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The Effect of Corporate Governance and Family Firm on Performance of 

Firms Listed on Korean Stock Market (KOSPI) 

 

Abstract 

 
This thesis examines the effects of corporate governance and the ownership 

structure of firms (family vs. non-family firms) on the performance (measured in terms 

of return on assets and return on equity) of companies listed in KOSPI from 2013 to 2017. 

In specific, this thesis first investigates whether firms with better corporate governance 

have higher firm performance. Furthermore, the thesis analyzes whether family firms 

outperform non-family firms after controlling for the ranking of corporate governance 

and other variables. The empirical results indicate that companies with better corporate 

governance have higher operating performance and that family businesses have better 

operating performance than non-family firms. In addition, research findings also show 

that the participation of family members in the business and ownership structure have 

significant and positive impacts on company's operating performance. 

 

 

Keywords: Corporate Governance, Firm Performance, Family Firm, Ownership 

Structure 
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Chapter 1. Introduction 

 This chapter provides the background of the topic, the research aims, research 

objectives and the organization of the thesis.  

1.1. Research Background 

1.1.1. Corporate Governance: Overall Review 

Corporate governance is a generic concept that collectively refers to a company's 

decision-making system, the roles and functions of the board internal or external, and the 

relationship between management and shareholders. Corporate governance includes 

various elements such as shareholder rights, board of directors' responsibilities, 

stakeholder rights, and accounting audit systems. 

The corporate governance is important in modern firms. This is because, as the 

growth and scale of the firm increase, the executives who manage the firm and the 

shareholders who owns the firm will be separated. However, these two parties may have 

conflicts in interest causing issues to arise, hence the need for corporate governance. 

Since the 1990s, many firms in Europe and Japan have uncovered a number of corruption 

scandals, therefore the attention to carry out corporate governance begun to rise. The 

Organization for Economic Cooperation and Development (OECD) was founded by the 

United States and 19 other developed countries. OECD established the OECD Principles 

of Corporate Governance1 in 1999 for its members to observe. The desirable corporate 

governance is a source of corporate competitiveness and a fundamental requirement for 

long-term economic growth, hence the Principles soon became considered a global 

standard. The OECD also announced an amendment to the Corporate Governance 

Principles in partnership with the G20 (major 20 countries) in 2015.  

As the internationalization of capital markets progresses, the need for 

international norms on corporate governance has also increased. Korean companies are 

also investing in countries around the world and receiving investment from foreign capital 

                                                
1 The OECD Principles of Corporate Governance were originally developed in response to a call by the 
OECD Council Meeting at Ministerial level on 27-28 April 1998, to develop, in conjunction with national 
governments, other relevant international organisations and the private sector, a set of corporate governance 
standards and guidelines. Since the Principles were agreed upon in 1999, they have formed the basis for 
corporate governance initiatives in both OECD and non-OECD countries alike. 
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in the process of globalization. Nowadays, a healthy corporate governance structure has 

become the fundamental to achieve sustainable growth for an organization.  

1.1.2. Corporate Governance in Korea 

 It was in the late 1990s that Korean companies first began to practice corporate 

governance. At that time, Korea was going through a foreign exchange crisis2. Many 

companies went bankrupt due to their fragile financial structures. The main reason behind 

a fragile financial structure is a weak corporate governance. To counter the situation, the 

importance to improve corporate governance has become apparent in Korea since 2000. 

Some companies have begun voluntary efforts to improve corporate governance, using 

best practices as a guideline. In addition, the transparency of corporate management was 

gradually improved, and the credibility of the capital market has also enhanced 

considerably. However, overall corporate governance of Korean companies has not yet 

reached a satisfactory level. Table 1 reports the Corporate Governance Watch Market 

Score for Asia over the period of 2010 to 2016. 

 

Table 1 Corporate Governance Watch Market Score: 2010 to 2016 

Rank Country 2010 2012 2014 2016 2014 vs 2016 Direction of Corporate Governance Reform 

1 Singapore 67 69 64 67 (+3) Mostly sunny, but storms ahead? 

2 Hong Kong 65 66 65 65 - Action, reaction: the cycle of Hong Kong life 

3 Japan 57 55 60 63 (+3) Cultural change occurring, but rules still weak 

4 Taiwan 55 53 56 60 (+4) The form is in, now need the substance 

5 Thailand 55 58 58 58 - Could be on the verge of something great, if... 

6 Malaysia 52 55 58 56 (-2) Regulation improving, public governance failing 

7 India 48 51 54 55 (+1) Forward movement impeded by vested interests 

8 Korea 45 49 49 52 (+3) Forward movement impeded by vested interests 

9 China 49 45 45 43 (-2) Falling further behind, but enforcement better 

10 Philippines 37 41 40 38 (-2) New policy initiatives, but regulatory ennui 

11 Indonesia 40 37 39 36 (-3) Losing momentum after progress of recent years 

Source: Asian Corporate Governance Association (ACGA) 
  
                                                
2 Foreign Exchange crisis was caused by the severe foreign exchange shortage on the brink of default of 
South Korea in December 1997. At that time, Korea was assisted by the International Monetary Fund (IMF). 
Hence, Foreign exchange crisis is also called like IMF.  
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Figure 1 indicates the comparison in Corporate Governance Scores between 

Credit Lyonnais Securities Asia and Asian Corporate Governance Association. 
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Figure 1 CLSA versus ACGA scores by market 

 

 Table 1 and Figure 1 show that how weak is Korea’s corporate governance. 

According to the results of the Asian Corporate Governance Association (ACGA)3 and 

global financial company Credit Lyonnais Securities Asia (CLSA)4 evaluating Korea's 

corporate governance soundness in 2016, Korea ranked 8th among the 11 countries 

surveyed. Looking at the annual evaluation report of the Swiss International Institute of 

Management Development (IMD), the lack of good corporate governance in Korea is 

evident, as they ranked 29th out of 61 countries in 2016. 

 

                                                
3 The Asian Corporate Governance Association (ACGA) is an independent, non-profit membership 
organisation dedicated to working with investors, companies and regulators in the implementation of 
effective corporate governance practices throughout Asia. ACGA was founded in 1999 from a belief that 
corporate governance is fundamental to the long-term development of Asian economies and capital 
markets. 
4 The Credit Lyonnais Securities Asia(CLSA) was founded in Hong Kong in 1986, and has 20 offices 
across the globe in Asia, Australia, Europe and the Americas. A boutique investment group focused on 
equity broking, corporate finance & capital markets and asset management. 
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1.2. Research Objective 

Despite Korean firms’ effort to recognize the importance of improving corporate 

governance, their corporate governance continues to be weakly valued globally. Previous 

researchers provided several suggestions and directions to improve corporate governance. 

Some have compared the corporate governance structure of Korean family business 

(ownership management) and non-family business (professional management). 

According to a study by Lee and Koh (2009), in general, the performance of the family 

firms is lower than that of the non-family firms. On the other hand, other studies by Nam 

and Moon (2006; 2007), Cho and Byun (2008) and Ban and Kim (2006) show that the 

performance of the family firms is better than non-family firms. These results are 

supported by Song (2016). In addition, Song (2016) suggests that the family firms can be 

classified into two types, one is managed by family members and the other is managed 

by a hired professional manager. Performance wise, the family firms with professional 

managers tend to have better performance.  

As discussed above, the research findings on corporate governance of family and 

non-family businesses are contrasting. It is unclear whether family governed is the ideal 

corporate governance mechanism. However, the results of many previous studies show 

that the role of corporate governance clearly affects the performance of the firm. 

Therefore, if both family and non-family firms have good corporate governance, it will 

eventually result in good performance. Vice versa, if the corporate governance is weak 

for both family and non-family firms, they all will perform poorly. The purpose of this 

paper is to compare and analyze the impact of various structure of board of directors on 

the performance of Korean listed family firms and non-family firms.  

Previous researchers compared the financial performance of family firms and 

non-family firms. However, the researchers only suggested which type of firms' corporate 

governance is better. This paper shall perform univariable and multivariable analysis by 

using definitions of family firms, non-family firms and corporate governance to analyze 

how it affects performance. Therefore, this paper contributes to the related literature by 

showing the performance gap between the two types of firms. 
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1.3. Structure of the Thesis 

 For this purpose, the content of this study is as follows;  

Chapter 1  

Briefs research background and objective. 

Chapter 2  

Through literature review, analyze the definition of a family business, the 

regulation of corporate governance and the board of directors.  

Chapter 3  

Explains the research methodology of this paper to determine the hypothesis 

and the derived hypothesis.  

Chapter 4  

Reports and discusses the results of the research. 

Chapter 5  

Concludes this paper. 
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Chapter 2. Background for Korea Corporate Governance System and 

Literature Review 

 This chapter describes the background knowledge for Korea corporate 

governance system and the theory used in the empirical study.  

2.1. Background for Korea Corporate Governance System 

2.1.1. Listed Companies Regulations on Corporate Governance 

 Leading research on corporate governance was conducted by Jensen and 

Merckling (1976). They describe the case of corporate governance as a way of solving 

the problem of agents, the problem of management's moral hazard in corporate 

management. Corporate governance is divided into internal governance and external 

governance. The internal governance structure includes the structure of ownership, 

internal regulations, shareholders' meeting, board of directors, executive salary contracts, 

etc. The external governance structure includes regulations, laws (corporate law, 

commercial law, fair trade law and capital market law), mergers and acquisitions, etc. 

 In order to improve the corporate governance structure, the Commercial Act, the 

Act on Governance of Financial Institutions and the Code of Best Practices for Corporate 

Governance have been established. The Commercial Act distinguishes listed firms and 

unlisted firms by setting Special Cases for Listed Companies. In the case of a listed firm 

in Korea, according to their assets, the size of the listed firm is classified as shown in 

Figure 2. In addition, the requirements for functionalities of board of directors and 

auditors of the listed firm are classified as shown in Table 2 according to their assets. 

Figure 2 Classification of Listed Firm's Size 

 

Large-scale  
Listed Firm 

Medium-scale  
Listed Firm 

Small-scale  
Listed Firm 

Listed firms with total assets of 
more than KRW 2 trillion as of the 
end of the current business year 

Listed firms whose total assets as of 
the end of the current fiscal year are 
less than KRW 2 trillion and over 
KRW 100 billion 

Listed firm with total assets of less 
than 100 billion as of the end of the 
current business year 
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Table 2 The Board of Directors and Auditors of Listed firms 

Firm Types 

Board of Directors 

Audit Mechanism 
Ratio of Outside Director Duty on Establishment of 

committees 

Large-scale 
Listed Firm 

three or more outside directors 
and the number of outside 
directors shall account for 
more than half of the total 

number of directors 

“Audit Committees” 
"Committee for 

Recommending Candidates 
for Outside Directors" 

Audit Committees 

Medium-scale 
Listed Firm 

no less than one fourth of the 
total number of directors - Full-time auditors 

Small-scale 
Listed Firm 

no less than one fourth of the 
total number of directors - Full-time/Part-time 

Auditors 

Financial 
Institutions 
Listed Firm 

three or more outside directors 
and no less than one fourth of 
the total number of directors 

“Committee for 
Recommending Candidates 

for Executive” 
“Audit Committees” 

“Risk Control Committees” 
“Remuneration Committee” 

Audit Committees 
or 

Full –time auditors 

A listed company determined by Presidential Decree shall have at least one auditors (hereinafter referred 
to as "full-time auditor (internal)") who hold a full-time position and conduct audit inspections by a 
resolution adopted at a general meeting of shareholders: Provided, That this shall not apply where an audit 
committee has been established under this Section or under any other Act (including cases where a listed 
company that has no obligation to establish the audit committee has set up an audit committee that satisfies 
the requirements prescribed in this section). 
Source: Lee, J.(2018) 
 
2.1.2. Evaluating Corporate Governance 

The evaluation models of corporate governance have been developed and used in 

various ways. The corporate governance assessment model for each major institution can 

be divided into several categories, such as a country or an enterprise. Typically used 

evaluation models are developed by the Investor Responsibility Research Center (IRRC), 

the Credit Lyonnais Securities Asia (CLSA), the Standard and Poor's (S&P), and the 

Korea Corporate Governance Service (KCGS). 
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When the Korea Corporate Governance Service (KCGS)5 was established in 

2002, it amended the Code of Best Practices for Corporate Governance6 established in 

1999 by the Corporate Governance Improvement Committee. Moreover, they have made 

a lot of efforts to improve corporate governance structure by evaluating the 

implementation of improvement of corporate governance structure every year in listed 

companies, and selected and presented excellent corporate governance structure (Lee and 

Son, 2009). The content of the best standards consists of five sections: shareholders, the 

board of directors, audit, stakeholders, and market for corporate control. Each section 

provides guidance for robust corporate governance. The members of the board of 

directors include internal directors, outside directors, and a part-time directors (non-

standing directors)7 who are not engaged in other duties (Article 317, Paragraph (2) of 

the Commercial Act, Article 2, Paragraph (3) of the Financial Corporate Governance Act). 

The board shall be of a size that is capable of effective deliberation and decision-making, 

and shall consist of a sufficient number of directors (the Code of Best Practices for 

Corporate Governance II.2.1). In order to secure the independence of the board of 

directors, the board of directors should be composed of a plurality of independent outside 

directors. The code has made a significant contribution to the enhancement of corporate 

governance for listed companies in Korea. 

  

                                                
5 In 2002, it was established as 'Korea Corporate Governance Improvement Support Center'. In 2009, it 
was renamed 'Korea Corporate Governance Center'. In 2010, it was renamed Korea Corporate Governance 
Service(KCGS). 
6 The code of best practices for corporate governance plays a role in leading corporate governance system, 
it was enacted and announced in September 1999 and revised in February 2003, leading to corporate 
governance systems and revised in August 2016. 
7 Part-time Directors are those Directors who do not take a direct part in the day to day management and 
administration of the company.  While whole-time Directors are functional directors and their position in 
the company is similar to that of an employee, it is not so in the case of part-time directors.  They are non-
executive directors. 
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Table 5 presents the corporate governance evaluation model that reflects recent 

changes in domestic and foreign capital markets and regulatory changes in KCGS. 

 

Table 3 KCGS Corporate Governance Assessment Model 

Evaluation Territory Evaluation 
Grade Large Category Middle Category 

Protect Right of 
Stockholder 

Protection and convenience of shareholders’ rights 

100 point Ownership 

Transaction with related parties 

Board of 
Directors 

Composition of board of directors 
100 point 

Operation, evaluation and compensation of the board of directors 

Audit Systems General audit system 50 point 

Disclosure 
General disclosure 

50 point 
Disclosure on their website 

Total - 300 point 

 

The evaluation model of KCGS evaluates the governance structure of listed firms 

based on annual reports and various publicly disclosed data. The perfect evaluation score 

is 300, the higher the score, the better the corporate governance level of the firm. If 

compare the previous evaluation model with the recently used evaluation model, the five 

sections category (shareholder rights protection 90, board 90, disclosure 60, audit 

organization 50, management quality 10) currently consists of four sections excluding the 

management quality. Accordingly, the contents of the evaluation items are also different. 

Before its change, the evaluation included 8 grades (highest, high+, high, good +, good, 

normal, weak, very vulnerable), but from 2011, the existing 8 grade system has been 

simplified to 5 grade system (A+, A, B+, B, C). Therefore, in 2013 the 5 grade system 

has been changed to the 7 grade system (S, A+, A, B+, B, C, D). As this paper uses Korean 

listed firms for research, the evaluation model of the KCGS shall be use to evaluate the 

corporate governance of firms. Table 4 presents the corporate governance evaluation 

ratings provided by KCGS. 
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Table 4 KCGS’ Corporate Governance Evaluating Level 

Level Definition 

 

It is very faithful to the governance structure proposed by the governance 
structure model, and there is very little room for shareholder value 
deterioration due to corporate governance risks. 

 

It has a good governance system proposed by the governance structure 
model, and considerably less room for shareholder value deterioration due 
to corporate governance risks. 

 

It has a proper governance structure proposed by the governance structure 
model, and there is little room for shareholder value deterioration due to 
corporate governance risks. 

 

Some efforts are needed to establish the governance structure proposed by 
the governance structure model, and there is little room for shareholder 
value deterioration due to corporate governance risks. 

 

Efforts are needed to establish the governance structure proposed by the 
governance structure model and there is room for shareholder value 
deterioration due to corporate governance risks. 

 

Efforts to establish the governance structure proposed by the governance 
structure model are absolutely necessary and there is a great possibility of 
damaging the shareholder value caused by corporate governance risks. 

 

Concerns over shareholder value deterioration due to corporate 
governance risk are worrisome because there are few governance systems 
proposed by the governance structure model. 

Korea Corporate Governance Service(KCGS) 
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2.2. Literature Review 
2.2.1. The Definition of Family Firms 

The family firm is expressed in various ways, such as family controlled firm, 

family-owned firm, family business and family enterprise. In previous studies about 

family firm, researchers tried to find out what is the right definition of it. In general, a 

family firm is defined as a company controlled and operated by a large number of family 

members. However, the scope of the definition for family firm is different for each 

researcher. Table 5 summarizes the definitions of family firms used in some foreign 

studies and Korean studies (Song, 2016). 

 

Table 5 Definition of Family Firm in Previous Research 

Definition of Family Firm Previous Researcher 

Founder or family owns shares or family members participate in management Anderson and Reeb (2003) 

Founder or their families have > 20% ownership or executives of the board Andres (2008) 

Individuals or families with more than 33% of total stake Barth et al. (2005) 

A firm that founder or family member has more than 51% ownership  Ibrahim and Elles (1994) 

An individual has substantially more than 20% of ownership La Porta et al. (1999) 

Largest shareholder with more than 10% voting rights is in family members or 
an individual or an unlisted firm Maury (2006) 

Founder or family member who is the CEO of a firm McConaughy et al. (1987) 

Family members (including descendants) are executives or hold >5% of shares Miller et al. (2007) 

Founder or person who had a blood relationship or became family member is 
an executive, director, or individual or a group, holding at least 5% of shares Villalonga and Amit (2006) 

Founder or a family member who has more than 50% ownership or founder or 
second generation or more generation who has the management participation  Westhead and Cowling (1998) 

Founder or a family member who has more than 50% ownership or second 
generation or more generation who has the management participation  Nam and Moon (2007) 

Founder or their families who have over 33% ownership Nam (2016) 

Founder and family members are registered as the largest shareholders in the 
commercial act, belong to the board of directors or management Park et al. (2010) 

A firm that founder or family members who really manage Ban and Kim (2006) 

A firm that founder or their families who have over 20% ownership Song (2016) 
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As shown above, the definitions of a family firm in Table 5 are based on how 

much ownership (owner and largest shareholder' interest and voting rights) a firm held, 

depending on less than 5%, more than 51%, and it is also depended on presence of 

management participation (participation of the board of directors members and audit 

committee, etc.). First, according to foreign studies, Barth et al. (2005), Ibrahim and Elles 

(1994), La Porta et al. (1999) and Maury (2006), they simply define a family business 

based on the ownership, voting or dominion of the family member. McConaughy et al. 

(1987) define family firms based on whether family members directly participate in 

management. In studies by Anderson and Reeb (2003), Andres (2008), Miller et al. (2007), 

Villalonga and Amit (2006) and Westhead and Cowling (1998), even if only one of 

ownership and management participation is satisfied, it is classified as family business. 

According to previous studies in Korea, Nam and Moon (2007) applied a criteria 

of Westhead and Cowling (1998) to Korean firm, they defined a family firm is a company 

in which family members hold 50% or more of the shares, family members or more than 

two generations continually participate in management. On the other hand, in the study 

by Park et al. (2010), a family firm was defined based on whether the founder or family 

members are registered as the largest shareholder in the commercial law and also belongs 

to the board or management. In a study of Nam (2016), it was classified as a family 

business based on 33% stake, while Song (2016) classified it as a family business with 

more than 20% stake. Ban and Kim (2006) defined a family enterprise based on whether 

a founder, a family member, or a family member exercises actual management rights. 

Using definition by La Porta et al. (1999) and Song (2016), this paper categorizes 

family firms and non-family firms based on whether founders or family members own at 

least 20% ownership. The reasons for defining a family firm based on only 20% or more 

of ownership without taking into consideration the management participation or 

ownership succession of the family members is because 20% ownership alone is enough 

for family members to participate in the management of the firms (Song, 2016). 
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2.2.2. Corporate Governance and Performance 

In addition to research on family firm, research on the relationship between 

corporate governance and firm performance have been actively conducted. According to 

foreign studies, Core et al. (2006) proved that the management performance of companies 

with weak shareholder rights protection is significantly lower, and Drobetz et al. (2004) 

shows that the investment strategy to buy firms with good corporate governance and sell 

firms with weak governance generates 12% of excess profits over a year. In a study by 

Gompers et al. (2003), the results show that firms with good governance have higher 

corporate value than those without, and there is a strong correlation between corporate 

governance and stock price returns. Klapper and Love (2004) found that when corporate 

governance improves, operating performance and Tobin's Q increases. Also, Klapper and 

Love (2004) mentioned that corporate governance content is more important in countries 

where the legal environment is weak. Mitton (2002) found that corporate governance has 

a significant effect on financial performance. 

According to the results of previous studies in Korea, Choi and Yang (2008) found 

that firms with good corporate governance have better financial soundness. On Joh 

(2003)’s research analyzed firm data before IMF, found out that companies with 

dispersed ownership showed low business performance. In the case of Lee and Son 

(2009)’s research, firms with high corporate governance have higher total assets and sales 

margins than other firms. This suggests that if corporate governance improves, it can be 

effectively controlled and lead to an improvement of the financial performance of the 

firm. The results of the study by Moon (2005) showed that outside directors of the board 

are highly professional and active. If the stake of foreign ownership, the major 

shareholder and the institutional investor are higher, it results to higher management 

performance. Yun and Oh (2005) research in Korean Case Studies on Corporate 

Governance and firm performance, value and market returns have found that companies 

with good corporate governance perform better. Sohn (2010) analyzed the relationship 

between corporate governance and firm value for five years from 2003 to 2007, and Oh 

and Choe (2011) analyzed the effects of corporate governance on firm performance and 

firm value from 2007 to 2009 by distinguishing between good and weak corporate 

governance structure. As a result of the analysis, it is shown that the governance class has 
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a significant effect on the firm performance such as net income ratio of total assets and 

sales profit margin. Lee (2015) analyzed the effects of corporate governance 

improvement from 2011 to 2012, and as a result, there is a significant positive correlation 

with financial performance as corporate governance improves. Also, Wu (2017) analyzed 

the relationship between corporate governance and firm performance from 2012 to 2015, 

according to an analysis the improvement in corporate governance has a positive effect 

on firm performance. 

Ownership Structure and Performance 

In the preceding section, it examined the relationship between corporate 

governance and firm performance in foreign and Korea cases. From now on, this section 

analyzes the effect of ownership structure and board structure on firm performance, based 

on previous researches. 

The study of ownership structure has been going on for a long time. Berle and 

Means (1932) first begun to study the ownership structure, but Jensen and Meckling 

(1976) is the study in more earnest. Generally, the ownership structure refers to the 

composition of a firm's ownership interest, which is related to the shareholding of the 

relevant company held by major shareholders, managers, institutional investors, 

employees, general investors, governments and foreign investors. And, it also refers the 

distribution status of equity shares that have substantial voting rights, excluding the non-

voting stocks. As the scale of the enterprise grows, the ownership is dispersed among the 

various stakeholders, previous researchers analyzed the effects of the ownership on 

corporate performance by dividing it into several hypotheses. 

1) Convergence of Interest Hypothesis 

The convergence of interest hypothesis argues that as managerial equity rises, 

while conflicts between managers and external shareholders are reduced, and they have 

mutual understanding, agency costs become lowered (Berle and Means, 1932; Jensen and 

Meckling, 1976). In other words, if managerial ownership increases, the performance will 

increase due to a decrease in agency costs. This hypothesis is also confirmed by Ang, 

Cole and Lin (2000), McKnight and Weir (2009). 
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2) Managerial Entrenchment Hypothesis 

The managerial entrenchment hypothesis is that the performance falls in 

proportion to the increase of managerial ownership interest. In other words, the firm 

performance is lowered by maximizing private profit rather than maximizing shareholder' 

profit because corporate control is lessened due to the increase of managerial stake. 

Demsetz (1983) and other scholars (Fama and Jensen, 1983; Jensen, 1986) have argued 

that there is no positive correlation between the concentrated degree of ownership 

structure and the firm performance as there may exist the occurred cost due to 

concentrated ownership structure. 

3) Trade-off Theory 

The trade-off theory is that the tendency to use corporate resources for managers' 

own interests as managerial ownership increases and the tendency to try to align 

management's interests with external stakeholders, the results are different according to 

strong one of these tendencies. This is a hypothesis that supports the understanding 

convergence of interest hypothesis and the managerial entrenchment hypothesis 

according to the concentration of stake. In a study of Morck, Shleifer and Vishny (1988), 

used Tobin q, a degree of possession concentration and firm value as a substitution 

variable, to show that the firm performance increases in the 0-5% stake of the board of 

director, but the firm performance decrease in 5-25% stake of the board of director and 

at the end, the firm performance increased again more than 25% stake of the board of 

director. In addition, Kim (1992) argue that if the shareholder owns more than 40% of 

shares, the value of the company rises with the increase of the stake, and the phenomenon 

of less than 40% of the shareholding of the major shareholder has a decline in the value 

of the company. 

4) Irrelevance Hypothesis 

The irrelevance hypothesis is the theory that the firm performance is determined 

by reasonable investment or divestment based on the expectation value rather than the 

corporate governance type such as the convergence of interest hypothesis or managerial 

entrenchment hypothesis. Herman (1981), as a representative researcher of this theory, 

argued that there are limitations in past researches due to incomplete statistical processing, 

ambiguous of governance structure and  different size of sample firms. In other words, 



DOI:10.6814/NCCU201900868

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 
16 

manager-controlled phenomenon is related not only to the reason why separation of 

ownership and management but also to the increase of firm size, the reorganization of 

internal control system, and changes in corporate environment (Park, 2014). 

In terms of the ownership structure of Korean companies, while the ownership of 

major shareholder is steadily decreasing, in contrast the shareholding through the 

distribution of ownership to the family, related parties and affiliates is rather strengthened. 

This means that the external form of the firm just seems like taking a separate of 

ownership and management, actually the dominance of the corporate governance 

structure of the major shareholder is being strengthened. In other words, Korean 

companies have not been thoroughly separated from ownership and management (Choi 

and Lee 2005; La Porta, Lopez-de-Silanes, Shleifer and Vishiny 1999). Therefore, due to 

the characteristics of Korean companies today, corporate performance can be influenced 

not only by the ownership of founder or founder family as the controlling shareholder, 

but also by whether the founder or the family directly participates in management (Song, 

2016). 

Board Structure and Performance 

There have been many studies on outside directors regarding the efficiency of the 

board size and structure. Yermack (1996) argues in his research(change accordingly) that 

the efficiency of corporate governance decreases as the size of the board increases. This 

is because firms of a large board of director are relatively less profitable and is an 

inefficient used of assets. Many studies have attempted to clarify the relationship between 

the structure of the board and the performance of the firm, but they have not been able to 

provide a single conclusion as a result of various studies. 

Cheng (2008) argues that has less case which large-scale board decisions are 

extreme, and that there is little or no optimal or worst-case decision making, so the firm 

performance of large board is not volatile. The analysis of the effect of the size of the 

board of directors on firm performance from another point of view, not an agency theory, 

said that the increase in the size of the board has a negative effect on the performance of 

the corporation. The results of Einsberg, Sundgren and Wells (1998) also show through 

actual analysis that the size of the board of directors has a negative relationship with firm 

performance. Linck, Netter and Yang (2008) argued that the performance is not 
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necessarily good because the board size is small. Raheja (2005) argues that the optimal 

size of the board is a function of the characteristics of the board and the firm, so the case 

that large size of board of directors could be more optimal for performance. In addition, 

Kim, Kim and Kim (2011) reported that, in the case of professional management firms, 

the larger the board size make the agency problem smaller, and increase the firm value. 

If so, in this section, let's review the precedent research on the effect of the 

composition of the outside directors in the organization of the board of directors on 

corporate performance. Weisbach (1988) and Borokhovich, Parrino and Trapani (1996) 

argued that the influence of outside directors is significant in adopting devices for hostile 

mergers. Kim and Jeon (2007) argue that outside directors of NASDAQ 8  listed 

companies had a positive impact on the initial listing. Kim and Baek (2005) analyzed the 

case of dismissal of outside directors for three years from 2000 to 2002 and found through 

actual analysis that the election of outside directors has a positive value for stock price. 

Yermack (2004) asserted that the value of the firm due to the compensation of outside 

directors is positively significant relation. According to Park and Kim (2006), there is a 

positive correlation between the outside directors' ratio and Tobin Q. In addition, in the 

study of Kim and Kim (2007), said that it can be seen that as the outside directors' ratio 

and share ratio of institutional investors increases, corporate value increases. 

 

  

                                                
8 NASDAQ (Nasdaq; NDAQ) is a leading provider of trading, clearing, exchange technology, listing, 
information and public company services across six continents. Through its diverse portfolio of solutions, 
Nasdaq enables customers to plan, optimize and execute their business vision with confidence, using proven 
technologies that provide transparency and insight for navigating today’s global capital markets. As the 
creator of the world’s first electronic stock market, its technology powers more than 70 marketplaces in 50 
countries, and 1 in 10 of the world’s securities transactions. Nasdaq is home to more than 3,600 listed 
companies with a market value of approximately $8.8 trillion and more than 10,000 corporate clients. 
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Chapter 3. Research Method 

 This chapter develops research hypothesis through studies of previous researcher, 

and sets the research model using by OLS regression. This chapter also provides 

definition of variable used in this study, and describes research sample. 

3.1. Research Hypothesis 

This paper shall analyze the effects of corporate governance on the performance 

of family and non - family firms. As mentioned above, many previous studies have 

provided evidence that corporate governance clearly affects performance. It was shown 

that when the corporate governance structure is good, the management decisions are made 

transparent and rational by effectively checking the decisions made by the controlling 

shareholders, resulting in positive firm performance. As a supporting previous studies, 

Jeon (2003) and Sohn (2010), said that there is a positive relationship between corporate 

governance and firm performance and corporate value. In addition, Wu (2018), according 

to the result of the analysis from 2012 to 2015, the improvement in corporate governance 

has a positive effect on corporate performance.  

In reverse, other previous studies have shown that the performance of companies 

with weak corporate governance and weak shareholder rights protection are significantly 

lower. As supporting this, Gompers, Ishii, and Metrick (2003) analyzed the effects of 

corporate governance on agency cost. As a result, they found that as corporate governance 

becomes weaker, firm performance such as operating profit on assets, return on 

equity, sale growth ratio reduces. This implies that the weaker corporate governance 

structure, the higher the agency cost, and thus, it has a negative impact on firm 

performance. It can be also interpreted that if the corporate governance structure improves, 

the firm performance improves too. Taking into account of previous studies, the 

hypothesis H1 drawn in this paper is as follows; 

 

H1: There is positive association between corporate governance and firm 

performance. 
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The results of Westhead and Cowling (1998), Anderson and Reeb (2003), Nam and Moon 

(2007), Park and Lee (2011), the studies showed that family firms have lower firm 

performance than non - family firms. Contrarily, Burkart et al. (1997), Lee and Koh 

(2009), Ban (2007) revealed that family firms have high firm performance. Although 

family management claims are different, studies on family management have been carried 

out from the past to the present, and family management is an important factor in the 

study of corporate governance structure in Korea today. Also, due to various variables, 

like the financial or corporate characteristics of firms, corporate governance is expected 

to have a different impact on the performance of family and non - family firms. Thus, the 

following hypothesis H2 is established. 

 

H2: The corporate governance structures will have different effects on the 

performance of family and non-family firm. 
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3.2. Research Model and Variables 

3.2.1. Research Model 

This paper shall use the Corporate Governance evaluation ratings provided by 

the Korea Corporate Service (KCGS) as the explanatory variable. Also, the distinction 

between a family company and a non-family company should be certain. Using definition 

by La Porta et al. (1999) and Song (2016), this paper categorizes whether family firms or 

non-family firms, based on whether founders or family members own at least 20% 

ownership. The OLS regression model adapted for H1 and H2 are as follows: 

 

FP=!0+!1CGLV+!2FAM+!3BDM+!4OUT+!5AUDIT+!6FSHPR+!7USH+!8FOR+

!9RPT+!10MB+!11GROW+!12TURN+!13SIZE+!14RND+!15LEV+!16IND+!17YD+" 

 

In the model, FP is firm performance, including ROA1, ROA2 (divided in two 

types) and ROE; CGLV is corporate governance evaluating level; FAM is family firm; 

BDM is board of director member; OUT is outside director ratio; AUDIT is exist audit 

committee; FSHRP is family and relative parties ratio; USH is ultimately shareholder’s 

stake; FOR is foreign ownership ratio; RPT is related parties transaction; MB is book to 

market value; GROW is growth ratio; TURN is asset turnover ratio; SIZE is firm size; 

RND is research and development expense ratio; LEV is leverage ratio; IND is industry 

dummy; YD is year dummy. 

The definition and measurements of variables used in model is presented in the 

following section. 
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3.2.2. Research Variables  

Dependent Variables: Firm Performance Variable ( FP ) 

To analyze the results of firm performance more accurately, divide into two 

methods. Therefore, this paper shall use Net Income to Total Assets Ratio (ROA1) which 

is the net income divided by total assets, Operating Profit on Assets (ROA2) which is the 

operating profit divided by total assets and Return on Equity (ROE) which is the net profit 

divided by total capital. These variable measure the firm performance. 

#$%1 =
	)*+	,-./0+	
	1.+23	%44*+4	

	×	100 

 

#$%2 =
	$8*-2+09:	,-./0+	
	1.+23	%44*+4

	×	100 

 

#$; =
	)*+	,-./0+	
	1.+23	<280+23	

	×	100 

 

Independent Variables 

1. Explanatory Variables 

1) Corporate Governance Evaluating Level ( CGLV ) 

As previously stated, this paper will use the corporate governance evaluation 

rating provided by the Korea Corporate Governance Service. The evaluation level is 

divided into 7 categories 7 is defined as the highest evaluated value and 1 is defined as 

the lowest evaluated value. The results of previous studies show that firm performance is 

highly evaluated when corporate governance is high (Yoon and Oh 2005; Jun 2007; Lee 

and Sohn 2009; Son 2010). 

 

2) Family Firm ( FAM ) 

In Korea, it is often the case that a firm dominates another firm through 

ownership interests and indirect stakes through family members and affiliates. Therefore, 

in this paper, family companies are defined as 'companies whose family members have 

more than 20% stake'. As a result of the analysis, '1' is indicated for family businesses 

and '0' for non - families. Some of the previous researchers, Burkart et al. (1997), Lee and 
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Koh (2009) and Ban (2007), have found that firm performance is better for family firm. 

On the other hand, Westhead and Cowling (1998), Anderson and Reeb (2003), Nam and 

Moon (2007) and Park and Lee (2011) have said that non-family firms have higher 

performance. Therefore, it was difficult to predict which type of company would be 

higher before the research was conducted. 

 
2. Other Control Variables 

1) Board of Director Member ( BDM ) 

Since the firm performance is judged to be influential depending on the size of 

the board of directors, it is set as a variable. The size of the board is defined by the number 

of members within the board. 

 

2) Outside Director Ratio ( OUT )  

The ratio of outside directors in the board also influenced the firm performance, 

it is set as a variable.  

 

3) Exist Audit Committee ( AUDIT ) 

It is a variable indicating whether an audit committee is established separately by 

the board. If the audit committee is installed and operated that is indicated as '1', but if 

there is not installed audit committee, then it is indicated as '0'. As for the AUDIT, the 

previous researcher Chtourou et al. (2001) reported that the more effective the 

management of the board and the audit committee, the less the profit adjustment of the 

company. In other words, the presence or absence of the audit committee could affect the 

firm performance, and the existence of the audit committee expects the firm performance 

to have a positive effect. 

 

4) Family and Relative Parties Ratio ( FSHRP ) 

The ratio of family members and related parties in the board of directors could 

have an effect on firm performance, hence it is set as a variable. 
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5) Ultimately Shareholder’s Stake ( USH ) 

This is set as a variable, because it indicates that shareholding of family 

member and family related stakeholders. According to previous researchers, wheather 

the family dominant firms have higher performance is in conclusive. For example, Stein 

(1989) suggests that family dominant firms with longer-term perspectives on investment 

will increase profits by avoiding managers' short-sighted decision making. But, Burkart 

et al. (1997) found that family governance negatively impacts corporate value in Israeli 

firms. 

 

6) Foreign Ownership Ratio ( FOR ) 
As foreign shareholders, foreign investors are the main players in monitoring the 

activities of management. As foreign investors’ stakes are higher, the agent problem is 

reduced. Therefore, there is a positive relationship between foreign ownership and firm 

performance. The foreign ownership ratio (FOR) is calculated as the rate of shareholding 

held by the foreign investor. In this study, we predicted that the FOR related variable of 

foreign ownership affects firm performance positively.  

 

7) Relative Parties Transaction ( RPT) 

This is set as a variable, because the factors of transactions with the largest 

shareholder and related parties influence the governance structure and therefore affect the 

firm performance. In this paper, 1 is indicated when there is a transaction, and 0 is 

indicated when there is no transaction. 

 

8) Book to Market Value ( MB ) 

The market-to-book value (MB) is used as a proxy for firm value. The market 

value of an enterprise is calculated as the sum of the market value of its equity (market 

cap) and the book value of its liabilities. The firm's book value is calculated as the book 

value of total assets. 

=> =
	$?+4+29@09:	Aℎ2-*	×	Aℎ2-*	,-0C*	

	1.+23	<280+23	
 

 

  



DOI:10.6814/NCCU201900868

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 
24 

9) Growth Ratio ( GROW ) 

 Growth of firm is expected to be positively related to firm performance. The 

firms with a high potential for growth are expected to be highly valued by the market, so 

it is set a variable. 

D#$E = A23*	D-.F+ℎ	#2+* =
	(1ℎ04	H*2-IA23* − K24+	H*2-IA23*)	

	K24+	H*2-IA23*	
	×	100 

 

10) Asset Turnover Ratio ( TURN ) 

A high turnover rate in an enterprise means that the efficiency of the invested 

capital is high. If it is high that indicates the assets are being used efficiently, while a low 

number indicates a large number of unnecessary assets or an inefficient use of assets. 

Total assets turnover is calculated as sales divided by total assets. 

1M#) =
	A23*4	

	1.+23	%44*+4	
	×	100 

 

11) Firm Size ( SIZE ) 

It is set a variable, because generally the larger size of firm has a greater 

possibility that increase the market competitiveness. In this paper, shall use the natural 

logarithm of total assets to control the effect of firm size on firm performance.  

 

ANO; = log	(	1.+23	%44*+4	) 

 

12) Research and Development Expense Ratio ( RND ) 

 The ratio of research and development expenditure (RND) influences business 

growth and performance by investing in the future of the firm, so it is set a variable. 

Hirschey (1982) argued that investment in research and development costs and 

advertising expenditure had a positive effect on firm's market value, Cho and Chung 

(2001) and An et al. (2002) argue that R&D investment contributes to corporate 

performance improvement over 3-7 years. Therefore, we expected RND and firm 

performance to have a positive relationship. This ratio is the ratio of research and 

development expenses divided by total sales. 

#)S =
	#*4*2-Cℎ&S*U*38.V*9+	;W8*94*4	

	1.+23	A23*4	
	×	100 
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13) Leverage Ratio ( LEV ) 

 Leverage (LEV) is calculated at the rate of total liabilities divided by total assets. 

Song, J. (2016) argues that firm performance can have positive or negative effects on firm 

performance according to the adequacy ratio of capital procurement. In other words, if 

the leverage increases, corporate creditors may increase the risk burden and act as an 

incentive for the management surveillance activities to minimize their risk, which may 

have a positive impact on firm performance due to the reduction of agency costs.  

K;X =
	1.+23	K02Y30+0*4	
	1.+23	%44*+4	

	×	100 

 

14) Industry Dummy ( IND ) 

It is used as a variable because there is a high possibility that the difference in 

firm performance of each industry exist.  

 

15) Year Dummy ( YD ) 

According to the study period of this paper, the yearly pile is used from 2013 to 

2017 for 5 years. 
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Table 6 Summarize the Definition and Measurement of Variables 

Variables Predicted Sign Definition and Measurement 
Dependent 

ROA1  Net Income to Total Assets; net income divided by total 
assets 

ROA2  Operating Profit on Assets; operating profit divided by total 
assets 

ROE  Return on Equity; net profit divided by total capital 
Independent ; Explanatory 

CGLV + 7 is defined as the highest evaluated value and 1 is defined 
as the lowest evaluated value 

FAM ? '1' is indicated for family businesses and '0' for non – 
families 

Independent ; Control 
Corporate Governance Related 

BDM ? Number of Board of Director Member 
OUT ? Rate of Number of Outside Director in Board 
AUDIT + Exist Audit Committee 
FSHRP ? Family member and Relative Parties Ratio in Board 
USH ? Ultimately Shareholder’s Stake; it indicates shareholding 

of family member and family related stakeholders 
FOR + Foreign Ownership Ratio 
RPT - Related Parties Transaction 

Firm Specialization Related 
MB + Book to Market Value 
GROW + Sale Growth Ratio 
TURN + Assets Turnover Rate; calculated as sales divided by total 

assets 
SIZE + Firm size; natural logarithm of total assets 
RND + Research and Development Ratio; the ratio of research and 

development expenses divided by total sales 
LEV ? Leverage Ratio; the rate of total liabilities divided by total 

assets 
IND  Industry dummy; divided in 15 industries 
YD  Year dummy; from 2013 to 2017, for 5 years 
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3.3. Research Sample and Research Period 
3.3.1. Research Sample 

This paper will focus on listed companies in the KOSPI market from 2013 to 

2017 while excluding the finance industry to improve comparability. This is because, the 

financial industry in Korea is a regulated industry, and is excluded from the sample 

because it is very different from non - financial sector companies in terms of financial, 

ownership structure and management behavior. Firms used in this research are firms 

whose accounting data are published in annual financial statements and has not changed 

its settlement period during the specified sample period in December. The data required 

for the analysis are extracted from the KIS-Value database provided by the NICE 

Information Service9. The existence of family executives, ownership stake, and the ratio 

of outside directors are analyzed by the Financial Supervisory Service Electronic 

Disclosure System (FSS-DART)10 . The corporate governance index is based on the 

corporate governance rating announced by the Korea Corporate Governance Service 

(CGS). As a result, 597 companies were selected as the sample companies and 2,792 data 

were used for 5 years. 

 

Table 7 Sample Selection 

Original Observations 3,671  
Delete: Financial Sample (725)  

Incomplete data (154)  
Final Observations 2,792  

  

                                                
9 NICE Information Service Co.,Ltd. was founded by merging National Information & Credit Evaluation 
Inc., and Korea Information Service, Inc. in November 2010. As living history of the Korean infrastructure 
sector, the two companies has led the industry development before the merger. NICE Information Service 
Co.,Ltd. provides credit bureau (CB) and corporate intelligence services, based on its extensive credit rating 
and analysis experiences, the largest credit information database in Korea, accumulated know-how, 
excellent professionals and market reputation. 
10 The Financial Supervisory Service (FSS) was established on January 2, 1999, as Korea’s fully integrated 
supervisory authority under the Act on the Establishment of Financial Supervisory Organizations (the 
“Establishment Act”) that the National Assembly approved on December 29, 1997. The FSS conducts 
prudential supervision of banks, nonbank financial companies, financial investment services providers, and 
insurance companies in order to ensure they comply with certain safety and soundness guidelines, standards, 
requirements, and safeguards. In addition, the FSS performs capital market supervision, consumer 
protection, and other supervision and enforcement activities as delegated or charged by the FSC. 
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Table 8 Sample Distribution 

Panel A : Sample by Year ( The firms listed on KOSPI, except the finance industry ) 

Year 2013 2014 2015 2016 2017 Total 

Freq. 537 544 550 568 593 2,792 

Percent 19.23 19.48 19.7 20.34 21.24 100 

Panel B : Classifying Industry, Family or Non-Family 

Industry Num. of Firm 
Non-Family Family 

no. %  no. % 

Agricultural, fisheries and forestry 20 1 5.00 19 95.00 

Mining 5 0 0.00 5 100.00 
Manufacturing 1,980 136 6.87 1,844 93.13 

Electricity, gas, steam and 
waterworks 40 0 0.00 40 100 

Construction 136 7 5.15 129 94.85 
Wholesale and Retail 265 44 16.60 221 83.40 

Transportation 98 3 3.06 95 96.94 
Accommodation & food services 6 0 0.00 6 100.00 

Publication, imaging, 
broadcasting, communication and 
information service 

136 26 19.12 110 80.88 

Real estate and leasing  6 0 0.00 6 100.00 

Professional, scientific & technical 
service 35 0 0.00 35 100.00 

Business facility management and 
operational support service 30 8 26.67 22 73.33 

Educational service 10 0 0.00 10 100.00 
Arts, sport and leisure related 
service 20 0 0.00 20 100.00 

Membership organizations & 
unions, repair and personal service 5 0 0.00 5 100.00 

Total 2,792 225 8.06 2,567 91.94 
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Chapter 4. Research Results 

This chapter reports empirical findings which are descriptive statistics, 

correlation analysis and regression analysis, and presents them in a systematic manner. 

4.1. Descriptive Statistics and Correlation Analysis 

4.1.1. Descriptive Statistics 

This paper will analyze the impact of corporate governance on family and non-

family firms in Korea which were listed from 2013 to 2017. Result in table 9 shows that 

the technical statistics of the main variables used in this paper. 

First, the variables that indicate financial performance (FP), Net Income to Total 

Assets Ratio (ROA1) has a mean of 1.228% with a minimum value of 0.084% and 

maximum value of 18.774%, Operating Profit on Assets (ROA2) is 0.748% at the 

minimum, 20.079% at the maximum, with an average of 3.142%. And, Return on Equity 

(ROE) is at least -182.982%, a maximum of 39.702%, and an average of -3.456%. 

As for the variables related to corporate governance, the average of corporate 

governance evaluating level (CGLV) is 2.836 with standard deviation of 0.865. 92% of 

total sample are family firms (FAM). The average number of members in the board of 

director (BDM) is 5.719. And, the average number of outside directors (OUT) in board 

is 0.382, the mean of the audit committee existing (AUDIT) is 0.387. On average, there 

is 0.382 of total sample are family executives within the board (FSHRP), and the stake of 

shareholders or executives who is in family member (USH) is 43.239%, the ratio of 

foreign shareholder (FOR) is 10.155%, and the mean of the transaction among related 

parties (RPT) is 0.484. 

 In the other control variables, the mean of book to market value (MB) is 0.827, 

the mean of sale growth rate (GROW) is 3.706%, the mean of asset turnover (TURN) is 

92.048%, the mean of firm size (SIZE) is 19.934, the mean of research and development 

(RND) is 0.945%, and the mean of leverage (LEV) is 43.174%.  
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Table 9 Descriptive Statistics 

  N Mean St. Dev. Min 25% 50% 75% MAX 

ROA1(%)*  2,792  1.228 10.391 -42.366 0.084 2.438 5.222 18.774 

ROA2(%)*  2,792  3.142 6.494 -18.889 0.748 3.252 6.011 20.079 

ROE(%)*  2,792  -3.465 97.104 -182.982 0.231 4.486 8.595 39.702 

CGLV  2,792  2.836 0.865 1.000 2.000 3.000 3.000 7.000 

FAM  2,792  0.919 0.272 0.000 1.000 1.000 1.000 1.000 

BDM  2,792  5.719 2.050 2.000 4.000 6.000 7.000 15.000 

OUT  2,792  0.382 0.136 0.000 0.250 0.333 0.500 0.889 

AUDIT  2,792  0.387 0.487 0.000 0.000 0.000 1.000 1.000 

FSHRP  2,792  0.382 0.250 0.000 0.222 0.333 0.500 1.000 

USH(%)  2,792  43.229 16.609 0.010 31.150 42.965 54.105 92.220 

FOR(%)  2,792  10.155 13.824 0.000 1.195 4.090 14.260 89.730 

RPT  2,792  0.484 0.500 0.000 0.000 0.000 1.000 1.000 

MB*  2,792  0.827 1.849 -2.895 0.210 0.593 1.172 7.440 

GROW(%)*  2,792  3.706 35.165 -46.090 -6.320 1.280 8.565 97.280 

TURN(%)*  2,792  92.048 50.028 13.478 59.209 83.216 112.680 275.456 

SIZE  2,792  19.934 1.557 15.777 18.902 19.653 20.673 26.013 

RND(%)*  2,792  0.945 2.270 0.000 0.000 0.024 0.756 10.889 

LEV(%)*  2,792  43.174 21.154 6.340 26.144 42.771 57.761 94.508 
* The variables in the table are expressed as winsorizing, with a minimum of 1% and a maximum of 99% 

 

Further analyzing the data, table 10 shall look at the descriptive statistics of the 

variables by dividing them into family firms and non-family firms. From the definition 

of the family firm determined in this paper, the sample of the family firms account for 

2,567 and the number for the non-family firms are 225. 

First, the average of variables ROA1 and ROA2 indicates that the performance 

of non-family firms are -5.425% and 0.030%, respectively. The ROA1 and ROA2 

averages of family firms are 1.811% and 3.415%, respectively. The ROE average are -

17.372% for non-family firms and -2.246% for family firms. These result show that even 

though ROE is lower than that of ROA, ROE also shows that the performance of family 

firms is higher. 
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 In CGLV, the average of non-family firms and family firms are 2.733 and 2.845, 

there is no big difference. The mean of BDM of non-family (family) firms are 6.231, 

(5.674), the mean of OUT of non-family (family) firms are 0.385 and (0.381), the AUDIT 

of non-family (family) firms are 0.338 and (0.392) on average, and the mean of FSHRP 

of non-family (family) firms are 0.358 and (0.384), respectively. In the case of USH, the 

average of non-family firms is 14.235%, and the average of family firms is 45.770%. The 

average of FOR are 13.088% for non-family firms and 9.898% for family firms, shows 

the foreign ownership rate for non-family firms is higher than family firm. The mean of 

RPT of non-family (family) firms are 0.471 and (0.485), respectively. RPT is more often 

for family firms.  

As for the other control variables, the average of MB are 1.971 for non-family 

firms and 0.726 for family firms, the average of GROW are 9.813% and 3.171%, 

respectively and in that order. The TURN of non-family (family) firms are 72.762% and 

(93.739%). The SIZE are 19.548 and (19.968), the RND are 1.805% and (0.870%), and 

the LEV are 41.159% and (43.351%) respectively for non-family (family) firm on 

average. 

 

 

 

 



DOI:10.6814/NCCU201900868

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y
32 

 

Table 10 Descriptive Statistics by Family and Non-Family Firm 

  Non-Family  Family 

  N Mean St. Dev. Min 25% 50% 75% Max  N Mean St. Dev. Min 25% 50% 75% Max 

ROA1(%)* 225 -5.425 20.278 -84.756 -9.099 0.499 5.355 18.991   2,567  1.811 8.793 -29.226 0.270 2.504 5.214 18.706 

ROA2(%)* 225 0.030 11.766 -34.523 -5.418 1.176 7.588 25.110   2,567  3.415 5.733 -14.240 0.948 3.316 5.975 19.839 

ROE(%)* 225 -17.372 142.486 -438.912 -17.064 1.297 8.885 121.430   2,567  -2.246 92.006 -140.095 0.575 4.605 8.585 37.292 

CGLV 225 2.733 1.134 1.000 2.000 3.000 3.000 6.000   2,567  2.845 0.837 1.000 2.000 3.000 3.000 7.000 

BDM 225 6.231 2.252 2.000 4.000 6.000 8.000 12.000   2,567  5.674 2.026 2.000 4.000 5.000 7.000 15.000 

OUT 225 0.385 0.151 0.000 0.286 0.333 0.500 0.889   2,567  0.381 0.135 0.000 0.250 0.333 0.500 0.833 

AUDIT 225 0.338 0.474 0.000 0.000 0.000 1.000 1.000   2,567  0.392 0.488 0.000 0.000 0.000 1.000 1.000 

FSHRP 225 0.358 0.233 0.000 0.222 0.333 0.500 1.000   2,567  0.384 0.252 0.000 0.222 0.333 0.500 1.000 

USH(%) 225 14.235 4.043 2.830 11.200 15.020 17.820 19.980   2,567  45.770 14.780 0.010 34.320 45.490 55.440 92.220 

FOR(%) 225 13.088 18.148 0.000 0.930 2.860 23.430 60.580   2,567  9.898 13.353 0.000 1.210 4.320 14.030 89.730 

RPT 225 0.471 0.500 0.000 0.000 0.000 1.000 1.000   2,567  0.485 0.500 0.000 0.000 0.000 1.000 1.000 

MB* 225 1.971 2.703 -4.190 0.600 1.570 2.755 11.976   2,567  0.726 1.720 -2.891 0.195 0.558 1.064 6.389 

GROW(%)* 225 9.813 47.787 -50.640 -6.850 2.490 15.980 140.540   2,567  3.171 33.795 -45.930 -6.290 1.180 8.080 77.610 

TURN(%)* 225 72.762 39.864 11.031 42.246 68.739 95.871 207.037   2,567  93.739 50.479 13.836 60.891 84.413 113.966 276.672 

SIZE 225 19.548 2.104 16.262 17.908 19.009 20.996 25.887   2,567  19.968 1.495 15.777 18.955 19.677 20.662 26.013 

RND(%)* 225 1.805 4.339 0.000 0.000 0.100 1.279 15.142   2,567  0.870 1.973 0.000 0.000 0.023 0.713 10.101 

LEV(%)* 225 41.159 22.584 7.217 21.974 40.399 57.121 97.213   2,567  43.351 21.020 6.340 26.619 42.986 57.802 94.319 

* The variables in the table are expressed as winsorizing, with a minimum of 1% and a maximum of 99% 
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4.1.2. Correlation Analysis 

Table 11 shows Pearson and Spearman correlations amongst the main variables 

used in this study. Through this table, the correlation between variables can be clarified 

to some extent. In the result star marks indicate the significance level, (a) is for 1% 

significant level, (b) is for 5% significant level and (c) is for 10% significant level.  

The correlation between ROA1, ROA2 and ROE indicating the firm performance 

and other variables depict a significant positive relationship with FAM, that means a 

family firm has higher performance. And, it has a positive relationship with CGLV, some 

variables related with corporate governance which are FSHRP, BDM, OUT, AUDIT, 

USH and FOR  also shows a significant positive correlation. Therefore, the higher the 

corporate governance rating, the higher the firm performance. From this result, 

hypothesis H1, ‘Good corporate governance will have a positive impact on corporate 

performance’, is proved. On the other hands, the correlation between ROA1, ROA2, ROE 

and LEV are mostly negatively correlated that means the negatively move with the firm’s 

performance. And, RPT related with corporate governance also has a negative 

relationship with ROA1, ROA2 and ROE. 

The correlation between CGLV and FAM shows a significant positive which 

shows that corporate governance structure is higher for family firms. That is also 

mentioned in the result of descriptive statistics. The correlation between CGLV and 

corporate governance related variables shows a significant negative correlation between 

USH and CGLV. The lower the family stake of the company, the higher the corporate 

governance rating. In other words, even if a family firm has a high stake owned by the 

family, the correlation shows that the corporate governance structure evaluated is low. 

The correlation coefficients between ROA1 and ROA2 are large and significant 

due to the nature of the variables. Due to other variables, the correlation coefficients are 

not large. It is expected that collinearity issue is not severe. 
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Table 11 Pearson & Spearman Correlation Analysis ( N = 2,792 ) 

  [1] [2] [3] [4] [5] [6] [7] [8] [9] [10] [11] [12] [13] [14] [15] [16] [17] [18] 

[1]ROA1   0.799 a 0.941 a 0.100 a 0.124 a 0.064 a 0.062 a 0.019  0.059 a 0.163 a 0.335 a -0.055 a 0.335 a 0.253 a 0.198 a 0.120 a 0.034 c -0.413 a 

[2]ROA2 0.706 a  0.782 a 0.084 a 0.116 a 0.034 c 0.087 a 0.063 a 0.081 a 0.108 a 0.312 a -0.020  0.308 a 0.316 a 0.285 a 0.180 a 0.020  -0.213 a 

[3]ROE 0.265 a 0.201 a  0.089 a 0.111 a 0.049 a 0.062 a 0.031  0.070 a 0.135 a 0.291 a -0.019  0.302 a 0.273 a 0.250 a 0.158 a 0.013  -0.226 a 

[4]FAM 0.190 a 0.142 a 0.042 b  0.054 a 0.025  -0.068 a -0.012  0.030  0.470 a 0.008  0.008  -0.203 a -0.043 b 0.127 a 0.100 a -0.025  0.036 c 

[5]CGLV 0.137 a 0.149 a 0.046 b 0.035 c  0.074 a 0.297 a 0.365 a 0.418 a -0.046 b 0.335 a 0.046 b -0.007  0.012  0.031  0.373 a 0.086 a -0.018  

[6]FSHRP 0.063 a 0.026  0.040 b 0.029  0.070 a  -0.095 a -0.145 a -0.103 a -0.010  0.054 a 0.009  0.027  0.024  -0.037 c -0.024  0.083 a -0.062 a 

[7]BDM 0.041 b 0.072 a 0.012  -0.074 a 0.306 a -0.083 a  0.444 a 0.538 a -0.127 a 0.356 a 0.113 a 0.023  0.038 b 0.018  0.454 a 0.079 a 0.033 c 

[8]OUT 0.015  0.056 a -0.064 a -0.008  0.397 a -0.146 a 0.392 a  0.715 a -0.114 a 0.308 a 0.150 a -0.048 b -0.020  0.002  0.471 a 0.073 a 0.125 a 

[9]AUDIT 0.062 a 0.091 a -0.004  0.030  0.421 a -0.093 a 0.506 a 0.714 a  -0.051 a 0.328 a 0.139 a -0.056 a -0.007  0.006  0.479 a 0.084 a 0.083 a 

[10]USH 0.182 a 0.130 a 0.020  0.517 a -0.053 a -0.002  -0.117 a -0.119 a -0.051 a  -0.165 a -0.111 a -0.105 a -0.013  0.059 a 0.025  -0.126 a -0.098 a 

[11]FOR 0.230 a 0.290 a 0.061 a -0.063 a 0.308 a 0.013  0.362 a 0.302 a 0.286 a -0.138 a  0.131 a 0.120 a 0.058 a 0.038 b 0.581 a 0.129 a -0.188 a 

[12]RPT -0.038 b -0.026  -0.015  0.008  0.060 a 0.023  0.099 a 0.171 a 0.139 a -0.101 a 0.090 a  -0.099 a -0.022  -0.010  0.291 a 0.031  0.169 a 

[13]MB 0.130 a 0.187 a 0.403 a -0.183 a 0.009  0.032 c 0.066 a -0.062 a -0.022  -0.116 a 0.151 a -0.072 a  0.181 a -0.079 a -0.173 a 0.201 a -0.377 a 

[14]GROW 0.099 a 0.151 a 0.039 b -0.051 a -0.066 a 0.021  -0.005  -0.047 b -0.038 b -0.041 b -0.007  -0.023  0.091 a  0.131 a 0.026  0.027  0.019  

[15]TURN 0.140 a 0.211 a 0.069 a 0.114 a 0.036 c -0.042 b 0.001  -0.019  0.003  0.062 a 0.009  -0.021  -0.015  0.016   -0.009  -0.108 a 0.202 a 

[16]SIZE 0.152 a 0.199 a 0.002  0.074 a 0.427 a -0.023  0.494 a 0.575 a 0.526 a -0.022  0.503 a 0.299 a -0.138 a -0.034 c -0.028   0.021  0.204 a 

[17]RND -0.044 b -0.075 a 0.001  -0.112 a 0.061 a 0.101 a 0.023  0.037 c 0.058 a -0.145 a 0.083 a 0.030  0.206 a 0.002  -0.159 a 0.025   -0.058 a 

[18]LEV -0.371 a -0.236 a -0.156 a 0.028  -0.030  -0.066 a 0.024  0.142 a 0.079 a -0.083 a -0.177 a 0.168 a -0.281 a -0.018  0.203 a 0.193 a -0.118 a   
a : significant at the 1% level, b : significant at the 5% level, c : significant at the 10% level. Left down corner reports Pearson, right upper corner reports Spearman 
 

 



DOI:10.6814/NCCU201900868

‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

35 
 

4.2. Empirical Findings 
Table 12 to Table 14 shows the results of the effects of corporate governance on 

performance. In this study, the impact of the independent variables, rating of corporate 

governance (CGLV) and firm types, whether it is family firm or non-family firm (FAM), 

have been evaluated based on the ROA1, ROA2, and ROE of the selected firms. The 

summary output of the regression models ROA1, ROA2 and ROE run based on the 

information collected is as shown below each tables. 

Table12 and 13 show the results of the regression models, their dependent 

variables are ROA1 and ROA2 which indicates firm performance. ROA1 is the net 

income divided by total assets, ROA2 which is the operating profit divided by total assets. 

Both variables refer to Return on Assets, which represents how much a company has 

benefited from using their assets. In other words, it shows how efficiently the firm has 

managed its assets. 

First, according to Table 12, model 1 column incorporates only control variables, 

and reports their influence on firm performance. Model 2 column incorporates only 

explanatory variables FAM; CGLV, and reports their influence on firm performance. 

Model 3 column (the full model) combines two types of variables to explain the impact 

on the firm performance. The F -value for each model is significant at the 1% level and 

the adjusted R2 is 0.322 for the full model. 
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Table 12 Regression Result of the Effect of Corporate Governance on Firm 

Performance ( measured ROA1 ) 

Variable Predicted Sign Model 1 Model 2 Model 3 
  Coef. Coef. Coef. 
  t-value t-value t-value 
_cons  -26.807 *** -9.707 *** -28.550 *** 

-6.957  -6.243  -7.325  

CGLV +   1.567 *** 0.437 * 

  6.846  2.158  

FAM ?   7.062 *** 4.191 *** 

  5.329  3.943  

BDM ? -0.446 ***   -0.413 ** 

-3.400    -3.183  

OUT ? -4.321    -4.606 * 

-1.837    -1.971  

AUDIT + 0.759    0.471  

1.436    0.869  

FSHRP ? 1.819 *   1.462 * 

2.450    1.980  

USH ? 0.079 ***   0.046 *** 

6.713    4.267  

FOR + 0.048 ***   0.048 *** 

3.361    3.363  

RPT - -0.287    -0.314  

-0.865    -0.948  

MB + 0.465 *   0.523 * 

1.965    2.263  

GROW + 0.027 **   0.029 ** 

2.936    3.039  

TURN + 0.047 ***   0.044 *** 

9.846    9.486  

SIZE + 1.882 ***   1.759 *** 

9.591    9.181  

RND + -0.363 *   -0.354 ** 

-2.554    -2.598  

LEV ? -0.209 ***   -0.207 *** 

-9.046    -9.027  

IND  Controlled  Controlled 
YD  Controlled  Controlled 
F-value  25.359 *** 33.374 *** 24.983 *** 
Adj R2  0.312  0.053  0.322  
N  2,792  2,792  2,792  
*** : significant at the 1% level, ** : significant at the 5% level, * : significant at the 10% level.  
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In the model 1, as for the Board of Directors' variables, the coefficient of BDM 

is -0.446 and statically significant at 1% level. Based on the results, the coefficient of the 

AUDIT indicates that audit committee has a positive effect on firm performance. FSHRP 

represents the number of family member and large shareholders in the board of directors, 

and USH represents the shareholding of family and family related stakeholders. Both 

variables are closely related to the family dominant firm. As a result, both FSHRP and 

USH variables showed a positive value. The coefficient of FSHRP is 1.819 and statically 

significant at 10% level, the coefficient of USH is 0.079 and statically significant at 1% 

level. As a result of this study, the coefficient 0.048 and 1% significant positive 

relationship is observed between FOR and firm performance. The higher the stake of the 

foreign investor, the smaller the problem of the agent of the manager. Therefore, there is 

a positive relationship between the foreign stake and the firm performance. The RPT on 

the presence or absence of transactions between related parties was expected to have a 

negative impact on corporate performance. As a result, the relationship between RPT and 

corporate performance was negative. In the case of MB, which is a substitute variable of 

firm value, it is expected to have a positive effect on firm performance. The coefficient 

of MB is 0.465 and statically significant level is 10%. GROW represents the sales growth 

rate of each company and it is expected to have a positive relationship with the corporate 

performance because it is a variable indicating the growth rate of the corporation. As a 

result, The coefficient of GROW is 0.027 and statically significant level is 5%. TURN 

indicates the efficiency of the invested capital, which is also expected to have a positive 

relationship with corporate performance, the coefficient of TURN is 0.047 and statically 

significant at 1% level. In addition, SIZE is the logarithm of the asset, which indicates 

the size of the company and is expected to have a positive relationship with corporate 

performance. As a result, the coefficient of SIZE is 1.882 positive with 1% significantly 

level. In a study of RND, we expected RND and firm performance to have a positive 

relationship, but the results shows that has a coefficient -0.363 and is statically significant 

at 5% level. As the result of the analysis, it is found that LEV is negatively related to firm 

performance and significant at 1% level. 

The model 2 examines the effect of explanatory variables CGLV and FAM. In 

the case of CGLV, there is positive correlation with ROA1, ROA2 and ROE in the 

correlative analysis as mentioned above previously. In the results of regression, the 
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coefficient of CGLV is 1.567 and statically significance 1% level. Here another 

explanatory variable is significant that is FAM. As a result, the coefficient of FAM is 

7.062 and statically significance 1% level.  

In the model 3, when all variables and firm performance are analyzed, the CGLV 

has a positive effect on firm performance. Because, the coefficient of CGLV is 0.437 and 

statically significance 10%. The coefficient of FAM is 4.191 and statically significance 

1% as model 2. The variable BDM, representing the number of members of the board, is 

found to be significantly related to firm performance at the 5% level. In terms of OUT 

which is ratio of outside directors in the board, the results indicate a significant 5% 

negative relationship with firm performance. We can know that both FSHRP and USH, 

corporate governance and family-related variables, have a positive effect on firm 

performance. The coefficient of FSHRP is 1.462 and statically significance 10%, the 

coefficient of USH is 0.046 and statically significance 1%. This result also shows that the 

hypothesis 2 is supported. As like the expectation, the coefficient of FOR is 0.048 and 

statically significant level 1%. It means that foreign ownership 4.8% positively influences 

on firm performance. The control variable MB is found to have a significant 10% negative 

relationship with firm performance. And, GROW has a coefficient 0.027 and statically 

significant level 5%. As like the expectation, Both TURN and SIZE are found to be 

significantly 1% associated with firm performance. The coefficient of RND is -0.354 and 

statically significance 5%. LEV is found to have a coefficient -0.207 and significant 1% 

relationship with firm performance for the full model. 
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Table 13 Regression Result of the Effect of Corporate Governance on Firm 

Performance ( measured ROA2 ) 

Variable Predicted Sign Model 1 Model 2 Model 3 
  Coef. Coef. Coef. 
  t-value t-value t-value 
_cons  -9.367 *** -2.936 ** -10.061 *** 

-3.482  -3.238  -3.662  

CGLV +   1.085 *** 0.256  

  6.998  1.727  

FAM ?   3.264 *** 1.762 ** 

  4.293  2.719  

BDM ? -0.343 ***   -0.329 *** 

-4.617    -4.460  

OUT ? -2.535    -2.709  

-1.746    -1.860  

AUDIT + 0.598    0.453  

1.692    1.266  

FSHRP ? 0.425    0.248  

1.026    0.599  

USH ? 0.041 ***   0.027 *** 

5.476    3.482  

FOR + 0.059 ***   0.059 *** 

4.633    4.677  

RPT - -0.363    -0.367  

-1.654    -1.671  

MB + 0.573 ***   0.597 *** 

5.645    5.801  

GROW + 0.026 ***   0.027 *** 

4.079    4.112  

TURN + 0.034 ***   0.033 *** 

13.957    13.448  

SIZE + 1.232 ***   1.171 *** 

8.534    8.218  

RND + -0.321 *   -0.318 * 

-2.511    -2.549  

LEV ? -0.081 ***   -0.080 *** 

-9.433    -9.380  

IND  Controlled  Controlled 
YD  Controlled  Controlled 
F-value  31.056 *** 31.106 *** 29.321 *** 
Adj R2  0.306  0.041  0.310  
N  2,792  2,792  2,792  

*** : significant at the 1% level, ** : significant at the 5% level, * : significant at the 10% level.  
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As mentioned above, Table 13 is the results of the relationship between family 

firm, corporate governance and firm’s performance adopting ROA2. Table 13 also 

analyzes the three models. Model 1 is a description of the control variables analysis, 

model 2 is a description of explanatory variables analysis, and model 3 is an explanation 

of all variables analysis. Compared with the results of the regression models for ROA1 

in Table 12 described above, there is no big difference. In addition, the signs of the 

positive and negative which represent the impacts of each variable on firm performance 

is exactly as in Table 12. The F -value for each model is significant at the 1% level and 

the adjusted R2 is 31% for the full model. 

First, in model 1, the coefficient of BDM is -0.343 and statically significant level 

is 1%. It means that number of board of director influences the on firm performance 34.3% 

negatively. The coefficient of USH is 0.041 and statically significant level is 1%. It means 

that the shareholding of family and family related stakeholders 4.1% positively influences 

the firm performance. The variable FOR, represents foreign stakeholders, has a 

coefficient 0.059 and statically significant 1% level. As expected, in other control 

variables which are MB, GROW, TURN and SIZE have a positive effect on firm 

performance with 1% significant level. In case of RND, it has a negative effect on firm 

performance as not expected. Its coefficient is -0.321 with significantly 10%. And, the 

coefficient of LEV is -0.81 and statically significance 1%, it also has a negative effect on 

firm performance. 

In model 2, there are CGLV and FAM which are explanatory variable in this 

research. In the case of CGLV, it has a coefficient 1.085 and statically significance 1% 

level. And, the coefficient of FAM is 3.264 and statically significance 1% level. Both 

CGLV and FAM have a positive effect on firm performance, so the result of ROA2 seems 

as same as the result of ROA1. 

In the model 3, as the results of CGLV and FAM, the coefficient of CGLV is 

0.256, and the coefficient of FAM is 1.762 and statically significant at 5% level. So, both 

explanatory variables have a positive effect on the firm performance. In case of variables 

which are related corporate governance, BDM has a coefficient -0.329 and statically 

significant at 1% level. In case of variables, which are related corporate governance and 

family, FSHRP and USH have a positive influence on firm performance. The coefficient 

of USH is 0.027 and statically significant at 1% level. The variable FOR, represents 
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foreign stakeholder’s ratio, has a coefficient 0.059 with significantly 1%. As for expected, 

control variables which are MB, GROW, TURN, SIZE have a positive effect on firm 

performance with significantly 1%. But, RND has a negative effect on performance as 

not expected. In case of LEV, its coefficient is -0.080 and statically significant at 1% 

level. 
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Table 14 Regression Results of the Effect of Corporate Governance on Firm 

Performance ( measured ROE ) 

Variable Predicted Sign Model 1 Model 2 Model 3 
  Coef. Coef. Coef. 
  t-value t-value t-value 
_cons  -279.353 *** -30.91 ** -293.813 *** 

-4.405  -3.089  -4.433  

CGLV +   4.953 *** 2.709 * 

  4.070  2.024  

FAM ?   14.573  33.747 ** 

  1.514  2.718  

BDM ? -2.690 **   -2.421 ** 

-2.928    -2.690  

OUT ? -79.581 *   -81.258 * 

-2.393    -2.433  

AUDIT + 8.973 *   6.937  

2.353    1.767  

FSHRP ? 9.572    7.007  

1.755    1.312  

USH ? 0.097    -0.171  

0.672    -0.944  

FOR + -0.396 *   -0.397 * 

-2.546    -2.558  

RPT - 2.727    2.430  

1.106    0.971  

MB + 24.276 ***   24.748 *** 

3.544    3.593  

GROW + -0.019    -0.009  

-0.460    -0.211  

TURN + 0.175 ***   0.154 *** 

4.198    3.991  

SIZE + 10.594 ***   9.719 *** 

4.253    4.059  

RND + -3.826 ***   -3.748 *** 

-3.467    -3.424  

LEV ? -0.486 **   -0.477 ** 

-2.807    -2.748  

IND  Controlled  Controlled 

YD  Controlled  Controlled 
F-value  2.749 *** 9.799 *** 2.650 *** 
Adj R2  0.214  0.004  0.221  
N  2,792  2,792  2,792  
*** : significant at the 1% level, ** : significant at the 5% level, * : significant at the 10% level.  
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Table 14 shows the result of the regression models, its dependent variable is ROE 

which also indicates the firm performance. The F -value for each model is significant at 

the 1% level and the adjusted R2 for each of model is 0.221 for the full model.  

ROE shows the ability of a corporation to generate profits, which indicates how 

much profit is raised by the manager using the capital invested in the corporation. A 

company with a high ROE is a company that uses capital efficiently and has high 

profitability. It tends to have a high share price, which is used as an investment indicator 

and closely related to corporate performance. Tables 12 and 13 also illustrate the 

dependent variables ROA1 and ROA2, which are related to firm performance. ROE is 

explained separately because there is a noticeable difference from the previous analysis. 

This is as follows. 

The relationship between the ROE and the explanatory variables CGLV and 

FAM is as positive as in the previous tables. And, among control variables, BDM, OUT, 

AUDIT and FSHRP, which are related to corporate governance, are also the same as those 

of the previous tables. They have a positive effect on firm performance.  

However, other variables which are related corporate governance, USH, FOR 

and RPT, came out differently. In the case of USH, the relationship between control 

variables and firm performance in model 1 is positive, but in model 3 it shows negative 

relationship. In the previous tables, FOR showed a positive relationship with firm 

performance, but when viewed in relation to ROE, it shows a negative relationship of 10% 

significantly. The coefficient of FOR is -0.396 in model 1 and -0.397 in model 3. In the 

case of RPT, it was judged to have a negative impact on firm performance in the previous 

analysis, but it has positive in relation to ROE. Since then, GROW has also been 

positively related to firm performance in the preceding tables, but negative in relation to 

ROE. 

The results of the regression analysis of the effects of corporate governance and 

family dominant on corporate performance are summarized as follows:  

First, CGLV is a statistically significant positive relationship among dependent 

variables ROA1, ROA2 and ROE which are indicated firm performance. This is 

consistent with previous studies that positive corporate governance has a positive effect 

on firm performance and firm value (Yoon and Oh, 2005; Jeon, 2007; Lee and Son, 2009; 

Sohn, 2010). Therefore, this supports Hypothesis H1 of this paper. 
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Second, the relationship between firm performance variables and FAM is also 

statistically significant positive. This indicates that if different types of companies have 

the same corporate governance structure, effect on the firm performance shows 

differently. So, the hypothesis H2 of this paper is verified. In addition, it is found that the 

family governance structure has a positive relationship with corporate performance 

through the variables related with corporate governance and family among the control 

variables. In the analysis of each ROA1 and ROA2, FSHRP and USH, which are variables 

related to family and corporate governance, FSHRP have a positive effect on firm 

performance and USH also have a statistically significant 1% positive relationship with 

firm performance. Therefore, this also supports hypothesis H2 of this paper. 

Third, the fit of the three regression equations above shows that the F-values are 

all significant at the 1% level. And, the adjusted R2 of each model in each regression table 

shows that when analyzed together with the explanatory variables and the control 

variables, it is significantly increased better than when analyzed the explanatory variables 

and the control variables separately. 
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Chapter 5. Conclusion and Limitation of the Study 

This chapter concludes the research findings. The limitations of this study are 

also discussed.  

5.1. Research Conclusion 

Since the corporate governance has become a buzzword in the capital market due 

to the IMF crisis, studies have been actively pursued. In addition, family firm are also 

very interesting research topics because they are found very frequently. Especially in 

Korea, the proportion of family companies is very high because of Confucian culture, 

history of short companies, and characteristics of chaebol enterprises. In the case of the 

family enterprise definition adopted in this paper, 91.9% of the family firm are occupied. 

Therefore, the importance of family business research is more emphasized today. 

This paper examines the effect of corporate governance on family and non - 

family firms' firm performance. The firms are listed on the KOSPI from 2013 to 2017. 

And, there are 2,792 samples that can be find from Korea corporate governance service 

center (KCGS), financial database (KIS-VALUE), the data report (DART). In this study, 

we analyzed the relationship between corporate governance and firm performance by 

using KCGS 'corporate governance rating level, further divided it by type of company 

and empirically analyzed it. 

According to the interpretation variables such as corporate governance rating and 

family, control variables which are family corporate stocks, corporate size, debt ratio, 

industry and year dummy etc., the results of regression analysis shows that corporate 

governance structure and firm performance are significantly positive. In analyzing the 

difference between ROA and ROE used as dependent variables, the research results 

indicate that firm performance, corporate governance rating and family firm dummy are 

significantly and positively related to firm performance. In other words, it shows that the 

higher the corporate governance is, the higher the firm performance is. And family firms 

tend to outperform non-family firms.  

In addition, through the control variables, we could find out that the family or 

special related equity variables and the variables when the executives in the board of 

directors are family or special relationship, have a significant positive effect on firm 

performance. Therefore, in the result of this analysis, it is found empirically that 
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participation of family members in corporate management is an important way to improve 

the performance of the company. 

5.2. Research Limitation 

Notwithstanding the findings, the current study suffers from the following 

limitations, which would potentially represent opportunities for further investigation. 

That is, in this paper, we uses KCGS's governance rating level as a substitute for the 

governance structure of a specific corporation. As the corporate governance structure of 

each corporation was evaluated by using rating levels other than the corporate governance 

index, the appropriateness of specific evaluation items would be a limitation of this study. 

Along with the importance of today's corporate governance, KCGS also enhances the 

objectivity of evaluation by improving the evaluation standards every year. In addition, 

as shown in this study, it is necessary to further study the difference in results depending 

on ROA1, ROA2 or ROE. 
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