conducted from the several applied univariate tests on different models. Third, the 

detail of main results of this chapter is portrayed on based on the evidence provided by the 

regression analyses. 

IV.4.1 Summary statistics: 

Table-IV.1 
Summary Statistics & Correlation Matrix for the full sample of financing decisions 
The Table IV.1 provides the details of maximum, minimum, standard deviations, medians and 

means of the variables used in the different types of analysis. The Panel (B) contributes the 

correlation between the variables used in the study. The sample consist of 280 companies (3360 

observations) listed in Karachi Stock Exchange Pakistan. The data sample is collected ranging from 

the period 2002 to 2013. The DRit and DIVit are the debt ratio and natural log dividend paid for the 

corresponding year t. CFit stands for cashflow, SIZEit denotes Size is the firm; ARit is the average 

account receivable, INVit denotes the net investment of firms, Qit denotes as Tobin Q and ROAit means 

return on total assets. All variables are defined in Appendix IV.1. 

Panel (A): Summary Statistics for the full sample 

Variables Mean Median Standard deviation Minimum Maximum 

DR it 0.743 0.708 0.361 0.110 0.990 

DIVit 0.008 0.002 0.019 0.000 0.202 

CFit 0.160 0.153 0.191 -1.213 1.445 

SIZE it 9.159 7.927 10.120 1.325 12.478 

AR it 1.468 1.288 0.774 0.973 1.445 

INVit 0.022 0.023 0.174 -0.721 0.046 

 Qit 1.879 1.679 0.435 0.086 7.649 

ROAit 0.192 0.181 0.169 -0.661 0.784 

 

Panel (B): Correlation Matrix for the full sample 

Variables DRit DIVit CFit SIZE it AR it INVit Qit ROA it 

DRit 1.000        

DIV it -0.213 1.000       

CF it -0.251 0.349 1.000      

SIZE it 0.198 -0.042 0.098 1.000     

ARit -0.180 0.061 0.586 -0.163 1.000    

INVit -0.016 0.001 0.134 -0.002 0.005 1.000   

Qit  -0.320 0.356 0.379 -0.025 0.005 0.082 1.000  

ROA it -0.213 0.450 0.923 0.088 0.108 0.149 0.368 1.000 

 

Panels (A) of Table IV.1 give the summary statistics of the all variables of full sample 

used in this segment of study. The mean values of debt ratio (0.743) and dividend (0.008) are 

ranging from 0.110 to 0.990 and 0.000 to 0.202 respectively. The average value of Tobin Q 
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is 0.798 indicates a notable gap between market and book values of firms. The mean values 

account receivables and return on assets (0.269, 0.192) provide insight of good sign 

regarding business operations. Details of cashflow, size and debt can be seen in Table IV.1. 

Similarly, Panel (B) of Table IV.1 provides summary statistics of all the variables used in the 

analyses. It is noteworthy that correlation exists between independent variables. The details 

regarding correlations between other variables can be seen in section in Table IV.1.  

IV.4.2. Descriptive Analysis: 

As a primary analysis of the financing behavioral differences that exist between 

family owned businesses (FOBs) and non-family owned businesses (NFOBs) a number of 

difference of means tests have been conducted for the financial variables that later on used in 

regression analyses. Empirical results of difference of means tests called univariate tests are 

provided in Table IV.3. These results indicate interesting features of data. In Table IV.3 debt 

and dividend ratios of FOBs and NFOBs regarding their means differences are compared. 

Both ratios i.e. debt and dividend are low in FOBs are compared to their counterparts. This 

difference is more highlighted when 50% cut off point is used for definition family business.  

Table-IV.2 

Descriptive analysis of Dependent variables 

The Table IV.2 presents basic analysis of means tests of dependent variables between FOBs 

and NFOB with respect of their financing behaviors. The sample contains 3360 observations of 280 

companies of non-financial sector listed at Karachi Stock Exchange (KSE) Pakistan. The DRit and 

DIVit stand for debt ratio and dividend ratio of firms respectively. These variables are defined in 

Appendix-IV.1. The FOBs and NFOBs are classified according the definition as explained in 

Appendix-III. The t-statistic tests are applied for debt to measure the means difference under the null 

hypotheses. H0: Mean of DR of FOBs –Mean of FR of NFOB = 0. Similarly, H0: Mean of DIV of 

FOBs –Mean of DIV of NFOB = 0. The ***, **, and * indicate significance at the 10%, 5% and 1% 

level respectively.  

  All Companies FOB NFOB t-statistic 

Difference of means tests 

 using the 25% cutoff points 

No of Observations 3360 2628 732  

DRit 0.743 0.687 0.944 -4.126* 

DIVit 0.008 0.008 0.012 1.435*** 

Difference of means tests 

 using the 50% cutoff points 

No of Observations 3360 2004 1356  

DRit 0.743 0.677 0.841 -4.593* 

DIVit 0.008 0.007 0.009 1.772** 

 

Table-IV.3 shows the result of multivariate analyses other than the dependent 

variables. Again, two cut off points according to definition of family owned business (FOB) 

and non-family owned business (NFOB) are used. There are some interesting findings in the 
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above shown Table-IV.3. First, there is lower level of cashflow and higher level of Tobin Q 

in family owned business (FOB) indicates that family firms are facing cashflow problem 

instead of higher level of investment opportunities as proxied by Tobin Q. This intensity is 

also significantly increased when 50% threshold for identifying FOBs is used. Second, 

overall family firms have smaller size as compared to non-family ones but results are 

diametrically opposite in respect the debt levels are used by the business. Third, there slightly 

large cashflow in non-family as compared to family business but the results are not 

statistically significant. Fourth, there is no significant difference in account receivables (ARit) 

between family owned business (FOB) and non-family owned business (NFOB). Last, there 

is significant difference between return on assets (ROAit) of FOBs and NFOBs as FOBs 

outperform over their counterparts validate the hypotheses proposed in the 2nd chapter of this 

study.  

Table-IV.3 

Descriptive analysis of firm’s financial characteristics  

The Table IV.3 shows the basic analysis of means tests between FOBs and NFOBs in their 

financial characteristics. The sample contains 3360 observations of 280 companies of non-financial 

sector listed at Karachi Stock Exchange (KSE) Pakistan. The CFit denotes cashflow, SIZE it and AR it 

are the size and average account receivables. INVit stands for the investment, Qit is the Tobin q and 

ROA it is the return on assets. The FOBs and NFOBs are classified according the definition as 

explained in Appendix-III.1. The t-statistic tests are applied to measure the means difference under 

the null hypothesis. H0: Mean investment FOB –Mean investment NFOB = 0. The ***, **, and * indicate 

significance at the 10%, 5% and 1% level respectively. 

  All 
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No of Observations 3360 2628 732  

CFit 0.060 0.059 0.064 -1.052 

SIZEit 9.159 9.101 9.367 -14.087* 

AR it  0.269 0.271 0.262 8.023* 

INV it 0.022 0.021 0.026 -6.178* 

Qit 0.798 0.810 0.755 3.198* 

ROAit 0.192 0.195 0.181 2.198* 
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No of Observations 3360 2004 1356  

CFit 0.060 0.057 0.064 1.409*** 

SIZEit 9.159 9.099 9.248 -6.183* 

AR it  0.269 0.270 0.268 9.654* 

INV it 0.022 0.021 0.023 -7.982* 

Qit 0.798 0.789 0.811 2.198* 

ROAit 0.192 0.198 0.183 2.192* 
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IV.4.3. GMM Regression Results: 

 This portion of study depicts the results drawn from empirical models using 25% cut 

off point for classification of FOBs and NFOBs. The regression results obtained using 50% 

cut off point can be seen in Table IV.5. 

 In the first two hypotheses, it is examined whether the moderation role of ownership 

structure in connection with cashflow and debt ratio in terms of FOBs and NFOBs. First 

hypothesis is designed to analyze debt policy and second one focus on implementation of this 

policy. In first hypothesis, the model in which debt ratio (DRit) as a dependent variable 

interacts with cashflow (CFit) in presence of lagged value of debt is specified. In second 

hypothesis, the lagged value of debt is tested on current leverage. In this way, the debt policy 

is analyzed in terms of family owned and non-family owned business. The next two models 

are specified to analyze the dividend policy. Similarly, third hypothesis is designed to 

analyze dividend policy and fourth focus to check the stability this policy. In hypothesis-3, 

the model in which dividend ratio (Divit) as a dependent variable interacts with net earnings 

(NEit) in presence of lagged value of dividend is specified. 

IV.4.3.1. Family Ownership and Financing Behavior of Firms:  

The results drawn by estimating the model (1) as shown in Table-IV.5 provides the 

in-sight of family ownership on financing behavior of corporations. The current study tends 

to capture the impact of internal fund on debt ratios in terms of family owned businesses 

(FOBs) and non-family owned businesses (NFOBs). The results reveal that impact of internal 

fund on debt for NFOBs is (β1 = -0.140) and for FOBs (β1 + γ0 = -0.140 + 0.08 = -0.06).The 

result is statistically significant at 1% level as t1 is equal to -14.43.  Based on estimated 

coefficients, it is confirmed that weaker negative relation in family firms as compared to non-

family ones. Therefore, the results support the hypothesis-1 of this chapter. Also, it is 

concluded weak application of Pecking Order Theory in family firms than non-family firms. 

The results drawn by estimating the model (2) as shown in Table-IV.6 provides the in-sight 
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of family ownership on financial leverage of corporations. The current study tends to capture 

speed toward capital structure in terms of family owned businesses (FOBs) and non-family 

owned businesses (NFOBs).  

 

Table-IV.4 

Cash flow and capital structure for FOBs and NFOBs (25% cut off point) 
Generalized method of moments (GMM) is used to test the hypothesis-1. The model equation 

is DRit = α0 + β0 DRit-1 + (β1 + γ0 FOB) CFit + µ Xit-1 +Еit in which FOB equal 1 for FOBs and zero 

otherwise. DRit and CF it are the debt and dividend ratios of the company. SIZEit, ARit are the size and 

average account receivables of the companies. INV it shows net investment of the companies. Qit and 

ROA it is the Tobin q and return on assets of companies. All the above mentioned variables are 

defined in Appendix-IV.1. The results are based on the 25% cut off point of FOBs. The procedure 

followed to classify FOBs from NFOBs is explained in section IV.3.2. The sample consists of 3360 

observations, 280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the 

period ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% 

respectively.  t1 indicates the t-statistic for the linear restriction under the null hypothesis H0: β1 + γ1=0 

. w1 shows the Wald Test-1 for the joint significance of the estimated coefficients under null 

hypothesis H0 (asymptotically distributed) and the value under parenthesis denotes the degree of 

freedom. w2 is the Wald Test-2 for the joint significance of the times dummies under null hypothesis 

H0 (asymptotically distributed) and the value under parenthesis shows the degree of freedom. c1 is the 

serial correlation Test-1 of order 1 using residual in first difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order 

II using residual in second difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. h indicates the Hansen test of over identifying restriction under 

assumption of null hypothesis as no correlation between instruments and error term and the value in 

parenthesis is the degree of freedom. 

 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 -0.046* 0.006 

DRit-1 β0 0.579* 0.005 

CFit β1 -0.140* 0.005 

FOBCFit γ0 0.080* 0.007 

SIZEit-1 µ1 0.005 0.001 

ARit-1 µ2 -0.026* 0.001 

INV it-1 µ3 0.004 0.002 

Qit-1 µ5 -0.014* 0.001 

ROAit-1 µ6 0.002* 0.001 

T-statistics t1 -14.43  

Wald Test-1 w1 6284.57 (8)  

Wald Test-2 w2 227.01 (8)  

Correlation Test-1 c1 -7.590  

Correlation Test-2 c2 1.231  

Hansen h 578.78 (334)  
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The estimated coefficients of hypothesis-2 for non-family firms is (β1 = 0.649) and 

for family firms   is (β1 + γ0) = (0.649 -0.025) = 0.624. Therefore, adjustment speed for 

family firms is 1-0.624 = 37.60%. For non-family firms this speed can be captured as 1-0.649 

= 35.10%. Hence, the empirical results support the hypothesis-2 and statistically significant 

at 1% level.   

 

 

Table-IV.5 

Stable Debt Policy and Ownership Structure (25% cut off point) 

Generalized method of moments (GMM) is used to test the hypothesis-2. The model equation 

is DRit = α0 + β1 CFit + (β0 + γ1 FOB) DRit-1 + µ Xit-1 +Еit   in which FOB equal 1 for FOBs and zero 

otherwise. DRit and CF it are the debt and dividend ratios of the company. SIZEit, ARit are the size 

and average account receivables of the companies. INV it shows net investment of the companies. Qit 

and ROA it is the Tobin q and return on assets of companies. All the above mentioned variables are 

defined in Appendix-IV.1. The results are based on the 25% cut off point of FOBs. The procedure 

followed to classify FOBs from NFOBs is explained in section IV.3.2. The sample consists of 3360 

observations, 280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the 

period ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% 

respectively.  t2 indicates the t-statistic for the linear restriction under the null hypothesis H0: β0 + γ1  

=0 . w1 shows the Wald Test-1 for the joint significance of the estimated coefficients under null 

hypothesis H0 (asymptotically distributed) and the value under parenthesis denotes the degree of 

freedom. w2 is the Wald Test-2 for the joint significance of the times dummies under null hypothesis 

H0 (asymptotically distributed) and the value under parenthesis shows the degree of freedom. c1 is the 

serial correlation Test-1 of order 1 using residual in first difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order 

II using residual in second difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. h indicates the Hansen test of over identifying restriction under 

assumption of null hypothesis as no correlation between instruments and error term and the value in 

parenthesis is the degree of freedom. 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 -0.055* 0.006 

DRit-1 β0 0.649* 0.005 

CFit β1 -0.112* 0.005 

FOBDRit-1 γ1 -0.025* 0.006 

SIZEit-1 µ1 0.006* 0.000 

ARit-1 µ2 -0.026* 0.001 

INV it-1 µ3 0.003 0.004 

Qit-1 µ5 -0.016* 0.001 

ROAit-1 µ6 0.002* 0.001 

T-statistics t2 164.62  

Wald Test-1 w1 6334.57 (9)  

Wald Test-2 w2 217.01 (8)  
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Correlation Test-1 c1 -7.898  

Correlation Test-2 c2 1.531  

Hansen h 538.78 (330)  

Speed of Adj NFOB = 35.10% FOB= 37.60%  

 

IV.4.3.2. Family Ownership and Dividend Policy: 

The results drawn by estimating the model (3) as shown in Table-IV.6 provides the 

in-sight regarding dividend policy of corporations.  The current study provides insight of 

dividend policy in terms of family and non-family business. The estimated coefficients of 

hypothesis-3 for non-family firms is (β3 = 0.004) and for family firms   is (β3 + γ 2) = (0.004 

+ 0.015 = 0.019) show positive impact of net earnings on dividend payment. The results are 

statically significant as the 1% level. The positive impact of family owned businesses (FOBs) 

is stronger as compared to their counterpart’s (NFOB). The results confirm the hypothesis-3 

which confirms that the FOBs as compared to NFOBs pay higher portion of net earnings as 

dividend to shareholders.  

Table-IV.6 
Dividend Policy and Ownership Structure (25% cut off point) 

Generalized method of moments (GMM) is used to test the hypothesis-3. The model equation 

is DIVit = α0 + β2 DIVit-1 + (β3 + γ2 FOB) NEit + µ Xit-1 +Eit   in which FOB equal 1 for FOBs and zero 

otherwise. DIVit and NEit are the dividend and net earnings ratios of the company. SIZEit, ARit are the 

size and average account receivables of the companies. INV it shows net investment of the companies. 

Qit and DR it is the Tobin q and debt ratio of the companies. All the above mentioned variables are 

defined in Appendix-IV.1. The results are based on the 25% cut off point of FOBs. The procedure 

followed to classify FOBs from NFOBs is explained in section IV.3.2. The sample consists of 3360 

observations, 280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the 

period ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% 

respectively.  t3 indicates the t-statistic for the linear restriction under the null hypothesis H0: β3 + γ3  

=0 . w1 shows the Wald Test-1 for the joint significance of the estimated coefficients under null 

hypothesis H0 (asymptotically distributed) and the value under parenthesis denotes the degree of 

freedom. w2 is the Wald Test-2 for the joint significance of the times dummies under null hypothesis 

H0 (asymptotically distributed) and the value under parenthesis shows the degree of freedom. c1 is the 

serial correlation Test-1 of order 1 using residual in first difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order 

II using residual in second difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. h indicates the Hansen test of over identifying restriction under 

assumption of null hypothesis as no correlation between instruments and error term and the value in 

parenthesis is the degree of freedom. 
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Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.005* 0.001 

DIVit-1 β2 0.249* 0.002 

NEit β3 0.004* 0.001 

FOBNEit γ2 0.015* 0.002 

SIZEit-1 µ1 0.001* 0.000 

ARit-1 µ2 0.006* 0.000 

INV it-1 µ3 0.002 0.002 

Qit-1 µ5 0.006* 0.000 

DRit-1 µ6 -0.012* 0.001 

T-statistics t3 24.22  

Wald Test-1 w1 3331.67 (8)  

Wald Test-2 w2 217.01 (8)  

Correlation Test-1 c1 -7.898  

Correlation Test-2 c2 1.531  

Hansen h 498.72 (296)  

 
In Table-IV.7, we estimate the last hypothesis of this section i.e. hypothesis-4. This 

hypothesis is supporting our expectation i.e. non-family owned businesses (NFOBs) adjust 

their target dividend ratio speedily than family owned businesses (FOBs). The estimated 

coefficients for non-family firms is (β2 = 0.314) and for family firms   is (β2 + γ3) = (0.314 + 

0.075 = 0.389) .The results are statically significant as the 1% level. The speed of adjustment 

can be computed as (1- β2 = 1-0.314 = 68.60%), 1- (β2 + γ3) = 1- (0.314+0.075) = 61.10% for 

non-family firms and family firms respectively. It means that FOBs speed of adjustment 

lower than their counterparts NFOBs. Our results are in line with previous studies such like 

(Gugler, K, 2003). 

Table-IV.7 
Stable Dividend Policy and Ownership Structure (25% cut off point) 

Generalized method of moments (GMM) is used to test the hypothesis-4. The model equation 

is DIVit = α0 + β3 NEit + (β2 + γ3 FOB) DIVit-1 + µ Xit-1 +Eit in which FOB equal 1 for FOBs and zero 

otherwise. DIVit and NEit are the dividend and net earnings ratios of the company. SIZEit, ARit are the 

size and average account receivables of the companies. INV it shows net investment of the companies. 

Qit and DR it is the Tobin q and debt ratio of the companies. All the above mentioned variables are 

defined in Appendix-IV.1. The results are based on the 25% cut off point of FOBs. The procedure 

followed to classify FOBs from NFOBs is explained in section IV.3.2. The sample consists of 3360 

observations, 280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the 

period ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% 

respectively.  t4 indicates the t-statistic for the linear restriction under the null hypothesis H0: β + γ  =0 

. w1 shows the Wald Test-1 for the joint significance of the estimated coefficients under null 

hypothesis H0 (asymptotically distributed) and the value under parenthesis denotes the degree of 

freedom. w2 is the Wald Test-2 for the joint significance of the times dummies under null hypothesis 

H0 (asymptotically distributed) and the value under parenthesis shows the degree of freedom. c1 is the 
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serial correlation Test-1 of order 1 using residual in first difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order 

II using residual in second difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. h indicates the Hansen test of over identifying restriction under 

assumption of null hypothesis as no correlation between instruments and error term and the value in 

parenthesis is the degree of freedom. 
Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

Constant α0 0.004* 0.001 

NEit-1 β3 0.022* 0.003 

DIVit-1 β2 0.314* 0.001 

FOBDIVit-1 γ3 -0.075* 0.002 

SIZEit-1 µ1 0.001** 0.000 

ARit-1 µ2 0.005* 0.000 

INV it-1 µ3 0.001 0.002 

Qit-1 µ5 0.005* 0.000 

DRit-1 µ6 -0.013* 0.000 

T-statistics t4 124.11  

Wald Test-1 w1 5381.67 (8)  

Wald Test-2 w2 111.01 (9)  

Correlation Test-1 c1 -2.898  

Correlation Test-2 c2 1.130  

Hansen h 398.72 (292)  

DIV Speed of Adj NFOB = 68.60% FOB = 61.10%  

 

IV.4.4. Robustness checks:  

This part of study is designed to check the robustness of several tests that allow us 

verify the validity and reliability of above presented empirical evidences. Similarly, First of 

all, the role of ownership structure in capital structure decisions is analyzed. Second, the 

impact of ownership on dividend policy is investigated by the specifications of dividend 

models.   

IV.4.4.1. Family owned business (FOB) and capital structure decisions:  

Table-IV.8 
Cash flow and capital structure for FOBs and NFOBs companies (50% cut off point) 

Generalized method of moments (GMM) is used to test the hypothesis-1. The model equation 

is DRit = α0 + β0 DRit-1 + (β1 + γ0 FOB) CFit + µ Xit-1 +Еit in which FOB equal 1 for FOBs and zero 

otherwise. DRit and CF it are the debt and dividend ratios of the company. SIZEit, ARit are the size and 

average account receivables of the companies. INV it shows net investment of the companies. Qit and 

ROA it is the Tobin q and return on assets of companies. All the above mentioned variables are 

defined in Appendix-IV.1. The results are based on the 50% cut off point of FOBs. The procedure 

followed to classify FOBs from NFOBs is explained in section IV.3.2. The sample consists of 3360 

observations, 280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the 

period ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% 

respectively.  t1 indicates the t-statistic for the linear restriction under the null hypothesis H0: β1 + γ0 

=0 . w1 shows the Wald Test-1 for the joint significance of the estimated coefficients under null 
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hypothesis H0 (asymptotically distributed) and the value under parenthesis denotes the degree of 

freedom. w2 is the Wald Test-2 for the joint significance of the times dummies under null hypothesis 

H0 (asymptotically distributed) and the value under parenthesis shows the degree of freedom. c1 is the 

serial correlation Test-1 of order 1 using residual in first difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order 

II using residual in second difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. h indicates the Hansen test of over identifying restriction under 

assumption of null hypothesis as no correlation between instruments and error term and the value in 

parenthesis is the degree of freedom. 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.066* 0.002 

DRit-1 β0 0.689* 0.004 

CFit β1 -0.131* 0.004 

FOBCFit γ0 0.018* 0.005 

SIZEit-1 µ1 0.006 0.001 

ARit-1 µ2 -0.016* 0.002 

INV it-1 µ3 0.003 0.001 

Qit-1 µ5 -0.015* 0.001 

ROAit-1 µ6 0.003* 0.001 

T-statistics t1 -16.48  

Wald Test-1 w1 6277.67 (7)  

Wald Test-2 w2 212.11 (7)  

Correlation Test-1 c1 -6.590  

Correlation Test-2 c2 1.131  

Hansen h 588.88 (334)  

 

The estimated coefficient (β1 = -0.131) for non-family and this impact for family firm 

is (β1+γ0) = -0.131+ 0.018= -3.113 confirm the hypothese-1. Furthermore, family owned 

businesses (FOBs) adjust their target capital structure quickly than their non-family 

businesses (NFOBs) in line with the hypothesis-2 as the estimated coefficient for non-family 

firms is (β0 = 0.611) and for family firms is (β0+γ1 = 0.611-0.049= 0.562).  

 

 

 

 

 

 

 

 

 

 



162 
 

Table-IV.9 
Stable Debt Policy and Ownership Structure (50% cut off point) 

 
Generalized method of moments (GMM) is used to test the hypothesis-2. The model equation 

is DRit = α0 + β1 CFit + (β0 + γ1 FOB) DRit-1 + µ Xit-1 +Еit  in which FOB equal 1 for FOBs and zero 

otherwise. DRit and CF it are the debt and dividend ratios of the company. SIZEit, ARit are the size 

and average account receivables of the companies. INV it shows net investment of the companies. Qit 

and ROA it is the Tobin q and return on assets of companies. All the above mentioned variables are 

defined in Appendix-IV.1. The results are based on the 50% cut off point of FOBs. The procedure 

followed to classify FOBs from NFOBs is explained in section II.3.2. The sample consists of 3360 

observations, 280 non-financial companies listed on Karachi Stock Exchange (KSE) Pakistan for the 

period ranging from 2002 to 2013. The ***, ** and * denote significance level at 10%, 5% and 1% 

respectively.  t1 indicates the t-statistic for the linear restriction under the null hypothesis H0: β0 + γ1  

=0 . w1 shows the Wald Test-1 for the joint significance of the estimated coefficients under null 

hypothesis H0 (asymptotically distributed) and the value under parenthesis denotes the degree of 

freedom. w2 is the Wald Test-2 for the joint significance of the times dummies under null hypothesis 

H0 (asymptotically distributed) and the value under parenthesis shows the degree of freedom. c1 is the 

serial correlation Test-1 of order 1 using residual in first difference under assumption of null 

hypothesis (no serial correlation) asymptotically distributed. c2 is the serial correlation Test-2 of order 

II using residual in second difference under assumption of null hypothesis (no serial correlation) 

asymptotically distributed. h indicates the Hansen test of over identifying restriction under 

assumption of null hypothesis as no correlation between instruments and error term and the value in 

parenthesis is the degree of freedom. 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 0.025* 0.002 

DRit-1 β0 0.611* 0.004 

CFit β1 -0.123* 0.004 

FOBDRit-1 γ1 -0.049* 0.004 

SIZEit-1 µ1 0.006* 0.000 

ARit-1 µ2 -0.016* 0.002 

INV it-1 µ3 0.002 0.002 

Qit-1 µ5 -0.076* 0.001 

ROAit-1 µ6 0.003* 0.001 

T-statistics t2 204.62  

Wald Test-1 w1 6634.17 (9)  

Wald Test-2 w2 227.01 (8)  

Correlation Test-1 c1 -6.898  

Correlation Test-2 c2 1.521  

Hansen h 548.28 (330)  

Speed toward TCS NFOB= 38.90% FOB = 43.38%  

   

Therefore, speed of adjustment toward target capital structure for non-family and 

family firms are 38.90% and 43.38% respectively. In both analyses as we use 25% and 50% 

cut off points to define family owned business (FOB), the significant negative relation 
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establish our hypothesis-1. Similarly, both thresholds points (25% and 50%) confirm the 

hypothesis-2 as family firms do adjust the speed quickly as compared to non-family firms. 

IV.4.4.2. Family owned business (FOB) and dividend policy decisions:  

Table-IV.10 
Dividend Policy and Ownership Structure (50% cut off point) 

Generalized method of moments (GMM) is used to test the hypothesis-3. The model equation 

is DIVit = α0 + β2 DIVit-1 + (β3 + γ2 FOB) NEit + µ Xit-1 +Еit   in which FOB equal 1 for FOBs and 

zero otherwise. DIVit and NEit are the dividend and net earnings ratios of the company. SIZEit, ARit 

are the size and average account receivables of the companies. INV it shows net investment of the 

companies. Qit and ROA it is the Tobin q and return on assets of the companies. All the above 

mentioned variables are defined in Appendix-IV.1. The results are based on the 50% cut off point of 

FOBs. The procedure followed to classify FOBs from NFOBs is explained in section IV.3.2. The 

sample consists of 3360 observations, 280 non-financial companies listed on Karachi Stock Exchange 

(KSE) Pakistan for the period ranging from 2002 to 2013. The ***, ** and * denote significance level 

at 10%, 5% and 1% respectively.  t3 indicates the t-statistic for the linear restriction under the null 

hypothesis H0: β3 + γ2  =0 . w1 shows the Wald Test-1 for the joint significance of the estimated 

coefficients under null hypothesis H0 (asymptotically distributed) and the value under parenthesis 

denotes the degree of freedom. w2 is the Wald Test-2 for the joint significance of the times dummies 

under null hypothesis H0 (asymptotically distributed) and the value under parenthesis shows the 

degree of freedom. c1 is the serial correlation Test-1 of order 1 using residual in first difference under 

assumption of null hypothesis (no serial correlation) asymptotically distributed. c2 is the serial 

correlation Test-2 of order II using residual in second difference under assumption of null hypothesis 

(no serial correlation) asymptotically distributed. h indicates the Hansen test of over identifying 

restriction under assumption of null hypothesis as no correlation between instruments and error term 

and the value in parenthesis is the degree of freedom. 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 -0.015* 0.001 

DIVit-1 β0 0.242* 0.002 

NEit β3 0.005* 0.001 

FOBNEit γ2 0.001* 0.002 

SIZEit-1 µ1 0.002* 0.000 

ARit-1 µ2 0.008* 0.000 

INV it-1 µ3 0.001 0.002 

Qit-1 µ5 0.005* 0.000 

DRit-1 µ6 -0.022* 0.001 

T-statistics t3 24.62  

Wald Test-1 w1 3341.11 (8)  

Wald Test-2 w2 217.01 (8)  

Correlation Test-1 c1 -7.898  

Correlation Test-2 c2 1.531  

Hansen h 418.79 (296)  

 

 

 



164 
 

Table-IV.11 

Stable Dividend Policy and Ownership Structure (50% cut off point) 
Generalized method of moments (GMM) is used to test the hypothesis-4. The model equation 

is DIVit = α0 + β3 NEit + (β2 + γ3 FOB) DIVit-1 + µ Xit-1 +Еit    in which FOB equal 1 for FOBs and 

zero otherwise. DIVit and NEit are the dividend and net earnings ratios of the company. SIZEit, ARit 

are the size and average account receivables of the companies. INV it shows net investment of the 

companies. Qit and ROA it is the Tobin q and return on assets of the companies. All the above 

mentioned variables are defined in Appendix-IV.1. The results are based on the 50% cut off point of 

FOBs. The procedure followed to classify FOBs from NFOBs is explained in section IV.3.2. The 

sample consists of 3360 observations, 280 non-financial companies listed on Karachi Stock Exchange 

(KSE) Pakistan for the period ranging from 2002 to 2013. The ***, ** and * denote significance level 

at 10%, 5% and 1% respectively.  t4 indicates the t-statistic for the linear restriction under the null 

hypothesis H0: β2 + γ3  =0 . w1 shows the Wald Test-1 for the joint significance of the estimated 

coefficients under null hypothesis H0 (asymptotically distributed) and the value under parenthesis 

denotes the degree of freedom. w2 is the Wald Test-2 for the joint significance of the times dummies 

under null hypothesis H0 (asymptotically distributed) and the value under parenthesis shows the 

degree of freedom. c1 is the serial correlation Test-1 of order 1 using residual in first difference under 

assumption of null hypothesis (no serial correlation) asymptotically distributed. c2 is the serial 

correlation Test-2 of order II using residual in second difference under assumption of null hypothesis 

(no serial correlation) asymptotically distributed. h indicates the Hansen test of over identifying 

restriction under assumption of null hypothesis as no correlation between instruments and error term 

and the value in parenthesis is the degree of freedom. 

Variables Abbrev for coefficient Coefficient value Standard error (hetroskedasticity  

consistent asymptotically) 

constant α0 -0.014* 0.001 

NEit-1 β3 0.024* 0.003 

DIVit-1 β2 0.289* 0.001 

FOBDIVit-1 γ3 0.094* 0.002 

SIZEit-1 µ1 0.002** 0.000 

ARit-1 µ2 0.005* 0.000 

INV it-1 µ3 0.003 0.002 

Qit-1 µ5 0.004* 0.000 

DRit-1 µ6 -0.023* 0.000 

T-statistics t4 114.20  

Wald Test-1 w1 5482.37 (8)  

Wald Test-2 w2 161.11 (9)  

Correlation Test-1 c1 -3.119  

Correlation Test-2 c2 1.132  

Hansen h 399.79 (292)  

Speed toward T 

Div  

NFOB = 71.10% FOB= 61.70%  

 

The estimated coefficient for family owned business (β3 + γ2 = 0.005 + 0.001= 0.006) 

and non-family owned business (β3 = 0.005) confirm the proposed hypothesis-3 i.e. family 

firms distribute higher percentage of net earnings as dividend than their counterparts non-
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family firms even using restrictive threshold (50%) . Therefore, it is concluded that FOBs do 

concern more about dividend than NFOBs.   

In Table-IV.10, we estimate the last hypothesis of this section on restrictive ground 

definition i.e. 50%. This hypothesis is again supporting our expectation i.e. non-family 

owned businesses (NFOBs) adjust their target capital structure speedily family owned 

businesses (NFOBs). The estimated coefficients of hypothesis-4 for non-family firms is (β2 = 

0.289) and for family firms   is (β2 + γ3) = (0.289 +0.094 = 0.383). The results are statically 

significant as the 1% level. The speed of adjustment can be computed as (1- β2 = 1-0.289 = 

0.711), 1- (β2+γ3) = 1- (0.289+0.094) = 0.617) for non-family firms and family firms 

respectively.  It means that FOBs speed of adjustment higher than their counterparts NFOBs 

even after using more restrictive definitions of family firms. Our results are in line with 

previous studies such like (Gugler, K., 2003).   
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V.5.0. Conclusions and Discussions: 

  The current study is an attempt to examine the impact of ownership structure on debt 

and dividend policies, in terms of FOBs and NFOBs. The study is designed to explore the 

family business models and its effect on financial decisions. In this part of study, two specific 

issues are focused regarding both organizational types. First, the debt policy with respect to 

ownership structure is addressed under the shadow of capital structure theories i.e. pecking 

order and trade-off theories. These theories are ever hot subject matter in the finance 

literature. Second, dividend policy under the umbrella of Lintner’s (1950) model of dividend 

is analyzed. Other capital structure’s theories like Agency theory, MM theory, and Signalling 

and tax clientele theories offer encyclopedic theoretical background to discussion.   

 Several stylized facts and unique characteristics of corporations that are collected 

from prior studies to be considered to further categories them specific firm levels. The 

empirical results drawn in this chapter contribute to previous finance literature regarding debt 

structure and dividend decisions by taking new variable as family ownership that provide 

additional explanations with respect to performance difference between FOBs and NFOBs 

firms.  The identification of speed toward target capital structure and speed toward target 

dividend ratio of family and non-family firms is hallmark of this chapter. Additionally, our 

empirical results help to understand corporate governance mechanisms on firm-level in terms 

of debt structure, dividend policy and ownership block holders. 

  Based on previous literature of finance, the capital structure theories to discover the 

determinants of both debt and dividend policies are considered into account.  The dividend 

choices are analyzed in term of FOBs and NFOBs in relation with their net earnings. Based 

on the empirical evidences regarding internal fund and leverage as well as net earnings and 

dividend policy, two main findings are analyzed. First, the significant negative relation 

between cashflow and debt ratio indicates weak application of pecking order theory in family 

firms. Furthermore, this result provides explanation that problems due to asymmetric 

information are less severs in FOBs which allow them easier access to external funds as 

compared to NFOBs. Also, this result shows lower agency problem between owners as well 

as creditors and resultantly, a lower cost of leverage financing (Anderson et al., 2003). Second, 

dividend payout ratio higher in FOBs provides interpretations to outcome model of dividend 
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(Chae et al., 2009). It is argued that owner’s large stake in FOBs allow them to pressurize 

managers to distribute higher proportion of net earnings as dividend payment to shareholders 

(Faccio et al., 2001). In line with previous arguments of dividend preference, it is argued that 

higher level of dividend in FOBs is due to better corporate governance structure. Therefore, 

FOBs dividend policies are in line with the free cash flow interpretation of dividend models 

(Jensen, 1986). Other factors regarding impact of ownership structure on debt and dividend 

policies are explored by using different capital structure models. These models support the 

trade-off theory as well as Lintner model of dividend (1956) in case of debt and dividend 

financing.   

These models are extended by incorporating role of ownership structure in terms of 

FOBs and NFOBs firms. The results of this study uncover the fact that the adjustment of 

speed toward debt structure as well as toward dividend payout ratio is different in FOBs than 

their NFOBs counterparts. Consistent with the hypotheses, it is concluded that FOBs 

rebalance their debt level with higher speed due to easier access to debt and long term 

presence of the family in the firm. Diametrically opposite to this fact FOBs achieves slowly 

their target dividend policy. In other words, there is more stability regarding dividend policy 

in FOBs as compared to their counterparts.  In addition, the reason for this empirical finding 

is that FOBs consider transaction cost as a factor in devising dividend policy (Rozeff, 1982).   

These results contribute additional explanations for the difference in corporate 

performance of FOBs & NFOBs; and confirm the findings of second chapter of this study. For 

example faster speed of adjustment toward target capital structure could have significant positive 

impact on value. Similarly, slower speed toward target dividend policy indicates a positive sign 

of stability in dividend policy in FOBs. In case of TCS, FOBs feel pressure to move toward 

target and vice versa in case to TDR indicate comparatively less shareholder’s pressure to pay 

dividend.  
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IV.5.1. Recommendations: 

1. As it is concluded that there is weak application of pecking order theory in FOBs 

firms. Conversely, NFOBs are advised to take measures against asymmetric 

information problem.   

2. It is recommended for the managers of NFOBs to not let the firms to create a wide 

gap between exiting and target capital structure. Thus, do measures in this regards. 

3.  As being concluded comparatively stable dividend policy in family firms, the 

investors are advised to prioritize their investments in FOBs. 

4. The Security Exchange Commission of Pakistan (SECP) - regularity authority is 

advised to monitor the firms regarding stability in their dividend policy especially 

NFOBs.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



169 
 

IV.5.2 Appendix-III.1 

A. Definition of Financial variables 
1. Debt Ratio (DRit): 

DRit = Long Term Debtit / Total Assets it 

DR it donates the debt ratio of the correspondence year t. It is obtained by dividing 

long term debt by total assets.  

2. Dividend  (DIVit):  

DIVit = Cash dividend paid/ Total Assets it 

DIV it is calculated by dividing cash dividend payment by total assets of 

corresponding year t.  

3. Net Earnings (NEit):  

NEit = Net Earnings/ Total Assets it 

NE it is calculated by dividing net earnings by total assets of corresponding year t.  

B. Definition of Dummy Variables.  

1. Family Owned Business (FOB) Dummy 

The FOB equal to 1 if family directors have ownership or voting rights 25% 

and 50% in the firm. (We use two different family owned/ controlled 

definitions depending on the threshold 25% and 50% used to define family 

business). First, we check the ownership of family directors from given 

pattern of shareholdings in the annual reports of the companies. Second, we 

check the family names for voting rights of family directors. Third, we make 

telephonic calls and emails to company office for the confirmation of kinship 

among board of directors. Otherwise the dummy variable FOB takes the value 

of zero.  

C. Definition of control variables 

1. SIZE     SIZE = Ln (Total Assets) 

2. DEBT    DEBT RATIO = Total Debt/ Total Assets 

3. Investment  INV = (NFit +NFit-1 +Depreciation)/ Total Assets 

4. Tobin Q   Qit = MVTAit / BVTAit 

5. RETURN ON ASSETS  ROA = Net earnings / Total Assets  
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Summary of coefficients of interest in the proposed models 

Models     1  2  3       4                                                               

Constant    α0  α0  α0       α0  

Non-Family Firms (NFOBs)  β1  β0  β3        β2  

Family Firms (FOBs)          β1+ γ0           β0+ γ1              β3+ γ2                  β2+ γ3 
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CHAPTER # 5 
OVERALL CONCLUSIONS OF THE STUDY 
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V.0. Combined conclusions:  
A hot debate in past literature of finance regarding prevalence of FOBs over NFOBs 

exists in all over the world. Many peculiar and unique characteristics are associated with the 

family business models that contribute in their performance. In addition, firms under control 

of family ownership have been connected to many types of potential benefits along with 

costs for others stakeholders as well as society and national economy as a whole. Infect, prior 

research studies that examine different unique characteristics of FOBs are inconclusive as to 

whether family ownership is favorable or damaging to the rest of other stakeholders. In this 

way, the current study sheds some light on the corporate performance between FOBs and NFOBs 

in Pakistan where a large portion of corporate sector consist of FOBs. The current study 

contribute in finance literature by providing some possible clarifications  by investigating how 

FOBs differ from their NFOBs in their corporate performance, investment, financing and 

dividend policy decisions.  

 The current study would contribute to the finance literature in many ways. First, as 

empirical evidences indicate ownership concentration in term of FOBs and NFOBs positively 

influence the corporate value, supports the prevalent view that capital structures with 

concentrated ownership reduce free riding problems and alleviate the conflict of interest 

between owners and managers that ultimately create the value. More interestingly, this 

significant positive association ownership concentration and value is stronger in FOBs as 

compared to NFOBs. In the favor of positive relation between ownership concentration and 

the value of the firm, the researchers have provided several arguments theoretically and 

logically. First, the family owners likely to take more interest due to their motivation level 

and incentives; tend to increase the horizon of business as compared to non-family ones. The 

owners of FOBs worry more and endeavor to transfer the assets to their decedents than their 

NFOBs counterparts. These characteristics of FOBs along with better exposure of business 

are likely to induce owners of family firms to set the value maximization criteria for 

investment. Thus, they always attempt to maximize their value that further motivates them to 

refrain from their personal motives and nepotism in appointments.  Second, in FOBs owners 

concern more about reputation and goodwill of business than the owners in NFOBs which 

ultimately lead to positive economic consequences for the business. Third, there is less 

agency problem in FOBs that leads to reduce agency cost because of owners themselves 
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manage and control the activities of business. The study confirms the lower level of agency 

problem in FOBs. 

 Second, the study investigated role of blockholder in decision making process. The 

blockholders are defined as insider directors or other family directors have 10% or more than 

10% voting rights other than the family shareholders already considered in the definition of 

family business. According to the Company Act 1984, the voting right (10%) makes them 

capable to block the decisions through special resolution. In value models, this empirical 

evidence is not verify in presence of blockholder’s effect which indicates that family 

ownership induces positive impact inside the firm, not merely due to concentrated ownership 

in the hands of large owners. The investment and financing models confirm the meaningless 

role of blockholders in management especially in family firms.  

 Third, it can be easily concluded that first generation family firms outperform the 

succeeding generation. The enthusiasm of first generation in FOBs increases the impact and 

show superior performance with respect to market valuations. Infect, the active involvement 

of founder entails the family culture in business environment and create an opportunity to 

constitute a way to become the competitive advantage over other counterparts. Additionally, 

active involvement of family members in management would contribute to the dissemination 

of the family culture throughout the industry. In line with this argument, it is commonly 

accepted among the experts of FOBs that generational changes might foster big problems 

regarding succession in family directors. It might be the reason for succeeding generation 

family firms not to perform well. However, those families owned businesses (FOBs) that are 

able to frame succession plan in advance and keep business success over personal desires 

likely to maximize the business value and strengthen the company’s culture. To acquire the 

rule of value maximization and achieve ultimate goal of business, the family directors must 

avoid conflicts that might stand up during the transition from one generation to another. They 

should set aside and remain unbiased during the appointments in family business that might 

implicate nepotism which defames the culture and value of business.  

Fourth, the family CEO should not be appointed as per decision made on the basis of 

estimated coefficients in models. Lacking of professionalism from the business organizations 

might be the one big reason. Also, unchallengeable power of family chief executive officer 

might allow him/her to exploit the conditions and remain biased during decision making 
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especially at the time of hiring and firing the employees. It is concluded  for FOBs to hire 

professional chief executive offer (CEO) for the smooth operation of business, avoid 

nepotism and favoritism and family conflicts, personal likes and dislikes at the time of 

critical decision making process. The empirical results corroborate the studies e.g. (Anderson 

et al., 2003). The results are not in line with the idea that active participation of family 

member in management (Family CEO) improves the corporate performance and alleviates 

the sensitivities between investment spending and cashflow. The results drawn in chapter # 3 

are also in line with this argument as concluded that professional CEO creates more value of 

business than family ones. 

Fifth, the nonlinear relation between ownership and performance as concluded which 

further reveals family ownership exhibits potential disadvantages in term of value beyond 

certain level of ownership concentration. The study concludes that the nonlinearity exist in 

FOBs as well as NFOBs firms. The aggregate inflection point (IP) is estimated 60% for 

NFOBs while 56% for FOBs. The ownership concentration over IP does change the direction 

of value creation of both organizational types. The study found inverted U-shaped 

ownership-value relation both in family owned as well as non-family owned firms. Still 

FOBs outperform the non-family ones under traditional functional form of business. 

According to our empirical findings, it is concluded that in Pakistan owners instigates to 

expropriate at excessive level of ownership concentration. In the context of Anglo-Saxon 

model of ownership structure where corporate decisions are taken on majority voting power 

of board, closely held companies are questionable.  

The non-linear relation to performance in FOBs might explain in terms of expense of 

family ownership. The reason behind this phenomenon can be explained as family control is 

more likely to arise at high family stake in the firm. High family stake increases the 

performance first and then decreasing after reaching a certain control level of family. The 

negative impact of concentrated ownership and control on the value of firm beyond certain 

levels is commonly explained by the expropriation of minority shareowners on the part of the 

owner family. Similarly, Anderson and Reeb (2003) argue that controlling families with large 

stake enjoy both the incentive and the ability to take actions that benefit themselves at the 

expense of firm performance. According to them the families having large stake in the 
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corporations pursue their objectives differently from the others investors who mostly follow 

the market value rule-maximizing shareholders’ wealth. 

Sixthly, after exhibiting that FOBs perform differently from NFOBs, it is explored 

whether the difference in corporate performance between both organizational types is 

clarified by differences at least to certain degree in their investment, financing, and dividend 

decisions. As taking into account of investment decision, the study emphasizes on the 

relation of investment-internal fund sensitivities which is hot subject matter for scholars in 

emerging economies now-a-days.  Our main finding in connection to the investment decision 

is that overall FOBs exhibit lower sensitivities between investment and cashflow. 

Considering such sensitivities are due to incentives problems or asymmetric information. The 

explanation is provided to the conclusion as a supportive aspect of FOBs. Particularly, the 

empirical results indicate that FOBs motivate to reduce overinvestment and underinvestment 

problems, thus allowing FOBs to attain optimal level of investment. This types of 

interpretation corroborates the argument that FOB are in better position to create value 

through their investment decisions i.e. documented in the second chapter of this study.  

Lower the investment-internal fund sensitivity means strong decision making and stable 

policy of a firm. Particularly, the empirical results of current study indicate that FOBs 

motivate to reduce overinvestment and underinvestment problems (Morgado & Pindado, 

2003) that allowing FOBs to attain optimal level of investment. Generally, it is worthwhile to 

highlight that there is positive but weaker association between investment and cash inflow 

that sheds some light on the peculiar characteristic of FOBs i.e. lower expropriation of 

minority shareholders which create more value.  

Seventh, the next step in the investigation of the moderating role of family ownership 

is the sensitivity between investment spending and internal generated fund, an innovative 

measure is used as proxy of financial constraints on the base of asymmetric information. The 

lower financial constraints suggest that lower level of cash flow problem in the investment 

decision making process. Therefore, it is concluded that the FOBs are in better position to 

face crisis in country like current situation in Pakistan. Overall, the empirical results 

concluded that family ownership is an excellent internal mechanism of corporate governance 

that helps to alleviating both the agency cost and financial constraints problems linked with 

investment decision-making processes.  
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Eighth, Moreover to inspecting whether family ownership influences investment 

decision making process, it is also examined the possibility of family ownership that shapes 

specific capital structure or leverage and dividend policy. By reconnoitering how FOBs and 

NFOBs differ from each other in financial decisions, there is documented more explanations 

for the comparison of corporate performance between both organizational types.  The study 

i.e. the effect of family ownership on the leverage and dividend decisions is also an addition 

to that knowledge of finance literature that relate to the mechanism of corporate governance. 

With respect to capital structure decision, the results suggest weaker negative relation 

between cashflow and debt ratio in FOBs is due to not adopting pecking order behavior by 

FOBs and easier access to external capital. Therefore, it is concluded that pecking order 

theory is less pronounced in FOBs as compared to NFOBs.  

Overall, this result corroborates the assumptions that FOBs enjoy easier access to 

leverage financing because information asymmetry problems and agency conflicts are less 

severe in them than their counterpart’s NFOBs. Supporting to the interpretation regarding 

weaker negative relation between internal generated fund and debt level in FOBs is due to 

potential expropriation of minority shareholder to others stakeholders of the firms. Our study 

reveals that FOBs with higher information asymmetric problems do not strictly follow 

pecking order theory and show a weaker negative association between cash flow and debt 

ratio. This result is in line the argument for the moderating role of family ownership in 

connection with sensitivity of cash flow and leverage ratio. 

Lastly, FOBs are also different from NFOBs with respect to their dividend 

preferences.  Generally, it is believed that FOBs pay more dividends to shareholders due to 

actively participation of family owners in management which influences managers to 

distribute cash in the shape of dividend payments. This action ultimately alleviates the 

agency problems inside the management and consequently provides a benefit to minority 

owners. The acceptance of higher dividend payout policy in FOBs is a tool to attract minority 

owners against expropriation of majority owners in these companies. In addition, the 

outcome model of dividends can present the difference between FOBs and NFOBs in their 

dividend behavior in a way as higher dividend payout ratio in FOBs is basically a 

complement toward the better ownership structure i.e. less likely a deviation of ownership 

and control.  
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We also investigate whether adoption of high dividend payout ratio by FOBs provides 

a signal of efficient financial decision especially for those family firms which are suffering 

from free cash flow agency problems.  Those firms having higher level of internal fund in 

connection with their investment opportunities are likely to pay more dividends to reward 

their investors. Similarly, we endorse that FOBs with more sever agency problems pay 

higher level of dividends but their counterparts NFOBs provide different results. The speed 

toward target dividend ratio is lower in FOBs and compared to NFOBs. To cut the story 

short, in FOBs follow dividend policy based on the free cash flow after availing positive net 

present value investment opportunities.  
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V.1. Recommendations of Study: 
1. In light of the empirical evidences provided i.e. lower level of agency cost, greater 

motivation level of founder/ descendants etc., it is recommended that family owned 

businesses (FOBs) are in excellent position to perform a leading role in Pakistan, 

especially in the current scenario where terrorism seems to be a big threat for the 

capital markets. 

2.  The Security Exchange Commission of Pakistan (SECP) needs to monitor the 

passive role of blockholder in board meeting. The necessary action is recommended 

for generating active role of blockholders which ultimately leads to shareholder’s 

activism. Shareholder’s activism is one of the basic necessities of good corporate 

governance.  

3. As the empirical evidences are indicated the better performance of young generation 

family firms over succeeding generation family firms. It is, therefore, recommended 

to Security Exchange Commission of Pakistan (SECP) to take steps as being 

regularity authority   for initiation of new businesses as entrepreneurs in markets. It 

would strengthen the national economy, increase the national gross product (GDP) 

and reduce the trade deficit as well.  

4. It is recommended for FOBs to hire professional chief executive offer (CEO) for the 

smooth operation of business, avoid nepotism and favoritism along with family 

conflicts, personal likes and dislikes at the time of critical decision making process. 

5. It is advised for the Security Exchange Commission of Pakistan to take measure if 

ownership concentration over inflection point (IP) i.e. more than 60% in non-family 

business and 56% in family firms. 

6. As it is concluded that the FOBs motive to reduce asymmetric information’s 

problems and attain optimal level of investment. Therefore, this type of organizations 

reduces underinvestment and overinvestment problems. Thus, the investors are 

advised to do their investment in family firms. 

7. The security exchange commission of Pakistan (SECP) should take steps against 

financial constraint family firms for their smooth operation and sustain reputation and 

goodwill in the markets.   
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8. As it is concluded that there is weak application of pecking order theory in family 

firms. Conversely, NFOBs are advised to take measures against asymmetric 

information problem.   

9. It is recommended for the managers of NFOBs to not let the firms to create a wide 

gap between exiting and target capital structure. Thus, do measures in this regards. 

10.  As being concluded comparatively stable dividend policy in family firms, the 

investors are advised to prioritize their investments in family owned companies.  

11. The Security Exchange Commission of Pakistan (SECP) - regularity authority is 

advised to monitor the companies regarding stability in their dividend policy.  
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V.2. Contribution of study:  
 The current study contributes to the finance literature in the following ways. First, all the 

empirical results are obtained by applying panel data methodology. Two serious problems come 

across during the study process of analyzing the impact ownership structure on value and 

financial decisions i.e. heterogeneity and endogeneity problems. The study deals with both. On 

the one hand, generalized method of moment (GMM) is used to control potential endogeneity of 

independent variables in the estimation models. Potential endogeneity problem is inherited in the 

study of corporate governance especially in the case where performance- ownership relation 

exists in connection with other financial decisions. On the other hand, unobservable 

heterogeneity is controlled by using panel data methodology. Heterogeneity comes in data of 

business firms, especially family companies due to their unique characteristics and peculiarity 

that emerge out in behavior of corporations which ultimately shapes the decision making process.   

Second, the study successfully drives the inflection points of ownership structure of 

family owned business (FOB) and non-family owned business (NFOB). The study discovers 

relation of ownership and firm’s value under quadratic specification and finds inflection 

point (IP) where positive value turns into negative for family and non-family companies. 

These inflection points (IP) are obtained by comparing the estimated coefficients for family 

as well as non-family companies. Furthermore, it is revealed that the certain exceeding level 

of ownership has negative impact on value as larger stake of ownership creates opportunity 

to expropriate the minority shareholders. This is a noteworthy addition in family literature 

especially in developing economies.  

Third, the study uses an innovative measure to distinguish between financial 

constraint family firms and non-financial constraint family firms. The FOBs are classified 

into financial constraints family firms (more leverage than mean) and non-financial 

constraints (less leverage than mean).The previous studies do not show enough interest in 

investment-cashflow relation under the pressure of financial constraints particularly in the 

context of FOBs and NFOBs. The current study is an attempt to fill the gap of finance 

literature regarding underinvestment and overinvestment issues. The problem of 

underinvestment mostly resulting from the financial constraints and asymmetric information 

among components of capital markets is the generally accepted interpretation of investment-

internal fund sensitivity. 
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Fourth, the current study sheds some light on the dynamic nature of debt and dividend 

policies which is the hallmark in the family business’s literature. Only a few studies are 

available that explain how characteristics of firms can affect the speed at which firms adjust 

toward their capital structure.  However, it can be very useful information for corporations 

because knowing this they are allowed to rebalance their capital structure faster. This study 

aims to fill the gap in family literature by analyzing the impact of ownership structure and 

family control on the speed adjusting toward target capital structure. To investigate the effect 

of family ownership on capital structure decisions we use debt model with partial adjustment 

that follow the tradeoff theory of capital structure. The model which discusses the relation 

between debt ratio and cashflow supports the assumption of pecking order theory of Myers 

and Majluf (1984). Similarly, the dividend outcome model by Lintner (1956) is used to 

analyze dynamic nature of dividend policy in term of FOBs and NFOBs. 

 Fifth, The current study contributes to the finance literature by exploring investing 

behavior of family business with different angles. We analyze the performance of family 

business in connection with financial decisions from corporate governance and corporate 

finance perspectives. The application of different sources to retrieve data especially regarding 

ownership structure from annual reports and financial statements is significant contribution 

of the literature of family business. Infect, the empirical results we document with 

explanations are a new database which could be used to obtained information of ownership 

structure with respect to specified definitions applied in the current study for future research.  
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V.3. Implication of study:  
 

The main results obtained in this study have important implications for family owned 

businesses (FOBs) and non-family owned business (NFOBs) as their policymakers or 

stakeholders use these findings to improve performance in the long run. On the one hand, it is 

very important for regulators such like security exchange commission of Pakistan (SECP) to 

encourage and facilitate the development of FOBs because this type of organization able to 

play significant role in economic development of Pakistan. Infect, FOBs contribute a 

handsome proportion to gross domestic product (GDP) all over the world. Also, a large 

numbers of laborers are getting salaries against their services in FOBs which is a productive 

activity of any country.  In this way, FOBs participate in the society as well as economy as a 

whole in the long run. FOBs contribute to extend the investment and create a linkage among 

different groups of local community which ultimately prevent the expropriations of minority 

shareholders.  On the other hand, in respect to the implications for FOBs, the empirical 

findings presented in this dissertation point out the professional CEO  is significant to create 

the value and alleviate constraints related to financial decisions. 

 In this way, developing and encouraging the activities of FOBs among stakeholders 

of different strata of life can establish a kind of relationship between them, which might be a 

source of competitive advantage.  In addition, FOBs must be ready to resolve the conflicts of 

different stakeholders like managers as their contribution significantly important for growth 

of the company. FOBs must have a successful succession plans in advance to reduce the 

future risk arising due to family conflicts in future. The management of FOBs should also 

consider the relation between shareowners with other stakeholders or between large and 

minor shareholders can influence the leverage and dividend policies which in return exhibit 

in the market value of firms.  
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