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Abstract 

The main objective of this study is to examine the performance of companies listed in the Saudi Stock Exchange. 
For this purpose, we studied and tested a sample of 792 firm-years among from 11 industrial groups for the years 
2006 to 2013 and compared Family and Non-family firms. The research addresses the questions 1) Do family 
owned firms perform better? 2) How does concentration of ownership affect firm performance, comparing family 
firms to non-family ones? This research attempts to fill a research gap on the relationship or determinants of capital 
structure in one of the emerging markets, Saudi Arabia. This study will be implemented through a quantitative 
approach. Secondary data were obtained from published annual statistical data, from the company financial reports 
and the DataStream database. 

Keywords: corporate governance, family ownership, ownership concentration, corporate performance 

1. Introduction 

In the corporate finance literature, a lot of discussion is prevalent with reference to the association that exists 
between corporate governance, ownership concentration and firm performance. Concentrating mainly on the 
United States and the Asian experience, there exists a large body of finance and law literature. It investigates the 
relationship between corporate governance and firm performance in many countries by means of multi-country 
studies or case studies of an individual country (see Claessens et al., 2000; Faccio & Lang, 2002; Lemmon & 
Lins, 2003).  

A Majority of the listed firms have the status of family firm in many Arab countries; hence, it is common for the 
family members to possess considerable power in the management of the firm. This may be achieved through 
chairmanship or being a member of the board, and also by means of the control of senior management positions 
(OECD, 2003). It may result in conflicts of interest between the controlling family and minority stakeholders. 
For that, in the Arab countries, it is very important to understand the corporate governance (Saidi, 2004, 2005; 
Omet, 2005; Najib, 2007). 

The impact of family Ownership on firm value habitually has been positive. Shleifer and Vishny (1986) found a 
positive relationship between ownership concentration and firm performance, arguing that this resolved agency 
costs by controlling and supervising activities in the firm. Holderness and Sheehan (1988) summarise that there 
are positive effects on firm performance with respect to a majority of the firms which have majority shareholders. 
Berle and Means (1932) found ownership concentration important in resolving agency issues between an 
organisation’s owners and managers. 

In this study we address the question; how does ownership concentration affect performance comparing family 
firms to non-family firms? To explore the association between family ownership and firm performance in listed 
firms, the contribution in this study, a contribution is that most other studies suffer from the problem that family 
ownership is not accurately measured. Avoiding significant measurement error is useful in this context a biased 
and inconsistent results are (largely) avoided.  
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Family ownership is relatively easy to track in KSA and there are, potentially, fewer biases in the measurement 
and determination of family ownership than may be the case in other settings. This is because in family 
businesses in Saudi Arabia it is relatively easy to identify the names of members of the family. This arises 
because the whole family have the same family name whether they are males or females, before or after marriage. 
Islamic law in Saudi Arabia gives the right for a woman to keep the name of her father after marriage. Therefore, 
the names of second generation owners in family firms will be clear and easy to identify. 

In this context, we analyse the corporate performance in the context of non-financial firms in Saudi Arabia listed 
on the Saudi Stock Market (SSM) for the period 2006 to 2013. The data is sourced from Datastream and the 
company financial reports, provinding an unbalanced panel data sample of 99 firms, corresponding to 792 firms 
– year observations. From the total sample, 55 firms are family-firms (about 56% ) and 44 are non-family firms. 

2. Defining Family Owned Firms 

Authors Miller et al. (2007) have compiled a list of 28 definitions of family firms that are used in a plethora of 
studies in various finance and management journals globally, from 1996 to 2006. Here are some of the diverse 
definitions of family business. James (1991) frames the idea of family businesses either as that which is entirely 
or majority owned by one person or by various members of one given family. On the contrary, Jaffe (1987) has 
shifted the definition of family business towards the concept of any business where management or active 
ownership responsibility is adopted by a given set of family members. In this paper we began our study with the 
overarching question of how can family firms are identified. We adopt the definition of family firms based on a 
statistical analysis of firm characteristics. Thus, the definition of family firm in this study will be a firm where 
the family has ownership of a minimum of 10% of the equity of the firm, and at least one representative of the 
family is a member of the management board. As 16 out of 55 family firms have a CEO sourced from the 
family this means 29% of the CEOs in family firms are family members and 71% are outsiders or hired 
CEOs. Adopting this definition means 55 family firms and 44 non-family firms were selected for this study. 
3. Firm Performance Measurement 

This study will employ both the market returns and accounting measures (profitability) as possible proxies for 
company performance. These two measures are first, Tobins Q ratio which has the benefit of being a forward 
looking measure and, second, Return on Assets (ROA) which is an approximate measure of what management 
has achieved and is backward looking (see Demsetz and Villalonga, 2001). Most previous studies have used 
ROA and Tobin’s Q as an indicator of firm performance, brief reference to some of these may be found in Table 
1.  

 

Table 1. Measurement of firm profitability 

Name  Short Definition Representative studies 

Return On Assets ROA A financial ratio that shows the percentage profit a company 

earns in relation to its total Assets 

Denis & Denis 1994, Lehmann & 

Weigand 2000 

Tobin's q ratio Tobin's q The ratio of the book value of total assets minus the book value 

of equity, plus the market value of equity to the book value of 

assets. 

Demsetz & Villalonga 2001, 

Gugler & Yurtoglu 2003, Bjuggren 

& Wiberg 2008, Ozkan, 2004 

 

4. Related Literature and Hypotheses 

4.1 Ownership Concentration 

There is an important relationship between family firms and firm performance, as concluded by many 
researchers. In East Asian firms, due to low transparency, family control could damage minority stakeholders; as 
stated by Faccio et al. (2001). In East Asian countries, the performance of family firms is lower than non-family 
firms, as observed by Claessens et al. (2002). Family firms in Norway were less productive than non-family 
firms, as displayed by Barth et al. (2005). Thus, researchers have found that in Western Europe firms that are run 
by a founding family are more profitable than nonfamily firms, further evidenced by Maury (2006). In the 
United States (US), family firms were found to perform better than nonfamily firms, as concluded in a study of 
the relationship between family firms and performance by Anderson and Reeb (2003). 

In family firms, the significance of family management and family structure has been examined. In the US, 
France, Germany, and the UK, Bloom and Van Reenen (2007) found that there was evidence of poor 
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management systems under family ownership. In the US it was found that the performance of family- CEO firms 
was better than nonfamily firms; but once it was run under the heir functioning as the CEO, firm value was 
destroyed (Villalonga & Amit, 2006). 

From the above discussion, the following hypothesis is proposed: 

H1: The determinants of performance are different between family and non-family firms. 

H2: There is a relationship between ownership concentration and firm performance. 

4.2 Managerial Ownership 

Theoretically there are two major hypotheses on the impact of managerial ownership on firm value. The 
convergence of interest hypothesis, which links the role of managerial ownership with firm performance (Jensen 
& Meckling, 1976; Jensen, 1993), proposes that the share ownership of managers would help in aligning the 
interests of shareholders and managers. However the entrenchment hypothesis states that the firm value 
decreases when management holds a substantial stake in their firms as managers become more difficult to 
remove (Jensen & Meckling, 1976; Stulz, 1988; Fama & Jensen, 1983). 

In this research, managerial ownership is defined as the percentage of share ownership of both executive 
directors and non-executive directors in line with Morck et al. (1988), McConnell and Servaes (1990) and Short 
and Keasey (1999). Recognizing that nonexecutive directors are not managers involved in the day-to-day 
management activities of the firm this research assumes that they are part of the management body in the 
boardroom of the one-tier system, and hence, all directors have incentives to exert control because directors are 
also blockholders or their representatives (Holderness, 2003). 

From the above discussion, the following hypothesis is proposed: 

H3: There is a relationship between Managers ownership and firm performance.  

4.3 Board Variables 

In the literature, board size is considered a significant factor in determining the efficiency of corporate 
governance (Pearce & Zahra, 1992; Jensen, 1993). Some are of the opinions that since larger boards present a 
wider perspective and enhanced guidance on the planned operations of the firm; this makes larger boards more 
efficient (Pearce & Zahra, 1992). On the contrary, according to some researchers, in the presence of a larger 
board size, the problems of coordination, communication and process exceed the benefits of having more people 
to draw on; hence, the value decreases (Yermack 1996; Eisenberg et al., 1998). 

The impact on the board’s effectiveness of the Chief Executive Officer’s (CEO) duality is another matter 
discussed in the literature. Cadbury (1992) noted the possibility of opportunistic behaviour on behalf of insiders 
when the two positions are not separated in a report on corporate governance in UK firms. The role of 
chairperson (COB) and the CEO should be separated from each other to reduce agency problems, as debated by 
(Fama & Jensen, 1983).  

In line with the Companies Law (1965) in Saudi corporate governance the Company law establishes the 
fundamental requirements for the board structure, liabilities and responsibilities. The size of the board must be 
between three and eleven, it is required that one third of the board of directors has to comprise non-executives.  

Three variables are incorporated in our empirical model to examine the effectiveness of the board in reducing 
agency problems, assumed to subsequently produce better performance. First, the total number of directors 
(Board size), second, a dummy variable that takes the value of 1 if the CEO and chairman of board are separate 
(Non-Duality), or else 0 and third, a dummy variable that takes the value of 1 if the CEO position in the firm is 
held by a family member (CEO family member).  

From the above discussion, the following hypothesis is proposed:  

H4 A: There is a relationship between profitability and board size; 

H4 B: There is a relationship between profitability and Non-Duality; 

H4 C: There is a relationship between profitability and CEO Family. 

4.4 Agency Costs and Performance 

In this paper we use two proxy measures for agency costs, which frequently appear in the accounting and 
financial economics literature. First proxy is asset utilisation ratio; this measure of agency costs is calculated as 
the ratio of annual sales to total assets. This measures the effectiveness of firm investment decisions and the 
ability of the management to direct assets to their most productive use. If the asset utilisation ratio is lower the 
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management of the firm are seen as taking sub optimal investment decisions. Second proxy is expense ratio; 
calculated as operating expenses divided by annual sales. This ratio is a measure of how effectively the firm’s 
management controls operating costs, and other direct agency costs. 

Assets Turnover (ASTN) = Annual sales to total assets 

Expenses ratio (EXPRAT) = operating expense scaled by annual sales 

H5: There is a relationship between profitability and agency costs. 

4.5 Firm Size 

Smaller firms have more room for bigger family ownership as they are likely to be closer to their inception and 
easier for families to support financially. Also, there may be an inverse relation of size with level of information 
asymmetries between external and internal investors, as stated by Rajan and Zingales (1995). Firm size was 
negatively related with performance; as concluded by Klein et al. (2005). As stated by Kapopoulos and 
Lazaretou (2007); firm size as calculated by the book value of total assets, had an inverse relation to performance. 
Firm size was negatively related to performance, as discovered by Farooque et al. (2007). Firm size was 
positively and considerably linked with Tobin’s q, as concluded by Hu and Izumida (2008). As compared to 
smaller firms, larger firms display higher Tobin’s q ratio, as indicated by King and Santor (2008).  

From the above discussion, the following hypothesis is proposed: 

H6: There is a relationship between profitability and firm size. 

4.6 Leverage 

The relationship between leverage and performance in previous research has different results, as discussed by 
Stiglitz (1985). A positive effect on firm performance may be expected as an outcome of monitoring performed 
by the lender. Conversely, the threat of bankruptcy may be increased by greater levels of debt also limiting the 
firm’s ability to increase new debt and consequently compelling firms to lose important investment opportunities 
(Myers, 1977; Harris & Raviv, 1990). Tong and Ning (2004) included that a negative signal is given by highly 
leveraged firms that the firm may be unable to meet financial commitments in the future. Leverage was related 
negatively to firm valuation, as observed by Perrini et al. (2008). There was also a negative relationship between 
leverage and performance measures, as proposed by Hu and Izumida (2008). This was explained as the agency 
cost of debt finance resulting from a conflict of interests between bondholders and shareholders, this because 
bond holders do not have the upside risk of very good performance and so shareholders prefer higher leverage.  

In classical models of capital structure, firms should borrow as much as possible because of the tax shield that is 
offered. In this study which applies to KSA there is no effective tax shield as companies pay only zakat which is 
fixed, small 2.5 % of net profit. Further, one of the features in Saudi’s economy is the absence of income tax on 
citizens. 

According to the above discussion, because firm size theories give different implications for the relationship 
between leverage and firms’ performance, this research assumes either a negative or positive relationship 
between profitability and capital structure as is shown in the following hypothesis: 

H7: There is a relationship between profitability and leverage. 

5. Model Specification 

The preceding discussion informs the model specification. 

Performance ~ ƒ (ownership concentration, Managerial Ownership, Assists Turnover, Expenses Ratio, CEO 
Family, Board size, CEO/Chair Non-Duality, Long term debt to total assets, Total debt to total equity, Firm Size). 

 

Table 2. Definition and measures for variables  

Symbol Descriptions and measures Sources 

OWNCON The percentage of total shares outstanding held by Largest 

Shareholders owning more than 10% of the firm shares 

Thomson one Banker database and the 

financial reports 

MOWNER The percentage of total shares held by executive directors divided 

by the total number of shares 

Thomson one Banker database and the 

financial reports 

ARTN Annual sales to total assets (Asset Turnover)  Datastream database and the financial 

reports 

EXPRAT Operating expense scaled by annual sales Datastream database and the financial 
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reports 

CEO - FAMILY A dummy variable that takes the value of 1 if a family member 

holds the CEO position in the firm. 

Financial reports 

BRDSIZE The total number of members on the board Financial reports 

CEO/Chair 

Non-Duality 

A dummy variable that takes the value of 1 if the CEO and chair of 

board have separate roles, otherwise 0 

Financial reports 

LTDTA Long-Term Debt Divided by Total Assets, it is used to investigate 

the effect of long-term debt on a firm’s performance 

Datastream database and the financial 

reports 

TDTE Total Debt Divided by Total Equate Datastream database and the financial 

reports 

F SIZE Logarithm of total assets Datastream database and the financial 

reports 

Tobin’s Q The ratio of the book value of total assets minus the book value of 

equity, plus the market value of equity to the book value of assets  

Datastream database and the financial 

reports 

ROA Ratio of the net Income divided by total Assets  Datastream database and the financial 

reports 

Family-Firm A dummy variable that takes the value of 1 if the company a family 

firm, otherwise 0. 

 

 

6. Data Sample and the Processes of Analysis 

Data were collected mainly from secondary sources; the sample size of the study consists of all Saudi listed 
companies, excluding financial firms. The research sample is subjected to the following criteria: 

- The main sources of secondary data collected Specifically from Datastream database, Thomson one Banker 
database and the financial reports of the firms.  

- The research covers the period 2006 to 2013, a total of 8 consecutive years. Data for an extended period is 
considered necessary to draw clear statistical estimations of the relationships between variables. The rationale 
for using this period is summarized in the following points: 1) the reforms to Saudi Arabia’s environment 
commenced at the beginning of 2006. 2) The implementation of the best practice of corporate governance 
mechanisms was embarked upon in 2006. In addition, banks and finance companies and insurance companies 
are excluded from our list. 

6.1 The Processes of Analysis 

In analysing the data, correlation coefficients and variance inflation factors (VIF) were used to check for 
multicollinearity. Multicollinearity was absent in the interaction between independent constructs. 

GLS estimation of a random effects panel estimator was conducted over the eight-year sample period. By this 
means it will be possible to test for variations among cross-sectional units and also variations within individual 
units over time (Baum, 2006). This approach assumes that regression parameters are similar between various 
cross-sectional units and stable over time. We are also able to introduce industry fixed effects directly through 
the use of dummy variables. 

6.1.1 Descriptive Statistics  

Table 3 presents descriptive statistics for the variables used in our estimation. The sample contains panel data 
sample of 99 firms, corresponding to 792 observations. From the total sample, 55 firms are family-firms (about 
56% of the firms) and 44 are non-family firms, in Saudi Arabia for the Period 2011–2013.  

 

Table 3. Descriptive statistics for family firms variables. 

Variable Mean Std. Dev. Median Min Max 

Dependent Variables      

ROA 0.085 0.093 0.078 -0.6 0.57 

Tobin’s Q 1.271 1.104 0.907 -0.44 9.67 

Independent Variables      

BRDSIZE 8.29 1.78 8 4 13 

MANGOWN 0.05 0.1 0 0 0.8 

Non/Dual 0.96 0.19 1 0 1 
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CEO-Family 0.28 0.45 0 0 1 

OWNCON 0.69 4.9 0.18 0 51.7 

LTDTA 0.08 0.1 0.04 0 0.45 

TDTE 0.44 1.93 0.19 -1.93 36.98 

FSIZE 8.75 1.21 8.99 0 10.66 

EXPRAT 0.73 0.36 0.83 -0.55 3.71 

ARTN 0.65 0.55 0.52 0 3.05 

 

Table 4. Descriptive statistics for non-family firms  

Variable Mean Std. Dev. Median Min Max 

Dependent Variables           
ROA 0.06 0.1 0.04 -0.67 0.62 
Tobin’s Q 1.48 1.33 0.95 0.15 7.37 
Independent Variables            
BRDSIZE 8 1.43 8 4 12 
MANGOWN 0.01 0.04 0 0 0.38 
Non/Dual 0.98 0.13 1 0 1 
OWNCON 0.01 0.04 0 0 0.21 
LTDTA 0.13 0.18 0.03 0 0.66 
TDTE 0.53 0.99 0.09 -0.78 8.34 
FSIZE 8.5 1.16 8.73 5.85 11.52 
EXPRAT 0.78 0.49 0.85 -3.55 4.83 
ARTN 0.54 0.63 0.39 0 4.81 

 

7. Econometric Analysis (Findings for Regression Models) 

The following table shows the regressions results for the relationship between firms’ performance measured by 
the Return on Assets (ROA) and Tobin’s Q as a dependent variable and the corporate governance variables 
comparing family and non-family firms.  

In all cases the results are jointly significant at a 1% level of significance. Note that the R-squared for the first 
table are in the range of 42% to 31% for family and non-family firms in the ROA. For the second table the 
R-squared is in the same range, 39% and 37% for family and non-family firms respectively.  

 

Table 5. Regression results for performance measured by return on assets 

 Model One Model Two 

 2 way Random effects All 
Firms 

2 way Random effects 2 way Random effects 
 Family Firms Non-Family Firms 

ROA Coef. P(Sig) Coef. P(Sig) Coef. P(Sig) 

BRDSIZE 0.005 0.089* 0.008 0.017** 0.001 0.722 
MANGOWN 0.067 0.149 0.099 0.039** -0.127 0.247 
Non / Dual 0.089 0.032** 0.103 0.025** 0.077 0.341 
CEO - Family 0.045 0.032** 0.008 0.691   
OWNCON 0.001 0.231 0.001 0.401 0.051 0.376 
LTDTA -0.075 0.039** -0.088 0.106 -0.060 0.322 
TDTE 0.000 0.877 0.000 0.778 -0.005 0.536 
FSIZE 0.002 0.426 0.002 0.637 0.000 0.928 
ARTN 0.061 0.000*** 0.098 0.000*** 0.044 0.001*** 
_cons -0.133 0.029 -0.123 0.118 -0.099 0.346 
R-squared 0.31 0.42 0.31 
F test 95.05 97.41 35.72 
Prob > F,chi2 0.000 0.000 0.000 

LR test 
LR Ch2 53.02 
Prob > chi2 0.000 

Industry dummy Yes Yes Yes 
Observation 595 325 270 

Note. *significant at 10%, ** Significant at 5%, *** Significant at 1%. 
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Tests of whether random effects are appropriate were conducted and both models were found to have significant 
Wald values. We therefore conclude that random effects are appropriate. A further Hausman test (not reported 
here) was insignificant, which confirms that fixed effects are not necessary, although our preference a priori was 
for a random effects model. The LR test that is reported at the bottom of Tables 5 and 6 examines whether the 
observations on family and non-family firms might be pooled. Both for the model on return on assets and 
Tobin’s Q we reject the null hypothesis that Model One and Model Two are equivalent and proceed to interpret 
the results from Model Two. 

 

Table 6. Regression results for performance measured by Tobin’s Q 

 Model One Model Two 

 
2 way Random effects All Firms 

2 way Random effects 2 way Random effects 

 Family Firms Non-Family Firms 

Tobin’s Q Coef. P(Sig) Coef. P(Sig) Coef. P(Sig) 

BRDSIZE 0.018 0.671 -0.018 0.686 0.081 0.267 

MANGOWN 0.512 0.413 0.959 0.112 0.426 0.763 

Non / Dual 0.100 0.886 1.494 0.025** -1.598 0.249 

CEO - Family 0.320 0.353 0.414 0.189   

OWNCON 0.028 0.254 0.036 0.057* 1.341 0.152 

LTDTA -1.637 0.001*** 0.563 0.429 -2.798 0.001*** 

TDTE -0.033 0.155 -0.026 0.185 -0.121 0.312 

FSIZE 0.055 0.305 0.194 0.005*** -0.044 0.587 

ARTN 0.309  0.023** 1.157 0.000*** 0.152 0.411 

_cons 0.898 0.362 -2.551 0.000 3.118 0.069 

R-squared 0.22 0.39 0.37 

F test 51.23 78.99 40.44 

Prob > F,chi2 0.000 0.000 0.000 

LR test LR Ch2 91.26 

Prob > chi2 0.000 

Industry dummy Yes Yes Yes 

Observation 552 298 254 

Note. *significant at 10%, ** Significant at 5%, *** Significant at 1%. 

 

7.1 Ownership Concentration 

In the results from (Table 5), the coefficient on the variable ownership concentration is always positive but has 
an insignificant effect on performance measured by ROA. The result is consistent with the evidence of (Demsetz 
& Lehn, 1985) and (Demsetz & Villalonga, 2001) that ownership concentration has no systematic relationship 
with firm value. Based on this finding, Hypothesis (2 which stated there is relationship between ownership 
concentration and firm performance is not supported. 

Additionally, the finding for ownership concentration and Tobin’s Q in non-family firms is consistent with our 
expectations, as we find the coefficient is positive though statistically insignificant. Conversely, there is a 
significant positive relationship between ownership concentration and Tobin’s Q in the family firms which 
means that as ownership concentration increases in family firms the performance of Saudi firms’ increases as 
shown in the (Table 6). The finding in this study is also consistent with that of (Haniffa & Hudaib, 2006) in their 
study on the positive relationship between the ownership of the top five shareholders and firm performance in 
Malaysia, also, (Kapopoulos & Lazaretou, 2007) who suggested that when a firm has high concentrated 
ownership, the profitability of that firm is also high. In conclusion, Hypothesis two is partially supported in this 
study and for that is fail to reject. 

One of the reasons for this positive relationship could be that increasing ownership concentration affects 
positively Tobin’s Q as large shareholders in family firms would play an important role to increase their own 
wealth though a rise in the price of shares (Shleifer & Vishny, 1986). 

7.2 Managerial Ownership 

Managerial ownership we found a significant positive relationship between managerial ownership and ROA in 
family firms. This, together with the results of CEO non-duality indicates that there is a better association of the 
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goals of shareholders and managers where managers own stock. In contrast, although there is a positive 
relationship in family firms between ownership concentration and performance this is statistically insignificant.  

Moreover, evidence is also provided by the significant positive relationship between managerial ownership and 
performance measured by Tobin’s Q in family firms. This supports the view that investors, especially for family 
firms’ view managers as good stewards of the firm’s resources where they have a direct interest in the firms 
performance. So, regarding family firms the result shows a significant relationship between managerial 
ownership and firm performance as measured by ROA or Tobin’s Q based on this finding, Hypothesis three for 
family firms, which stated that there is a relationship between managerial ownership and firm performance is 
supported. 

Regarding non-family firms, the results show an insignificant relationship between managerial ownership and 
firm performance as measured by ROA or Tobin’s Q and we note that the coefficient on the variable managerial 
ownership with ROA is negative. A significant negative finding would have been consistent with some earlier 
studies such as (Morck et al., 1988; Harris & Raviv, 1988; Stulz, 1988) with the implication that the more shares 
the managers hold, the more is their entrenchment and their ability expropriate the firm’s resources for their own 
benefits. However based on our findings, Hypothesis (3) for non-family firms, which stated that there is a 
relationship between managerial ownership and firm performance ROA or Tobin’s Q, is not supported. 

In sum, this study suggests that the firms with managerial ownership, particularly in respect of family firms, 
have higher performance. This is shown in the relationship between managerial ownership and performance in 
Tables 5 and 6.This result suggests that, as management ownership rises, agency problems between management 
and outside shareholders are more likely to be resolved leading to higher performance. 

7.3 Agency Costs 

Agency costs in family and non-family firms indeed have a negative and significant impact on ROA in KSA. 
This is seen in the positive and statistically significant coefficient on ARTN. In this case, there is a relationship 
between agency costs and firm performance, supporting Hypothesis (5). The coefficient of 0.098 of family firms 
in Table 5 can be interpreted as: a rise of 1 unit of the ratio of turnover to assets (decline in agency costs) results 
in a 9.8 % increase in the ROA. A similar relationship is found in family firms when firm performance is 
measured by Tobin’s Q. 

In terms of ownership structure in family firms’, the result also indicates that a high level of managerial 
ownership contributes to reducing agency costs. As shown in Table (5) managerial ownership has a positive 
influence on firm performance at a 5% level. This is not surprising since managers ownership plays a significant 
role in decision-making and a firm’s performance, resulting in a mitigation of agency costs. This finding is 
consistent with (Gul et al., 2012; Mustapha & Ahmed, 2011). 

7.4 Board Structure 

In this sub-section, we examine the relationship between board structure (board size, non/duality and 
CEO-family) and corporate performance. The results are shown in Tables 5 and 6. In family firms, the board size 
has a positive significant regression coefficient a result which supports the fourth hypothesis that there is a 
relationship between board structure (board size) and firm performance. This positive relationship indicates that 
when the board size increases, the performance of the family firms will increase. This is similar to previous 
studies such as (Pearce & Zahra, 1992). Conversely, however, when performance is measured by Tobin’s Q the 
result shows an insignificant relationship between board size and firm performance. 

Further there is a positive and significant relationship between non duality and ROA in the family firms. Also, 
there is a positive and significant relationship between non duality and Tobin’s Q in family firms. These results 
are consistent with the view that the board's monitoring is unlikely to be as effective if the same person holds the 
two top positions. The results further suggest that the CEO can additionally exert a positive effect on firm 
performance by holding board membership. Firms with CEO board members are likely to have better or more 
efficient governance mechanisms, which should contribute to enhanced performance. This result suggests that if 
the CEO is a board member, he or she may facilitate and participate in the decision making process rather than 
dominate the decisions of the board, as may be the case when he/she is CEO and chairman together. This result 
supports the fourth hypothesis which stated that there is a relationship between board structure (nonduality) and 
firm performance. 

In Saudi Arabia as in many other Arab and developing countries, management and the board of directors in 
family firms are frequently controlled by members of the families. Therefore, the board structures in family 
firms are expected to have an impact on corporate performance. Regarding non-family firms, the results show an 



www.ccsenet.org/ijef International Journal of Economics and Finance Vol. 7, No. 2; 2015 

86 

insignificant relationship between non-duality and firm performance (as measured by the ROA or Tobin’s Q). 
Based on this finding, the Hypothesis (4B) for non-family firms, which stated that there is a relationship between 
non duality and firm performance ROA or Tobin’s Q, is not supported. As far as we know, only (Elsayed, 2007) 
has carried out research in an Arab nation on this question (in Egypt) and found CEO duality had no influence on 
corporate performance. 

7.5 Firm Size 

There is evidence of a significant positive relationship between firm size and Tobin’s Q in family firms (Table 6), 
although this is the only occurrence of a significant effect. Theoretical explanations for this effect are often 
presented as market power and economies of scale. Further work might be undertaken to examine whether this 
finding for family firms may have arisen because profitable firms that have grown without the need for external 
financing (and hence the dilution of family shareholding) are in essence self selected for the sample.  

However the result is not consistent with previous research. (Sarkar & Sarkar, 2000) conclude that larger firms 
can be less efficient than smaller ones because of the loss of control by top managers over strategic and 
operational activities within the firm. Lang and Stulz (1994) find a decrease in firm returns as the firm becomes 
larger and more diversified. Based on this finding, the Hypothesis (6) for family firms, which stated that there is 
a relationship between firm size and firm performance, is supported.  
7.6 Leverage 

Leverage has a negative, though insignificant regression coefficient for performance (measured by ROA) in 
family firms, with an estimated coefficient of -0.088. For non-family firms there is a significant negative 
relationship between leverage and firm performance (as measured by the Tobin’s Q) with an estimated 
coefficient of -2.798 statistically significant at a 99% level. Since we expect that too much debt increases the risk 
of bankruptcy and limits the firm's ability to raise new capital these results are consistent with expectations and 
consistent with other findings (Myers, 1977; Harris & Raviv, 1990). It would appear that in the case of both 
family and non-family firms the need to raise capital through debt may be a signal that the firms prospects are 
relatively poor. Given the absent or low levels of taxation in KSA there are no anticipated direct benefits in the 
form of tax shields offered by debt and so a negative finding is more likely in this context. This finding is 
consistent with studies such as Tong and Ning (2004) who found that highly leveraged firms provide a negative 
signal that the firm faces future financial problems. 

This negative relationship for leverage in explaining the performance of family firms in Saudi Arabia companies 
during this period 2006–2013 may be consistent with the agency based theory that a highly leveraged firm in 
financial crisis makes inefficient investment decisions and this leads to a decline in value. Another explanation is 
that the stock market pays particular attention to the firm’s ability to repay loans, especially short-term loans. 
This may lead to poor performance in firms with very high leverage. Therefore, Hypothesis (7), which indicates 
that there is a relationship between leverage and firm performance, is not supported. These results are consistent 
with the research findings of (Onaolapo & Kajola, 2010; Fosberg & Ghosh, 2006). 

8. Conclusion 

The determinants of corporate performance for Saudi companies are studied in this paper. This is in a context 
where, most listed firms are family firms and, the boards and management are frequently dominated by the 
families.  

Our analysis revealed that ownership concentration has no systematic relationship with firm performance if 
measured by ROA. Conversely, ownership concentration in family firms has a significant positive relationship 
with Tobin’s Q. There is a strong relationship between performance and managerial ownership in family firms 
whether performance is measured as ROA or Tobin’s Q. This is in contrast to the findings for non-family firms. 
In addition, we find some evidence for a link between performance and board size in family firms. The findings 
support the view that CEO non duality is important for performance in family firms. 

There is therefore evidence that agency costs are important for Saudi companies and that these influences are 
different in their effects on family as opposed to non-family firms. This is reinforced by the findings on agency 
costs when measured directly in the form of turnover ratios. However it appears that the potential constraining 
effects of debt on the behaviour of a firm’s managers are not influential, or at least insufficient in overcoming the 
greater received risks from firms that are highly levered. This may inform the interpretation of result in a setting 
where debt presents a tax shield for companies, which is not the case for Saudi Arabia. 
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