
‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

~ 12 ~ 
 

Research Method 

Data Description 

The dataset was composed of Taiwan Stock Exchange listed firms from the period 

1997 to 2007.  Companies from the financial sector were excluded, as is common in 

such research, due to their unique operational and financial characteristics.  State owned 

enterprises were also excluded due to their differing objectives and priorities.  The 

source of the information was the Taiwan Economic Journal Inc., an electronic data bank 

corporation founded in 1990 which provides information on companies throughout Asia.  

Family ownership information is available from 1996 on.  Complete information was 

available for 653 companies in 2007, and a total of 6722 observations were used for the 

period of 1997 to 2007 (11 years). 

There are many different definitions of what constitutes a family firm.  For the 

purpose of this study, the ultimate control of shareholders as devised by La Porta et al. 

(1996), as reported by the Taiwan Economic Journal will be used as an indicator.  Two 

definitions of family controlled firms were used and compared, the first being when firms 

have a family block holder with more than 10% voting rights, ant the second similar but 

with a 20% voting rights cut-off limit.  Percentage voting rights are used instead of cash 

flow rights because they are a better proxy for control. 
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Presence of Family Firms and Evolution 

Table 1 gives a breakdown of family control in TSE listed companies and its 

changes over the years 1997, 2002 and 2007.  The first row gives the average ownership 

without any weights, i.e. every firm is given the same importance.  The following rows 

weigh control against total assets of firms, net sales and employment.  The first column 

and row (% family ownership without weight), shows that on average the percentage of 

voting rights owned by families per firm decreased from 35.4% to 29.1% between 1997 

and 2007 and that the decrease is statistically significant at any commonly used level of 

significance.   

The other two columns assign the firms as either family controlled or widely held.  

Yeh et al. (2003), who did a study of ultimate ownership in Taiwan for the years 1997 and 

1998, found 82.5% and 58.2% family ownership for the 10% and 20% control cutoff 

points respectively.  Their results are slightly lower and may be explained from their 

inclusion of state owned enterprises in their sample. Their results are also lower because 

of their classification for joint ventures.  For this study, joint ventures where not a focus 

and where divided depending on their ultimate ownership as family owned or not.  Their 

sample also contained fewer firms, 251, which have a greater market capitalization than 

the market average.  Family firms being on average smaller, their sample was likely 

skewed towards widely held firms.   



Table 4: Presence of Fam
ily Firm

s in T
SE

 listed com
panies 

 

O
bservations: 1799 (1788 for em

ploym
ent w

eighed) 

Weight
1997

2002
2007

1997
2002

2007
1997

2002
2007

No weight
35.4

31.9
29.1

91.1
90.7

86.1
74.7

71.6
65.4

p-value
0.00154

0.0000
0.85208

0.00665
0.25805

0.00050
Asset

31.7
32.5

25.4
84.1

85.7
77.4

67.2
65.1

57.2
p-value

0.89686
0.25790

0.89819
0.59487

0.85695
0.37316

Sales 
32.6

32.2
24.3

89.5
89.6

79.9
73.0

69.6
51.5

p-value
0.94911

0.14076
0.99620

0.54687
0.79012

0.08222
Employment 

33.1
30.7

26.0
88.2

87.7
75.4

73.1
66.8

57.2
p-value

0.54378
0.06394

0.96160
0.18663

0.50766
0.08881

% Family ownership
% Firms with 10% up

% Firms with 20% up



  The first null hypothesis, that the market is not moving towards the Berle and 

Means model of the modern corporation, can be rejected at high level of significance 

at the firm level according to the p-values.  The p-values in the table represent the 

probability of having a mean so different in 2002 and 2007 compared with the mean 

from the year 1997.  The difference in percentage of family firms using the 10% 

cutoff without weight is therefore not very significant between 1997 and 2002, since 

having such a difference of mean given the variation of the data is very probable 

(85.2%) and we thus cannot reject the hypothesis that they have the same mean.  

On the other hand, the p-value for the difference between 1997 and 2007 is much 

more significant, there is only a 0.67% that they would in fact have the same mean.  

In the case of this hypothesis, the p-value can be divided by 2, since we are only 

interested in testing if the percentage of the family firm has been decreasing.  A one 

sided test was therefore performed. 

More firms are now widely held than in 1997, at both the 10% and 20% cutoff 

points.  But, the null hypothesis can’t be as easily rejected for the TSE market on a 

weighted basis.  The market weight was obtained by calculating the proportion of 

total book value of assets controlled by family firms.  Family firms, being on 

average smaller, thus represent a smaller fraction of total assets.  With both the 

10% and 20% cutoff for Family firms, there has been no statistically significant 
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decrease in assets under family firms.  This might indicate that although there is a 

decrease in number of family firms, family firms have been growing faster and 

closing the gap in firm size.   The same is true when the weight used is sales or 

employment, which is expected since both are correlated with size.  The only 

exception is that family firms using the 20% cutoff have significant decrease in their 

total share of sales and employment for the period 1997-2007. 

To verify the second hypothesis that individual firms are moving towards a 

decrease in family control, a regression was done using only the firms present from 

1997 to 2007.  Using firms present for the entire period eliminates the substantial 

effect of new firms being listed.  Family Firms are on average older, so we would 

expect new firms to skew the results towards widely held firms.  Table 2 shows that 

for both definitions of family firms, the percentage of individual firms under family 

control is decreasing from 1997 and 2007 at the 95% confidence level.  The 

decrease in the percentage of family firms in table 1 is therefore not only due to 

newly listed firms but also a result of a decrease in family ownership in listed firms. 
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Table 5: Percentage family ownership in firms present from 1997 to 2007 

% Family ownership % Firms with 10% up % Firms with 20% up
1997 35.22 91.25 74.75

2002 30.71 90.06 70.18
p-value 0.0001                              0.5387                                0.1106                                

2007 29.53 86.88 67.40
p-value 9.3E-07 0.0243                                0.0103                                 

Observations: 1509, 3 years 

 

Figure 2:  Percentage of family firms among TSE listed firms 
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Family Firm Characteristics 

 The next hypothesis to test was to determine if and how family firms differed in 

from widely held firms.  The results in table 3 were obtained using a 

cross-sectional analysis of the firms in 2007.  Although family controlled and 

widely held firms are statistically similar in many respects, there are some notable 

exceptions.  Family firms have a smaller asset base, and as may be expected to 

follow, less equity, fewer employees and a smaller market capitalization.  The most 

important characteristic is certainly the statistically and significantly greater return 

on equity, an accounting indicator of performance.  Other characteristics were 

surprising since they differed from family firms in the U.S., Canadian and French 

markets, Taiwanese family firms are significantly older than their widely held 

counterparts.  They also have significantly lower employee retention rates and 

greater dividend yields, which have been theorized previously to be a result of the 

controlling family depending on the generated income and having the power to 

demand it from managers.   
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Table 6: Characteristics of Family Firms using 10% control as cut-off 

p-value diff
Characteristic of mean
Total Assets (million NT$) 21,277 19,214 33,860 0.0324
Total Debt (million NT$) 8,322 7,725 11,960 0.1509
Total Equity (million NT$) 12,956 11,489 21,901 0.0147
Debt/Assets (%) 36.5 36.4 37.2 0.6745
ROE (%) 8.48 10.32 -2.77 0.0047
Profit Margin (%) 35.9 39.7 12.6 0.7408
Turnover ratio 0.88 0.90 0.79 0.1681
Leverage ratio 1.84 1.81 2.02 0.2854
ROA (%) 8.82 8.78 9.06 0.7870
Market Cap  (million NT$) 26,792 23,640 46,015 0.0578
Market to Book (Proxy Q) 1.50 1.48 1.64 0.1200
Net Sales (million NT$) 20,097 18,476 29,985 0.1879
Sales growth (%) YOY 14.18 13.19 20.24 0.3354
Employment 1,038 919 1,761 0.0002
Age (years) 27.5 28.2 23.7 0.0018
Dividend Yield (%) 4.27 4.39 3.52 0.0145
Retention Rate (%) 51.77 50.46 59.79 0.0576
Avg yearly salary (NT$) 670,112 670,883 665,410 0.8383
Firms with China Investment 50.4 51.2 45.7 0.3283
Chairman as CEO (%) 27.3 27.1 28.3 0.8162
Observations 653 561 92

All Firms Family control widely held

 

 The p-values are obtained from a simple regression, the dependant is the 

characteristic and the independent variable is a dummy variable for family firm.  

The p-value is thus indicates if the difference in mean is statistically significant, or 

the result of variance within the sample.  Characteristics with very low p-values are 

therefore correlated with family firms and should be controlled for in a multivariate 

regression analysis. 
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 Another characteristic that was looked at was the investment of firms in China.  

A dummy variable for firms with significant investments in China was used.  A 

significant investment was defined as a cash outflow to China equivalent to at least 5 

percent of the total assets of the firm.  5 percent was used because it was the 

median value for all firms.  The hypothesis was that family firms might enjoy a 

guanxi advantage over widely held firms, and could therefore benefit more from 

doing business in China.  S. Claessens et al. have theorized that “the dominance of 

most business groups lies in the privileges that they solicit from the government: 

exclusive exporting or importing rights, protection from foreign competition for 

extensive periods of time, granting of monopoly power in the local market, 

procurement of large government contracts, etc.”  Although those assumptions are 

out of the scope of this research, we test the possibility that the attribute that 

enhances the performance of family firms would also bring them to do more 

business in China, a market environment with less shareholder protection which 

requires stronger personal connections. Although a slightly greater proportion of 

family firms have an important investment in China, the difference with widely held 

firms is not statistically significant. 

 Table four shows the same characteristics but with the 20% cutoff definition of 

family firms used instead.  Under this definition, fewer characteristics are 
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significant; this could be because many family firms end-up being considered 

widely held.  One important difference between widely held firms and family firms 

under this definition is the year on year sales growth.  The difference is significant 

at the 90% confidence level, this could be because of self selection, family firms 

with greater growth could be more likely to raise more equity, thus diluting their 

percentage ownership bellow 20%.  Unexpectedly, firms under this definition are 

less likely to have the Chairmen acting as CEO than the widely held firms.  There 

are a few possible explanation for this observation, occupying both the position of 

CEO and Chairman is an efficient way for a shareholder to increase control, but 

owning above 20% of voting rights may make this extra control unnecessary since 

the voting rights are already safely above the critical level.  Another possibility is 

that the family firms with more than 20% family ownership are often part of a 

family business group, and are thus part of a pyramid or crossholding chain.  The 

Chairman is often the head of the family but the CEO could be someone closely 

associated with the family (i.e.: an heir or someone married in the family). 
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Table 7: Characteristics of Family Firms using 20% control as cut-off 

p-value diff
Characteristic of mean
Total Assets (million NT$) 21,277 18,819 25,890 0.1579
Total Debt (million NT$) 8,322 7,652 9,577 0.3717
Total Equity (million NT$) 12,956 11,167 16,313 0.0993
Debt/Assets (%) 36.5 36.3 36.8 0.7579
ROE (%) 8.48 9.95 5.71 0.2144
Profit Margin (%) 35.9 48.6 11.9 0.5405
Turnover ratio 0.88 0.86 0.93 0.1717
Leverage ratio 1.84 1.85 1.82 0.8772
ROA (%) 8.82 8.56 9.31 0.3245
Market Cap  (million NT$) 26,792 21,304 37,091 0.0670
Market to Book (Proxy Q) 1.50 1.47 1.58 0.1396
Net Sales (million NT$) 20,097 15,931 27,917 0.0603
Sales growth (%) YOY 14.18 11.06 20.04 0.0929
Employment 1,038 923 1,254 0.0489
Age (years) 27.5 29.2 24.0 2.98E-06
Dividend Yield (%) 4.27 4.31 4.19 0.6314
Retention Rate (%) 51.77 52.06 51.24 0.8211
Avg yearly salary (NT$) 670,112 668,579 672,990 0.8219
Firms with China Investment 50.4 50.7 49.8 0.8223
Chairman as CEO (%) 27.3 24.4 32.6 0.0252783
Observations 653 426 227

Family controlAll Firms widely held
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Cross-sectional Multivariate Analysis 

 A multivariate regression was performed on the cross-section of 2007 firms to 

determine if the better ROE of family firms could be explained from other family 

firm characteristics that were previously found to be correlated.  This time, two 

regressions were performed.  In the first, a dummy variable was used for firms with 

family control of over 10% like previously, but in the second variable, dummy 

variables were used to indicate in ownership was within a certain range.  This was 

done because of the curvilinearity observed in previous study.  It was shown that 

the family firm effect usually has an entrenchment – alignment – entrenchment form.  

The firms were divided in groups that could approximate where these divisions 

could be.  From table 5, it can be seen that the curvilinearity effect was not present 

in the regression of return on equity.  In a t-test of difference of means, the return 

on equity of the various groups of ownership levels was not found to be statistically 

different.  The null hypotheses that these are all just one group of family firms, no 

matter the control level, cannot be rejected and there is therefore no evidence of 

curvilinearity. 
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Table 8: Multivariate regression of ROE 

Return on Return on
Equity % p-value Equity % p-value

Family Firm (10%) 15.35 0.0007 ---- ----
10% - 30% ---- ---- 14.99 0.0018
30% - 50% ---- ---- 14.87 0.0033
50% - 70% ---- ---- 16.36 0.0100
70% - 100% ---- ---- 26.90 0.0339
log(Assets) 16.42 1.78E-08 16.53 1.56E-08
log (age) -8.01 0.2077 -8.06 0.2060
Chairman = CEO 0.45 0.8978 0.52 0.8827
China Investment 0.78 0.8014 1.05 0.7384

debt/assets -0.59 1.61E-10 -0.60 1.60E-10
Adj. R2 0.1023 0.0996
observations 653 653  

  

Table 9: Multivariate regression of other performance indicators 

Return on Market to Dividend
Asset % p-value Book p-value Yield p-value

Family Firm (10%) 1.05 0.2571 -0.028 0.7640 1.052 0.0027
log(Assets) 4.64 1.95E-14 0.093 0.1154 1.197 1.1807E-07
log (age) -9.11 0.0000 -1.329 0.0000 -0.557 0.2591
Chairman = CEO -0.83 0.2476 -0.125 0.0798 -0.228 0.3978
China Investment -1.20 0.0617 -0.180 0.0048 -0.156 0.5179

debt/assets -0.17 3.26E-18 -0.013 2.91E-11 -0.034 2.46E-06
Adj. R2 0.2215 0.2060 0.0734
observations 653 653 653  
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After controlling for various firm attributes, the difference in ROE of family 

firm is still (even more) statistically significant.  The other significant attributes 

were the asset base and the debt over asset ratio.  The adjusted r-square of 0.10 

represent the variation in returns on equity of the firms that can be explained by this 

model.  Although the value is low and shows the model would be poor in 

forecasting the ROE of any single firm, it does show that the family firm attribute is 

responsible for a significant part of the variation and should therefore not be ignored 

in models.   

The dummy variable for important investment in China as previously defined 

was found to be insignificant in predicting ROE of firms listed on the TSE.  The 

family firm variable was found to be statistically insignificant in explaining return 

on asset and market to book value ratio of firms.  Interestingly, in both these 

indicators, the China investment dummy was significant, at the 90% confidence 

level for ROA and at the 99% confidence level for market to book ratio.  And in 

both cases the relationship was negative.  The age of the firm was also important 

for both of these indicators.   

 On the other hand, the family firm dummy was significant in determining 

dividend yield.  The relationship between family firms and dividend yield was 

positive, with family firms having an extra percent yield than widely held firms 
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when keeping total asset and debt level constant.  

 

Temporal Effect Analysis 

 Now that return on equity was shown to be significantly higher even when 

controlling for some specific attributes, it is important to know if the causes behind 

the higher ROE is time dependent.  The hypotheses is that the higher ROE can be 

attributed to some other attributes specific to family firms, but that these attributes 

will result in a lower ROE’s under different circumstances.  It is therefore expected 

that higher ROE’s would not be sustained over many years.  For the purpose of this 

study, the period 1997 – 2007 was used, the entire period for which the required 

information is available. The period was divided in two groups for the purpose of the 

regression, and dummy variable were used for each year. 

 The years 1997 to 2001 were definitively a more difficult time for business than 

the period from 2002 to 2007.  1997 was marked by the Asian currency crisis, for 

which the recovery took many years, and 2001 was a recession year due to the burst 

of the Internet boom.  The difference in both periods can be noticed from the effect 

of Assets on the performance measures in both periods.  From 1997 to 2001, 

keeping all else constant, a 10% increase in firm assets results in a decrease of about 

0.15% in ROE and 0.22% in ROA, whereas in the subsequent period asset is 
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positively correlated with both performance measures.  Importantly, family firms 

were able to outperform widely held firms in both periods for both ROA and ROE.  

We can therefore reject the hypothesis that the family effect is a temporal effect.   
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Table 10: ROE and ROA time panels regression with 10% cut-off for family 

firms 

97 - 01 ROE (%) p-value ROA (%) p-value
Family Firm 5.15 0.0013 3.19 8.9E-08
Log (Assets) -1.56 0.0593 -2.19 1.7E-12
Debt/Assets -30.57 1.5E-26 -15.68 8.1E-48
Observations 2866 2865
Adjusted R Square 0.057 0.119
02 - 07 ROE (%) p-value ROA (%) p-value
Family Firm 9.25 3.1E-13 1.89 2.8E-05
Log (Assets) 8.52 6.0E-29 2.48 5.7E-20
Debt/Assets -50.15 1.4E-94 -19.96 1.2E-115
Observations 3856 3854
Adjusted R Square 0.130 0.139  

 

Table 11: ROE and ROA time panels regression with 20% cut-off for family 
firms 
97 - 01 ROE (%) p-value ROA (%) p-value
Family Firm 6.72 5.8E-11 3.31 5.2E-18
Log (Assets) -1.09 0.1878 -2.00 9.9E-11
Debt/Assets -31.41 3.8E-28 -16.08 9.6E-51
Observations 2866 2865
Adjusted R Square 0.068 0.133
02 - 07 ROE (%) p-value ROA (%) p-value
Family Firm 5.77 1.3E-11 1.47 1.4E-06
Log (Assets) 8.46 1.5E-28 2.50 3.0E-20
Debt/Assets -50.28 6.9E-95 -19.97 5.8E-116
Observations 3856 3854
Adjusted R Square 0.129 0.141  
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Table 11 shows that the conclusions about family firms are the same even if the 

higher 20% voting control rule is used instead.  Data for dividend yield was very 

spotty for the years before 2002, but similar regressions for the available years 

showed that for the time period 2002 to 2007 the dividend yield of family firms was 

statistically significantly higher than for their widely held counterparts. 

 




