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Abstract

:

This study examines the relationship between ownership structure and performance of public firms in Mexico, considering debt and the structure of the board of directors as contextual and institutional factors. This research seeks to explain the mixed results about the relationship of ownership and performance presented by other relevant studies in family and non-family businesses, mainly in emerging countries. The results confirm the positive association between family ownership concentration and performance, calculated by Tobin’s Q, showing how the participation of inside shareholders on the board and a low debt level contribute to higher performance. However, the association of these variables with performance shows a contrasting effect in the case of family as compared to non-family businesses. The particular corporate legal context in Mexico could be highlighted as one of the main reasons for these results.
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1. Introduction


It is widely acknowledged that property rights and ownership structure are crucial elements of the firm theory [1,2]. As ownership dispersion has become a feature of the modern corporation, the understanding of how this may be a source of internal conflict for the firm has been examined in the literature since the seminal work of Berle and Means [3]. There is a growing interest in the literature related to the analysis of how firms with ownership concentration, particularly in family groups, face these challenges, and the effects that particular ownership structures have on firm performance [4,5,6,7,8,9,10,11]. The importance of family firms in national economies is even more evident in emerging economies, where it has been measured in terms of contribution to gross domestic product, employment, and number of firms [12,13]. It has been shown that family businesses possess some features that lead to better performance when compared to non-family firms [14]. As in most developing countries, the majority of companies in Mexico are considered family firms [15]. However few studies refer specifically to Mexican family businesses, thus the importance for further investigation [2,15]. As Gedajlovic, Carney, Chrisman, and Kellermanns [6] discuss, it is important to further analyze this phenomenon in emerging countries, where some contextual and institutional factors may fill voids in particular institutional contexts where underdeveloped capital markets and weak corporate legal enforcement prevail.



Many studies have focused on comparing the performance of family versus non-family firms, however, this research is more focused on building upon the knowledge of factors that differ in family and non-family firms, and how they influence performance in both types of firms. Thus, the study focuses on debt and board structure and their effect on performance in family and non-family firms. Studying both family and non-family firms will permit the observation of how family firms choose to lessen agency problems by means of increasing leverage to reduce unrestricted funds for managers and the number of outside directors to reduce nepotism and entrenchment [16,17,18,19]. However, these same measures may lead to situations where family firms are not prepared to assume risks that affect their socioemotional wealth [18]. Observing the effects of leverage and board structure on non-family firm performance is an important comparison as, even though these companies also often have high ownership concentration in Mexico, they may tend to choose different strategies to reign in managers.



This research analyzes the relationship between ownership concentration in Mexican listed firms and performance. The study contributes to the literature by further observing contextual and institutional factors, which when added to the abovementioned relationship, are expected to have different repercussions on family and non-family firms. The sample is separated into family and non-family firms so as to demonstrate the different influences that debt and board structure have on firm performance.



The following section includes a review of the literature on ownership concentration and performance, and on debt and board structure as some of the most relevant factors that are associated with performance in family and non-family firms. Next, the methodology presents a description of the sample, data collected, variables defined, and the regression analysis conducted, followed by the presentation of the results. In the last section, discussion of results and conclusions are presented, highlighting the main contributions and limitations of this study as well as proposing some lines of further related research.




2. Literature Review


2.1. Ownership Concentration


Berle and Means [3] were the first authors to examine how ownership structure impacts decision making in the modern firm that is characterized by ownership dispersion. However, whereas Anglo-Saxon capital markets are characterized by high property dispersion, ownership concentration, mainly family groups, is still prevalent in other countries, especially in emerging economies [20]. This situation would be observed in the case of Mexico [11].



Many scholars have recognized that the lower supervision costs prompted by ownership concentration is an effective management control mechanism [21]. However, Morck and Yeung [20] argue that high ownership concentration may lead to agency problems as the owner-managers may act in the pursuit of their own interests. This phenomenon may be reflected by owner entrenchment, the use of pyramidal groups, as well as other types of actions that produce harmful effects for minority shareholders, including tunneling and propping [17]. Also, control by owners does not necessarily alleviate agency matters as some family dynamics may actually intensify them [22]. Strong family involvement in the firm may blur the division between a family perspective and its responsibility to other shareholders produced as a result of nepotism [16,19] and asymmetric altruism [23]. Thus, ownership concentration may be the cause of agency problems thus undermining firm performance.



Despite the problems associated with concentrating ownership, many studies have found that ownership affects substantially the interest structure of a company and has important consequences for the firm [13,24,25,26]. Mexico belongs to the group of countries with Roman style civil law systems, as opposed to Anglo-Saxon common law systems, which means that there is high ownership concentration and low protection for minority shareholders [8,24,27]. Mexican companies also tend to have pyramidal structures and thus concentrate ownership [24]. Demsetz [28,29,30] describes an association between the level of ownership concentration and the tolerance of risk of a company, where firms with higher volatility seek to reduce risk through higher concentration of ownership. This relationship could be applied to firms in emerging markets, which tend to have higher volatility, and thus concentrate property to maintain control and minimize risk.



In the family business and financial performance meta-analysis conducted by Mazzi [8] considering mainly listed public companies in developed countries studies, finds that family firms outperform non-family firms. This situation tends to be altered whenever control rights exercised by the family exceeds their cash flow rights. Some studies undertaken in emerging countries, on the other hand, have shown a negative association between ownership concentration and financial performance, as the ones done in Chile by Espinosa [31], Shah, Butt, and Saeed [32,33] in South Asia, and Pervan, Pervan, and Todoric [34] in Croatia. Several studies, however, have rejected the presence of a significant relationship in this regard. For example, Sacristán, Gómez and Cabeza [35] examined different ownership structures in Spain and determined that there is not a particular structure that impacts firm performance significantly. Similarly, Goud [36] presents research of the 25 countries of the ex-Soviet Union and does not come to a solid conclusion concerning this relationship. Other studies have shown a non-linear relationship between ownership and performance. This is demonstrated by an inverse U-shaped form as ownership concentration moves from a low to a high concentration [37,38].



In general, a positive association between ownership structure and performance appears to prevail in most research for a longer range of family ownership concentration [8,21,35,39,40,41]. Thus, in a country such as Mexico in which there is poor shareholder protection, it is expected that ownership must be concentrated in order to organize company management and mitigate agency problems [11]. Thus, in this study one can expect that in the complete sample of firms, family and non-family, from the Mexican Stock Exchange, the following hypothesis can be proposed:

	
H1: A higher ownership concentration has a positive relationship with performance.









2.2. Effect of Other Factors on Performance


Consideration of the opposing views on the association between ownership concentration and performance begs the question of whether there are other factors that could contribute to these mixed results. The literature has argued for the existence of certain mediating factors and suggested that the relationship is much more complex. However, studies that have addressed these factors have only studied family firms, and usually study the effect these factors can have on incentives to mitigate agency problems. For example, authors have shown variations in that relationship when introducing mediating variables, as is the case when considering the generation in control [30,42,43], family management involvement [37,44,45], provision of incentives [46], and when distinguishing between lone-founder and family firms [43,47]. Thus, it is increasingly important to study the way in which these factors function in order to discover the nuances that make them successful for family firms and unsuccessful for non-family firms, and vice versa.



In Mexico, only a few studies exist on the issue regarding ownership structure and performance, much less the effect that the presence of other factors have on this relationship. Castrillo and San Martín [40] show that family ownership is a factor that works as a device for monitoring the management. Mexico is an interesting country in which to study these topics because it has a large ownership concentration tendency, for example, it is normal for a specification of a family firm to imply that the founding family holds 50 percent or more of the property [11]. Our study attempts to contribute to the literature by furthering research on the existence of other factors and how they affect performance in an environment with high ownership concentration.



2.2.1. Debt


There are some suggestions to address the topic of debt as a relevant factor for consideration [41,48], and the benefits that indebtedness may bring to family and non-family firms have been explored in the literature. The impact of periodic payments that debt frequently provokes diminishes free-cash flow and may lead to lower discretional behavior by management [49]. This hypothesis arises from the Jensen’s free cash flow argument where cash flow distribution is one of the main causes of agency problems. This flow may imply that resources surpass the amount required to fund all profitable investments as financial liabilities force management to direct these resources away from non-profitable investments opportunities [50]. Given that indebtedness implies recurrent disbursements over time, thus diminishing the unlimited funds for management, as some funding must be designated to repay debt, thus, restricting the discretionary behavior of management [49,51]. This reduction of unrestricted funds reduces agency costs, which is most common in widely-held firms, but leads to expropriation of minority stockholder interests [52]. This occurs more often in countries with low shareholder protection such as Mexico, which is characterized by high ownership concentration as previously discussed.



Family businesses are commonly hesitant to use debt as indebtedness reinforces financial risk [53], which relates in a positive way with bankruptcy risks and loss of firm control [54,55,56]. The dispersion of ownership in family firms has been proven to lead to less use of debt [57]. Carney, van Essen, Gedajlovic, and Heugens [58] also find that reliance on debt of first generation private family firms harms their performance, and in successive generation 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 [59], compromising long-term investments [60], and the possibility that debt can exacerbate family conflict [18]. In order to further research the effect these strategies have on Mexican family firms, this study attempts to examine performance in both family and non-family firms, introducing debt into the equation in order to observe differences between firms. Businesses in Mexico have higher family ownership concentration [11], and when combined with the aforementioned aversion to debt, the following hypotheses can be expected:

	
H2a: In family firms, the effect of debt on performance is negative.



	
H2b: In non-family firms, the effect of debt on performance is positive.









2.2.2. Board Structure


The board structure of a family firm can be an important tool that firms can use to monitor management and lower agency costs, as a clear association of more participation of insiders on the board with better performance which has been found in various studies conducted in developed countries [8,61,62,63]. Additionally, Bonilla, Sepulveda, and Carvajal [64] in Chile, and Wenyi [65] in Taiwan, find that family participation on the board leads to better performance and lower volatility in returns.



However, the benefits of external directors in broadly owned firms are recognized [23], as they are in the right position to oversee firm performance, enforce discipline, or even remove executives for inadequate or poor performance [66,67,68]. They also provide a critical appraisal of the firm’s direction, strategy and business approaches, and broaden the boards’ perspectives [69]. Furthermore, a 2010 study in Italy found that family presence on the board of directors affects performance negatively, and that the presence of independent directors affects performance positively [70], and another 2010 study found an inverted U-shaped association between the number of family members on the board and performance [71]. A recent study in Taiwan found that family firms with high ownership concentration and low family board representation had a higher performance than those with the opposite characteristics, i.e., low levels of ownership concentration and high family board representation [72].



Even given the benefits of external directors, family firms are more resistant to accept them. First, outsiders in very few occasions are able to achieve a relevant representation of minority shareholders or non-family blockholders as they would do in companies with less concentrated ownership, also reducing their motivation to participate, as compared to family directors [73]. Secondly, even though their “unbiased” position can improve their capacity to provide counsel on some important matters, they have a restricted role with decisions that are connected to family members or family issues [74]. Therefore, external directors can be limited from collaborating effectively in a context where family ownership concentration is high [75].



Several studies on corporate governance have observed that independent or outside directors help firm performance and value in general [52,72]. In a study by Setia-Atmaja, Tanewski, and Skully [52], high ownership concentration and low family board representation was actually associated with a higher Tobin’s Q. The latter study highlights the differences in corporate governance structure in family and non-family firms, suggesting that outside directors have a different impact on performance for the family versus non-family firms [52]. Furthermore, as is expected to be the case in Mexico, family firms have significantly lower board independence than their non-family counterparts [52], and this situation will be expected to have a different impact for the family firm. For example, Husted and Serrano [76] show that 53 percent of directors or senior executives of companies in Mexico are directors of other companies of the same group, or are family related to executives of the firms. This study proposes that these corporate governance practices impact family and non-family firms differently, as posed in the following hypotheses:

	
H3a: In family firms, the effect of insiders on the board structure on performance is positive.



	
H3b: In non-family firms, the effect of insiders on the board structure on performance is negative.











3. Methodology


The initial sample used in this study comprised all of the 142 firms listed on the Mexican Stock Exchange during the periods of 2005–2011. Those firms that did not provide sufficient information for comparison purposes in their financial statements were eliminated from the study. Also, financial institutions and nonprofit organizations were excluded as well given the difficulties for the estimation of Tobin’s Q for financial institutions and non-comparable issues for the nonprofit organizations. The final sample consisted of 75 companies whose annual reports and financial information were collected from Economatica and Isi Emerging Markets. Finally, from the Mexican Stock Exchange website, information concerning industrial sectors was collected as well. The companies in the sample classified by industrial sector are shown in Table 1.
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Table 1. Number and percent of family and non-family firms by sector.







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







	
Sector

	
Total






	
Materials

	
16




	
Industrial

	
21




	
Services and goods of consumer non-basic

	
14




	
Common consumer products

	
13




	
Health

	
4




	
Telecommunications services

	
7




	
Total

	
75








Source: Mexican Stock Exchange classification code, 2013.







The companies in the sample are basically medium to large companies compared with the average Mexican firm size, either in terms of assets, sales or employees. This could raise some caveats about a possible sample bias, notwithstanding, the Panel A of Table 2 descriptive statistics show that firm size (in terms of assets) is quite heterogeneous and highly dispersed around the mean value, so it is assumed that the results are not biased by size issues. The sample composition is quite industry-balanced, although there is a slight bias towards industrial and materials firms at the expense of health or telecommunications companies that can be explained by the heavier concentration of the former in the Mexican market.
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Table 2. Descriptive data.







Table 2. Descriptive data.







	
Panel A: Descriptive statistics for all firms




	
Variables

	
Mean

	
Std. Dev.

	
Min

	
Max




	
Q

	
1.40

	
0.76

	
0.25

	
4.38




	
Famown

	
0.51

	
0.23

	
0.02

	
0.98




	
Lev

	
0.49

	
0.45

	
0.01

	
5.74




	
Ind

	
4.23

	
2.33

	
1

	
11




	
Sha

	
5.37

	
2.14

	
0

	
14




	
β

	
0.67

	
1.14

	
−5.89

	
7.20




	
Size

	
56,298.7

	
150,249

	
263

	
1,277,397




	
Panel B: Descriptive statistics by ownership structure




	
Family

	
Non-Family




	
Variable

	
Mean

	
Std. Dev.

	
Min

	
Max

	
Mean

	
Std. Dev.

	
Min

	
Max




	
Q

	
1.36

	
0.73

	
0.25

	
4.38

	
1.54

	
0.82

	
0.62

	
4.23




	
Lev

	
0.41

	
0.20

	
0.02

	
0.92

	
0.46

	
0.21

	
0.01

	
1.21




	
Ind

	
4.4

	
2.34

	
0

	
9

	
6.14

	
2.94

	
2

	
14




	
Sha

	
5.14

	
2.17

	
0

	
11

	
3.69

	
2.23

	
0

	
9




	
β

	
0.66

	
1.12

	
−5.89

	
6.61

	
0.69

	
1.22

	
−5.28

	
7.20




	
Size

	
38,403

	
57,665

	
405

	
349,121

	
21,931

	
29,235

	
263

	
155,061








Panel A presents the descriptive statistics for market performance (Q), ownership concentration (Famown), number of independent directors (Ind) and shareholder directors (Sha) on the board, Leverage (Lev) is the total liability/total asset that is measured as the book value of debt divided by the book value of total assets, and control variable firm size (Size) is the total assets, which is measured as the book value of total assets (assets are in millions of pesos), and market risk is measured by the systematic risk (β). The sample period is the financial year 2005/2011. Panels B and C provide summary statistics for the data employed in the analysis segmented by ownership structure (family and non-family). The data set comprises 75 firms listed in the Mexican Stock Exchange for the period 2005–2011. Performance of the firm measured by Tobin’s Q (Q) or the asset market-to-book ratio measures the performance of the firm. Family firms are companies where the founder or family member holds more than 40 percent ownership. The Panels A and B show the mean, standard deviation, minimum and maximum coefficients.







A key aspect of this study is the identification of family and non-family firms. Since the study focuses on ownership concentration, and family firms typically have more concentrated ownership, especially in non-Anglo-Saxon countries [72], it is important to identify the proper threshold of ownership that divides family and non-family firms in our sample in order to observe the effects of debt and board structure.



Mazzi, in her 2011 study [8] on 23 different research articles in different countries, states that owning families typically demonstrate a minimum control of 5, 10, or 20 percent, however, she later finds in her research that the median degree of family control among three-digit SIC industries is 50 percent when family firms are founder or founding family owned, and 51 percent when they are defined as individual or family controlled. La Porta, Lopez-de-Silanes, Schleifer, and Vishny [25,77], in a sample of large non-financial firms in 49 countries, find that the average ownership by the three largest shareholders is 46 percent. San-Martin and Duran [11] consider a firm a family firm as long as the family has 40 percent or more ownership of the company, as this percentage gives the family the ability to control the decisions and management of the company.



Since companies in general have a higher ownership concentration in Mexico, the choice of a higher starting concentration in order to properly divide the sample seems appropriate in this research, unlike other studies in which companies are classified as family companies when the owning family controls only 20 or 30 percent of the firm. Therefore, this study defines a family as one having an ownership concentration above 40 percent.



The percentage of ownership concentrated by the family was expressed as Famown and the Tobin’Q, or the asset market-to-book ratio, as Q. The remaining variables are leverage (Lev), which is measured as the book value of debt divided by the book value of total assets; and the board composition made of the number of independent (Ind) and insider or shareholder (Sha) directors. In addition, some control variables were included in order to examine some additional determinants of performance. Based on what has been done in previous works [31,78,79,80], the analysis considered size (Size), as represented by firm’s total assets, the natural logarithm of size (Lsize), and market risk (β). As stated before, the sample combines 75 firms over seven years producing a 525 observations-panel data. Given the aim of the study, the panel data methodology seems to be the most accurate [39]. The fixed-effects term is unobservable, and hence becomes part of the random component in the estimated model. A pooling analysis of all the companies without noticing these peculiar characteristics could cause an omission bias and distort the results. The random error term εit controls both the error in the measurement of the variables and the omission of some relevant explanatory variables. The models can be expressed by the following equations, where   i   refers to the firms and   t   to the year (     i    = 1,….,75;    t     = 1,….,7):


    Q  i t   =  θ  i t   + F a m o w  n  i t   + L e  v  i t   + I n  d  i t   + S h  a  i t   + L s i z  e  i t   +  β  i t   +  ε  i t     



(1)






    Q  i t   =  α  i t   + L e  v  i t   + L s i z  e  i t   +  β  i t   +  ε  i t     



(2)






    Q  i t   =  α  i t   + I n  d  i t   + L s i z e +  β  i t   +  ε  i t     



(3)






    Q  i t   =  α  i t   + S h  a  i t   + L s i z  e  i t   +  β  i t   +  ε  i t     



(4)







To provide robustness for the results, the percentage of ownership concentration to classify a company as a family or non-family firm was modified, using an ownership concentration level of 51 percent. It is important to mention that an attempt was made for an additional analysis using 35 percent as the ownership concentration level, but unfortunately, the Mexican market is characterized by high concentration across the board and at 35 percent of ownership concentration family firms represented 85 percent of the sample.



Also, to avoid the endogeneity problem in the relationship of family ownership and performance, the data was examined with the Generalized Method of Moments (GMM) that eliminates the possibility of second order serial correlation in the moments considered in the sample [81,82,83]. All regressors in the regression method are considered as exogenous except the lagged variable. The application of the Sargan test allows proving these conditions by avoiding incurring type I error, or accepting the null hypothesis. Thus, GMM provides mechanisms to limit errors over time, and to deal with heterocedasticity and simultaneity among the cases [31].



Finally, the effect of debt and board composition on performance was proved for first, second, and third or later generations of family firms, to examine if the results obtained for the whole sample of family firms vary. In this manner, the study tried to examine if the risk aversion and other motivations of family firms vary as the generation in control changes [57,58].



As shown in Table 2, on the one hand, family firms have a higher number of shareholders as board directors, and have more assets, while on the other hand, family firms have lower market performance, lower relative debt, fewer independent directors, and lower market risk.




4. Results


The results of the panel data estimation are displayed in Table 3, Table 4 and Table 5. These were estimated not only for the basic specification (Panels A and B of Table 4), but also segmenting the sample by alternative measure of ownership structure, with a level of ownership concentration in families to 51 percent, in order to assess robustness of the results (Table 5). The Hausman test reveals the importance of the fixed effect component, so that within-groups estimation method becomes necessary in order to deal with the constant unobservable heterogeneity.
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Table 3. Results of estimation based on complete sample.







Table 3. Results of estimation based on complete sample.







	
Variables

	
Coefficient

	
t-Statistic

	
p-Value






	
Famown

	
0.6026

	
1.71

	
0.088 ***




	
Lev

	
−0.2156

	
−1.88

	
0.061 ***




	
Ind

	
−0.4088

	
−1.22

	
0.221




	
Sha

	
0.6669

	
2.11

	
0.035 **




	
β

	
0.088

	
0.46

	
0.644




	
Lsize

	
0.0607

	
0.88

	
0.381




	
Constant

	
0.4179

	
0.57

	
0.566




	
Adjusted R²

	
0.25

	

	




	
Hausman test

	
32.57

	

	
0.000








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 percentage of family ownership. Leverage (Lev) is total liability/total asset that is measured as the book value of debt divided by the book value of total assets. Board structure is Ind (number of independent directors on the board) and Sha (number of shareholder directors on the board), Lsize is log of total firm assets, used as a proxy for firm size and β is market risk. Hausman test allows testing fixed versus random effects hypothesis. Hausman test follows a χ² distribution. ** Significant at 0.05, *** Significant at 0.01.







According to Table 3, there is a positive significant statistical association of family ownership with Tobin’s Q, which represents market performance, confirming the first hypothesis. Also, the participation of shareholders on the board is positively associated to performance in a significant way. The level of indebtedness is associated negatively to performance.



Further analysis observes the effect that these variables have on company performance or value creation after differentiating between family and non-family firms. The results are shown in Table 4.



Table 4 shows the effect that debt and board structure have on market performance considering family and non-family firms. Whereas lower levels of debt are associated in a significant way to higher market performance in family firms, higher levels of debt are related to superior performance in non-family businesses. Both results confirm hypotheses 2a and 2b.
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Table 4. Results of estimations based on family and non-family sample (family holds more than 40 percent ownership).
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Panel A: Family Firms

	
Panel B: Non-Family Firms




	
Variables

	
1

	
2

	
3

	
4

	
1

	
3

	
4

	
5






	
Lev

	
−0.210

	

	

	
−0.211

	
0.282

	

	

	
0.211




	
(−1.94) **

	

	

	
(−1.95) **

	
(2.72) **

	

	

	
(1.95) **




	
Ind

	

	
−0.188

	

	
−0.188

	

	
0.559

	

	
0.562




	

	
(−1.80) *

	

	
(−1.80) *

	

	
(2.06) **

	

	
(1.97) **




	
Sha

	

	

	
0.685

	
0.608

	

	

	
−0.120

	
−0.117




	

	

	
(1.94) **

	
(2.18) **

	

	

	
(−2.20) **

	
(−2.10) **




	
β

	
0.016

	
0.019

	
0.014

	
0.015

	
0.010

	
0.019

	
0.050

	
0.071




	
(0.80)

	
(0.91)

	
(0.67)

	
(0.74)

	
(0.25)

	
(0.47)

	
(0.21)

	
(0.79)




	
Lsize

	
0.115

	
0.094

	
0.077

	
0.123

	
0.123

	
0.188

	
0.236

	
0.138




	
(1.67) *

	
(1.37)

	
(1.13)

	
(1.76) *

	
(0.56)

	
(1.01)

	
(1.21)

	
(1.65)




	
Constant

	
0.327

	
0.712

	
0.460

	
0.920

	
0.812

	
0.442

	
0.452

	
0.580




	
(0.50)

	
(1.06)

	
(0.70)

	
(1.25)

	
(0.35)

	
(1.32)

	
(2.37) **

	
(1.35)




	
Adjusted R²

	
0.14

	
0.22

	
0.19

	
0.15

	
0.13

	
0.18

	
0.17

	
0.19




	
Hausman test

	
20.17

	
23.10

	
31.42

	
36.49

	
15.58

	
22.09

	
29.31

	
24.78




	
(0.000)

	
(0.000)

	
(0.000)

	
(0.000)

	
(0.008)

	
(0.000)

	
(0.000)

	
(0.000)








Table shows estimated coefficients, t-statistics and p-value. The Panel A shows the results for family firms. Panel B reports the results for non-family firms. Performance is the dependent variable and is measured using Tobin’s Q ratios (Q) or the asset market-to-book ratio. Famown represents the percentage of family ownership. Leverage (Lev) is total liability/total asset that is measured as the book value of debt divided by the book value of total assets. Board structure is Ind (number of independent director on the board) and Sha (number of shareholder director on the board), Lsize is log of total firm assets, used as a proxy for firm size and β is market risk. Hausman test allows testing fixed versus random effects hypothesis. Hausman test follows a χ² distribution. * Significant at 0.10, ** Significant at 0.05.







In the case of the structure of the board, the results show a significant positive relationship for inside directors and performance and a negative relationship for external board directors in family firms. Just the opposite is true for non-family firms, as performance is affected negatively by the presence of shareholders on the board and positively by independent director participation, thus hypotheses 3a and 3b are confirmed.



In all cases, market risk and firm size are positively associated with market performance, but only in the case of the family firm, size as measured as the amount of assets, shows a significant relationship.



The results of the regression analysis using 51 percent of family ownership as the threshold for defining family firms versus non-family firms are shown in Table 5.



The results shown in Table 5, using 51 percent for differentiating a family from a non-family firm, do not differ from the results in Table 4. This means that the results may apply for an extended range of ownership concentration.
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Table 5. Results of estimations based on family and non-family sample (family holds more than 51 percent ownership).
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Panel A: Family Firms

	
Panel B: Non-Family Firms




	
Variables

	
1

	
2

	
3

	
4

	
1

	
3

	
4

	
5






	
Lev

	
−0.067

	

	

	
−0.062

	
0.144

	

	

	
0.234




	
(−1.78) *

	

	

	
(−1.72) *

	
(1.92) **

	

	

	
(1.73) *




	
Ind

	

	
−0.109

	

	
−0.138

	

	
0.403

	

	
0.685




	

	
(−1.94) **

	

	
(−1.67) *

	

	
(1.73) *

	

	
(1.99) **




	
Sha

	

	

	
0.620

	
0.684

	

	

	
−0.203

	
−0.164




	

	

	
(1.68) *

	
(2.19) **

	

	

	
(−1.72) *

	
(−1.67) *




	
β

	
0.047

	
0.059

	
0.061

	
0.060

	
−0.056

	
−0.030

	
−0.027

	
−0.061




	
(2.09) **

	
(2.13) **

	
(2.18) **

	
(2.25) **

	
(−1.15)

	
(−0.83)

	
(−0.73)

	
(1.17)




	
Lsize

	
0.246

	
0.230

	
0.209

	
0.246

	
0.359

	
0.279

	
0.267

	
0.138




	
(3.59) ***

	
(3.19) ***

	
(2.83) ***

	
(3.58) ***

	
(2.14) **

	
(1.78) **

	
(1.70) *

	
(1.65)




	
Constant

	
0.934

	
0.909

	
0.861

	
0.961

	
0.426

	
0.567

	
0.359

	
0.328




	
(1.49)

	
(1.35)

	
(1.15)

	
(1.98) **

	
(2.49) **

	
(3.11) ***

	
(1.70) *

	
(1.91) **




	
Adjusted R²

	
0.16

	
0.18

	
0.15

	
0.21

	
0.13

	
0.14

	
0.16

	
0.21




	
Hausman test

	
22.36

	
23.42

	
21.53

	
39.12

	
15.29

	
21.19

	
28.71

	
29.34




	
(0.000)

	
(0.000)

	
(0.000)

	
(0.000)

	
(0.000)

	
(0.000)

	
(0.000)

	
(0.000)








Table shows estimated coefficients, t-statistics and p-value. The Panel A shows the results for family firms. Panel B reports the results for non-family firms. Q Performance is measured using Tobin’s Q ratios (Q) or the asset market-to-book ratio. Leverage (Lev) is total liability/total asset that is measured as the book value of debt divided by the book value of total assets. Board structure is Ind (number of independent director on the board) and Sha (number of shareholder director on the board) and Lsize is log of total firm assets, used as a proxy for firm size and β is Market risk. Hausman test allows testing fixed versus random effects hypothesis. Hausman test follows a χ² distribution. * Significant at 0.10, ** Significant at 0.05, *** Significant at 0.01.







In order to deal with endogeneity, the results of the GMM model are shown in Table 6.



Table 6 shows that after controlling for endogeneity, and failing to reject the null hypothesis, results remain as already reported in previous regressions. This demonstrates the robustness of the results, reinforcing the hypotheses of this study.



The results of differentiating the effect of debt and board structure in first, second, and third or later generations of family firms are presented in Table 7.



The first and second generations of family firms show that higher performance associates with less debt, whereas in third or later generations, performance is linked to more debt. In the case of board structure, there is also a modification between the first two family firm generations and the third or later generations, as the association of independent directors with performance changes from negative to positive.
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Table 6. Results of GMM Model based on family and non-family sample (family holds more than 51 percent ownership).







Table 6. Results of GMM Model based on family and non-family sample (family holds more than 51 percent ownership).







	
Variable

	
Panel A: Family Firms

	
Panel B: Non-Family Firms






	
Constant

	
0.598

	
0.351




	
(0.32)

	
(1.42)




	
Lev

	
−0.420

	
0.718




	
(−2.29) **

	
(1.96) **




	
Ind

	
−0.974

	
0.501




	
(−2.28) **

	
(2.02) **




	
Sha

	
0.297

	
−0.246




	
(1.82) *

	
(−2.02) **




	
β

	
0.074

	
0.090




	
(1.78) *

	
(1.42)




	
Lsize

	
0.190

	
0.117




	
(0.96)

	
(0.53)




	
m1

	
−6.21 ***

	
−5.34 ***




	
m2

	
−0.68

	
−0.71




	
Sargan test

	
9.13

	
8.53




	
Wald test

	
12.36 *

	
13.51 *








Table shows estimated coefficients, t-statistics and p-value. The Panel A shows the results for family firms. Panel B reports the results for non-family firms. Q Performance is measured using Tobin’s Q ratios (Q) or the asset market-to-book ratio. Leverage (Lev) is total liability/total asset that is measured as the book value of debt divided by the book value of total assets. Board structure is Ind (number of independent director on the board) and Sha (number of shareholder director on the board) and Lsize is log of total firm assets, used as a proxy for firm size and β is Market risk. 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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Table 7. Results of estimations based on generation family sample (first generation and second or more generations).







Table 7. Results of estimations based on generation family sample (first generation and second or more generations).







	
Variable

	
PGEN

	
SGEN

	
TGEN






	
Lev

	
−0.557

	
−0.168

	
0.221




	
(2.53) ***

	
(−1.80) *

	
(2.87) ***




	
Ind

	
−0.2937

	
−0.808

	
0.560




	
(−2.16) **

	
(−1.86) *

	
(1.81) *




	
Sha

	
0.8570

	
0.774

	
−0.338




	
(3.47) ***

	
(1.91) **

	
(−1.99) **




	
β

	
0.090

	
0.087

	
0.082




	
(0.27)

	
(0.20)

	
(0.19)




	
Lsize

	
0.109

	
0.384

	
0.256




	
(1.96) **

	
(2.15) **

	
(1.40)




	
Constant

	
0.313

	
0.496

	
0.721




	
(1.74) *

	
(1.39)

	
(0.48)




	
Hausman test

	
25.76

	
21.34

	
23.56




	
(0.000)

	
(0.000)

	
(0.000)








Table shows estimated coefficients, t-statistics and p-value. The Panel A shows the results for family firms. Panel B reports the results for non-family firms. Q Performance is measured using Tobin’s Q ratios (Q) or the asset market-to-book ratio. Leverage (Lev) is total liability/total asset that is measured as the book value of debt divided by the book value of total assets. Board structure is Ind (number of independent director on the board) and Sha (number of shareholder director on the board) and Lsize is log of total firm assets, used as a proxy for firm size and β is Market risk. Hausman test allows testing fixed versus random effects hypothesis. Hausman test follows a χ² distribution. * Significant at 0.10, ** Significant at 0.05, *** Significant at 0.01.








5. Discussion and Conclusions


This study focuses on the role corporate governance plays in the relationship between ownership structure and performance. In particular, it deals with two mechanisms of corporate governance, externally, the level of debt in a firm, and internally, the structure of the firm’s board.



From a theoretical point of view, the results of this study add to the relationship of ownership concentration and performance, indicating the reductions of agency costs given the weak corporate legal governance in Mexico. Thus, owners may assure by these means greater control of their firms.



Through the investigation of the level of debt and the composition of the board of directors, this study disentangles some findings that point to ambiguous or contradictory associations between family and non-family firms, and performance. The answers to the hypotheses that were formulated in this study lead to the conclusion that in both family and non-family cases, the financial leverage and the board structure act as reinforcing mechanisms in the achievement of better results.



The findings show that in family businesses, the avoidance of debt and the greater participation of dominant shareholders on the board act as regulatory mechanisms for better performance. Given the high concentration of property in family firms, debt is not seen as a necessary mechanism for reducing discretionary management behavior. This discretionary management behavior is limited by the control rights that owners exercise on discretionary funds. It is also likely that by reducing the level of debt, owners can reduce perception of the risk of financial bankruptcy and loss of control, strengthening the socioemotional goals maintained by a closer family group of owners. On the contrary, the dispersion of property may encourage owners to increase the level of debt as this mechanism would serve as a monitor to make better use of funds in profitable projects, leading to a better return on equity capital.



When there is a high concentration of property, the role of shareholders becomes more important for the firm. Majority shareholders are able to improve the firm’s position by minimizing the risk of being distracted by the goals of fewer and less important minority shareholders. Apparently, according to the performance achieved by family businesses in this study, the presence of entrenchment or nepotism does not seem to be a common issue in these firms. Therefore, it may seem that stewardship in company management is best performed when owners in governance bodies maintain higher authority and discretion. The benefits that owners obtain by exercising their control rights on the board are effective in achieving better performance. In the opposite situation, when ownership is more dispersed, the role of independent directors on the board becomes more relevant. It can be argued that in the case of non-family businesses, independent directors are in a better position to provide more objective and informed advice than family shareholders. The higher dispersion of property may bias board decisions toward the dominant shareholder block, compromising a more comprehensive view of the firm. As other related studies have shown [11], in non-family firms, institutional investors, such as financial institutions, participate to a larger extent. This participation may increase the board’s capabilities for monitoring free cash flow use in the firm, and also may serve as a mechanism to reduce risk aversion caused by macroeconomic volatile changes.



The association of debt and board structure with the generation in control shows that debt may become an effective mechanism, as there is dispersion in ownership and a consequent reduction of risk aversion in third and later generations [57]. The same arguments may apply to the growing number of independent directors on the board as their participation becomes more credible, acting as a more effective representation of minority shareholders [7,9]. This situation is explained by Schulze, Lubatkin, and Dino [57], who argue that the greater the ownership dispersion, and the smaller the average shareholding, the more likely their boards will favor growth, and, in the absence of the ability to issue equity or cut dividends, the more likely they will be to risk the use of debt to fund growth.



From a practical perspective, the differentiated effect of those factors may serve to fill the institutional voids mentioned by Gedajlovic et al. [6], mainly the weak protection allowed to minority investors in Mexico. As previously mentioned, the reinforcement effect of having a low debt and low participation of independent directors in family businesses, contributes to the association of family ownership with better performance, especially in a context where there is weak legal corporate shareholder protection, such as in emerging economies. By the same token, in the case of non-family businesses, the participation of independent or external directors on the board and a higher level of debt act as an effective device to achieve better performance.



However, the relatively lower average market performance of family firms as compared to non-family firms (see Table 2) may be affected by the strategies they follow in relation to indebtedness, which in some cases may cause underinvestment to support growth and profitability. Thus, in order to make better use of their potential, family firms are encouraged to create organizational structures and decision rules that facilitate intra-family communication; including the involvement of family members in the top management of the firm and professional advisors may help as well [37]. Additionally, it can be found that views and orientations of outsiders and owners can strengthen the firm’s board. As Cannella, Jones, and Whiters [84] have shown, firms may seek directors with prior experience at firms with similar identities that are mainly familial or entrepreneurial in nature. For practical implications, recommendations can be directed to family owners to seek directors that have a close identity with the organization [85], and who have the experience and power to counsel an otherwise entrenched family leader [86].



We are aware of the limitations of this study, as the results may be only valid for Mexico and possibly for those countries in which there is a relatively high concentration of firm property. Also, we recognize that we have found an association between debt and board composition, and the results obtained in family and non-family firms, however, to show causality would require a longitudinal research design.



In spite of these considerations, the main contributions of this study include an important understanding of the relationship of debt and board structure, and also a simultaneous analysis of the effect of these variables in family and non-family businesses. With these findings, we seek to encourage similar research in other emerging economies to further explain the relationship between ownership concentration and performance.
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