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Introduction 

Family firms have been revealed in previous studies to be the dominant ownership 

structure in the world (La Porta et al., 1999; Claessens et al., 2000).  La Porta et al. 

found that “the Berle and Means widely held corporation model is only a common 

organizational form for large firms in the richest common law countries, one of which – 

the United States – Berle and Means actually had in mind.”  In their study of 27 

countries, even the largest firms usually have a controlling shareholder.  This controlling 

shareholder is sometimes the state but a family is more common.  The implication is 

thus that in most cases, the most important concern of minority shareholders is not one of 

principal-agent but of principal-principal wealth expropriation.   

The presence of a controlling shareholder can be both beneficial and destructive to 

firm value.  Studies have shown that greater cash flow rights are positively associated 

with firm value (Claessens et al., 1999; Yeh et al., 2003) and that family controlled firms 

tend to outperform widely held companies (Anderson and Reeb, 2003).  The family 

effect has been defined as one that is curvilinear and exhibits an entrenchment – 

alignment - entrenchment relationship relative to an increasing degree of control.  This 

relationship was well explained by Shleifer and Vishny (1997); a substantial minority 

shareholder (10-20%) has the incentive to collect information to monitor management 

and this eliminates the free rider problem.  But they argue that “as ownership gets 



~ 2 ~ 
 

beyond a certain point, the large owners gain nearly full control and prefer to use firms to 

generate private benefits of control that are not shared by minority shareholders” (p.759).  

Minority shareholder expropriation in family firms can take many forms.  These 

include the hiring of unqualified family members as managers or giving them excessive 

compensation.  It can also take the form of favorable dealings with companies that are 

entirely owned by the family, the selling of firm assets at below market price for example.  

Sometimes it may be outright theft.   

Families usually have a very large influence on firm decisions, due to the presence 

of family members in management.  Indeed, according to the study by Yeh et al. (2003), 

more than ninety percent of controlling shareholders in their sample of Taiwanese 

companies will serve as either Chairman or CEO of the company; and almost half serve 

as both.  They can also increase their control over the firm by increasing their voting 

rights through many strategies like pyramids, cross-shareholding, dual class shares and 

leveraging.  Claessens et al. (2002) define pyramiding as “the ultimate ownership of a 

firm running through a chain of ownership of intermediate corporations” and 

“cross-holdings refer to horizontal and vertical ownership links among corporations that 

can enhance the control of a large, ultimate shareholder.  Dual-class shares refer to 

shares with different voting rights.”  Leveraging occurs when a shareholder uses his 

shares as collateral to finance the purchase of more shares in the firm.  According toYeh 
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et al. (2003), cross shareholding and pyramids are the most common strategies to enhance 

voting rights in Taiwan.  They found a relationship between the divergence of control 

rights and voting rights and firm performance.  As the divergence increases, so does the 

incentive for the controlling shareholder to expropriate minority shareholders, which in 

turn affect firm performance. 

 Anderson and Reeb (2003) found that investors in U.S. firms rely on the presence of 

independent board members to protect themselves from minority shareholder 

expropriation.  Other research looked into the role of other block holders, institutional 

block holders, separate CEO and Chairman and other mitigating factors.  A Study 

looking at the relationship between outside director appointments on firm value (Huang 

et al. (2008) found a positive relationship.  Another study of Taiwan companies focused 

on the reliability of mandatory earnings forecasts (Chin et al. 2006), it found that the 

greater the difference between control and equity rights of the ultimate owner, the more 

likely forecasts were biased and inaccurate. 
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Taiwan Family Business Groups 

This study expands on previous research while looking at the Taiwanese market.  

The Taiwan family firms are interesting for many reasons; they have a distinct history 

and have played a crucial role in the transition of Taiwan’s economy into an industrial 

economy.  As in other East Asian countries, Taiwanese firms with a controlling 

shareholder (usually a family) are on average older and smaller (S. Claessens et al. (2000).  

However family firms in S. Claessens et al. (2000) are probably underreported. The firms 

in their sample were bigger than average and they probably “underestimated the control 

rights of controlling shareholders of family controlled companies in Taiwan due to 

insufficient disclosure of ultimate ownership structure” (Yeh et al., 2003).   
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Table 1: S. Claessens et al. (2000) Correlation between age and the size of control 
stakes in East Asian corporations 
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Table 2: S. Claessens et al. (2000), Concentration of control and company size 
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The organizational evolution of Taiwan firms into groups called Jituan Qiye (集團企

業) make Taiwan worthy of being studied independently from other East Asian countries.  

Although firms in other East Asian countries have also formed business groups, Chaebol 

in South Korea, Keiretsu in Japan, investment holding trusts in Hong Kong, the nature of 

these business groups differ widely from one country to another and make empirical 

comparisons difficult. 

 

Figure 1: Yeh et al. (2003), Example of Jituan Qiye ownership structure 

.    
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According to Chi-Nien Chung (2001), Taiwanese business groups were formed 

mainly in response to regulatory institutions that were specific to Taiwan.  They show 

compelling evidence that business group formation, as opposed to other firm 

organizational forms (multidivisional for example), followed the Statute for 

Encouragement of Investment in 1960.  The Statute provided “strong incentives for 

entrepreneurs to establish new firms rather than increase the scale of the original ones.  

In the 1960 ordinance, new establishments had five-year income tax relief” (Chi-Nien 

Chung, 2001).  The goal of the Statute was to promote the industrialization of Taiwan, 

and it succeeded.  Business group net sales already accounted for 24.16% of national 

GNP in 1970, it grew to 44.79% in 1996 (Chi-Nien Chung, 2001) and they are highly 

involved in heavy industries and manufacturing.  They also lead the way in the growth 

of Taiwan’s electronic sector. 

 Family controlled business groups are also an important subgroup.  The top 15 

families were responsible for 17% of GDP in 1996 (Claessens et al., 2000).  This 

percentage is much lower than for most other East Asian countries, especially Hong Kong 

where the top 15 families control almost 85% of GDP.  It indicates that the situation is 

very different; there are more family business groups in Taiwan but the market is less 

concentrated, whereas in Hong Kong, the market is dominated by only a few families. 
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Table 3: Claessens et al. (2000), How concentrated is family control? 
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Taiwan Family Firms  

The results of this study first shows that the percentage of firms that are widely held 

is growing but that there is no statistically significant sign that family firms are 

decreasing in control as a percentage of asset.  Secondly, it shows that individual firms 

present from 1997 to 2007 are moving towards being widely held, albeit slowly.  Thirdly, 

a cross-sectional analysis of TSE listed firms in 2007 confirm S. Claessens et al. (2000) 

finding that family firms are on average smaller and older. In addition, the analysis 

reveals that the family firms on average exhibit a better return on equity.  To verify that 

the better return on equity is not a proxy for another variable which would be correlated 

with family firms like size and age, a multivariate regression analysis is performed which 

controls for various variables.  Such a regression allows to test if performance is better, 

when other firm characteristics are kept constant.  After controlling for these variables, 

the evidence of a positive family effect on performance not only remains, but is even 

greater.  Investment in China by Taiwanese firms was controlled for by using a dummy 

variable, but it was shown to be statistically insignificant.  To account for possible 

curvilinearity of the family effect on ROE, levels of control were divided in four groups, 

10-30%, 30-50%, 50-70% and 70-100%, and controlled for by using dummy variables.  

There was no evidence for curvilinearity and the groups were statistically the same.   

A theory was proposed that family firms were different in their time horizon (J.S. 
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Harvey, 1999; D. Sraer and D Thesmar, 2007), “Such a view would state that, compared 

to non-family firms, family companies invest less in booms, more in recessions and, for 

instance, commit to job preservation, such that they hoard labor in bad times, and hire 

less in good times” (D. Sraer and D Thesmar, 2007).  This would imply returns on 

equity would be worst in downturns, but better in upturns.  A French study found that a 

small part of the family effect was temporal, but that an important part of the family 

effect could not be explained by the temporal effect and that some other characteristic 

specific to family firms allow them to outperform widely held firms (Sraer and Thesmar, 

2007).  The hypothesis was tested in this study by performing a time panel series 

regression over the period 1997 to 2007.  It showed that family firms had better returns 

on equity and returns on asset during this period, after controlling for firm asset and 

debt/asset.     

 

 




