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ABSTRACT

We compare corporate governance and performance between family and non-family ownership
of public listed companies in Malaysia from 1999 through 2005 measured by Tobin’s Q, ROA
and ROE. We find that on average, family ownership experiences a higher value than non-
family ownership based on ROE. However, firm value is lower in family than non- family
ownership based on Tobin’s Q and ROA. In the analysis, the board size, independent director
and duality for family and non-family ownership has a strong significant influence on firm
performance.
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1. INTRODUCTION

The family controlled firm or family ownership is the most common form of business
organization in the world. A torrent of literature explains that family ownership is central in
most countries. Family-owned or controlled businesses account for over 80 per cent of all
firms in the U.S. Indeed, families are present in one third of the S&P 500 and hold nearly 18
per cent of firms’ equity stake (Anderson and Reeb, 2003). Other studies like Sraer and Thesmar
(2006), Favero, Giglio, Honorati, and Panunzi (2006), Gursoy and Aydogan (2002), Mishra,
Randoy and Jenssen (2001), Yeh, Lee and Woidtke (2001) and Gorriz and Fumas (1996) conduct
research on the performance of family-controlled firms based on a sample of listed firms in
their countries. The results show that family firms have superior performance compared to
non-family firms.

Ownership structure has been widely debated since Berle and Means (1932). According to
Jensen (2000), ownership structure is significant in determining firms’ objectives, shareholders
wealth and the disciplined of manager. Both managers and shareholders should have a single
objective of maximizing firm value. Both family and non-family firms are classified according
to their ownership structure. The ownership structure can be grouped into widely held firms
and firms with controlling owners or concentrated ownership. A widely held corporation does
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not have any owners with substantial control rights. Basically, firms with controlling owners
are divided into four groups which are widely held corporations, widely held financial
institutions, families and state categories (Claessens, Djankov, and Lang, 2000; La Porta, Lopez-
De-Silanes, and Shleifer, 1999). La Porta et al. (1999) study the 20 largest publicly traded
companies in the richest 27 countries worldwide. They find that most companies are private
and that ownership of listed firms is highly concentrated, thereby highlighting family ownership
as significant corporations.

According to the study of Claessens et al. (2000) on the separation of ownership and
control in nine East Asian corporations (Hong Kong, Indonesia, Japan, South Korea, Malaysia,
Philippines, Singapore, Taiwan and Thailand), Malaysia has the third highest concentration
of control after Thailand and Indonesia. Family control in Malaysia increased from 57.7 per
cent to 67.2 per cent as the cut off level of voting rights increased from 10 per cent to 20 per
cent.

Nowadays, family businesses have become a significant element in the corporate economy.
This may be because family firms were established a long time ago and have proven performance
track records. Both scholars and practitioners acknowledge the successful background of family-
controlled firms. However, there are various angles that reflect the excellent performance of
family firms. As such, names like Wal-Mart, Mitsubishi, and IKEA, which were founded and
owned by families, have been more competitive and superior in the marketplace.

In Asia, various literature shows that family firms reflect a high performance in Taiwan,
Australia, Hong Kong, Singapore, and mainland China (Filatotchev, Lien and Piesse, 2005;
Chen, 2001; and La Porta et al., 1999). Names like Ayala Families, (Phillipines), Li Ka-Shing
(Hong Kong) and Kyuk Ho Shin (South Korea) are well known among the family group
companies. In Malaysia, names like Robert Kuok (Kuok Brothers), Lim Goh Tong and Quek
Leng Chan are synonymous with Malaysian corporate industries. In other words, family firms
seem to dominate the corporate world with prevalent performance.

In Malaysia, family ownership constitutes over 43 per cent of the main board companies
of the Bursa Malaysia (formerly known as the Kuala Lumpur Stock Exchange (KLSE)) from
1999 through 2005 yet studies examining the performance of family ownership are very limited
specifically in the area of corporate governance. Thus, we intend to investigate the impact of
corporate governance mechanisms such as board size, independent director and duality on
performance between family and non-family ownership in Malaysia.

Based on market capitalization, on average, family-ownership in Malaysia are smaller
with average market capitalization of RM0.80 billion as compared to non family-owned firms
at RM1.33 billion. While 60 per cent of 125 family-owned firms in our sample hold more than
40 per cent of the equity ownership and on average, firm value of family-owned firms is lower
than non family as measured by Tobin’s Q and ROA. However, family ownership experiences
a higher value than non-family ownership as measured by ROE. The results find a strong
relationship between firms with smaller boards and firm value for both family and non-family
ownership. While family ownership needs less independent director as compared to non-family
ownership. The firm value of family ownership is weaker but non-family ownership gains
more profitability when duality exists on the board. This is consistent with the previous studies
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by Florackis and Ozkan (2004), Kang (2002), McKnight and Mira (2003), and Jensen and
Meckling (1976).

2. LITERATURE REVIEW

2.1. Family Ownership in Malaysia

Various studies have been done on the effect of ownership structure and firm performance
in Malaysia. Abdul Rahman (2006) indicates that many listed firms in Malaysia are owned or
controlled by family and that these companies appear to be inherited by their own descendants.
Since independence, most Malaysian companies are controlled by foreigners from European
countries, particularly the U. K.

Jasani (2002) finds that Small and Medium Scale Enterprises (SME) are managed by the
founder and anchored to the family in terms of funding and employment. Indeed, the firms are
conducted by the founder with activities concentrating on trading, manufacturing and retailing.
He finds that 59 per cent, that is the majority of the businesses in Malaysia, are still managed
by the founder while 30 per cent are run by the second generation where the majority are the
founder’s children. The founder’s reign is highlighted with 65 per cent of them linked to the
SME.

According to Gomez (2004), most of the Small and Medium Enterprises (SMEs) owners
prefer their heirs to become professionals and do not encourage passing their businesses to
them. Sometimes the SMEs founders reject joining the enterprise, which might cause the firms
to be sold off or close down. It shows that the paradigm shift towards generation plays a
significant direction on the firm’s development. In other words, the prospects of family firms
will be threatened.

Reasons for choosing professional staff instead of descendents include the higher education,
wider expertise and ability to work with non-Chinese staff. The evolution from family enterprise
to professional management is occurring in firms all over the world. However, in Malaysia this
trend is not as evident in Chinese firms as most of the firms are under the control of the founder
or the second generation, which are still at the embryonic stage. Indeed, the Chinese pattern of
firm formation does not show any evidence of the existence or potential for interlocking networks
in the local business environment.

Indeed, Claessens et al. (2000) also find that most concentrated firms in Malaysia are
dominated by family founders and their descendants. Perhaps, older and smaller companies
tend to be controlled by family instead of vice versa. The World Bank (1999), states that globally
85 per cent of companies have controlling families for the post of CEO, chairman of the board
and that many of the firms have owner-managers.

According to the top 40 list of Malaysia’s richest people as issued by the Malaysian Business
in February 2008 edition, 27 out of the 40 richest people are family based and Tan Sri Robert
Kuok appears to dominate the chart. He was well ahead of his rivals and his outstanding
wealth accounted for RM58.11 billion or 35 per cent of the wealth of the 40 richest. The list of
Malaysian richest 2008 shows the determination of family empires in building from generation
to generation. Indeed, the continuity of the success story of Malaysian family firms never ends
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as the elements of trust, motivation and loyalty are carried together to achieve more success in
Malaysian family business history.

2.2. Corporate Governance and Firms Performance

Denis and McConnell (2003) define corporate governance as the set of mechanisms, for
both institutional and market based, that influence the self-interested controllers of a firm
(those that make decisions regarding how the firm will be operated) to make decisions that
maximize the value of the firm for its owners (the suppliers of capital). In other words, Shleifer
and Vishny (1997) describe “Corporate governance deals with the ways in which suppliers of
finance to corporations assure themselves of getting a return on their investment.”

In the U.S, the governance mechanisms can basically be divided as being internal and
external to the firm. The internal mechanisms of main interest are the board of directors and
the ownership structure of the companies. The main external mechanisms are the external
market for corporate control, like the takeover market and the legal system (Cremers and Nair,
2004). Since corporate governance mechanisms can influence firm performance and, hence,
effect family-controlled firms, the proxies for various governance devices have been included.
Among the corporate governance conditions tested are the board size, board independence,
and duality factors.

The influence of the board size and composition are significant to board involvement in
corporate affairs. The board size and composition should be controlled since it may influence
the impact of insiders and block ownership on firm’s performance. Both the board size and
composition could act as either a complement or substitute for ownership structure. Singh and
Davidson III (2003) state that the size and composition of the board may reflect its ability to be
an efficient guide and their findings show that firm performance is increased by smaller boards,
which is consistent with Hermalin and Weisbach (2003), Jensen (1993) and Lipton and Lorsh
(1992).

Indeed, previous studies in several other countries also find a negative relationship between
board size and firm performance. Mak and Yuanto (2002) examine the relationship between
the size of the board and firm performance in Singapore and Malaysia, and find that board size
is negative in relation to Tobin’s Q. Similarly in Finland, Eisenberg et al. (1998) find evidence
that there is a negative relationship between board size and profitability for small and medium
size firms. Likewise, Carline et al. (2002) also claim that board size is inversely related to
operating performance in U.K. firms.

This is further supported by numerous other studies, which confirmed that large boards
are not as effective as small boards (Lipton and Lorssch, 1992; Gladstein, 1984; Olson, 1982;
Shaw, 1981; Jewell and Reitz, 1981; and Jensen and Meckling, 1976). The result is also
consistent with Mishra et al.’s (2001) study on the corporate governance of family firms in
Norway. Their findings showed that the board size has a negative significant coefficient
indicating that firms with a smaller board size achieve higher q values.

Conversely, Pearce and Zahra (1991) and Pfeffer (1973) suggest that an increase in size of
board and diversity may yield an advantage by building a network with the external environment
and securing a broader resource platform, hence, creating a corporate identity. Adam and Mehran
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(2002) also find a positive and significant relationship between the size of the board and firm
performance as measured by Tobin’s Q. While, Brewer III et al. (2000) mention that there is no
empirical evidence on the impact of the board size on bid premiums in the case of mergers and
acquisitions.

Fama and Jensen (1983) explain that board outsiders could strengthen the firm’s value by
lending experience and monitoring services. Outside directors are supposed to be guardians of
the shareholders’ interests via monitoring. Hermalin and Weishbach (1991) and Coughlan and
Schmidt (1985) support the argument that outside directors are more effective monitors and a
critical disciplining device for managers. In addition, previous empirical findings such as Cotter
et al. (1997), Brickley et al. (1994), Rosenstein and Wyatt (1990), Weisbach (1988) and
Baysinger and Butler (1985) agree that outside directors could improve board effectiveness
and firm performance.

This evidence is further supported by McKnight and Mira (2003). They find a positive and
significant relationship between outsiders’ proportion and firm value as measured by Tobin’s
Q. Other empirical evidence regarding board composition towards performance finds that outside
directors may increase the value of the firms through their evaluation of strategic decisions
(Lee et al., 1992; and Byrd and Hickman, 1992). Perhaps, the role in the dismissal of inefficient
and poorly performing management is also emphasized in enhancing the value of the firm by
outside directors (Weisbach, 1988).

However, Klein et al. (2004), Subrahmanyam et al. (1997), and Agrawal and Knoeber (1996)
and Booth and Deli (1996) find that board independence is in fact negatively correlated with
performance. This evidence is further supported by Weir and Laing (1999), Yermack (1996) and
Agrawal and Knoeber (1996) who find a negative relationship between the proportion of outside
directors and firm performance. Haniffa and Hudaib (2006), Klein (1998), Mehran (1995) and
Hermalin and Weishbach (1991) posit no significant relationship between performance and
outsiders’ proportion on the board of directors as measured by Tobin’s Q and ROA.

Duality can be defined as a board structure control mechanism which may be explained as
the same person serving as both the chief executive officer (CEO) and chairman of the board.
The Cadbury Committee assumes the practice as unnecessary because it potentially provides
one person with too much power in decision making (Cadbury, 1992). Previous studies analyzing
the impact of duality on firm performance have been mixed. As such, Weir et al. (2002) find
that duality has no role in enhancing firm performance in U.K firms and this result is similar
with Dalton et al. (1998), Vafeas and Theodorou (1998), Brickley et al. (1997), Balinga et al.
(1996) and Chaganti et al. (1985).

Haniffa and Hudaib (2006) find that the duality role is not significant in relation to firm
value as measured by Tobin’s Q. However, the duality is found to be significant in a negative
direction with firm performance as measured by return on assets (ROA). This result implies
that it is significant if the position of CEO and Chairman is held by a different person as
recommended by the Malaysian Institute of Corporate Governance (MICG). This evidence is
supported by McKnight and Mira (2003) who find that duality has a moderately strong and
negative impact on quality values. In other words, firms where duality did exist performed
poorly compared to those firms where the CEO did not occupy both positions.
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On the other hand, Rechner and Dalton (1991) find that the firms where the CEO also
serves as chairman have a higher ROE, ROI and profit margins. This result is consistent with
previous studies (Pi and Timme, 1993; and Donaldson and Davis, 1991). Boyd (1994) claims
that role duality could increase firm performance. This argument is supported by Alexander et
al. (1993), Anderson and Anthony (1986) and Stoeberl and Sherony (1985) who find that CEO
duality is positively related to firm market value. This is because non duality dilutes the top
management power and increases the probability of conflict between the board of directors
and management.

According to Haniffa and Cooke (2000), the management of a firm will be more efficient
with the CEO-Chairman duality due to less bureaucracy and a decrease in information
asymmetry. Boyd (1994) finds that duality actually results in better performance in U.S. firms.
However, CEO duality might be detrimental to firms as it may be difficult to hold the CEO of
the firm responsible for their actions that have a bad impact on the firm. Moreover, White and
Ingrassia (1992) highlight that firms like Sears, IBM, and Westinghouse in the U.S have poor
management due to CEO duality, which affects their performance.

3. DATA AND METHODOLOGY

A total of 474 companies were listed on the main board of the Bursa Malaysia as at 31
December 1999. All financial and unit trust companies were omitted from the study because of
differences in regulatory requirements. In addition, the study excluded the companies which
fail to comply with any obligations under Practice Note such as Practice Note 4 (PN4) and
Practice Note 17 (PN17)2 and also companies with incomplete data. As a result, we selected
2030 observations for 290 companies across seven years from 1999 to 2005 as our sample.

This study uses secondary data regarding ownership structure and financial indicators for
the period of 1999 to 2005. The data was taken from the annual reports of company and financial
databases such as Worldscope, Datastream, and Perfect Analysis. Information on corporate
governance mechanisms such as board size, independent directors, and duality were gathered
from the Companies Annual Reports. This information was obtained manually by calculating
the number of directors on the board, the number of independent directors on the board, and
determining the duality role of CEO and chairman of the company for the years 1999 to 2005.

In Malaysia, information on lists of family ownership is unavailable and not recorded.
Therefore, this pioneering study had to determine by using the name of board members as the
procedure to determine the family ties or relationship. The family ties, which are considered to
be family members, include anyone who has a blood relationship and also family-in-law. In
addition, this study uses the fraction of equity stake held by all family members as being at
least 20 per cent or more. The fraction of equity ownership is calculated by referring to the
direct and indirect shareholdings of the family members extracted from the Company Annual
Reports. This data collection is considered to be appropriate since it has also been adopted by
previous studies (Sraer and Thesmar, 2006; Favero et al., 2006; Anderson and Reeb, 2003; La
Porta et al., 1998; and Berle and Means, 1932).

Several control variables used to control for companies characteristics such as firm size,
firm risk and firm age. Firm size is the natural log of total asset (lnasset) of the company. We
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also control for companies debt ratio as a firm leverage (Lev) by calculating total debt over
total asset of the company. Firm age (Age) is measured as the number of years since the company
is incorporated.

The study used market measure such as Tobin’s Q which is computed as the ratio of the
market capitalization plus total debt divided by total asset of the company. Also, accounting
measures such as Return on Assets (ROA) which is the ratio of net income divided by the total
assets and Return on Equity (ROE), the ratio of the net income divided by the shareholder’s
equity as a performance measurement. The higher the Q value means the more effective the
governance mechanisms of the company. It also indicates that the market’s perception of the
company performance is good (Weir et al., 2002). In addition, higher ROA shows the company
uses its asset effectively in serving shareholders’ economic interests. In fact, ROE reflects the
investors’ perspectives who are expecting something in return from their investment. In addition,
it also measures the effectiveness with which shareholders’ funds have been invested. These
performance measures have been widely used as proxies for firm performance (Sraer and
Thesmar, 2006; Favero et al., 2006; Haniffa and Hudaib, 2006; Anderson and Reeb, 2003;
Rhoades et al., 2001; Daily and Dalton, 1998; McConnell and Servaes, 1990). The two
performance measurements are choosing due to no consensus regarding the dependent variable
options in measuring performance. Perhaps, these measurements have their own benefits and
drawbacks. However, the use of alternative measurements will help to check the robustness of
the findings.

Furthermore, the study uses panel pooled regression model analysis to determine the
coefficient correlation between independent and dependent variables (Favero et al., 2006; Gorriz
and Fumas, 2005; and Anderson and Reeb, 2003). The pooled time-series and cross-sectional
data refers to the data consisting of observations on the same cross-section variables over
several time periods. In this analysis, the data will be testified to establish which estimation of
panel data regression is appropriate by using the Pooled Ordinary Least Squared (OLS), the
Fixed and the Random effects approach. Both the Fixed and Random effects approach use the
Redundant Fixed Effects-Likelihood Ratio and Correlated Random Effects-Hausman Tests to
testify the significance of the Fixed and Random Effects model.

Thus we develop the following model in the study to analyze the relationship between
corporate governance and performance for both family and non family ownership.

Firm Value = �
0
 + �

1
Lev + �

2
Age + �

3
Lnasset + �

4
Bsize + �

5
OutDir + �

6
Duality + �

4. RESULTS AND DISCUSSION

4.1. Descriptive Statistics

Table 1 presents the descriptive statistics for full and individual sample for family and non
family ownership in Malaysia. It reports the values of means and the t-statistics that test the
differences of means of these variables between family and non family. The descriptive statistics
show an average value of leverage (the proportion of total debt to total asset) for the full
sample of 26.0 per cent while the leverage ratio for family and non-family are 25.6 per cent
and 26.2 per cent respectively. The results show that the family ownership uses less debt,
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however, family firms do not appear to use debt differently than non-family, which is consistent
with the findings of Sraer and Thesmar (2006), Barontini and Caprio (2005), Anderson and
Reeb (2003), Mishra et al. (2001), Mishra and McConaughy (1999), and Gorriz and Fumas
(1996).

The average of firm age in all samples of the study is nearly 30 years old and is not
statistically significant different between family and non-family ownership in this sample. Even
though there is no significant difference in age between family and non-family, family firms
are younger than non-family firms (29 versus 30 years old) consistent with Amit and Villalonga
(2006), Sraer and Thesmar (2006) and Anderson and Reeb (2003).

The descriptive statistics also show that an average value of total assets for all firms amounts
to RM1,936.36 million. In relation to ownership structure, on average, family ownerships are
smaller than non-family ownership but still of large size with average total assets of RM1,700.71
million relative to RM2,114.88 million, and statistically insignificantly different in mean. This
result is similar with other empirical studies on family and non-family firms such as Sraer and
Thesmar (2006), Favero et al. (2006), Amit and Villalonga (2006), Barontini and Caprio (2005),
Anderson and Reeb (2003) and Mishra et al. (2001).

In addition, the mean value of market capitalization for all firms amounts to RM1, 100.95
million with the highest (lowest) level being RM33, 611.57 million (RM27.56 million). In
comparing the average value of market capitalization between family and non-family ownership,
the results show that non-family has RM1, 326.39 million more market value than family,
which amounts to RM803.38 million. However, this result shows that there is no evidence of
statistically significant differences in means for risk or leverage, age, total assets and market
capitalization between family and non-family (� > 0.01).

Market measures as indicated by Tobin’s q shows that non family ownership have greater
valuations than family ownership, 1.061 versus 0.792 for non family and family ownership
respectively and significant at 1 per cent level. By using ROA, family ownership also has
lower value than non-family but insignificant difference in mean. However, with respect to
ROE, family ownership experiences higher value than non-family ownership but statistically
insignificant difference in mean.

For corporate governance structure, we found that board size for full sample, family and
non family ownership is similar with an average of 8 persons on board. However, there is no
difference in mean for board size between family and non family ownership. Other two board
structure such as independent director and duality shows a significant difference in mean between
family and non family. The independent directors are more common in non family than family
ownership. The results show that the proportion of independent directors on the board is 40.3
per cent and 36.1 per cent for non family and family respectively. Meanwhile, the frequency of
the duality shows that only 6.5 per cent of the samples have not separated the role of chairman
and CEO on the board and significant difference in mean for duality between family and non
family.

Table 2 presents the correlation matrix for the dependent and independent variables of the
study. Firm value as measured by Tobin’s Q and ROA appears to bear a negative and positive
relationship to board size and a positive and negative relationship to independent directors of
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Table 1
Descriptive Statistics for Full Sample, Family, and Non Family for Year 1999 to 2005

Variables Full Sample Family Non Family t-statistics of
(N=290) (N=125) (N=165) Differences

Mean Std Dev Mean Mean

Firms Characteristics
Firm Leverage 0.260 0.255 0.256 0.262 -0.199
Firm Age (years) 29.617 17.798 29.2 29.8 -0.280
Firm Size (total asset) (‘000) 1,936,356.6 4,517,151.2 1,700,708.6 2,114,877.7 -0.773
Market Capitalization (‘000) 1,100,952.6 3,189,398.3 803,379.0 1,326,387.1 -1.524

Performances Characteristics
Market Measures:
Tobin’s Q 0.948 0.991 0.788 1.069 -2.697*
Accounting Measures:
Return on Assets (ROA) 0.032 0.249 0.026 0.036 -0.350
Return on Equity (ROE) 0.013 0.927 0.087 -0.042 1.175

Governance (Board Structure)
Characteristics
Board Size 7.88 1.875 7.928 7.845 0.373
Independent Director 0.385 0.088 0.361 0.403 -4.341*
Duality (%) - frequencies 93.5 (0) 6.5 (1) 12.5 1.8 3.991*

* Significant at 0.01 level

Table 2
Pearson’s Correlation Matrix

Variables Q ROA ROE LEV LN-Asset Age Bsize Outdir Duality Family

Q 1
Roa 0.029 1
Roe 0.084 0.386** 1
Lev 0.446** -0.143* -0.089 1
Lnasset -0.281** -0.039 0.025 -0.021 1
Age 0.112 -0.051 0.002 0.058 -0.019 1
Bsize -0.064 0.038 0.066 -0.145* 0.378** -0.150* 1
Outdir 0.007 -0.012 -0.027 0.100 -0.019 0.215** -0.400** 1
Duality 0.004 -0.027 0.003 0.038 0.108 -0.005 0.003 -0.003 1
Family -0.134* -0.021 0.068 -0.010 -0.009 -0.009 0.016 -0.235** 0.261** 1

** significant at 0.01 level (2-tailed).
*   significant at the 0.05 level (2-tailed).

the company. The results are consistent with Haniffa and Hudaib’s (2006) study on corporate
governance and performance of Malaysian listed companies. In addition, family ownership
presence shows that there is a significantly negative relationship with Tobin’s Q and the
independent directors and significantly positively related to duality. This study finds a negative
23.5 per cent correlation between independent director and family ownership, which is quite
similar to a negative 36 per cent in Mishra et al’s (2001) study on Norwegian firms.

Furthermore, family ownership is insignificantly negatively correlated to the following
variables: ROA, firm leverage (total debt to total asset), firm size, firm age and board size.
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With respect to the relationship between family ownership and board size, this result is
inconsistent with Mishra et al. (2001) and Yermack’s (1996) study on Norwegian and U.S
family firms respectively. However, board size is quite highly significantly positively correlated
to firm size (37.8 per cent) and significantly negatively correlated to the firm age (-15 per
cent). It means that as the size of the firm becomes larger, the number of directors on the board
also increases. This finding supports the argument of Wulf (2000) who claim that it may be due
to mergers and acquisition activities to incorporate some of the specified directors.

4.2. Corporate Governance Mechanisms and Firm Performance

Well-governed companies can bring superior financial and share market performance
directly to their companies, uphold economic growth, sustain market confidence, attract long
term investment capital, and significantly develop wealth and welfare of the nations (Abdul
Rahman, 2006; McKinsey, 2002; and Regan, 1998). Consequently, this study has done an
analysis on the corporate governance mechanisms to see their influence on firm performance,
focusing on the ownership variable of family and non-family firms. Indeed, the study uses
Tobin’s Q, ROA and ROE as performance measures to evaluate the firm performance and the
results are tabulated in Table 3, Table 4 and Table 5 respectively. The study finds that governance
mechanisms such as board size, independent directors and duality have a significant effect on
firm performance.

Generally, board size of public listed companies in Malaysia is found to be significantly
negatively related to Tobin’s Q and ROE. This result is consistent with Haniffa and Hudaib
(2006) and Mak and Yuanto (2002) who conducted a similar research on Malaysian listed
companies and is also supported by other studies (Singh and Davidson III, 2003; Hermalin and
Weisbach, 2003; Mishra et al., 2001; Eisenberg et al., 1998; Dalton et al., 1998; Yermack,
1996; Lipton and Lorsh, 1992). It implies that companies with a small board of directors
accomplish higher values in the capital markets and are also more profitable than their
counterparts with a large board of directors.

However, board size is found to have a positive but not significant relationship to ROA for
all samples of companies, which is supported by previous studies (Haniffa and Hudaib, 2006;
Adam and Mehran, 2002; Holthausen and Larcker, 1993). Goodstein et al. (1994), Pearce and
Zahra (1992) and Pfeffer (1987), suggest that large boards could help companies by bringing
in a wealth of expertise and experience as well as securing critical resources and contracts that
benefit the companies. On the other hand, some companies may prefer a small board of directors
due to higher compensation costs and a higher incentive to shirk duties.

By looking at the individual ownership of family and non-family, both groups show a
significantly negative relationship between board size and firm performance based on Tobin’s
Q and ROE. It indicates that smaller boards bring superior performance to companies.
Concerning family ownership, this finding is consistent with Mishra et al. (2001) and Yermack
(1996) who suggest that small boards are common in family firms as firms can be managed
effectively because of the interrelationship between board members that facilitates quick decision
making. Based on the ROA, both groups are not significant in relation to board size. In Malaysia,
the MCCG does not provide any guidance regarding the size of the boards in its code. Indeed,
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the companies might adjust or change board size in response to past performance as suggested
by Gilson (1990) and Hermalin and Weisbach (1988).

With respect to independent directors, the study finds no significant relationship between
the proportion of independent directors and performance based on Tobin’s Q, and ROE for all
firms. These results are consistent with Haniffa and Hudaib (2006), Weir et al. (2002), Daily
and Dalton (1998), Hermalin and Weisbach (1991), Klein (1998) and Mehran (1995). According
to Hermalin and Weisbach (2003), a higher proportion of outside directors does not directly
lead to superior performance, but it is good in decision making, which is related to executive
remuneration, CEO turnover, and also acquisitions. However, the study finds the proportion of
outside directors of all firms is found to be statistically significantly positively related to ROA
only, suggesting that directors may stabilize and moderately improve a firm’s profitability.

Interesting results are found between family and non-family ownership concerning the
relationship between outside directors and performance. For family ownership, the results show
a significantly negative relationship between the fraction of outside directors and firm performance
based on ROA and ROE. The results are supported by Anderson and Reeb (2003), Mishra et al.
(2001), Subrahmanyam et al. (1997), Agrawal and Knoeber (1996), and Booth and Deli (1996).
It implies that firm performance is decreased as outside directors are added to the board. More
specifically, family firms may require a prudent balance between the objectivity of independent
directors and the interests of family directors in order to pursue family members’ interest.

Table 3
The Fixed Effect Models by Using Tobin’s Q

Variables Full Sample Family Non Family
(N = 290) (N = 125) (N = 165)

Intercept 4.904 3.047 5.563
(27.626)*** (16.101)*** (19.694)***

Firm Leverage 0.655 0.673 0.596
(27.988)*** (17.862)*** (18.518)***

Firm Age (years) -0.018 -0.015 -0.024
(-13.524)*** (-8.984)*** (-10.097)***

Firm Size (lnasset) -0.262 -0.139 -0.289
(-20.186)*** (-10.510)*** (-14.359)***

BSize -0.006 -0.013 -0.008
(-2.274)** (-3.614)*** (-1.907)*

OutDir 0.003 -0.026 0.102
(0.071) (-0.551) (1.717)*

Duality -0.020 -0.044 0.049
(-0.890) (-1.753)* (0.731)

Observation 2030 875 1155

R2 0.888 0.850 0.895

Adj. R2 0.869 0.824 0.877

F-stat (p-value) 46.560 (0.000) 32.551 (0.000) 49.435 (0.000)

*** Significant at the 1% level. ** Significant at the 5% level. * Significant at the 10% level.
t-statistics are in parentheses
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The representation of outside directors or board independents does not improve corporate
governance for family firms (Mishra et al., 2001). Based on recent studies, family values like
altruism, trust and paternalism can deliver a commitment towards future success (Wu, 2001).
For family firms, the expropriation of wealth and nepotism are kept at bay by the need for
success in a competitive business. Perhaps, the need for outside directors decreases when the
commitment of inside directors, who know the company very well, benefit the firm. According
to Mishra et al. (2001), board members in family firms are perceived less as a governing
mechanism and more as a top level strategy group. Indeed, Kang (1998) explains that family
members serve as active monitors of their managers and the information flow between managers
and family members serve as a control mechanism. In other words, the decisions made by
managers are eventually justified and have mutual agreement with the owners.

In contrast, firms with non-family ownership have a significant positive relationship between
the fraction of independent directors and performance based on Tobin’s Q, ROA and ROE.
This evidence is consistent with the view that outside directors improve board effectiveness
and firm performance because of their efficiency in monitoring managers (Adams and Mehran,
2003; Brickley et al., 1994; Byrd and Hickman, 1992; Rosenstein and Wyatt, 1990; Weisbach,
1988; and Baysinger and Butler, 1985). It indicates that non-family ownership prefers a higher
presence of independent directors who could bring in their prestige, expertise and contacts to
the firms (Grace, Ireland and Dunstan, 1995; Kesner and Johnson, 1990; and Tricker, 1984).
Additionally, outside directors could influence the quality of decisions and thoughtfulness in
providing a strategic direction for the companies (Pearce and Zahra, 1992).

Table 4
The Fixed Effect Models by Using Return on Asset (ROA)

Variables Full Sample Family Non Family
(N = 290) (N = 125) (N = 165)

Intercept 0.384 0.098 0.342
(7.066)*** (2.341)** (3.803)***

Firm Leverage -0.150 -0.121 -0.187
(-17.868)*** (-11.017)*** (-14.576)***

Firm Age (years) -0.002 0.0001 -0.004
(-4.290)*** (0.235) (-4.857)***

Firm Size (lnasset) -0.021 -0.002 -0.013
(-4.881)*** (-0.448) (-1.946)*

BSize 0.001 -0.001 0.001
(1.473) (-0.795) (0.930)

OutDir 0.044 -0.039 0.052
(3.953)*** (-3.497)*** (2.649)***

Duality -0.018 -0.024 0.050
(-2.432)** (-2.169)** (2.156)**

Observation 2030 875 1155
R2 0.760 0.716 0.754
Adj. R2 0.719 0.666 0.712
F-stat (p-value) 18.601 (0.000) 14.434 (0.000) 17.752 (0.000)

*** Significant at the 1% level. ** Significant at the 5% level. * Significant at the 10% level.
t-statistics are in parentheses
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The role of duality is one of the corporate governance mechanisms and previous studies
have raised this issue due to their belief that duality could make a difference to corporate
governance and performance (Anderson and Anthony, 1986; Alibrandi, 1985; and Geneen,
1984). According to Dahya, Lonie, and Power (1996) and Anderson and Anthony (1986), the
duality role could assist the CEO in creating a good strategic vision for the firm in order to
achieve its objectives, with minimal board interference. Thereby enhancing decision making
and creating stability and continuity for the firm leading to superior firm performance.

However, generally, this study finds that duality for all firms is not significantly related to
firm performance as measured by Tobin’s Q and ROE. Hence, this finding is consistent with
Haniffa and Hudaib (2006), Weir et al. (2002), Vafeas and Theodorou (1998), Dalton et al.
(1998), Brickley et al. (1997) and Balinga et al. (1996). It implies that there is no significant
impact on firm value or decision making when someone holds both the CEO and chairman
position. But, as measured by ROA, duality of all firms is found to be significantly negatively
related, which is similar with the findings of Haniffa and Hudaib (2006) for a similar study in
Malaysia. This evidence is also supported by Jensen (1986) who suggests that it gives too
much power to someone holding two top positions and thereby allows decisions to be based on
their personal interest with a consequent drop in firm performance. Moreover, it is better to
separate the two roles in order to make sure that the top leadership of the firms have a proper
check and balance as suggested by the MCCG.

Table 5
The Fixed Effect Models by Using Return on Equity (ROE)

Variables Full Sample Family Non Family
(N = 290) (N = 125) (N = 165)

Intercept 0.888 0.515 0.895
(8.333)*** (4.119)*** (5.731)***

Firm Leverage 0.032 -0.016 0.010
(2.220)** (-0.471) (0.472)

Firm Age (years) 0.004 0.0001 0.006
(3.771)*** (0.070) (3.518)***

Firm Size (lnasset) -0.071 -0.022 -0.082
(-7.604)*** (-2.107)** (-5.773)***

BSize -0.009 -0.012 -0.011
(-4.885)*** (-4.709)*** (-4.383)***

OutDir 0.064 -0.072 0.130
(2.371)** (-2.489)** (2.925)***

Duality 0.018 -0.036 0.147
(0.780) (-2.280)** (1.850)*

Observation 2030 875 1155

R2 0.542 0.571 0.516

Adj. R2 0.464 0.496 0.433

F-stat (p-value) 6.958 (0.000) 7.608 (0.000) 6.183 (0.000)

*** Significant at the 1% level. ** Significant at the 5% level. * Significant at the 10% level.
t-statistics are in parentheses
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The duality role of firms with family ownership is found to be significantly
negatively related to Tobin’s Q, ROA and ROE, which is consistent with Haniffa and
Hudaib (2006) and McKnight and Mira (2003). It suggests that the existence of a duality role
on the board could lead to poor performance compared to firms where both positions are
separated.

In contrast, duality in firms with non-family ownership is significantly positively related
with ROA and ROE. This finding is confirmed by Sridharan and Marsinko (1997) and Rechner
and Dalton (1991) who find that firms with the existence of a duality role experience higher
profitability and may also avoid some costs of conflict between the CEO and the board by
having strong consistent leadership at the top. In addition, when more power is held by one
person it may lead to better decisions and directly improve firm performance (Rechner and
Dalton, 1991; Donaldson and Davis, 1991).

5. CONCLUSION

Our main objective in this study is to investigate the relationship between corporate
governance and firm performance between family and non family ownership. The findings of
the study reveal that, on average, firm value is lower in family ownership than non-family
ownership and shows a significant difference only as measured by Tobin’s Q. However, family
ownership shows a higher value than non-family ownership based on ROE. Therefore, this
evidence further confirms that family firms basically invest a high share of their assets in a
certain firm, which might then subsequently invest in lower-risk-lower-return businesses where
the return is less profitable (Mohd. Sehat and Abdul Rahman, 2005). Furthermore, family
ownership is basically concerned with family interest and the survival of the firm as family
firms tend to be small and risk averse.

We also find a strong relationship between firms with smaller boards and firm value
suggesting that small board size could be a good and superior corporate governance
mechanism for firms to improve performance. Furthermore, the study provide significant
evidence that representation of independent directors is viewed differently by family and
non-family ownership. The representation of independent directors in family firms does not
improve firm performance and basic family values like altruism, trust and paternalism can
deliver a commitment towards future success. Conversely, non-family ownership needs more
independent directors to counsel and monitor the company. This strong evidence implies
that a higher presence of independent directors in a non-family owned firm could improve
the firm’s value by bringing in their expertise and contacts to the firm. Generally, the
relationship between the duality role and performance for all Malaysian listed firms is not
significant, which is consistent with Haniffa and Hudaib (2006), but the study discovers
different results by focusing on different types of ownership. The study finds that the firm
value of family ownership is weaker when a duality role exists, however, non-family ownership
experience higher profitability when the CEO also serves as chairman of the board. In
conclusion, the research findings imply that family ownership is valuable as well as non-
family ownership and significant findings also show that family ownership is governed
differently than non-family ownership.
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Note

1. PN4 and PN17 are the criteria and obligations pursuant to paragraph 8.14 and 8.14c respectively of
the listing requirements in the Bursa Malaysia. Both PN4 and PN17 occur when the firms having
financial difficulties. PN4 is further amended to PN17 and effective on 3 January 2005.
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