The Effect on the Performance of Listed Family and Non-family Firms

Abstract

Purpose: The purpose of this paper is to examine whetherothinership of public firms is
related to accounting and market performance, camgpéamily and non-family listed firms.

Design/methodology/approach: We use regression analysis, considering a sample o

Portuguese family and non-family firms for the perbetween 1999 and 2010.

Findings: Overall, the results show that family firms areles] are more indebted and have
higher debt costs than non-family firms. Howevérew present lower levels of risk. The
evidence suggests that family firms outperform family firms when we consider a market
performance measure. The market performance ofyfarantrolled firms is more sensitive to
the crisis periods and age, compared to their evpatts. The empirical findings suggest that
under economic adversity, the performance is eafpgeciompromised by the firms’ age.

Resear ch limitationg/implications: A limitation of this study is the small size oetkample,

which derives from the small size of the Portugusteek market, the Euronext Lisbon.

Originality/value: This paper offers some insights on the ownershipublic firms and firm
performance by investigating a small European ecgnd he study also contributes to the
stream of firm performance, considering new indejgen variables as determinants of firm
performance, such as operational risk. Finallg, study examines the interaction between
ownership and performance under both steady andrsgl\economic conditions, giving the
opportunity to analyze whether firm performancdeig according to market conditions.
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1. Introduction

Over decades, several studies document evidenctathdy firms are common in publically-
traded firms worldwide. La Porta al. (1999) analyzed 27 countries, finding evidencd tha
about 50% of firms in their sample were family-cotied. Faccio and Lang (2002) find that
more than 60% of listed firms in France, Italy, @@drmany are family firms. Sraer and
Thesmar (2007) analyzed listed French firms anclooled that more than 60% of the firms
are managed by founding families. Studies on thedo& ment relatively lower percentage
values for family firms, with Andersen and Reeb@pand Villalonga and Amit (2006)
finding percentages of 35 and 37, respectivelyrégmrds Portugal, Faccio and Lang (2002)
find evidence that family firms constitute about®®6 of firms sampled and that in about
50% of the family firms, the controlling owner rsmanagement.

Other studies centre on the main determinantsrof fierformance, particularly the
accounting (Alloucheet al., 2008; Smith, 2008; Nunest al., 2012) and the market
performance (Anderson and Reeb, 2003; Pérez-GanZZ0€6; Martinezt al., 2007; Sraer
and Thesmar, 2007; Zhou, 2012). Although they foonsthe effect of liquidity on firm
performance (Deloof, 2003; Fagiolo and Luzzi, 2008yeira and Fortunato, 2006; Moreno
et al., 2010) and on the relationship between debt andgierformance (Titman and Wessels,
1988; Chanet al., 2003; La Roccat al., 2011, Moreno and Castillo, 2011), they did not
examine the effects of operational risk and gersdl economic adversity on the firms
performance.

In this context, our study aims to investigate \ketfamily firms outperform non-
family counterparts, considering both accountind ararket measures of firm performance as
well as to analyze the firms’ performance, condigd by the financial and economic crisis, in
order to test whether family firms are higher perfers than their counterparts even in

recession periods, considering a sample made upeob8 Portuguese non-financial firms



listed on Euronext Lisbon for the period 1999 td @0From the full sample, 35 firms were
classified as family firms (about 60%) and 23 as-family firms.

This study contributes to the existing literature the ownership of public firms and
firm performance by investigating a small Europeaonomy. More specifically, it examines
the performance of family firms in the context ajrfeigal. The history, capital market, and
characteristics of businesses in this continentabgean country differ greatly from English-
speaking countries, where most studies on famitgdihave been conducted. The study also
contributes to the stream of firm performance, aering new independent variables as
determinants of firm performance, such as the d@a risk. Finally, the study examines
the interaction between ownership and performamcuboth steady and adverse economic
conditions. Analyzing periods of financial boom anél recession separately gives the
opportunity to analyze whether firm performancdeds according to market conditions. The
results suggest that the influence of risk on firperformance is different between family
and non-family firms, but only for a performanceasere. The evidence proposes that, under
adverse economic conditions, performance is pdatiguaffected by the firm's debt level.
Overall, the empirical findings support the viewattHamily firms outperform non-family
firms.

The remainder of this paper is organised as folloBection 2 provides a literature
review and develops the research hypotheses. 8e®tresents the data, the variables and
the method of analysis. Section 4 presents andisies the research results. Finally, section

5 concludes the paper.

2. Literature Review and Hypotheses Development

2.1. Family Firms, Nom-family Firms and Performance



One difficulty in this sort of study is the defioib of family firms (FF) and non-family firms
(NFF). Different studies have used different clisaiions of FF (Bennedsen and Nielsen,
2010). Most definitions include three main dimensiofamilies holding a significant part of
the capital; family members retaining significamintrol over the firm and family members
holding top management positions (Villalonga anditA2006). For example, Westhea

al. (2001) based their FF definition on the extentwtuch a firm is managed by members
from a single dominant family group, with the fitmeing classified as FF if the family hold
more than 50% of the shares. Anderson and Reel3)23@ the percentage of equity owned
by the founding family and the presence of familgmers on the board of directors, thus
subscribing to a hybrid view of ownership and boawdtrol. Zahra (2005) asked, in a survey
targeting a group of 2,000 US companies, whethersfiwere family owned.

Following La Portaet al. (2000) and Setia-Atmajet al. (2009), we define FF as those
in which the founding family or a family member ¢aoiled 20% or more of the equity, and
was involved in the top management of the firm.

The arguments on the performance of FF compareMRB are supported on the
literature on agency theory (Jensen and Mecklirgy,61 Jensen, 1986) and on corporate
governance\(illalonga and Amit, 2006)According to Jensen and Meckling (1976) and Jense
(1986), agency costs diminish a firm’s value. Hoerewhen the ownership and control of a
firm are held by the same party, the agency costeaated with conflicts of interest and
information asymmetries draw back (Jensen and Nmegkll976). Consequently, FF have
incentives to reduce agency conflicts and maxinfiize value (Demsetz and Lehn, 1985).
Higher levels of family firms’ performance mightao from the better alignment of interests
between shareholders and managers (Andersen atg F¥3). Andersoet al. (2003) state
that FF present fewer agency conflicts betweentgaud debt than non-family counterparts,

reducing agency costs that might lead to higheeltewf performance. In addition, family



shareholders have long-term outlooks and implenogtimal investment policies over the
long run, which results in improved performancee(igt 1989). In line with this argument,
James (1999) concludes that FF invest more eftigiéhan NFF because the family wants to
pass the firm onto succeeding generations and eeBMiller and Miller (2006) argue that
the long-term investments of family-controlled fsmgrow from specific governance
conditions and produce competitive asymmetries, ciwhcreate capabilities that are
sustainable.

Sraer and Thesmar (2007) analyze the performanEeeoich FF over the period 1994-
2000, finding that FF outperform other firms. Thegsults are in line with those of Anderson
and Reeb (2003), who analyze the relationship bEtweunding-family ownership and firm
performance in the US market, concluding that FHffope better than non-family ones. More
precisely, they find that when family members saseCEO, performance is better than with
outside CEOs, suggesting that family ownership nsetective organizational structure.
Scholeset al. (2012) investigate listed family firms in the Uketiveen 2007 and 2009,
finding that FF have superior profitability and saderably less debt than their counterparts,
but have a lower growth rate. Allouclee al. (2008) find evidence of better performance
among Japanese FF and other authors find eviddnEE bigher performance in advanced
and competitive economies (Anderson and Reeb, 2B8Ag and Jiang, 2010; Essstral.,
2011). Moreover, some literature documents theesscof FF in markets considered as weak
and developing institutional environments (Bertramdl Schoar, 2006). Indeed, the evidence
suggests that FF do well in underdeveloped capidkets (Bhattacharya and Ravikumar,
2001), weak formal protection for minority investo(Burkart et al., 2003), and poor
commercial law (Gilson, 2007), which might be oase, as we focus on a small European

economy.



However, some prior literature suggests that FFlead to poorer firm performance
than NFF. Fama and Jensen (1985) argue that lavgeentrated stockholders such as
founding families may derive greater benefits frimitowing objectives such as technological
innovation, firm growth, or firm survival than froenhancing shareholder value. Moreover,
founding families may pursue actions that maxintizeir personal utility, serving family
interests, instead of profit maximization (Demsatzl Lehn, 1985; DeAngelo and DeAngelo,
2000). Shleifer and Vishny (1997) suggest thatlmgecost of concentrated family ownership
arises when unqualified family members run the fieveral other reasons are aimed to
explain the FF lower performance than NFF (Gedalost al., 2012), such as the
expropriation of wealth by inside family ownersrraninority shareholders (Bertramtial .,
2002), the misallocation of resources (Morck andingg 2003), the inefficient allocation of
resources (Almeida and Wolfenzon, 2006), and tleénfg of obligation one family member
feels to aid another at a time of need (Villaloaga Amit, 2010).

Analyzing a sample of Canadian firms, Momthkal. (1988) find that heirs and founders
are outperformed by widely held corporations, whishin agreement with the results of
Holderness and Sheehan (1988), who find that FE lawver levels of Tobin’s Q ratio than
their counterparts. Pérez-Gonzéalez (2006) usesdtksftbm CEO successions to examine the
impact of inherited control on firm performance.€itresults suggest that heirs may be worse
managers than outside CEOs. These results havecbeérmed by Bennedsen and Nielsen
(2010), who investigate the impact of family chaeaistics in corporate decision-making and
the consequence of this on firm performance, uaisgmple of Danish firms analyzed for the
1994-2002 period. The authors found that familycessions have a large negative causal
impact on firm performance, concluding that proi@sal and non-family CEOs provide

extremely valuable services to the organizatioey tiead.



Other studies find mixed or inconclusive resulthdkdna and Rivkin, 2001; Claessens
et al.,, 2002). Using a Bayesian approach, Bletlal. (2011) find that whereas family and
founder ownership are associated with superiorop@dnce, the results for family and
founder management are more ambiguous. Some rhsearconclude that the evidence
concerning family firms’ performance is sensitieethe different definitions of FF (Westhead
and Cowling, 1998; Maury, 2006; Milleat al., 2007; Alloucheet al., 2008), which could
explain the mixed results obtained so far.

Although there are no consensual conclusions caimggthe corporate performance of
family firms, we expect FF to have better perforageitevels than their counterparts. In this
context, and in order to compare the results witbvipus evidence, we formulate the
following classic hypothesis:

H1: Family firms outperform non-family firms.

2.2. Risk
Agency theory suggests that the higher the ownerglviel (which is likely to occur in FF),
the greater the alignment between owners and men&@ensen and Meckling, 1976; Fama
and Jensen, 1983). Consequently, this intereshrakgt between family and the firm may
motivate the implementation of innovative ideast teamulate growth and improve firm
performance (Zahra, 2005), but increase businegs Jensen and Meckling (1976) suggest
that business risk, among other variables, inflesrfcm performance. Indeed, there is broad
evidence that firms with highly volatile operatiegrnings are more likely to be exposed to
risk (Fama and Jensen, 1983; Titman and Wesse38, Pélams and Buckle, 2003).

As shown in the literature, managers, like indiald tend to be risk-averse (Mehran,

1995). The evidence that family firms are more asleo financial risk than non-family



firms (Mishra and McConaughy, 1999) leads us taligtehat they are also more adverse to
operational risk. On this basis, we formulate hizgsts three:
H.: The negative relationship between operational risk and firm performance is stronger for

family firms than non-family firms.

2.3. Employment
There is no specific literature concerning the trefeship between employment and firm
performance. However, according to the Atkinson8é&)9model, employment is associated
with versatility and the ability to perform differefunctions and roles in the firm’s business
activities. This contributes to functional flexiiy, which, in our point of view, can lead to
relatively superior performance. Lepak al. (2003) find evidence that a greater use of
knowledge-based employment is positively associatétl firm performance. Moreover,
Zhou (2012) finds evidence of a positive relatiopdietween employment and profitability.
Based on this evidence and on the institutionatecdreffect on FF (Bhattacharya and
Ravikumar, 2001; Burkast al., 2003), we formulate the following hypothesis:
Hs: The positive relationship between employment and firm performance is stronger for

family firms than non-family firms.

2.4. Crisis

There has been no examination of the phenomengerédrmance with particular focus on
the surrounding economic environment. Indeed, tk&tionship between crisis and

performance has not yet been explored in the Earopentext.
In turbulent economic and market conditions, themee fewer investment
opportunities, which can lead to relatively lowerfprmance. Indeed, Mitton (2002) finds

evidence of lower returns during the East Asiaariial crisis of 1997-1998.



One characteristic of recession periods is the khtility of share prices (Veronesi,
1999). Moreover, investors tend to be irrationadl &m overreact to poor market conditions
(Glodeet al., 2010). Consequently, high volatility and investwerreaction may counteract
the value premium of founder firms. Zhou (2012)tetathat during a crisis, unqualified
management may increase costs for FF, which dimesismore the FF than the NFF
performance. In addition, other arguments can oetef the assumption that the expected
negative relationship between crisis and firm penfnce will be stronger for FF than NFF,
such as the feeling of obligation the family mensbfel to aid another at a time of need
(Villalonga and Amit, 2010), the bigger incentiveat NFF have to take risky projects
(Anderson and Reeb, 2003) and the role of CEO ardomembers being family members or
not. Indeed, Pérez-Gonzalez (2006) and BennedseérNaisen (2010) find evidence that
heirs may be worse managers than outside CEOs]uctimg that professional and non-
family CEOs provide extremely valuable servicedhe organizations they head. Based on
this reasoning, we formulate the last hypothesis:

H4: The negative relationship between crisis and firm performance is stronger for family

firms than non-family firms.

3. Research Method

3.1. Data

The sample consists of all the Portuguese non-¢iahirF and NFF listed on the Euronext
Lisbon during the period from 1999 to 2010. Thecdprty of the sample period is a result of

data availability. Data were obtained from SABpravate database provided by Bureau van
Dijk and complemented with additional informationllected from annual company reports.
There are 58 firms in the full sample, correspogdioa 583 observations. The number of

observations in the sample is conditioned by the sf the Portuguese stock market as well



as the availability of data. Given that this stwadys to investigate the relationship between
the ownership of public firms and firm performanees consider also two research sub-
samples: the FF sub-sample of 35 firms, correspgnidi 377 observations and the NFF sub-
sample of 23 firms and 206 observations.

FF constitute about 60% of the global sample, agrégage similar to that found by
Faccio and Lang (2002) for Portugal (60.34%). Thedence that almost 65% of the
observations are related to FF is consistent with dvidence that family shareholders are
common in publically traded firms (Claessansl., 2000; Faccio and Lang, 2002; Anderson

and Reeb, 2003; Villalonga and Amit, 2006).

3.2. Variables and Research Model
Because we want to examine the influence of publies’ ownership on firm performance,
our dependent variable is performance (PERF).

We consider two kinds of performance: accountingfgmmance and market
performance. To analyze accounting performanceusethree measures: 1) the operating
return on assets (OROA), calculated as the opegratannings divided by total assets. We use
OROA because it is unaffected by any changes iitatagtructure, which determines the
corporate tax base; 2) return on equity (ROE), aaexbas the ratio of net earnings to equity
and 3) sales growth (SG), calculated as the chamdgbe natural logarithm of sales. To
measure market performance, and following Pérezz&em (2006), we employ the market-
to-book ratio (MB), computed as the market valu¢ghe book value of the equity. We opt to
consider MB instead of Tobin’s Q ratio, since Zl{@gQ12) has recently shown that Tobin’s Q
is not an accurate measure of performance durisg @eriods, because inventors tend to be

irrational and share price volatility is high.
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As regards independent variables, we consider berational risk (RISK), the
employment (EMPLOY) and market crisis (CRISIS) ahles.

Following Mishra and McConaughy (1999), we meas®¥K as the standard
deviation (calculated over the past three yearsyparating income before depreciation to
annual sales. We define EMPLOY as the natural ldgarof the number of employees in the
firm (Zhou, 2012). In order to identify CRISIS, wensider a dummy variable which is one if
a fiscal year is considered a year of financiakssen, and zero otherwise. We assume that
financial crisis really strikes the financial marke 2008-2010, thus, CRISIS will take the
value one for 2008, 2009 and 2010, and zero otlsetwi

As control variables, we consider firm age (AGExdrage (LEV) and the cost of debt
(COST).

Like previous studies (Bhaird and Lucey, 2009; Nuseal., 2012), we expect a
positive relationship between AGE, calculated as miatural logarithm of the difference
between incorporation year and a fiscal year, anusfperformance. We consider LEV as the
ratio of total debt to total assets (Mishra and Mie&ughy, 1999; Chest al., 2010). It cannot
be predicteda priori, the expected signal for this variable. On the lbaed, it is expected a
positive relationship between debt and performadremause, according to the theory of free
cash flow (Jensen, 1986), debt is a discipliningiagke On the other hand, and based on the
assumptions of the Pecking Order Theory (Myers4188yers and Majluf, 1984), profitable
firms have low levels of debt capital because they able to use internal financing (Rajan
and Zingales, 1995). In this context, it is expdci@ negative relationship between
profitability and debt. Although some authors fiadnegative relation between the two
variables (Rajan and Zingales, 1995; Flannery aadgBn, 2006; La Rocaa al., 2011),
other authors question the expected relationshiwdsn them (Constantinides and Grundy,

1989; Barclay and Smith, 1995). COST is consida®the after-tax cost of debt, calculated
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as the ratio of interest expenses by interest-hgatort-term and long-term debt, multiplied
by one minus the marginal tax rate. It is expeetategative relationship between the COST
and the firms’ performance.

In order to analyze the relationship between peréorce and their determinants, we
employ the following regression model:

PERF, =o +B, Fk, +B, RISK_FF +3; EMPLOY_FF, +, CRISIS_FF +
+B; RISK ; +B, EMPLOY, +B, CRISIS, +B; AGE +B, LEV,, + (1)
+B,, COST, +IND, +¢;,

PERF consists of the different measures of accograind market performance already
specified; Fk is a dummy variable which is one if a firm is colesed a family firm, and
zero otherwise; RISK_FF, EMPLOY_FF and CRISIS F& iateraction terms between the
dummy that identifies FF and the performance ddateants (independent variables): RISK,
EMPLOY and CRISIS. We consider the variables inetlich the interaction variables also as
standalone variables, in order to see if the edfefithese variables are statistically different
between family and non-family firms. AGE, LEV an®GST are control variables. IND are
industry dummy variables representing the main s$tgu sectors: 1) primary sector
(agriculture and fishing); 2) secondary sector (ofacturing and construction); and 3)
tertiary sector (services and commerce).

We use pooled OLS regressions and present the asthnerrors corrected for
heteroscedasticity and covariance, based on th¢éeW!{lL980) heteroscedasticity consistent
standard errors method.

Table 1 describes the variables used in this study.

(Insert Table 1 about here)

In order to analyze whether the determinants ofop@ance differ between expansion

and recession periods, we split the sample in wmperiods: before the crisis (1999-2007)

and during the crisis (2008-2010).
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4. Resear ch Results
4.1. Descriptive statistics

Table 2 reports the descriptive statistics forvhgables used in the subsequent analysis
for FF and NFF, as well as the difference in medi& last columns present the t-statistic
and Wilcoxon Z statistics for differences in meand anedian values between the two sub-
samples, respectively. We winsorize the variableshair 1 and 99 percentile levels to
mitigate the effect of outliers.

(Insert Table 2 about here)

Although FF present higher values than NFF fortlal performance measures, the
mean differences are not statistically significasuiggesting that FF do not significantly
outperform NFF. FF are different from NFF in whancerns RISK, EMPLOY, AGE, LEV
and COST. FF are older, have more employees, are mdebted and the cost of debt is
higher, but present lower levels of operation&.ris

The Wilcoxon test statistics for significance offeliences in medians indicate that the
median value for the variables RISK, EMPLOY, AGEIaDOST are significantly different
for FF and NFF. The median differences for OROA ai/ are statistically significant at
the 5% and 10% level, respectively.

Table 3 shows the performance measures means ldbmisis period (1999-2007)
and during the crisis (2008-2010), as well as tifierénces in mean and median variables
between the two periods, considering all the fi(fdanel A), FF (Panel B) and NFF (Panel
C).

(Insert Table 3 about here)
Panel A shows that OROA, ROE and MB differ by periBefore the crisis period, the

firms are more profitable than in the crisis periedcept for the ROE results, which suggests
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that ROE is not an appropriate measure of firmguarance. The difference in results before
and during the crisis is due to FF (Panel B), sinoee of the mean differences for NFF is
statistically significant (Panel C). Consequentihg results suggest that FF are more sensitive
to crisis periods than NFF.

The Wilcoxon test statistics for significance dffeliences in medians indicate that, with
the exception of ROE for the global sample, the iaredralue for all the variables are
statistically insignificant or only significant #te 10% level, before and during crisis period,
which suggest no major effects of outliers.

Table 4 reports the Pearson correlations for tdependent variables for FF (Panel A)
and NFF (Panel B).

(Insert Table 4 about here)

For both the sub-samples, the correlation coeffisieare low (below 0.48).
Consequently, correlation coefficients do not appede sufficiently large to cause concern
about multicollinearity problems. None of the Vaga Inflation Factors (VIFs) are greater

than 10, indicating no problematic degree of cehirty.

4.2. Regression estimators
Table 5 reports the regression (1) results consigethe three accounting measures of
performance (OROA, ROE and SG) and the market padnce measure (MB). The t-
statistics are corrected for heteroscedasticityguthe White (1980) method.
(Insert Table 5 about here)
The best explanatory models for the relationshigvben the independent variables and
the firms’ performance are the ones in which thpedelent variable is the MB and the

OROA, so we will mainly interpret these regressiesults. The model that presents the lower
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R? value is the ROE model, suggesting that ROE is amtappropriate measure of firm
performance, which is consistent with the conclugibtained in Table 3.

In what concerns the MB regression, the resultsvdihat the FF coefficient is positive
and statistically significant, giving support tcethypothesis that FF outperform NFF;H
The effects of RISK, EMPLOY and CRISIS variables apt statistically different between
family and non-family firms. Consequently, the lésulo not show evidence for,HH; and
Ha4, respectively. The AGE coefficient is negative atatistically significant, which suggests
that the older the firm, the lower the MB.

Concerning the OROA regression results, we cartlsgeFF do not outperform NFF,
giving no support to H The variables that explain the OROA measure dbpmance are the
EMPLOY, AGE and LEV. The results show a positived asignificant coefficient for the
EMPLQOY variable, as expected. However, the coedfitiis not statistically different from
zero in what concerns the interaction effect betwEMPLOY and family influence. Thus,
although the variables are statistically differéetween family and non-family firms, the
results do not support the hypothesis that thetigesielationship between employment and
firm performance is stronger for family firms thaon-family firms (H). As expected, the
relationship between AGE and performance is pasitivinally, the results show that the
higher the leverage, the lower the OROA.

In addition, we would like to see whether the Valea included in the model have
different effects before and during the crisis,sidaring the market performance measure.

In order to analyze whether the determinants ofketaperformance differ between
expansion and recession periods, we run a regressialar to (1), but considering the sub-
sample of FF and the interaction variables rel&ectisis period. Table 6 shows on the basis
of the MB measure of performance.

(Insert Table 6 about here)
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The results show that crisis affects negativelyfime performance, consistent with the
Table 5 results. In addition, MB is negatively irdhced by AGE.

For robustness reasons, we consider some additiara@bles, such as the board
independence and the firm size. Our results do différ significantly’, so our main
conclusions do not change. In addition, we vary dbénition of FF in order to analyse if
results are stable when ownership varies, consigeiF as the ones with at least one
individual or a family with more than 25% of thetivmy rights. Compared to Table 5 results,
the percentage of the total variation in perforneaesplained by the model {Rslightly
increases for the OROA and ROE dependent variablhes decreases for the other two (SG
and MB), suggesting that evidence concerning Ffopeance is somewhat sensitive to the
different FF definitions (Westhead and Cowling, 89%laury, 2006; Milleret al., 2007;

Alloucheet al., 2008).

4.3. Results discussion

Based on Table 2 results, we can see that alththegRF present higher mean values for all
the performance measures, the differences betviegpetrformance means of FF and NFF are
not statistically significant. Consequently, wedfino evidence for the hypothesis that FF
outperform NFF (H). These results are consistent with others trairamonclusive (Khanna
and Rivkin, 2001; Claesselsal., 2002; Blocket al., 2011; Zhou, 2012). Consequently, our
evidence does not provide significant enough resaliggesting that the evidence concerning
family firm performance might be sensitive to thi#estent definitions of performance as well
as sensitive to the definition of FF (Westhead @owling, 1998; Maury, 2006; Millegt al.,

2007; Alloucheet al., 2008).
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The higher level of EMPLOY can be associated whi Ibigger size of firms (it might
be a surrogate for size) as well as with the hidgnl of operational risk, influenced by high
personnel costs.

The empirical evidence that FF are more indebtad thFF is in line with the evidence
of Pindado and Torre (2008), Setia-Atmaga al. (2009) and Setia-Atmaja (2010), but
contrary to the results of Mishra and McConaugh§9@) and Allouchet al. (2008). The
evidence that FF are more dependent on lendersNR&might be explained by the lower
level of risk for FF, which allows for higher legedf debt. In addition, older business owners
tend to present lower levels of preference for gg(iRomanoet al., 2000), and, in our
sample, FF are indeed older. This may also sughasFF are less concerned about financial
risk, since their cost of debt is higher, but arerenconcerned with maintaining their control
over the firm than their counterparts (Pindado @arde, 2008). Finally, FF might use debt as
a substitute for independent directors (Setia-Atraal., 2009; Setia-Atmaja, 2010).

Table 3 results suggest that FF are more senditiverisis periods than NFF. In
addition, it seems that ROE present some diffiealis a performance indicator (Martimez
al., 2007). One possible explanation for the diffeeered OROA and ROE accounting
measures before and during crisis might be thecagsd with the FF's enhanced ability to
generate higher operational earnings but its logegracity to generate financial earnings,
which is related to a weaker financial performariceeed, FF are more indebted and have
higher debt costs, which is associated with thehdnginterest expenses and lower net
earnings, used to calculate ROE. One reason thgtitneixplain the market measure (MB)
performance results is associated with the fadtrtteaket measures are mainly driven by the
market price of shares (Zhou, 2012). High volatitt share price is one of the characteristics
of recession periods (Veronesi, 1999). In additionestors are prone to be irrational and

overreact to poor market conditions during recessi(Glodeet al., 2010). Consequently,
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during crisis period, share prices are undervaletl MB declines. Indeed, we calculate the
average monthly return volatility of the samplending that during the crisis period (2008-
2010), the volatility of monthly returns is highttian in the rest of the sample period, which
is in agreement with the arguments above.

Although the lower levels of the correlation coeints (Table 4) do not cause concern
about multicollinearity problems, the negative etation between COST and LEV for FF
and the very low correlation coefficient for NFFsemewhat strange. However, it might be
associated with the weight of interest-bearing daht results in interest expenses and the
other liabilities, free of expenses.

The evidence that one of the regression modelsl¢T@bwith higher R is the one in
which the dependent variable is MB, together wiltie fTable 2 results (although not
statistically significant, the higher t-value fdret mean differences is for the MB variable),
indicates that the market performance (MB) is theasure that best explains firm
performance.

Considering the market performance measure, wediundience for the hypothesis that
FF outperform NFF (Ij, which is in line with previous studies (Andersamd Reeb, 2003;
Sraer and Thesmar, 2007; Allouatieal., 2008; Scholest al., 2012). However, in relation to
the accountability measures, the results are demsisvith others that are inconclusive
(Claessenst al., 2002; Zhou, 2012). Consequently, our evidence aha¢ provide significant
enough results, suggesting that the evidence coingefamily firm performance is sensitive
to the different definitions of performance.

The AGE coefficient shows a negative relationshgiween age and performance.
Although it does not have the expected signal, possible reason might be the life cycle of
firms. Older firms are more likely to be in the mmnatty phase, with lower levels of growth

opportunities, and, consequently, with lower lexalsnarket performance.
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Concerning the accounting performance measuredygbemodel is the one in which
the dependent variable is OROA. Regarding employntbe results show a positive and
significant relationship between EMPLOY and OROAJggesting that employment
contributes to enhancing FF performance, whicm iagreement with the results of Lepak
al. (2003) and Zhou (2012). This evidence might be @ated with better skills to perform
the requisite functions and roles in the firm’s iness activities, contributing to functional
flexibility, and consequently, to higher levelspdErformance (Atkinson, 1984). The results do
not show a positive relationship between EMPLOY @RIOA for FF, not giving support to
Hs. However, we must be cautious when interpretirig thsult, because the employment
variable might be a surrogate for size, not detgcd supposed higher implication of FF in
the human resource management area.

AGE positively influences performance, which isaiccordance with the evidence that
older firms are more able to obtain higher levdlp@&formance (Bhaird and Lucey, 2009;
Nuneset al. (2012).

In what concerns the LEV coefficient, the resulievs a negative effect of debt on firm
performance, which is in agreement with previousdigts, such as those by Rajan and
Zingales (1995), Flannery and Rangan (2006), Mezteh al. (2007) and La Rocce al.
(2011) and gives support to the Pecking Order Theor

Considering the ROE performance measure, the caaifion RISK shows that the
higher the operational risk, the lower the profiish The evidence that firms with high
volatility of operating earnings are more likelylie exposed to risk (Fama and Jensen, 1983;
Titman and Wessels, 1988; Adams and Buckle, 2008y explain our results showing a
negative impact of RISK on performance. Howeveg, ¢befficient on RISK considering the
interaction effect between RISK and FF is positisieowing a different effect of RISK on

ROE between FF and NFF.

19



Finally, the results shown in Table 6 suggest thatket performance is negatively

affected by crisis.

5. Conclusion

This study investigates the relationship betweenotivnership of Portuguese public firms and
both accounting and market performance, by comgaamily and non-family firms using
data for the period 1999 to 2010.

Overall, the empirical results suggest that FF ediggm NFF, but only as regards the
MB performance measure, which proposes that fognfdimily presence is positively related
to market performance. However, for accounting qgrembnce, the results do not provide
support for the hypothesis that FF perform bettantNFF. Consequently, our evidence does
not provide significant enough results, suggestireg the evidence concerning family firm
performance is sensitive to the different defimi@f performance used.

Compared to their NFF counterparts, FF are morehtetl and older, with higher debt
costs and present lower levels of risk. The reslitsv that family firms are more dependent
on lenders than non-family companies, which is =test with the evidence of Pindado and
Torre (2008), Setia-Atmajet al. (2009) and Setia-Atmaja (2010).

Before the crisis period, the firms were more patfie than in the crisis period,
excluding the ROE results, which suggest that ROBoOt an appropriate ratio for measuring
firm performance (Martinegt al., 2007). In addition, the CRISIS effect on perfonoa is
stronger for FF than NFF.

The evidence does not support the hypotheses hbahdgative relationship between
performance and operational risk as well as crigig] the positive relationship between

performance and employment is stronger for famiip$ than non-family firms.
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Finally, the results suggest some differences éenntiarket measure performance before
and during the crisis period, being the MB negdyiwefluenced by crisis and by AGE.

Our study has some limitations. First, the samglefismall size, which is inherent to
the small size of Portuguese capital market. Sedbredanalysed period is limited to the data
availability. Third, the definition of family firmsould influence the results.

In future research, we would like to analyse whetie performance is driven by
family firms or founder let firms. Previous litetsé argues that family involvement in terms
of ownership, management and control may not begm¢o explain how families contribute
to their business (Zellweget al., 2010). In this context, we would like to considewveral
dimensions of family-related social factors thatate familiness (Pearsaat al., 2008),
focusing on the family aspect of familiness (Zeljseet al., 2010).

In addition, we would like to explore whether fayniirms differ from non-family firm
in what concerns their main purposes. Family fimight have goals that are not necessarily
the firms’ growth and the wealth maximization (Deg&to and DeAngelo, 2000; Chrismein
al., 2009). Moreover, it will be interesting to segliiblic FF performance differs from their
private counterparts. The former are market-orgnse they need to respond to the market
(shareholders, analysts and investors), which fExws performance. Consequently, public

FF are forced to assume a more disciplined strategy
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