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Abstract

This research examines the mediation of corporate government mechanisms in the relation of
family control variables (family ownership, family CEO, and its composite) and market
performance. The study includes a sample of 64 Mexican listed firms for a period of 14 years
(2005-2018). After confirming the positive relationship between the family control variables and
performance, the study analyzes how the board size, the participation of independent directors on
the board, and the debt level intervene in that relationship. The results show to what extent those
corporate mechanisms become a substitute or complement each other in creating value in Mexican
family firms.
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Resumen

Nuestro trabajo analiza los mecanismos de gobierno como mediadores en la relacién entre las
variables de control familiar (propiedad familiar, CEO de la familia y su composicion) y la creacién
de valor. El estudio incluye una muestra de 64 empresas que cotizan en la bolsa mexicana de
valores durante un periodo de 14 afios (2005-2018). Tras constatar la relacion positiva entre las
variables de control familiar y creacién de valor, el trabajo analiza como intervienen en esa relacion
el tamafio del consejo, la participacion de consejeros independientes y el nivel de endeudamiento.
Los resultados muestran en qué medida esos mecanismos de gobierno se comportan como
corporativos sustitutos o complemento en la creacién de valor de las empresas familiares
mexicanas.
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Abstract

This research examines the mediation of corporate government mechanisms in the relation of
family control variables (family ownership, family CEO, and its composite) and market
performance. The study includes a sample of 64 Mexican listed firms for a period of 14 years
(2005-2018). After confirming the positive relationship between the family control variables and
performance, the study analyzes how the board size, the participation of independent directors on
the board, and the debt level intervene in that relationship. The results show to what extent those
corporate mechanisms become a substitute or complement each other in creating value in Mexican
family firms.

1. Introduction

The importance of the family firm seems to be a constant fact of the economic system around the
world (Motwani, 2016). A recent research in Mexico shows that 83% of companies are family
firms, contribute with 60% of GDP and provide 67% of total employment (San Martin-Reyna and
Duran-Encalada, 2017). In this work, we try to relate family firms’ performance to variables that
represent family control. In addition to ownership as an indicator of control, we used the
participation of ownership in the company direction, namely as CEO of the company, and a
composite that combines the effect of both variables, ownership and owner-CEO duality. We
include as moderating variables the characteristics of the board in terms of size and composition,
and the level of indebtedness of companies. To conduct this research, the study considers a sample
of 64 public firms in the Mexican Stock exchange market during a period of 14 years.

The effect of family firms and some characteristics of their corporate governance structures on
performance is a topic that has been examined in various countries (De Andres, Azofra and Lopez,
2005; Miller, Le Breton-Miller, Lester and Cannella, 2007). Also, in Mexico, this association has
been analyzed to a certain extent (Chong and Lopez de Silanes, 2006; Esparza, Garcia and
Duréndez, 2009; San Martin-Reyna and Duran-Encalada, 2012; Watkins, 2017).

Mexico is an interesting country in which to study these topics because the most dominant
companies in the country, regardless of size, are owned and managed by one or more families who
are descendants of the founding family (Castafieda, 2000). High ownership concentration and
conglomerate structures also have an important effect on board composition.® Most board members
in Mexican companies are related to controlling shareholders through family ties, friendship,
business relationships and labor contracts. According to Castafieda (2000), in most Mexican firms,
the president of the board is usually the main stockholder and the CEOQ, therefore, he or she
practically does not have opposition from independents board members.

Demsetz (1986) explains that there is a relationship between ownership concentration and firm-
specific risk, i.e., firms with higher volatility have greater incentive to be monitored and therefore
to concentrate property. Thus, Demsetz (1986) research findings could be applied to firms in

3 A conglomerate is a group of firms linked to each other through ownership relations and controlled by a local family,
or a group of investors. Usually, dominant shareholders through relatively complex structures, including the use of
pyramids, cross-holdings and dual class shares, control the conglomerates (Castafieda, 2000).
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emerging markets, which tend to have higher volatility, and thus concentrate property to maintain
control and mitigate risk. In this context, the choice of maintaining company in the hands of the
family is a rational decision. These characteristics mean a lower ownership and control separation
as compared to Anglo-Saxon companies. On the one hand, agency problems stemming from
ownership and control separation could be smaller than in Anglo-Saxon companies. However, on
the other hand, some problems such as risk concentration, less specialization (managers’ ability,
specific investment, etc.) or minority shareholders’ expropriation could arise (De Andres, Azofra
and Lopez, 2005).

This research departs from analyzing the association of family ownership and management with
performance in listed family firm in Mexico. However, for the first time, in this research we bring
together internal and external aspects of corporate governance and their relationship with
performance. In this way, we respond to Gedajlovic, Carney, Chrisman and Kellermanns’s (2012)
recommendations to explore the moderating factors of board structure and debt in an emerging
country characterized by relative institutional voids (capital markets, law enforcement, government
authorities, and infrastructure).

As a first research question in relation to board structure, we examine how the size of the board
affect its capacity to oversee performance, as larger boards seem to become unable of reaching an
agreement on different relevant issues connected with performance. Secondly, through their impact
on performance, we question whether a larger participation of independent directors moderates
family ownership concentration avoiding the expropriation of minority shareholders. Thirdly, we
examine the effect that debt, as an external market mechanism, acts as an important external
governance control for management discretion, leading to better performance. Finally, we explore
and unveil the complementarity effects between board characteristics and debt as moderator factors
in the relationship between family firms and performance.

In what follows we present a review of the relevant literature that leads this research to set up
hypotheses. Then, the methodology describes the sample, data and regression analyses conducted.
Finally, we present the results of this research, including its limitations and ideas for further
research on these topics.

2. Literature review
2.1 Family firm definition

We can trace the current definitions of family business back to the three-dimensional segmentation
of Tagiuri and Davis (1982), who recognize the family business as an organization where they find
a three-dimensional evolutionary model in the intersection of family, business and property.

Later, two main perspectives are identified about what is considered a family business:
“Components of involvement” and “Essence” (Chua, Chrisman and Sharma, 1999). The vast
majority of researchers use a kind of components of involvement definition, and this emphasizes
family involvement in ownership, governance structures, management, and a desire for a
transgenerational succession, to define the family business (Avloniti, latridou, Kaloupsis and
Vozikis, 2013).
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For Colli, Fernandez-Pérez and Rose (2003) the following conditions must be present for a family
enterprise: a family member is the executive president, there are at least two generations of family
control, and a minimum of five percent of the right is a family property. For Miller and Le Breton-
Miller (2003) the family business is defined as one in which a family has sufficient property to
determine the composition of the board, in which the CEO and at least one other executive is a
family member.

In some legal contexts, effective control may require an absolute majority of votes to be
concentrated in the hands of the family. In others, the use of dual-class shares can provide effective
control with significantly less that majority equity. Strategic control of a company's assets can also
be achieved with low levels of ownership through the creation of pyramids and cross-shareholdings
(Claessens, Djankov and Lang, 2000). In addition, the existence of pacts may allow the family to
appoint CEOs or board members. Therefore, a single or universal definition of family business can
be misleading because it cannot considerate fundamental differences about institutional
frameworks. This makes sense in the case of Mexico, where property is highly concentrated and,
therefore, families play an essential role in decision-making.

Then, following the criterion of components of involvement, we consider a family firm that where
a majority of the property is in the family hands, that is, when the family property is above 50
percent, and some member of that family occupies a management position (San Martin-Reyna and
Duran-Encalada, 2012).

2.2 Family firms and value creation
2.2.1 Family ownership concentration

Jensen and Meckling (1976) argue that a firm value correlates positively with the level of
managerial ownership because of reduced agency costs and increased alignment of interests
between managers and shareholders. The authors argue that property control can be advantageous
because family firms have a longer investment horizon, so it will take long-term profitable projects,
because they want the company to persist and be inherited to family members.

Indeed, most research has shown that companies with high ownership concentration have a lower
cost of supervision, due to lower agency costs, achieving greater efficiency, productivity and
maximizing the value of the company (Anderson and Reeb, 2003; Claessens, Djankov and Lang,
2000; Demsetz and Lehn, 1985; James, 1999; Miller, Le Breton-Miller and Lester, 2013).

Nguyen, Locke and Reddy (2015) study the relationship between ownership concentration and
financial performance in Singapore and Vietnam, and find that the performance effect of
concentrated ownership persists in these markets. In other words, as Torres, Jara and Lopez-
Iturriaga (2017) argue for the emerging Chilean economy, higher levels of separation between
ownership and control rights decrease performance in family firms.

To complement this review of association of ownership and firm value, we consider three other

connected situations. These include the fact that families firms do not only pursue economic
objectives, the case of lone-founder, and the presence of non-linear relationship.
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It is widely recognized the importance of socioemotional wealth (SEW) objectives for family firms
(Berrone, Cruz and Gomez-Mejia, 2012; GOmez-Mejia, Haynes, Nufiez-Nickel, Jacobson and
Moyano-Fuentes, 2007; Zellweger, Nason, Nordgvist and Brush, 2013). However, research has
shown that owners are most of the times able to find ways to accommodate or fit a balance between
these objectives and economic ones (Basco, 2013, 2014; Kammerlander, Sieger, Voordeckers and
Zellweger, 2015; Schepers, VVoordeckers, Steijvers and Laveren, 2014).

A lone founder business is that in which an individual is one of the company's founders with no
other family member involved (Miller, Le Breton-Miller, Lester, and Cannella, 2007). In addition
to agency theory, Miller, Le Breton-Miller and Lester (2009) find the lone founder’s
embeddedness, stewardship, as reason for this higher performance, as well as their entrepreneurial
orientation and higher level of reinvestment (Miller, Le Breton-Miller and Lester, 2011). In a
similar way, Diéguez-Soto and Lépez-Delgado (2015) find that lone-founder firms perform better
than family businesses in a private firm context.

Some authors have found a non-linear relationship between family ownership and performance.
Pindado, Requejo and De la Torre (2014) find an inverted U-shape relation between family control
and firm value. The inverted U-shape relation is due to protection reasons. In contexts, where
investor protection is weak, family control has initially a positive impact on performance, up to a
certain point where too much ownership is detrimental to firm’s performance.

Finally, because of this review we can expect a positive relationship between the level of family
ownership and economic performance.

2.2.2 Role of family management

Extant research shows that as regards economic performance, listed family firm outperform non-
family firms when a family member serves as CEO (Anderson and Reeb, 2003; Andres, 2008;
Barontini and Caprio, 2006; Garcia-Castro and Aguilera, 2014; Maury, 2006; Mazzi, 2011; Sraer
and Thesmar, 2007).

Audretsch, Hilsbeck and Lehmann (2013) establish that monitoring by family members is an
efficient device of management control in German firms for achieving better financial results. This
is due to the familiness (intrinsic knowledge of the firm’s idiosyncrasy) and family commitment
that externals or nonfamily members cannot bring into these firms. Similarly, Diéguez-Soto y
Lopez-Delgado (2015) analyze the effects of family on the performance of non-listed firms; their
findings show when family business have ownership concentration and non-family management,
their performance is lower than other firms. Likewise, from a behavioral agency perspective,
Miralles-Marcelo, Miralles-Quirds and Lisboa (2014) suggest that family CEOs, through their
desire to maintain socio-emotional wealth in Portuguese and Spanish listed firms, look for assuring
the firm's performance and survival.

Watkins (2017), in a study of listed firms in Mexico, argues that family CEOs can reduce conflicts
between managers and shareholders, which is beneficial for the firms. A family member CEO is
more committed to the company, and usually has more experience and information on the business
(Bertrand and Schoar, 2006; Sitthipongpanich and Polsiri, 2015).
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As the above studies show, there is wide evidence about a positive effect of ownership and
management concentration of families on firm’s performance. Therefore, the following initial
hypothesis can be established:

H1: There is a positive relationship between family control variables (percentage ownership, CEO-
owner duality, and its composite) and performance.

2.3 Corporate governance and value creation

Within the study of corporate governance, much of the empirical work in this area has focused on
the design of governance mechanisms to motivate managers to make choices leading to the value
creation in the company. The board of directors occupies an intermediate position between owners
and managers whose members are elected by the first to monitor and limit the freedom decision of
the second. A number of empirical studies have explored the effectiveness of the board as a
supervisor in the process of maximizing shareholder value. In analyzing the effectiveness of board
role, researchers have focused on two main issues, the size and composition of these governance
bodies, to which we turn now.

2.3.1 Size of the board

The size of the board is one of the main features that has been studied as determinant of value
creation. Most of the empirical evidence shows a negative relationship between board size and firm
value (Anderson and Reeb, 2003; De Andres, Azofra and Lopez, 2005). Saenz and Garcia-Meca
(2014) examine the relation between the internal mechanisms of corporate governance and earnings
management and show that in the Latin American context the size of the board is positively related
to the earnings management. They argue that the size of the boards create problems of
communication and coordination that decreases the monitoring of the management team.

Some authors find a non-linear relationship between board size and value creation. Thus,
Fernandez, GOmez-Anson and Fernandez (1998) find that as the board initially increases in size it
tends to favor the effectiveness of the board, increasing the Tobin's Q, but after a certain point, the
inverse occurs, suggesting that problems of coordination and communication appear to outweigh
the benefits of closer supervision and control of greater boards. Finally, Garcia and Garcia (2011)
find that board size has a positive effect on firm performance when the company is under founder
leadership and opposite; the effect is negative on performance when the manager is not the founder.
Therefore, we set up the following hypothesis:

H2: For firms with smaller boards, the family control variables (ownership, CEO duality, and its
composite) have a positive influence on performance.

2.3.2 Influence of board composition
The presence of independent directors on the board has an effect on firm performance. Several
studies on corporate governance have observed that independent or outside directors help firm

performance and value in general in family firms in most countries (Giovannini, 2010; Setia-
Atmaja, Tanewski, and Skully, 2009; Zhu, Ye, Wu and Chan, 2016). This takes place despite the
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fact that family firms are likely to have a lower proportion of independent members than non-
family firms (Simoes, 2014).

The advantages of external directors in widely held family firms are clear, as they are better able
to monitor firm performance, oversee discipline, or even dismiss managers when they are not
beholden to the firm (Anderson and Reeb, 2004; Schulze, Lubatkin and Buchholtz, 2001).
Although the shareholder directors could contribute with their valuable knowledge and experience,
outsiders’ directors will tend to exercise a supervisory function of the managers oriented towards
the maximization of the firm value (Brenes, Madrigal and Requena, 2011; Garcia, 2003; Rathish
and Bhattacharya, 2017). In addition, their influential role is usually based on better access to
information that leads to greater credibility with top managers (Fogel, Ma and Morck, 2014).

However, the influence of external directors may have some limitations. Basco and VVoordeckers
(2015) argue that the relationship between outside directors and firm performance follows an
inverted U-shape, and that both business-oriented and family-oriented board are positively related
with firm performance. Audretsch, Hulsbeck and Lehmann (2013) highlight a healthy relationship
between family and external directors, the latter as conveyors of the interests of outside investors,
when they assert that “judging by the lack of evidence for curvilinear effects it could pay out to
allow for family outsiders on the supervisory board” (p.127).

Some authors find another limitation in the role of external directors. After examining the relation
between the internal mechanisms of corporate governance and earnings management in the Latin
American context, Sdenz and Garcia-Meca (2014) argue that the role of external directors, mainly
grey directors (those who maintain some kind of family or professional relationship -present or
past- with the company or its top management), is limited. Moreover, Watkins (2017) finds that
board independency have a negative effect on family firm value. She explains that the definition
of independency in Mexico does not take into account the fact that board members tend to be
related to other firms of the same business group, facilitating not the interests of the company itself,
but rather the interests of particular directors. In addition, where there is much cronyism,
protectionism, and corruption, the long-term orientation of family business may have more to do
with co-opting outside directors with political power than with capability creation (Le Breton-
Miller and Miller, 2006).

Connected to this limited or dubious contribution of external directors on the board, Crespi-Cladera
and Pascual-Fuster (2014) analyze the characteristics of firms that declare board directors as
independents and the consequences in terms of performance. They argue that firms with dispersed
ownership structures misclassify or appoint non-strictly independents more frequently than firms
with significant shareholders. However, the presence of non-strictly independent directors does not
affect several relevant output of the firms, among them, future operating performance.

Given the greater evidence towards a positive contribution of independent directors on value
creation, the following hypothesis is set up:

H3: For firms with greater independent directors’ representation on the boards, the family control
variables (ownership, CEO duality, and its composite) have a positive relation with performance.

2.4 Financial leverage and value creation
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On the financial arena, the corporate governance literature points to two advantages of company's
indebtedness. On the one hand, the free cash flow hypothesis posits that agency problems are
connected with cash flow distribution (Jensen, 1986). This flow represents resources that exceed
the amount needed to finance all profitable investment projects as debt forces managers to channel
these resources to avoid inefficient investments and over investments. Second, an increase in
leverage may result in a better investment decision, since the possibility of a bankruptcy in the
company induces managers to adopt behavior that tries to reduce the probability of such
bankruptcy. In this way, managers will orient their decisions more effectively towards the objective
of creating value. Thus, a way to safeguard the value of the firm and discipline inefficient managers
is to issue debt, so that managers lose control over free cash flow (De Andres, Azofra and Lopez,
2005; Jensen, 1986).

In particular, in family firms, Simdes (2018) finds evidence that the presence of leverage in these
firms have a more significant impact on the performance in periods of economic adversity. Hillier,
Martinez, Patel, Pindado and Requejo (2018) argue that the debt contracts for family firms will be
more lenient than those required for non-family firms because risk aversion and a long-term
orientation alignment the interests between family firms and lenders.

Nevertheless, other studies have reported contrasting results, as Carney, Van Essen, Gedajlovic,
and Heugens (2013) find that reliance on debt by first generation private family firms harms their
performance, and in successive generations family firms become more averse to acquiring debt.
Among the most important reasons for abstaining from debt is the effect it can have on diminishing
family control (Anderson and Reeb, 2003), compromising long-term investments (Smith and
Warner, 1979), and the possibility that debt can exacerbate family conflict (Gomez-Mejia, Cruz,
Berrone and De Castro, 2011).

Finally, Mulyani, Singh and Mishra (2016) examine the roles of leverage to mitigate agency
problems in family firms and argue that compared with non-family firms, family firms tend to
maintain higher leverage. Simdes (2014), argue that family firms are more indebted and have
higher debt costs than non-family firms but they present lower levels of risk.

Based on the literature on this issue, the following hypothesis can be presented:
H4: For firms where leverage is larger, the family control variables (ownership, CEO duality, and
its composite) have a positive effect on performance.

3. Methodology
3.1 The sample and data collection

The sample includes the total number of the companies listed in the Mexican Stock Exchange for
the period 2005-2018. We obtained the annual reports and financial indicators from Economatica
and Isi Emerging Markets. Information about the industrial sector was obtained from the Mexican
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Stock Exchange website. Of the 145 total companies, we remove non-profit companies and firms
that do not include enough information in their financial statements, as well as financial institutions.

The final sample consists of 896 observations or 64 firms over an eleven years’ period. The firms
selected are the most important players in the different sectors of the Mexican economy. Following
Mishra, Randoy and Jenssen (2001), we used three indicators of family control. We measure family
control by: (1) a binary variable Family CEO that equals 1 if the CEO is a family member; (2)
Family Ownership and (3) Family Composite, dummy variable that equals 1 if the firm satisfies at
least one of the two indicators above, that is, the CEO is a family member or family ownership is
above 50 percent. Financial performance is measured using Tobin's Q ratio or the market-asset
value to book-value ratio. It is common in the literature on corporate governance to use this measure
as an approximation of Tobin’s Q (San-Martin-Reyna and Duran-Encalada, 2012).

Another important aspect of the study are the mediator variables: Board Size, Board Independence,
and Leverage. Board Size was measured as the number of directors on the board, Board
Independence as the percentage of independent outside directors on the board, Leverage as total
liabilities divided by total assets. The control variables are: Sales, Size, Age, ROA. Sales was
defined as the average growth in sales over the last year, Size was measured by the logarithm of
total assets, Age was the number of years since the company was founded, and ROA was measured
as return on assets.

Table 1 shows our companies sample classified by sectors and segmented by family and non-family
firms. As we can see in Table 1, the sample composition is quite industry-balanced, although there
is a slight bias toward industrial and common consumer products firms at the expense of health or
telecommunications companies. These differences can be explained by a greater participation of
the former in the Mexican market. From the total number of companies analyzed, 57.8 percent
were considered family and 42.1 percent non-family firms according to our family firm definition.

Table 1. Number and percentage of family and non-family firms by sector

Number and percent of firms by sector according with the Mexican Stock Exchange classification
code. Family (Nonfamily) refers to those firms with (without) more than 50% of family
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ownership. Percentage of family firms in the industry is computed as the number of family
(nonfamily) firms divided by the total number of firms of the sample.

Sector FAM NOFAM TOTAL %FAM % NO FAM
Materials 11 5 16 171 7.8
Industrial 6 11 17 9.3 17.1
Services and goods of consumer non-basic 8 2 10 125 3.1
Common consumer products 4 6 10 6.2 9.3
Health 3 1 4 4.6 1.5
Telecommunications services 5 2 7 7.8 3.1
Total 37 27 64 57.9 42.1

Table 2 shows the descriptive statistics of the variables. As we can see, the importance of family
ownership concentration in the Mexican market is high since the average for family ownership is
0.535 and the average for firms with family CEO is 0.551. The average financial leverage in the
analysis period is 48 percent of total funding and the average age of Mexican companies is around
45 old years. Profitability shows that companies have obtained an average return on assets of 10.8
percent, accompanied by an annual sales growth of 14.6 percent during the 2005-2018 period. The
board size and composition show that the number of directors is close 12, and the outside directors
is on average 4.5. Finally, firm size is quite heterogeneous and highly dispersed around the mean

value, so the results are not believed to be biased by size issues.

Table 2

Descriptive statistics of the sample

Variables Mean Std. Dev. Min Max
Famown 0.535 0.22 0.01 0.98
Cfam 0.551 0.497 0 1

Famcomp 0.853 0.351 0 1
Sales 0.146 0.650 -0.99 10.27
Size 51,479 91,500.6 757.4 599,728

Leverage 0.483 0.256 0.0001 241
Age 45 30 5 171
ROA 0.108 0.32 -2.26 3.57

Board Size 11.70 3.61 4 22
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Board Independence 4.55 2.56 0 14

3.2 Regression Analysis

The sample combines 64 firms with ten cross-sections originating a 896 observations panel data.
Given the aim of the study as well as the number of observations, the panel data methodology
seems to be the most accurate. However, this estimation assumes that the variables are exogenous
and incurs a certain heterogeneity bias. Therefore, a dynamic panel, the GMM, following the
Arellano and Bond (1991) methodology, was added. According to the authors, the GMM s
appropriate when the sample is large and the time frame is small because when applying the OLS
model or panel with fixed or random effects could generate standards errors of parameters
estimations that are inconsistent because, by construction, the unobservable effect is correlated
with the lag of the dependent variable. To correct this problem, instrumental variables could be
applied. Under GMM, the consistency of the estimator depends on the validity of the instruments
and the assumption that the difference in error terms does not exhibit second-order serial
correlation. To test these assumptions, Arellano and Bond (1991) suggested a Sargan test of over-
identifying restrictions, which tested the overall validity of the instruments by analyzing the sample
along the moment conditions used in the estimation procedure (Liu and Hsu, 2006), and they also
tested the assumption of no second-order serial correlation. The GMM model can control the
correlation of errors over time, the heteroskedasticity among firms, simultaneity and measurement
errors caused by the use of orthogonal conditions covariance matrix (Espinosa, 2009). With regard
to the basic model to be estimated, a multivariate regression model has been built including most
of the previously cited variables. This model can be expressed with the following equation (1),
where i refers to the firms and t tothe year (i =1....64; t=1....19).

FV = B + B;Familycontrol;; + ,Sales;, + B3Size; + [ Age; + BsROA;, + f¢Board Size ;;
+ fB,Board Independence;;+ fgleverage; + €;;

(1)
4. Results

As defined earlier, we report three measures of family control: Family Ownership, Family CEO
and Family Composite. For each one of these, we regress on Tobin’s Q. In each regression model,
we control for the following variables: Sales, Size, Age, and ROA. Hausman test shows the
importance of the fixed effects component, so it is necessary control the unobservable
heterogeneity. We show the results of the panel data estimation corresponding to these family
control variables in Table 3:

Table 3
Results of GMM model based on family control

. Family Family Family
Variables Ownership CEO Composite

60



SInapsis

Revista de Investigaciones de la Institucién Universitaria EAM

Constant 0.3323 0.7810 0.4058
[1.83]* [3.02]** [0.23]
Famown 0.7098 -0.5387 0.2851
[3.75]*** [-1.99]** [4.31]***
Sales 0.0230 0.0507 0.0524
[0.85] [1.60] [1.28]
Size 0.0399 0.0460 0.0166
[2.89]** [0.29] [1.72]*
Age 0.0012 0.0026 0.0011
[2.19]** [2.69]** [L.77]*
ROA 0.0159 0.0224 0.0687
[0.28] [0.27] [1.15]
ml -5.42*** -5.81*** -6.04***
m2 -0.62 -0.85 -0.52
Sargan Test 7.67 7.87 6.39
Wald Test 16.87** 10.54** 12.42**
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Table shows estimated coefficients, t-statistics and p-value.
Performance is the dependent variable and is measured using
Tobin’s Q ratios (Q) or the asset market-to book ratio. Famown
represents the ownership percentage over 50% held by family.
Family CEO is a dummy variable where if the CEO is a family
member take the value of 1 and 0, otherwise. Family composite
is 1, if any one of the two last criteria are met: (1) if the CEO is a
family member or if there is a presence of family control of at
least 51% of all shares, 0 otherwise. Sales is the average growth
in sales. Size is the log of total firm assets, used as proxy for firm
size. Return on assets (ROA) measures by earnings over total
assets. Sargan test allows testing serial correlation (m1 and m2).
Sargan test validates the instruments and Wald test the joint
significance of variables. *Significant at 0.10, ** Significant at
0.05, *** Significant at 0.01.

The results in Table 3 show that family ownership and family composite relate significantly in a
positive way with performance, confirming partially our hypothesis 1. However, the result from
CEO ownership is opposite, because we find a negative and significant relation with performance.
Performance associates positively and significantly with company size in the case of family
ownership and family composite. Regarding the age variable, in all cases this is positively and
significantly associated with performance. For the level of sales and ROA, even though, they
behave in the predicted way, these are not statistically significant.

In Table 4, we show the results of introducing in the regression model for the three family control
variables the board size:

Table 4
Results of estimation based on family control and board size
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Family Family
Variables Ownership Family CEO Composite
Constant 0.1767 0.4674 0.2349
[0.83] [1.65] [0.87]
Famown 0.1754 -0.6385 0.1843
[0.72] [-2.35]** [0.75]
Sales 0.0543 0.0494 0.0461
[1.79]* [1.57] [1.82]*
Size 0.0259 0.0398 0.0148
[1.30] [1.69]* [1.24]
Age 0.0021 0.0034 0.0027
[2.91]** [3.39]*** [2.96]**
ROA 0.0489 0.0748 0.0576
[0.82] [0.89] [0.73]
Board Size -0.0680 -0.0762 -0.0793
[-2.78]** [-2.55]** [-2.96]**
ml -5.72%** -6.02*** -5.72%**
m?2 -0.69 -0.74 -0.63
Sargan Test 9.32 9.15 8.53
Wald Test 12.47* 13.41* 12.63*

Table shows estimated coefficients, t-statistics and p-value.
Performance is the dependent variable and is measured using Tobin’s
Q ratios (Q) or the asset market-to book ratio. Family Ownership
represents the ownership percentage over 50% held by family. Family
CEO is a dummy variable where if the CEO is a family member take
the value of 1 and 0, otherwise. Family composite is 1, if any one of the
two last criteria are met: (1) if the CEO is a family member or if there
is a presence of family control of at least 51% of all shares, 0 otherwise.
Sales is the average growth in sales. Size is the log of total firm assets,
used as proxy for firm size. Return on assets (ROA) measures by
earnings over total assets. Board Size is the number of directors on the
board. Sargan test allows testing serial correlation (m1 and m2). Sargan
test validates the instruments and Wald test the joint significance of
variables. * Significant at 0.10, ** Significant at 0.05, *** Significant
at 0.01.

According to the results of Table 4, the size of the board is negative and statistically associated
with all family control variables. That is, there is an association of better performance with a
smaller board. Therefore, these results prove wholly our hypothesis 2. Again, in almost all cases,
the size and age of the companies maintain their positive relationship with performance, except for
the case of family ownership with size. The level of sales becomes significant for family ownership
and family composite.

In Table 5, we show the results of introducing in the regression model for the three family control
variables the board composition:
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Table 5
Results of estimation based on family control and board composition
Family Family
Variables Ownership Family CEO Composite
Constant 0.4202 0.1419 0.3516
[2.19]** [0.56] [2.37]**
Famown 0.4812 -0.7830 0.5923
[2.18]** [-0.31] [2.34]**
Sales 0.0503 0.0458 0.0514
[1.76]* [1.53] [1.69]*
Size 0.0297 0.0119 0.0385
[2.44]** [0.79] [2.31]*
Age 0.0095 0.0011 0.0018
[1.57] [1.19] [1.36]
ROA 0.0541 0.0647 0.0953
[0.97] [0.83] [0.74]
Board
Independence 0.7851 0.7877 0.6342
[6.67]*** [6.13]*** [6.67]***
ml -5.87*** -5.80*** -6.21***
m?2 -0.23 -0.45 -0.49
Sargan Test 9.42 7.95 9.84
Wald Test 13.32* 11.59* 15.84*

Table shows estimated coefficients, t-statistics and p-value. Performance
is the dependent variable and is measured using Tobin’s Q ratios (Q) or the
asset market-to book ratio. Family Ownership represents the ownership
percentage over 50% held by family. Family CEO is a dummy variable
where if the CEO is a family member take the value of 1 and 0, otherwise.
Family Composite is 1, if any one of the two last criteria are met: (1) if the
CEO is a family member or if there is a presence of family control of at
least 51% of all shares, 0 otherwise. Sales is the average growth in sales.
Size is the log of total firm assets, used as proxy for firm size. Return on
assets (ROA) measures by earnings over total assets. Board Independence
is the percentage of independent director on the board. Sargan test allows
testing serial correlation (m1 and m2). Sargan test validates the instruments
and Wald test the joint significance of variables. * Significant at 0.10, **
Significant at 0.05, *** Significant at 0.01.
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The results of Table 5 show the important role that the greater presence of independent directors
on the boards play in the relationship of all family control variables with performance. Notably, in
this case, the relationship of family CEO with performance shows a positive association, even
though not statistically significant Thus, these results support totally our hypothesis 3. Size and
sales maintain their positive association with performance in family ownership and family

composite.
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In Table 6, we show the results of introducing in the regression model for the three family control
variables the level of indebtedness:

Table 6
Results of estimation based on family control and leverage
Family Family
Variables Ownership Family CEO Composite
Constant 0.0755 0.7744 0.0524
[0.38] [2.92]** [0.42]
Famown 0.9435 -0.5743 0.4352
[0.42] [-2.21]** [0.51]
Sales 0.0542 0.0510 0.0237
[1.78]* [1.61] [1.89]*
Size 0.0192 -0.0318 0.0122
[0.78] [0.19] [0.64]
Age 0.0807 0.02593 0.0724
[1.26] [2.67]** [1.37]
ROA 0.1006 0.0113 0.1045
[1.68]* [0.12] [1.75]*
Leverage 0.2525 0.7505 0.5286
[2.97]** [0.68] [3.15]**
ml -6.11%** -5.79*** -6.37***
m?2 -0.38 -0.53 -0.50
Sargan Test 9.24 8.58 8.12
Wald Test 14.32* 15.28* 14.11*

Table shows estimated coefficients, t-statistics and p-value. Performance is
the dependent variable and is measured using Tobin’s Q ratios (Q) or the
asset market-to book ratio. Family Ownership represents the ownership
percentage over 50% held by family. Family CEO is a dummy variable
where if the CEO is a family member take the value of 1 and 0, otherwise.
Family Composite is 1, if any one of the two last criteria are met: (1) if the
CEO is a family member or if there is a presence of family control of at least
51% of all shares, 0 otherwise. Sales is the average growth in sales. Size is
the log of total firm assets, used as proxy for firm size. Return on assets
(ROA) measures by earnings over total assets. Leverage is total
liability/total asset that is measured as the book value of debt divided by the
book value of total assets. Sargan test allows testing serial correlation (m1
and m2). Sargan test validates the instruments and Wald test the joint
significance of variables. * Significant at 0.10, ** Significant at 0.05, ***
Significant at 0.01.

As seen in table 6, leverage shows a significant positive association with performance in two of the
three cases, family ownership and family composite; even though the relationship with family CEO
behaves in the expected direction. Therefore, we accept partially hypothesis 4. Age becomes
significantly in the case of family CEO, and ROA in the cases of family ownership and family
composite. Sales is still significant for family ownership and family composite.
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Finally, in Table 7 we run the regression model adding all moderating variables at the same time:

Table 7. Results of estimation based on family control and all control variables

Variables Family Ownership |  Family CEO Family Composite
Constant 0.9055 0.4030 0.5424
[4.08]*** [0.15] 2.71]*
Famown 0.7153 0.6223 0.4394
[4.35]*** [0.24] [2.04]**
Sales 0.0284 0.0471 0.0533
[1.15] [1.58] [1.88]*
Size 0.0416 0.0958 0.0221
[3.19]** [0.62] [1.76]*
Age 0.0304 0.0103 0.0676
[0.55] [1.06] [1.12]
ROA 0.0147 0.0334 0.0901
[0.28] [0.42] [1.61]
Board Size -0.0235 -0.0270 -0.0175
[-0.47] [-0.40] [-0.34]
Board Independence 0.9827 0.7970 0.8018
[4.11]*** [5.14]*** [6.79]***
Leverage 0.3677 0.1974 0.3556
[4.88]*** [1.88]* [4.43]***
ml -7.85%** -5.78%** -5.90%**
m?2 -0.62 -0.69 -0.52
Sargan Test 9.02 7.79 8.87
Wald Test 13.96* 12.79* 14.53*

Table shows estimated coefficients, t-statistics and p-value. Performance is the
dependent variable and is measured using Tobin’s Q ratios (Q) or the asset market-to
book ratio. Family Ownership represents the ownership percentage over 50% held by
family. Family CEO is a dummy variable where if the CEO is a family member take
the value of 1 and 0, otherwise. Family Composite is 1, if any one of the two last
criteria are met: (1) if the CEO is a family member or if there is a presence of family
control of at least 51% of all shares, 0 otherwise. Sales is the average growth in sales.
Size is the log of total firm assets, used as proxy for firm size. Return on assets (ROA)
measures by earnings over total assets. Leverage is total liability/total asset that is
measured as the book value of debt divided by the book value of total assets. Board
Size is the number of directors on the board. Board Independence is the percentage of
independent director on the board, and Board Ownership is the percetage of
shareholder directors on the board. Sargan test allows testing serial correlation (m1
and m2). Sargan test validates the instruments and Wald test the joint significance of
variables. * Significant at 0.10, ** Significant at 0.05, *** Significant at 0.01.

The results shown in Table 7 indicate that in all cases there is a positive relationship of family
control variables with performance, not being statistically significant only for the family CEO case.
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The moderating role of board independent directors and leverage behaves according to the
hypothesis 3 and 4. That is, they are associated positively in a significant way with all family
control variables’ performance. Sales is positively associated for the family composite, and size
with family ownership and family composite.

5. Conclusions

Research about the relationship between ownership and performance begins with the work of Berle
and Means (1932) who described the importance of ownership dispersion in modern corporations.
These authors argued that widely held firms involved the loss of control and diversion of interest
from management, trying to serve their self-interests that not always involved the maximization of
company profits. Despite the theoretical importance of their work, many studies have suggested
the influence of ownership in many different ways when the environments vary. Also, recent
research find that widely held firm are not representative for many markets, especially not Anglo-
Saxon markets (Shleifer and Vishny 1986). Thus, Mexico study is a research opportunity to
analyze, because it is a market with large ownership concentration, particularly in family
businesses.

According to our sample, on average, Mexican firms have a concentration of 54 percent of
ownership in family hands. The results of this paper are a reflection of these and other conditions
of the Mexican market. The Mexican case is consistent with the version presented by Shleifer and
Vishny (1986) which emphasizes that the ownership concentration serves as a mechanism to keep
aligned the interests of shareholders and management.

In the Mexican case, the firms with high levels of ownership concentration, especially families,
seek a better way to protect their interests. The results of this study suggest that for Mexican
companies increased ownership concentration is a factor associated with an improvement in the
outcome of the company, an argument that goes along with the traditional hypothesis that the
concentration of ownership in families provides closer supervision on the functioning of the
company, leading to greater performance. However, the only presence of a family CEO does not
lead to better performance. The results achieved by research carried out by Villalonga and Amit
(2006) seem to apply in this situation. According to them, management adds value when the
founder serves as the CEO of the family firm, but destroys value when descendants serve as CEO.
As seen, given the average age of the Mexican companies, most of these are led by descendants.
In firms managed by family descendants, control-enhancing mechanisms tend to have a mildly
positive impact on value. Arguably, when descendants set up control-enhancing mechanisms in
place that may be perceived as a defensive move to respond the dilution of their ownership stake
that would come with firm or family growth.

Our results show that the reduced size of the board is particularly a key variable in family firms for
achieving better performance. Nevertheless, there is still a negative relationship of family CEOs
with performance. This may mean that CEO-owners do not take advantage of the positive role that
effective boards can contribute but, on the contrary, they may tend to invite members to the boards,
either family or not, who serve to legitimize their decisions that are not always the right ones for
increasing wealth. In addition, minority shareholders’ expropriation could arise (De Andres,
Azofra and Lopez, 2005).
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The results support evidence for the important role of independent directors. Their presence
provides family firms’ governance with better skills, reinforces discipline, and oversees CEO
responsibilities. Independent directors bring valuable expertise to the otherwise limited capacities
of the family firms, and are able to expand owners’ perspective, contributing significantly to family
firms’ performance. Interestingly, the contribution of family CEOs begin to show a positive
influence on value creation when considering the role of independent directors. Following Miller
and Le Breton-Miller (2006), this is most appropriate to take place when voting control requires
significant family ownership, when there is a strong family CEO without complete voting control
and accountable to independent directors, when multiple family members serve as managers, and
when the family intends to keep the business for generations.

We can argue that indebtedness is not a cause by itself for better performance in family firms,
whether a family CEO leads these firms or not. In fact, let to themselves, family member leaders
may show an aversion to increase the leverage of the company. However, the results show that
indebtedness can contribute to greater performance as long as that debt is controlled by a handful
of competent board members where there is an important participation of independents. That is to
say, when the management team opts for this mechanism is more committed with the company,
inducing it to undertake optimal investment policies and being forced to act in the interests of
shareholders, mainly the family, since they are the majority shareholders. Strong presence of debt
levels helps to give equilibrium to the decision making process because of management control of
the firms’ debt through free cash flow.

As a whole, the results of this study show an important complementarity of internal and external
mechanisms of corporate governance for a family companies achieving better performance in the
market. Taking in an isolated way, any of these mechanisms, mainly indebtedness, is not enough
to promote good market results. Without an expert advice brought by outsiders, it is very likely
that those firm were not be able to overcome their logical aversion to release control to external
agents, such as banks and other financial institutions.

Of course, there are a number of limitations to this study. First, our sample comes only from
Mexican public firms. Even though this provides an interesting case, it does constrain the
generalization of our results. Second, these findings require confirmation in other Latin-American
countries, besides Mexico. Third, we have also concentrated our attention on measuring
performance by the Tobin’s Q, but concentrated ownership in family businesses may privilege
other types of measuring success, such as ROE, ROA, sales or employment growth, as well as
other non-economic metrics. Finally, it’s important to continue the analysis about the effects of the
firms’ strategic design on firm performance. Questions related to the decision making process that
supports better performance, to the background of independent director that contributes most to
wealth creation, among others, deserve further examination.
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