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Abstract 

In the context of listed family firms, prior research pointed out that agency problems between majority family 
owners and minority shareholders are the most prevalent in European countries where shareholders’ protection is 
weak. This study aims at analysing how the presence of different types of institutional investors alleviates or 
enhances this form of agency problem. Examining the French stock market (SBF120) over the period 2002-2011, our 
results indicate that having a family as the first shareholder hampers financial performance. Our findings also reveal 
that having an institutional investor as second blockholder can be beneficial or detrimental to firm performance. 
Considering the distinctive nature of institutional investors, this research shows that the combination of a family as 
the first shareholder and a pressure-insensitive institutional investor as second blockholder exerts a positive influence 
on firm performance while a negative effect is found when the institutional investor is pressure-sensitive. These 
results confirm that the nature and the distribution of ownership is particularly important when analysing agency 
problems in listed firms. 
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1. Introduction 

Nowadays, family firms represent a pillar of the global economic and the social fabric (IFERA, 2003; Family 
Business Network International, 2008). For instance, in the United States, one third of the firms listed on the 
S&P500 are family firms (Anderson & Reeb, 2003). This proportion is higher outside Anglo-Saxon countries where 
the protection of minority shareholders is weak (La Porta, Lopez-De-Silanes & Shleifer, 1999). In that sense, Faccio 
and Lang (2002) reported that 44 percent of listed firms present a family character in Western Europe. According to 
the Family Business Network International (2008), family firms account for 60-85 percent of all organisations on the 
European continent. Given their considerable presence worldwide, family firms are expected to be increasingly 
targeted by external investors. For this reason, additional insights on the relationship between various types of 
second blockholders and family firm performance should be valuable.  

Prior research revealed that it is not uncommon that external shareholders holds a large stake in listed family firms 
(Faccio & Lang, 2002; Pindado, Requejo & de la Torre, 2012; Sacristán-Navarro, Gómez-Ansón & Cabeza-García, 
2011a). For instance, Laeven and Levine (2008) claimed that more than 40% of the public firms in Western 
economies are characterized by the presence of one large shareholder and an additional blockholder (or more than 
one) who own more than 10% of the firms’ shares. This situation is particularly interesting since large shareholders 
often display different goals and aspirations in comparison to family owners, act as stewards or rent-seekers, thereby 
enhancing or reducing the advantages and/or disadvantages of family ownership. Conscious of this ambivalence, 
researchers have investigated how the presence of large nonfamily shareholders affect value creation in listed family 
firms (Maury & Pajuste, 2005; Sacristán-Navarro, Gómez-Ansón & Cabeza-García, 2011b, 2013).  

However, fewer studies have stressed the importance of considering the nature of large shareholders when analyzing 
family firm performance. One exception is the work of Sacristán-Navarro et al. (2011b) who found that the 
shareholders’ combination of families and other types of investors does not significantly affect firm value. 
Accordingly, it is not surprising that little is known on how various types of large institutional shareholders interact 
with family owners to create or destroy financial value (Croci, Gonenc & Ozkan, 2012). Exploring this issue remains 
important since institutional investors represent a dominant force in financial markets (Bennett, Sias & Starks, 2003), 
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especially in publicly-traded family firms (Fernando, Schneible & Suh, 2014). This article aims to add empirical 
evidence in this strand of literature by analyzing how the presence of different types of institutional investors affects 
value creation in listed family firms. More specifically, following Brickley, Lease and Smith’s (1988) classification, 
our study proposes to distinguish between the effect of pressure-sensitive and pressure-insensitive institutional 
investors on family firm performance. By so doing, we shed new light on the performance implications of 
institutional ownership in the family business context. 

To build our theoretical arguments, we draw upon agency literature on principal-principal conflicts in family firms 
(Villalonga & Amit, 2006). Agency theory suggests that the expropriation of minority shareholders by large family 
owners is the most prominent form of agency problems in countries with poor legal protection (Jara-Bertin, 
López-Iturriaga & López-de-Foronda, 2008; Young, Peng, Ahlstrom, Bruton & Jiang, 2008). The presence of a 
large second blockholder can alleviate this issue since such shareholders have the incentive and power to contest the 
family hegemony (Pindado et al., 2012; Sacristán-Navarro et al., 2011b). We use these theoretical foundations to 
develop and test our hypotheses on a sample of nonfinancial firms listed on the French stock market (SBF120) over 
the period 2002-2011. Taking into account that France is a French civil law country with moderated levels of 
investor protection (Dahya, Dimitrov & McConnell, 2008) and that agency problems between family and nonfamily 
shareholders are very common in this institutional setting (Charlier & Lambert, 2013), we argue that the presence of 
a family as first shareholder is detrimental to family firm performance since it will be easier for family owners to 
expropriate wealth from minority shareholders. We also propose that the presence of an institutional shareholder as 
second blockholder can reinforce or mitigate these agency problems depending on the nature of institutional 
ownership. Especially, pressure-insensitive institutional investors are claimed to be beneficial to family firm 
performance while the opposite is suggested for pressure-sensitive institutional investors. 

This article contributes to the existing literature on family firms in several ways. First, we provide new empirical 
evidence about the performance implications of the combination of multiple large shareholders in the context of 
family business, a topic that has been largely overlooked so far (Pindado, Requejo, & de la Torre, 2014). While prior 
research has mainly focused on the nature and the effect of the family as the largest shareholder, this study explores 
how different types of large shareholders interact with each other to enhance or hamper family firm performance. 
Second, this study investigates the role of various types of institutional investors as second largest shareholders. 
Although numerous scholars have argued and showed that high-quality monitoring by institutional investors 
enhances corporate performance (McConnell & Servaes, 1990; Cornett, Marcus, Saunders & Tehranian, 2007), we 
offer new insights on the combination of large family shareholders and pressure-sensitive or insensitive institutional 
investors, little being known on this problematic in the context of family firms (Croci et al., 2012). Third, in order to 
avoid methodological issues concerning firm unobservable heterogeneity and ownership endogeneity, we compare 
the results obtained with different statistical methods.  

This paper is structured as follows. In a first section, we review the existing literature and develop our hypotheses. 
Subsequently, we present the data and the methodology used to test our hypotheses. Thereafter, we propose our 
results and discuss the implications of this research, as well as some limitations and suggestions for future research. 

2. Theoretical Background and Hypotheses Development 

Since the Modern Corporation described by Berle and Means (1932), numerous studies have investigated the agency 
relationship between principals and agents in different contexts. Basically, it is assumed that ownership dispersion 
enhances the extraction of private benefits by managers because small shareholders lack incentives to monitor them 
(Jensen & Meckling, 1976). Villalonga and Amit (2006) refer to as “agency problem I”. In contrast, the agency 
problem between owner and manager is mitigated in the presence of a large shareholder as he/she has greater 
incentives to engage in monitoring activities (Shleifer & Vishny, 1986; 1997). Consistent with that view, it is widely 
accepted that the presence of a large family shareholder alleviates agency problems I as the under-diversification of 
her/his wealth give her/him a strong incentive to effectively monitor managers (Fama & Jensen, 1983). Moreover, as 
family members are often involved in both ownership and management (Anderson & Reeb, 2003; Villalonga & Amit, 
2006; Sraer & Thesmar, 2007), the alignment of principal-agent goals (Jensen & Meckling, 1976) combined with 
high trust and shared values among family members (Ensley & Person, 2005) makes agency problem I less prevalent 
in family firms. In that sense, prior studies have shown that the monitoring role of large family owners enhances 
performance and alleviates conflicts between shareholders and managers (McConaughy, Walker, Henderson & 
Mishra, 1998; Anderson & Reeb, 2003; Pindado, Requejo & de la Torre, 2008). 

However, another type of agency problem can be experienced by family firms and arises from the conflict between 
majority and minority shareholders. In this regard, Villalonga and Amit (2006) indicate that an “agency problem II” 
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occurs when the largest shareholder may use its controlling position to extract private benefits at the expense of 
minority shareholders. In the context of family firms, Jara-Bertin et al. (2008, p.147) claim that “family core 
shareholders may press managers to look out for their interests even though such actions may be detrimental to the 
interests of other shareholders”. Their results confirm this assumption since they found that the absence of 
contestability of family control favours the expropriation of minority shareholders. In the same vein, Villalonga and 
Amit (2006) showed that the conflict between family and nonfamily shareholders in descendant-CEO firms is more 
costly than the owner-manager conflict in nonfamily firms. Additionally, Pindado et al. (2012) reported that listed 
family firms in the Eurozone distribute a higher proportion of their earnings as dividends to mitigate “agency 
problems II”. These examples clearly illustrate that “agency problem II” can represent a major issue in listed family 
firms, which has been shown to be detrimental to family firm performance (Maury, 2006; Villalonga & Amit, 2006).  

Moreover, scholars claim that agency problems II are more likely to emerge in institutional contexts characterized by 
poor legal protection for minority shareholders (Young et al., 2008). Indeed, prior research has established that 
conflicts of interests between majority and minority shareholders are more important in firms operating outside 
Anglo-Saxon countries (Cronqvist & Nilsson, 2003) where the lower degree of shareholders’ protection facilitates 
the expropriation of minority investors (La Porta et al., 1999; Dahya et al., 2008). For these reasons, it can be argued 
that the larger the stake of family shareholders, the greater the likelihood of opportunistic and self-serving behaviours 
from family owners in countries where legal protection is weak (Maury, 2006). In this study, we focus on the French 
stock market, an institutional setting characterized by a lower degree of protection of minority shareholders in 
Western Europe (La Porta et al., 1999; Dahya et al., 2008). This context has been shown to represent a fertile field 
for the emergence of agency conflicts between majority and minority shareholders in family firms (Charlier & 
Lambert, 2013). Therefore, we expect that the presence of a family as first shareholder will induce intense “agency 
problems II” that overshadow the benefits of the potential alignment of interests between family owners-managers 
(Villalonga & Amit, 2006). For these reasons, we suggest:  

H1: The presence of a family as first shareholder will negatively affect financial performance. 

However, the relationship between family ownership and performance can be influenced by various contingencies 
that must be explored to obtain a more fine-grained analysis of family firm performance (Aguilera & Crespí-Cladera, 
2012). In listed family firms, an important contingency factor that may affect this relationship is the presence of 
other large shareholders in the ownership structure. In that sense, Maury and Pajuste (2005) found that Finnish 
family firms are more valuable when they are not monitored by other large shareholders. Jara-Bertín et al. (2008) 
reported that contestability of the control of the largest shareholder exerts a positive influence on value creation in 
listed family firms. More recently, Sacristán-Navarro et al. (2015) showed that the market value of family firms is 
positively affected by the presence of other large shareholders provided that the family retains control by holding 
most of the voting rights. 

Although these studies advance our knowledge on how firms differ in terms of financial performance in the family 
business field, they have neglected to take into account the heterogeneity in the nature of large nonfamily 
shareholders. Yet, this factor is as important as the distribution of shares among shareholders when analyzing the 
performance implications of the ownership structure (Pedersen & Thomsen, 2003). Indeed, while the nature of 
shareholders determines their goals and preferences, the proportion of shares they hold delineates their power and 
incentives. Considering both the identity of shareholders and the amount of shares they hold, Sacristán-Navarro et al. 
(2011b) revealed that the shareholder’s combination of families and various types of second blockholders do not lead 
to increased performance on the Spanish stock market. Following this line of research, we now turn onto the 
consequences of having institutional investors as second blockholders in listed family firms, a topic that has been 
overlooked by Sacristán-Navarro et al. (2011b) owing to the lower proportion of institutional shareholding in Spain 
(Mínguez-Vera & Martín-Ugedo, 2007). 

Institutional investors are financial entities with substantial amounts to invest, such as insurance companies, mutual 
funds, pension funds, investment banks, and endowment funds. These investors have become unavoidable on the 
financial markets, owning more than 50 percent equity ownership and exerting a strong influence on the 
determination of stock prices (Bennett et al., 2003). This is also true in the context of family firms in which they 
possess more than the majority of equity ownership on the S&P 500 (Fernando et al., 2014). In France, institutional 
investors have induced drastic changes in the functioning of French capitalism by becoming increasingly involved in 
the ownership structure of most companies listed on the stock exchange in the nineties (Goyer, 2006; Aglietta, 2008). 
Thus, France represents an appropriate national setting to explore the role of institutional investors in the value 
creation process of listed family firms. 
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Prior research has mainly focused on the role of institutional investors as corporate monitors. Basically, due to their 
larger stake in the company, institutional investors have a strong incentive to monitor majority shareholders and to 
protect itself from the excess use of power by majority shareholders (Shleifer & Vishny, 1997; Maury & Pajuste, 
2005; Jara-Bertin et al., 2008). Large institutional investors can act as effective monitors since they have the 
opportunity, resources, and ability to monitor, discipline, and influence managers, so that their involvement in 
corporate monitoring makes managers more focused on firm objectives than on their own goals (Shleifer & Vishny, 
1986; McConnell & Servaes, 1990; Smith, 1996; Cornett et al., 2007). For instance, Bushee (1998) found that 
institutional ownership inhibits managers from engaging in earnings manipulation through cutting R&D expenses. 
More practically, Richard Grasso, the CEO of New York Stock Exchange from 1995 to 2003, was forced to resign 
because of the pressure of institutional investors which were convinced that his compensation package was excessive 
(Kelly, Craig & Dugan., 2003). Other empirical research has emphasized the monitoring role of institutional 
investors by showing a positive relationship between institutional ownership and corporate performance (McConnell 
& Servaes, 1990; Del Guercio & Hawkins, 1999; Cornett et al., 2007).   

In the context of listed family firms, few studies have considered monitoring by institutional investors as an 
important corporate governance mechanism. This observation is quite surprising since family firms can benefit from 
the involvement of these investors with a strategic stake in the company to contest family control and reduce 
minority shareholder expropriation (Sacristan-Navarro et al., 2011b). In that sense, Croci et al. (2012) showed that 
institutional shareholders should be sensitive to the long-term components of CEO compensation packages in family 
firms (e.g., stock options or stock grant) because they would reinforce the ownership rights of the controlling family 
and thus increase the risk of family CEO entrenchment. Additionally, Gomez-Mejia, Hoskisson, Makri, Sirmon & 
Campbell (2011) found that increasing institutional ownership weakens the negative relationship between family 
ownership and R&D investments, thereby suggesting that family shareholders are less likely to extract private 
benefits at the expense of innovation expenditures in the presence of large institutional shareholders.  

These examples seem to indicate that institutional ownership may improve corporate monitoring and alleviate 
agency problems between minority and majority shareholders in listed family firms. This could be an undeniable 
asset to counterbalance the disadvantages of agency problems II which are frequently observed in French family 
firms (Charlier & Lambert, 2013). However, several studies pointed out that institutional investors represent a group 
of heterogeneous shareholders that must be investigated separately to understand the performance implications of 
institutional ownership (e.g. Pound, 1988; Brickley et al., 1988; Chen, Harford & Li, 2007; Cornett et al., 2007; 
Sahut & Othmani Gharbi, 2011). Indeed, each type of institutional investors may have various interests that are more 
or less aligned with those of family shareholders (Sahut & Othmani Gharbi, 2011), with different implications on the 
agency relationship between family principals and institutional ownership.  

Following the classification suggested or used in these papers, we distinguish between pressure-sensitive and 
pressure-insensitive institutional investors. On the one hand, institutional investors that have either potential or 
existing business relations with the firm are labelled pressure-sensitive because they are less willing to contest 
management decisions in order to protect those relations (e.g., insurance companies and banks). On the other hand, 
institutional investors that are less subject to pressures from the firm in which they invest are more apt to act as 
effective monitors (e.g., investment companies and independent investment advisors). This type of investors is 
labelled pressure-insensitive. Several scholars present evidence that pressure-insensitive institutional investors are 
better monitors. For instance, it has been found that pressure-sensitive ownership leads to better acquisition decisions 
(Chen et al., 2007) and greater discipline on executive compensation (Ozkan, 2011). Analysing the relationship 
between institutional investor ownership and performance for the S&P100 firms in the 1990s, Cornett et al. (2007) 
showed that only pressure-insensitive ownership is positively related to operating cash flow returns, thereby 
confirming that this type of institutional investors are better monitors. 

Applied to firms with a family as first shareholder, we argue that the presence of a pressure-insensitive second 
blockholder is more likely to be associated with greater performance whereas having a pressure-sensitive investor as 
second main shareholder will enhance the extraction of private benefits from family owners. As pressure-sensitive 
investors are less inclined to discipline and/or to contest managerial decisions to protect their business relationships 
with the firm (Brickley et al., 1988), large family owners will have greater latitude to engage in opportunistic or 
self-serving behaviours. In contrast, pressure-insensitive investors are more likely to efficiently fulfil their 
monitoring tasks (Cornett et al., 2007) and to confront their points of view with family shareholders (Brickley et al., 
1988), so that the firm can take advantage of the contestability among shareholders (Jara-Bertin et al., 2008).  
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Moreover, it has been shown that the ability of large family shareholders to extract private benefits is enhanced in 
countries where legal protection is weak (Maury, 2006). Thus, in such institutional settings, the absence of effective 
monitors can be detrimental to corporate performance because majority shareholders have greater latitude to develop 
behaviours that preserve their own interests (Villalonga & Amit, 2006). Considering that France is a country 
characterized by a lower degree of legal protection (La Porta et al., 1999; Dahya et al., 2008), and that 
pressure-insensitive investors are more likely to act as effective monitors than pressure-sensitive owners (Cornett et 
al., 2007), we propose the following hypotheses:  

H2a: Within listed firms with a family as first shareholder, the presence of a pressure-sensitive institutional investor 
as second blockholder will negatively affect financial performance. 

H2b: Within listed firms with a family as first shareholder, the presence of a pressure-insensitive institutional 
investor as second blockholder will positively affect financial performance. 

3. Research Method 

3.1 Sample 

We drew our sample from the SBF120 during the period 2002-2011. We restricted ourselves to non-financial and 
non-real estate firms. Firms that were dropped from the SBF120 after 2002, but that remained publicly traded and 
continued to operate, remained in the sample because removing these firms would introduce sample selection bias as 
firm performance is associated with ongoing inclusion in the SBF index (Cornett et al., 2007). After these 
adjustments, we were left with a sample of 109 firms.  

Financial and organizational information was collected using different sources. On the one hand, we gathered 
information regarding the firms’ ownership structures in two steps. First, information related to the main 
shareholders was hand-collected using annual reports and firms’ websites. Second, as ownership structures provided 
in annual reports are particularly opaque because many companies use control-enhancing mechanisms such as 
pyramids and holding corporations (Faccio & Lang, 2002), we complemented these sources of information with the 
use of business newspapers and stock exchange websites. On the other hand, financial data for each company and 
year was obtained from the Amadeus database which provides comparable financial information on European public 
and private companies. 

We are conscious that focusing on a single market can be considered as a limitation since our results are not 
transferable to other contexts, but narrowing the focus on a single country allow us to avoid the weaknesses of 
multicountry data such as variations in accounting measures and financial reporting standards or the lack of accuracy 
in the identification of family firms (Sacristan-Navarro et al., 2011a; 2015). 

3.2 Variables 

Dependent variable. In accordance with previous research examining performance in listed family firm, we used a 
profitability ratio ROA (book value operating profit over book value of total assets) to assess firm performance (e.g. 
Barontini & Caprio, 2006; Villalonga & Amit, 2006; Sraer & Thesmar, 2007; Kowalewski, Talavera & Stetsyuk, 
2010; Sacristan-Navarro et al., 2011). We choose for an accounting measure of firm performance for two reasons. 
First, market measures of performance generally reflect the expectations of the firm’s prospects in future years while 
accounting measures are more focused on current performance (Sacristan-Navarro et al., 2011). For instance, 
Tobin’s q of poorly performing firms may be inflated by expectations regarding future events such as a bid premium 
in a corporate takeover, not ROA. Second, using an accounting measure of performance reduces endogeneity 
problems in the relationship between institutional ownership and performance (Cornett et al., 2007). For example, as 
Tobin’s q also represents a measure of growth opportunities and as institutional investors may be susceptible to 
privilege growth stocks, it can be argued that market performance affect institutional ownership. This simultaneity 
problem is less likely to occur with ROA since this indicator does not reflect expectations concerning growth 
opportunities.  

Independent variables. FSHARFAM is a dummy variable that adopts the value of 1 if a family or an individual is the 
largest shareholder and holds more than 10% of the voting rights of the firm, 0 otherwise. Family members were 
identified through their surnames. This 10% cutoff is considered as a sufficient threshold for family members to 
exercise effective control in listed firms (La Porta et al., 1999; Maury, 2006; Sacristan-Navarro et al., 2011). 
SSHARPRESS-SENS is a dummy variable equaling 1 if the second largest blockholder of the firm is a 
pressure-sensitive investor that owns more than 5% of the shares, 0 otherwise. SSHARPRESS-INSENS is a dummy 
variable equaling 1 if the second largest blockholder of the firm is a pressure-insensitive investor that owns more 
than 5% of the shares, 0 otherwise. To determine whether an institutional investor is pressure-sensitive or 
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pressure-insensitive, we referred to the classification used in prior studies (Brickley et al., 1988; Almazan, Hartzell & 
Starks, 2005; Cornett et al., 2007). As such, we considered bank trust departments and insurance companies as 
pressure-sensitive investors and investment companies and independent investment advisors (such as pension funds) 
as pressure-insensitive investors. Following Cornett et al. (2007), we also classified foundations and endowment 
funds with the pressure-sensitive group in order to be conservative.  

Control variables. We included several control variables which are likely to affect firm performance. As family 
firms are inclined to use control-enhancing mechanisms (Laeven & Levine, 2008) that negatively affect their 
performance (Claessens, Djankov & Lang, 2002), we control for the wedge between voting and cash flow rights held 
by the largest shareholder. In our study, WEDGE is a dummy variable that equals 1 if a wedge exists between the 
voting and cash flow rights owned by the largest shareholder (Pindado et al., 2012). As the contest to the control has 
been shown to positively affect family firm performance (Jara-Bertin et al., 2008), we control for this factor by using 
a measure of control contestability. CONTEST was measured as the sum of the ownership of the second and third 
shareholders relative to the ownership of the largest shareholder (Maury & Pajuste, 2005). We also integrate other 
control variables which are widely used in the family business literature. GROWTH (firm growth) represents the 
variation in firm sales related to the previous year. LEV (leverage) is measured as the Book value of total debt/book 
value of total assets. LSIZE (size) is the natural logarithm of book total assets. We also consider family governance 
control (FAMGOV); that is, where the firm is family managed and/or family chaired. Finally, we included industry 
and time dummies to control for time and industry effects. 

3.3 Method 

As it is often argued that the use of different methodological procedures can affect empirical findings regarding the 
effect of family ownership on performance (Block, Jaskiewicz & Miller, 2011; Sacristan-Navarro et al., 2011), we 
ran regressions based on static and dynamic panel data analysis in order to see if both methods lead to identical 
results. In comparison with cross-sectional analysis, panel data analysis allowed us to control for individual 
heterogeneity or unobservable individual effects (company effects). 

Among static panel data analysis, fixed effect and random effect models are the most frequently employed. While 
random effect models suppose that companies represent a random sample, fixed affect models assume that 
firm-specific effects constitute parameters that have to be estimated. To determine whether fixed or random effects 
models was most suitable for our specifications, Hausman tests were run (Hausman, 1978). Hausman tests performed 
for each model yielded statistically significant results (χ2 = 106.52כככ in Model 1, χ2 =98.54 כככ in Model 2, χ2 
 in Model 4), suggesting that fixed-effect models were more appropriate כככin Model 3 and χ2 = 94.21 כככ 108.34=
than random-effects models.  

The problem of static panel data models is that they consider each explanatory variable as exogenous. Thus, this 
procedure skips a problem that occurs when analysing the relationship between a firm’s ownership and performance, 
namely, endogeneity (Demsetz & Lehn, 1985; Demsetz & Villalonga, 2001). To mitigate this problem, we estimated 
dynamic panel data models by using an instrumental variable estimator developed by Arellano and Bover (1995) and 
Blundell and Bond (1998), the generalized method of moments (GMM). This method simultaneously estimates a 
system of two equations, one in levels and one in differences. It also relies on internal instruments to control for 
endogeneity. In our specifications, explanatory variables are instrumented by their lagged levels in the differenced 
equation and by their lagged differences in the level equation. The implicit assumption is that differences (levels) in 
(of) performance in one period, although possibly correlated with contemporaneous differences (levels) in (of) 
explanatory variables, are uncorrelated with lagged levels (differences) of the latter. Following this method, we use 
all the right-hand side variables in the models lagged from t-1 to t-4.  

To check for the validity of our models, we use the Hansen’s (1982) statistic of over-identifying restrictions to test 
for the absence of correlation between the instruments and the error term. We also tested for the absence of 
second-order serial correlation in the first-difference residuals. Accordingly, we included the auto(2) test developed 
by Arellano and Bond (1991). Moreover, we also performed three Wald tests: F for the joint significance of the 
reported coefficient, z1 for the joint significance of the time dummies, z2 for the joint significance of the industry 
dummies.  

Finally, our dynamic panel data model is as follows: 

,௧ܣܱܴ ൌ ߙ	  	ߚ	 ܺ,௧  	∑ ௧ܻ
ଶଵଵ
௧ୀଶଶ  ܦܰܫ	ܯܷܦ 	ߛ 	ݑ,௧                    (1) 
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Where i indexes the firm, t indexes time, X designates the explanatory and control variables, ∑ ௧ܻ
ଶଵଵ
௧ୀଶଶ  is a set of 

time dummy variables, DUM IND is a set of industry variables, γi indicates the firm’s effect that we consider constant 
over time, and ui,t is the error term. 

4. Results 

4.1 Descriptive Statistics 

Table 1 presents the summary statistics (means, standard deviation and correlation matrix) of all the variables 
included in our regressions. A total of 37% of the observations corresponds to firms in which the first blockholder is 
a family while 26% of the firms are family managed or chaired. We also observe that 13% and 17% of the firms have 
respectively a pressure sensitive or pressure-insensitive institutional investor as second largest blockholder.  

The variables’ bivariate correlations suggest that having a family as first shareholder is detrimental to firm 
performance and implies that family members are more likely to be involved in management. Indeed the correlation 
between FSHARFAM and ROA is significantly negative (p < .05) while the correlation between FSHARFAM and 
FAMGOV is significantly positive (p < .01). Thus, it appears logical that FAMGOV is negatively related to firm 
performance (p < .05). Moreover, we notice that having an institutional investor as second blockholder does not 
seem to impact performance for the whole sample of family and nonfamily firms. Yet, we report that the presence of 
a family as first blockholder increases the likelihood that control-enhancing mechanisms are used as FSHAR and 
WEDGE are positively correlated (p <.10). Accordingly, it is not surprising that we observe a negative correlation 
between FSHARFAM and CONTEST (p <.05). In contrast, the presence of an institutional investor as second 
blockholder seems to improve the degree of contestability since SSHARPRESS-SENS and SSHARPRESS-INSENS 
are positively correlated to CONTEST (p < .10 and p < .05 respectively).  

Although some correlations are important, they do not seem to lead to multicollinearity concerns. When applying 
Variance Inflation Factors (VIFs), we found that multicollinearity is not a problem as no VIF is above 10 (Kutner, 
Nachtsheim, Neter & Li., 2005). 

 

Table 1. Means, standard deviations, and correlations for the sample of family and non-family firms 

Variable Mean S.D. 1 2 3 4 5 6 7 8 9 10 

1. ROA 3.974 5.756 1.00 

 

         

2. FSHARFAM .34 .172 -.13** 

(.026) 

1.00         

3. 

SSHARPRESS-S

ENS 

.13 .083 -.08 

(.113) 

-.04 

(.301)

1.00        

4. 

SSHARPRESS-IN

SENS 

.17 .067 .09 

(.114) 

-.05 

(.284)

.04 

(.317)

1.00       

5. FAMGOV .26 .154 -12** 

(.039) 

14***

(.000)

-.05 

(.277)

-.04 

(.328)

1.00      

6. WEDGE .747 .447 -.11* 

(.064) 

.10* 

(.088)

-.05 

(.246)

.08 

(.112)

11* 

(.062) 

1.00     

7. CONTEST .738 .589 .09 

(.115) 

-.07 

(.145)

.10* 

(.061)

.12**

(.041)

-.12** 

(.049) 

.13**

(.038)

1.00    

8. GROWTH .132 .762 .04 

(.294) 

-.05 

(.187)

.07 

(.203)

.08 

(.109)

-.05 

(.193) 

.02 

(.687)

.02 

(.488) 

1.00   

9. LEV .624 .203 .03 

(.321) 

-.04 

(.268)

.09 

(.113)

.03 

(.387)

-.06 

(.127) 

-.01 

(.734)

-.12** 

(.021) 

.05 

(.106) 

1.00  

10. LSIZE 9.576 2.13 -.14*** 

(.000) 

.06 

(.113)

.07 

(.214)

.04 

(.279)

.02 

(.467) 

.01 

(.854)

-.01 

(.863) 

.02 

(.741) 

.03 

(.381) 

1.00 

* p ≤ .10. ** p ≤ .05. *** p ≤ .01. p value for each correlation is reported within brackets. 
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4.2 Regression Analyses 

Static panel data analyses are reported in Table 2. According to model 1, the presence of a family as first blockholder 
hampers firm performance (β = -20.454, p < .01), thereby supporting hypothesis 1. We also observe that FAMGOV 
is negatively related to firm performance (β = -15.352, p < .05). In model 2, we try to measure how the combination 
of the family as first blockholder and institutional investors of different types as second blockholders affects firm 
performance by replicating our regressions in the subsample of firms in which a family is the first blockholder. The 
results indicate that the presence of a pressure-sensitive institutional investor as second blockholder has a negative 
effect on firm performance (β = -4.325, p < .05) whereas the opposite is found for pressure-insensitive institutional 
investors (β = 3.147, p < .05). These observations support hypotheses 2a and 2b.  

 

Table 2. Fixed vs random effects models 

Variable Model 1 

ROA 

Model 2 

ROA 

Model 3 

ROE 

Model 4 

ROE 

Intercept -3.521***(.280) -6.84**(.049) -10.454**(.019) -6.325* (.236) 

FSHARFAM -21.012***(.009)  -24.314***(.004)  

SSHARPRESS-SENS -6.357(.437) -4.325**(.019) -5.378(.432) -3.254**(.028)

SSHARPRESS-INSENS 4.752(.038) 3.147**(.012) 5.057(.478) 2.847**(.022) 

FAMGOV -15.352**(.057) -5.847**(.036) -13.438**(.047) -4.274**(.028)

WEDGE -.582(.673) -3.89**(.024) 3.21 (.114) 1.62(.234) 

CONTEST .917(.441) .71(.698) .47(.708) .71(.692) 

LEV -1.247 (.113) -1.21(.119) -1.24(.114) -1.30(.109) 

LSIZE -.98***(.000) -.92***(.0.000) -.99***(.000) -.94***(.000) 

GROWTH .104 (.602) .31 (.454) -07(.829) 1.23(.205) 

Annual effect Yes Yes Yes Yes 

Industry effect Yes Yes Yes Yes 

F 75.37*** 55.46*** 68.85*** 50.77*** 

R2 0.1389 .1297 .1147 .1045 

Hausman 106.52*** 98.54*** 108.34*** 94.21*** 

No. of observations 1090 370 1090 370 

* p ≤ .10. ** p ≤ .05. *** p ≤ .01. p value for each parameter is reported within brackets. 

 

Table 3 reports our dynamic panel data analyses. It is worth mentioning that Hansen tests are significant for each 
model, thereby supporting the hypothesis of the absence of correlation between the instruments and the error term. 
Moreover, the results of the auto(2) test developed by Arellano and Bond (1991) also confirm the absence of 
second-order serial correlation in the first-difference residuals for each regression. z1 presents low levels of 
significance (p < .10) and z2 is not significant, thereby suggesting that we have a weak annual effect and no industry 
effect. 

Usually, after treating endogeneity problems, the results show a lower significance of most of the independent 
variables. This view is supported as we found that the significance of each explanatory variable tend to be weaker in 
terms of p-values. However, the differences in significance remain low as we do not observe important disparities 
between static and dynamic panel data analyses. Indeed, only FSHARFAM moves from a significance of .01 in static 
panel data analyses (models 1 and 3) to a significance of .05 in GMM specifications (models 7 and 8). For the other 
explanatory variables, our results are very similar to those observed in fixed effect models. 

 

 



http://ijfr.sciedupress.com International Journal of Financial Research Vol. 7, No. 2; 2016 

Published by Sciedu Press                        47                           ISSN 1923-4023  E-ISSN 1923-4031 

Table 3. GMM models 

Variable Model 5 

ROA 

Model 6 

ROA 

Model 7 

ROE 

Model 8 

ROE 

Intercept -2.764(.285) -3.424(.280) -5.88*(.068) -10.22**(.028) 

FSHARFAM -20.454**(.023)  -19.71***(.028)  

SSHARPRESS-SENS -5.425(1.241) -4.746**(.032) -6.247(1.325) -4.874**(.046) 

SSHARPRESS-INSENS 4.784(.897) 3.897**(.029) 5.031(.978) 2.978**(.039) 

FAMGOV -14.241**(.061) -5.451**(.032) -12.457**(.042) -4.897**(.024) 

WEDGE -.352(.816) -.465(.767) -3.022**(.034) 3.077(.123) 

CONTEST .767(.491) .852(.578) .674(.738) .424(.760) 

LEV -1.383(.103) -1.257(.114) -1.192(.122) -1.201(.124) 

LSIZE -.954***(.000) -.936***(.000) -.897***(.0.000) -.99***(.000) 

GROWTH -.081(.643) .087(.638) .296(.560) -05(.888) 

Annual effect Yes Yes Yes Yes 

Industry effect Yes Yes Yes Yes 

F 106.20*** 109.58*** 116.63*** 143.38*** 

z1 5.21** 3.27* 5.51** 3.46* 

z2 1.29 1.41 1.58 1.13 

auto(2) .35 .95 .71 -.22 

Hansen 321.52** 334.47** 378.37** 341.89** 

No. of observations 1090 370 1090 370 

* p ≤ .10. ** p ≤ .05. *** p ≤ .01. p value for each parameter is reported within brackets.  

 

In summary, our results do not show important differences in the significance of the coefficients of the variables. 
Accordingly, it can be argued that our results are quite robust as they do not vary depending on the methodology. 
However, we feel that methodological choices can affect the degree of significance of the explanatory variables as 
we observed that p-value slowly decreases when moving from static to dynamic panel data analyses.  

As additional robustness check, we ran additional regressions that take into account an alternative measure of 
performance. Indeed, disparities in research analyzing family firm performance can be explained by the performance 
indicator used as dependent variable (Martínez, Stöhr & Quiroga, 2007; Allouche, Amann, Jaussaud & Kurashina, 
2008). Accordingly, we replicated our regressions using another performance measure: ROE, which is defined as net 
income divided by total equity. While ROA offers a wider perspective of performance, using ROE allowed us to 
determine whether specific types of ownership were more profitable from the point of view of shareholders. The 
results obtained with this performance indicator are not significantly different from those found using ROA (see 
models 3, 4, 7 and 8), thereby confirming the robustness of our findings.  

5. Discussion and Conclusion 

This article examined the performance implications of the combination of large shareholders in listed companies 
characterized a high ownership concentration in the hand of the family. Our analysis was based on a comprehensive 
sample of French nonfinancial firms listed on the SBF120 over the period 2002-2011. By focusing on the French 
stock market, we selected an institutional setting characterized by a lower degree of shareholders’ protection (La 
Porta et al., 1999; Dahya et al., 2008) and intense agency conflicts between majority and minority shareholders 
(Charlier & Lambert, 2013). Moreover, as institutional ownership is a dominant force on the French stock exchange 
(Aglietta, 2008), this context was particularly appropriate to determine how different types of institutional investors 
alleviate or enhance principal-principal agency conflicts between family and nonfamily shareholders. 

Our results offer additional insights regarding the dark side of family ownership on different measures of corporate 
performance. Indeed, the presence of a family as first shareholder appears to be detrimental to value creation. More 
specifically, our results suggest that large family blockholders are more inclined to extract private benefits in 
institutional settings with weaker legal protection (Maury, 2006), thereby confirming that agency problems II are 
particularly intense in this particular context (Cronqvist & Nilsson, 2003). Furthermore, it also appears that family 
involvement in the management and/or the board is negatively related to firm performance. These results tend to 
confirm prior research that underlined the danger associated with an overwhelmed involvement of the family (Arosa, 
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Iturralde & Maseda, 2010; Jara Bertin et al., 2008; Le Breton-Miller, Miller & Lester, 2011; Maury & Pajuste, 2005; 
Sacristan-Navarro et al., 2015).  

However, our findings contradict those of Sraer and Thesmar (2007) who showed that family ownership enhances 
firm performance in the 1.000 largest French listed firms. Even if differences in the samples, the methods and the 
time periods employed can explain these inconsistencies, another explanation may lie in the fact that we considered 
the effect of the family as first shareholder while Sraer and Thesmar (2007) did not stress the importance of the 
position of the family in the ownership structure. Indeed, these authors defined a firm as a family business when a 
family is a large blockholder but did not determine if the family was the main blockholder. Accordingly, it could be 
that the family was not powerful enough to directly extract private benefits (Villalonga & Amit, 2006) or the create 
coalitions with other large blockholders at the expense of minority shareholders (Jara Bertin et al., 2008) 

Furthermore, our results tend to confirm the findings of several scholars who have reported that the combination of 
large blockholders significantly affects firm performance (Jara Bertin et al., 2008; Maury & Pajuste, 2005; 
Sacristan-Navarro et al., 2015). Especially, we found that the relation between multiple blockholders and value 
creation depends on the nature of the largest shareholders. In particular, our findings reveal that the combination of 
the family as first blockholder and a pressure-sensitive institutional investor as second blockholder is negatively 
related to firm performance while the opposite is found when the second blockholder is a pressure-insensitive 
institutional investor.  

An explanation for these observations could be that pressure-sensitive institutional investors are less inclined to 
discipline and/or to contest managerial decisions to protect their business relationships with the firm (Brickley et al., 
1988; Cornett et al., 2007). Accordingly, they are more likely to form alliances with large family owners who are 
freer to extract private benefits at the expense of minority shareholders which are less able to contest the control of 
the coalition formed by large family and nonfamily blockholders. In other words, the combination of the family and 
a pressure-sensitive institutional investors as first and second largest blockholders is more likely to be detrimental to 
firm performance as they deprive the organization of an adequate level of contestability among shareholders to avoid 
opportunistic and self-serving behaviors from family owners. In contrast, the positive influence exerted by the 
presence of a pressure-insensitive institutional investor as second blockholder could be explained by its greater 
proclivity to challenge, control and scrutinize family owners’ decisions as such shareholder does not have to protect 
existing business relations with the firm (Cornett et al., 2007). As a consequence, family opportunism could be 
reduced thanks to the stronger monitoring of family owners (Fernando et al., 2014), thereby leading to positive 
performance implications. 

Our study has both theoretical and practical implications. We underscore three theoretical contributions. First, we 
confirm the assumption that the conflict between majority and minority shareholders is detrimental to performance in 
firms with large family ownership operating in institutional contexts where the degree of legal protection is weaker 
(Maury, 2006). By so doing, we answer to a recent call for a better contextualization of corporate governance 
research (Pindado et al., 2014). Second, this study stressed the importance of considering the identity of large 
blockholders to obtain a more fine-grained understanding of firm performance, a topic that needs further 
development in the literature (Sacristan-Navarro et al., 2011b; 2015). Third, by exploring how the interaction 
between large family and institutional blockholders creates or destroys value, we add empirical evidence to the 
recent debate around the role of institutional ownership in the family business context (Fernando et al., 2014).  

From a practical point of view, our results can be particularly useful for policymakers as they clearly illustrate that 
minority shareholders’ rights can be altered in institutional settings characterized by a lower degree of investors’ 
protection. Based on that, regulations should facilitate the participation of minority investors in the decision-making 
process. Moreover, this study can make family owners aware of the necessity to collaborate with nonfamily 
blockholders that have the characteristics of effective monitors. For instance, family owners should accept to 
sacrifice a part of their socioemotional wealth to promote balanced ownership structures which exclude investors 
having business relationships with the firm. 

Our study presents some limitations. First, as our article proposed a single-country analysis, our results are note 
generalizable to other institutional settings. Indeed, we focused on the French market which is characterized by a 
lower degree of legal protection of shareholders (La Porta et al., 1999; Dahya et al., 2008). As such, the monitoring 
role of large nonfamily shareholders is more important than in institutional settings where minority investors are 
better protected. Accordingly, future studies should replicate our research in other countries with greater legal 
protection. For instance, future research should investigate whether the presence of institutional investors also 
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impacts value creation in Anglo-Saxon countries despite the lower prominence of “agency problems II” in these 
institutional settings (Cronqvist & Nilsson, 2003).  

Second, based on prior research (Brickley et al., 1988; Almazan et al., 2005; Cornett et al., 2007), our study 
classified institutional owners in two groups: pressure sensitive and pressure-insensitive investors. Although this 
classification has been validated in the literature, we could obtain additional insights about the effect of institutional 
ownership by distinguishing each type of institutional investors. As our sample was not large enough to deeply 
explore the heterogeneity among institutional investors, we provide some reflections that could stimulate future 
research. For instance, whereas insurance and banks are considered as pressure-sensitive investors, insurance 
companies can be more focused on long-term value than banks due to the lower restrictive fiduciary standards they 
have to face (Bushee, 2001). As family firms are often characterized by a long-term investment horizon (Miller & Le 
Breton-Miller, 2005), we could expect that insurance companies are less inclined to contest family power because 
they present similar preferences in terms of investment horizon. Accordingly, insurance companies could constitute 
less effective monitors, which is likely to enhance the extraction of private benefits by large family owners in 
institutional settings where minority shareholders’ rights are not correctly protected (Maury, 2006).  

Finally, this article only took into account the influence of institutional ownership on corporate performance. 
However, having an ownership stake in the firm is often a necessary but not sufficient condition to ensure effective 
monitoring through the board of directors (Hanson & Song, 2000). In this study, institutional investor activism 
through the board of directors has not been considered due to a lack of available and pertinent data. Therefore, future 
research should investigate how the presence of institutional investors in the board affects corporate monitoring, and 
indirectly family firm performance, and how the contest to control by institutional investors and the degree of family 
control interact together to enhance or inhibit value creation (Pindado et al., 2014; Sacristan-Navarro et al. 2015).  

By investigating how different types of large shareholders affect firm performance in a specific institutional context, 
our study presents evidence that effective monitors are required to avoid the extraction of private benefits from large 
family owners in countries where legal protection is weak. More specifically, our focus on institutional ownership 
showed that the presence of institutional investors with lower incentives to contest family power (pressure-sensitive 
ownership) enhance family opportunism. Based on these results, our study provides a set of directions that, we hope, 
will guide future research in proposing a more fine-grained analysis of institutional investor activism in family firms 
operating in different institutional settings. 
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