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This paper analyzes two important aspects of cdreted ownership structures; control enhancing
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benefits of control and second, that the presefhaecontrolling shareholder can positively affaomf
value by aligning the interest of shareholders imathagement. Our findings on the release of family
control and control enhancing mechanisms indidadéthere is no evidence of minority expropriation
in Sweden. Instead, concentrated ownership seentedtroy value due to lower leverage, less
aggressive growth strategies and overinvestment. a8e find that family control of firms is
determined by the family’s desire to gain sociatist and reputation. Moreover, families employ
control enhancing mechanisms in order to maintaintrol; however, the use seems to be limited by
social norms and concerns about reputation.
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1. Introduction
Most firms around the world are controlled by oamyké shareholder, usually the state or a family (La

Porta et al., 1998, 1999). In the US, where ownprdispersion is the greatest, founding families
exercise a significant degree of control over almuhird of the 500 largest firms (Villalonga and
Amit, 2007). In Continental Europe, where the coniion of ownership has traditionally been
stronger, family controlled blocks on average pmesdout 50% of the firms (Mayer et al., 2008).
These facts give rise to the following general tjpes What are the effects of ownership
concentration on firm value and performance?

Previous research has given rise to two contragigrgpectives on the effects of concentrated
ownership structures, which we refer to as “miryoexpropriation” and “alignment of interest”. The
minority expropriation perspective is based on enie that ownership concentration leads to the
exploitation of minority shareholders. Controllirghareholders, most often families, commonly
leverage their controlling positions through the w$ control enhancing mechanisms, which allows
them to extract private benefits of control atéxpense of minority shareholders.

The alignment of interest perspective suggeststhieae are also potential benefits that arise from
concentrated ownership structures. Controlling owrfgave an incentive to monitor management
more closely and thereby reduce the agency conliEween shareholders and management.
Moreover, ownership concentration brings more &tghio the firm. Controlling owners often have
more long term profit horizons than investors ie gapital markets, and can therefore maximize long
term performance.

The empirical evidence on these contrasting vieas indicated that in line with the minority
expropriation perspective, control enhancing meismas destroy firm value. Moreover, one important
form of concentrated ownership structures, famityng§, usually perform better than widely held
firms, which has been interpreted as evidence efalignment of interests. However, in Sweden,
family control leads to a discount in firm valuehish then again could be seen as evidence of
minority expropriation. Overall, the generally ddished view is that minority expropriation
dominates the effects of concentrated ownershigttres on firm value and performance.

However, there are two issues related to theseagiimg views that previous research has not yet
resolved. First, it has not been clearly estabtisivbether the use of control enhancing mechanisms
reduces firm value due to minority expropriation loecause of other aspects of concentrated
ownership such as less aggressive growth strategiese conservative capital structures and
overinvestment. For instance, evidence on Swedggests that controlling owners rarely expropriate
minorities (HOgfeldt, 2001). Secondly, the empiricasearch on family firms does not indicate
whether family control aims to maximize the exprapon of private benefits or whether families try
to maximize social benefits such as reputation soxdal status. It is therefore the purpose of this

paper to consider two specific aspects of conceatrawnership, control enhancing mechanisms and
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the determinants of family control, and therebwjie further evidence on the structure and effetts
ownership concentration.

We conduct this study, first, by comparing the @eof different control enhancing mechanisms
and analyzing their impacts on firm performanceicivlenables us to determine exactly what drives
the effects of concentrated ownership on firm valnd performance. We therefore state the following
specific question this paper aims to answer:

What are the effects of different control enhancemerhanisms on firm value and performance?

Furthermore, the choice of control enhancing meigias can reveal whether controlling owners
seek to extract private benefits of control atékpense of minorities or whether firm value is ezt
due to other aspects of concentrated ownershiptstas. Therefore, we state a question that can giv
more evidence on minority expropriation:

What determines the choice of different controlagring mechanisms?

Secondly, we build on the existing empirical fingnin order to develop and empirically test a
framework that analyzes the determinants of familgtrol and what happens following the release of
family control. The existing empirical research hasially taken family control as given. However,
the recent transition from family control to morispkrsed ownership structures (Mayer et al., 2008)
presents the opportunity to analyze family conbgplexamining the determinants of the release of
control. This analysis, as well as a study of thepest consequences of the release of control, can
provide further evidence on whether families chotsecontrol firms in order to extract private
benefits of control or whether they seek to maxaother benefits such as reputation or social statu
We therefore state the following question:

What determines the release of family control ahdtvare the consequences of the release of family
control?

Our study will focus on one country, Sweden, wHicings about the following advantages: The
use of control enhancing mechanisms is extremetynoon in Swedish firms, which makes this an
interesting country for the purpose of our studyor&bver, Sweden exhibits highly concentrated
ownership structures with a large share of famiytool. Lastly, by focusing on one single legal

regime, we can ensure that our results are noedibg differences in minority shareholder protattio

1.1. Intended Contribution
The contribution of this paper is two-fold. Firate will analyze in more detail the effect of dikkeit

control enhancing mechanisms on firm value andopexdnce. Previously, only little research has
been devoted to how disproportionate ownershigciras impact earnings performance. Moreover,
to our knowledge, no study on Sweden has yet irgadsd the effect of different control enhancing
mechanisms on firm value and performance.

Secondly, we aim to give further insights into whkgtermines family control. Most of the
empirical literature on family firms has analyzéx tperformance and valuation of family firms by
comparing it with non-family firms. However, theseidies have taken family control as given. We
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are aware of only two papers that have been dewotéuis topic: Villalonga and Amit (2008), who
examine the determinants of family control and awhg, and Mayer et al. (2008), who examine the
determinants of family ownership across differeagadl frameworks and how ownership and control
evolve over time. Our paper will try to analyze fancontrol from a different angle; namely in
investigating the determinants of the release ohilfa control and determining what happens
following the release of family control. Comparem grevious studies our main contributions are
therefore:

1) We contribute to the study of control enhancing Ina@isms by analyzing the effect of
different mechanisms on firm value and performanEarthermore, we analyze what
determines the choice of control enhancing mechais. question that has previously only
been addressed by Villalonga and Amit (2006).

2) We add to the limited research on the determinainfamily control by analyzing the release
of family control in Sweden.

3) We construct an analysis to examine the ex postarprences of the release of family control,

which has not been addressed by previous studies.

1.2. Structure of this Paper
We will give an overview of previous empirical finds in Section 2. Section 3 will describe the

theoretical framework underlying this study, whiehl be further developed into our hypotheses in
Section 4. Next, we will give a brief overview difet dataset and methodology used in this study and
present some descriptive statistics in Sectiorebti@n 6 provide an overview of the results we iobta

from our regression analysis. Finally, we will arz@ our results in Section 7 and outline the

conclusions of this paper and some suggestiorfsifttrer research in Section 8.
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2. Empirical Background
The empirical research on ownership concentratiah @ntrol enhancing mechanisms has provided

some evidence in favour of the minority expropdatperspective; however, there is also evidence in
support of the alignment of interest view. In théxtion, we first review the effects of differenntrol
enhancing mechanisms that are commonly employedobyrolling owners and give them excess
control. Then, we describe the findings of emplricesearch on the most important form of
concentrated ownership structures, family firms.e YWesent the empirical findings related to the
effects of family control on firm value and perfante. We also describe the previous research on the
determinants of family control (please see Apperdigr a definition of family firms). First of allye
summarize the main empirical findings in Table [2elow.

Table 2.1 Summary of Previous Empirical Findings
Firm valuation is usually measured by Tobn's Q &md performance by ROA. The difference between ¥ialuation and performance can
for example be due to minority expropriation. Tleémition of family control varies across studieswever, it generally indicates that the
family controls more than 25% of the votes. Excessdrol indicates that there is a dispersion betweash flow and voting rights due to the
use of control enhancing mechanisms. Dual Classeshend Pyramids indicate the use of these mecmanis

Authors Region Effects on Firm Valuation Effectson Firm Performance

Family Excess Contro| Dual Class Pyramids Family Excess Control
Control Shares Control

Villalonga and Amit |US Negative Negative Positive

(2007)

Averstad and Rova |Sweden Negative Mixed Positive

(2007)

Barontini and Continental Positive Negative Positive Neutral

Caprio (2006) Europe

Erhardt et al (2006) |Germany Positive

Favero et al (2006) |ltaly Positive Positive Positive Positive

Maury (2006) Europe Positive

Andersson and Sweden Negative Negative

Nyberg (2005)

Bennedsen and Europe Negative Negative Negative Neutral
Nielsen (2005)

Klein et al (2005) Canada Neutral Negative
Gompers et al (2004JUS Negative
Villalonga and Amit |US Neutral Negative
(2004)
Anderson and Reeb |US Positive Positive
(2003)
Cronqvist and Sweden Negative Negative
Nilsson (2003)
Claessens et al (200Past Asia Negative
2.1. The Effect of Control Enhancing Mechanisms

The wide use of control enhancing mechanisms agid éfffects on firm value have been documented
in many studies. Most firms around the world aratogled by a large shareholder, usually the

founders and their families, who often entrenchrbelves using control enhancing instruments such
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as dual class shares, pyramidal ownership strig;taress holdings and voting agreements (defined in
Section 3.4) (La Porta et al., 1999). In Swedenefaample, a large fraction of listed firms is famil
controlled, and disproportionate ownership striedlare extremely common (Hogfeldt et al., 2001).

A negative relationship between disproportional eship structures and firm value has been
found by empirical research all around the worlde(§able 2.1). In general, agency costs from
disproportionate ownership structures reduce fiatne by 6-25%, increasing with the vote ownership
of the controlling owner (Crongvist and Nilsson030 Villalonga and Amit, 2004). In Sweden, the
value discount due to disproportional ownershipdtires is 7%, which is relatively high compared to
other developed countries (Zingales, 2004). Crastcamd Nilsson (2003) also find that agency costs
due to disproportionate ownership structures tenlet larger for family firms than for other types o
controlling shareholders, as families get more ived in the management of the company and will
thus find it easier to extract private benefitzoftrol.

On the other hand, the effect of disproportionahership structures on performance seems to be
mixed, with positive, negative or insignificant eéfts found depending on the country studied (see
Table 2.1).

2.2. The Effect of Different Control Enhancing Mechanisns
There is only limited empirical evidence on whichtbe control enhancing instruments might be

driving the negative effect on valuation and whettiéferent types of control enhancing mechanisms
could impact value differently. Bennedsen and Niel$2005) find that dual-class shares are more
costly than pyramidal structures, as they havegaifgiantly stronger negative effect on firm value.
Dual class shares reduce firm value by 20% compé&oed firm with a proportional ownership
structure, whereas pyramidal structures only haveegative effect of about 8% on firm value.
Villalonga and Amit (2007) document a negative eadififect of dual class shares and a positive value

effect of pyramids.

2.3. The Impact of Family Control on Valuation and Perormance
Most of the empirical literature related to familgms has measured the effect of family control on

firm performance and valuation by comparing famfiiyns with non-family firms. The general
empirical finding has been a positive relationsbgtween family control and firm performance
(Averstad and Rova, 2007; Barontini and Caprio,&2@rhardt et al., 2006; Favero et al., 2006).
Family control also has a positive effect on firmluation if held directly and without the use of
control enhancing mechanisms (Barontini and CaRi@6; Villalonga and Amit, 2004; Favero et al.,
2006). The positive impact of family control omnfirvalue and performance suggests that this form of
ownership concentration increases the alignmemttefests between management and shareholders.
One exception to this finding is the result froradsés on Swedish family firms. Averstad and Rova
(2007) and Andersson and Nyberg (2005) find thatlevfamily control is positively related to

performance, it has a negative impact on firm valtleese opposing effects were not documented in
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any other study and might be explained by the ekteruse of dual class shares and an unwillingness
of older firms to give up control in order to fugtbwth (Averstad and Rova, 2007).

On the other hand, when families enhance theirrobhimg position through the use of control
enhancing mechanisms, the impact of family conbrolfirm value is negative, as can also be seen
from the aforementioned negative effect of congrdhancing mechanisms (Villalonga and Amit 2007;
Bennedsen and Nielsen, 2005). However, there i8 alsdence that disproportional ownership
structures act as a substitute for minority pradest as the value discount on concentrated owigersh
is large and significant in countries with goodestor protection whereas it seems to be negligible

countries with poorer protection for small shareleed (Bennedsen and Nielsen, 2005).

2.4. The Determinants of Family Control
In general, empirical studies on family firms takemily control as given. What explains the

determinants of family control has been addresgeahby two previous studies. In this relatively new
field of research, Villalonga and Amit (2008) anday#r et al. (2008) have made a first attempt to
analyze the determinants of family control and Hamily control evolves over time. Villalonga and
Amit (2008) find that when family control gives thiem a competitive advantage and maximizes firm
value, families are likely to hold on to contrah &ddition, private benefits of control approprihte
through the use of control enhancing mechanisms asm explain family control of firms and
industries. Mayer et al. (2008), who study bottvaié and listed firms in France, Germany, Italy and
the UK, show that family control is common amongiyg private firms across all countries. Usually,
family firms quickly evolve into widely held compias. However, families are more likely to hold on
to control if they can capture private benefitscoftrol, which is usually the case in countries rghe
investor protection is weak, markets are less ageal, the level of corruption is high and political

openness low.

2.5. Summary of Empirical Findings
The empirical findings suggest that firm value ésluced when controlling owners leverage their

controlling position through the use of control anbing mechanisms. This evidence indicates that
minority shareholders discount firm value as thegrfexpropriation by the controlling shareholders.
Nevertheless, more research is needed on the efédifferent control enhancing mechanisms to
draw more general conclusions on how disproport®maavnership structures impact firm value and
performance.

The empirical evidence on concentrated ownershigtsires such as family firms indicates that
ownership concentration can have positive effentfirm value and performance, as suggested by the
alignment of interest perspective. However, whemenship is more concentrated due to the use of
control enhancing mechanisms, this does not imptieea@lignments of interests further.

Research on Swedish family firms has indicatedttiiatform of concentrated ownership structure

lowers firm value. The results suggest that fanmbntrol reduces firm value either because of
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minority expropriation or because of other negataffects related to concentrated ownership

structures.
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3. Theoretical Framework
In this section, we explain in more detail the agyeconflicts related to the minority expropriatiand

alignment of interests perspectives. We describehhoretical support for the two contrasting views
by examining the costs and benefits of control enohmy mechanisms and comparing the effects of
dual class shares and pyramidal ownership strigtigrthermore, we outline the theory underlying
ownership concentration in Sweden and build a #te@l framework of the determinants of family

control.

3.1. Ownership Concentration and Firm Value
As outlined briefly in the introduction, there ar&o contrasting perspectives on the effects of

concentrated ownership structures. These perspsctike related to two important agency conflicts;
agency problems between minority shareholders anttalling shareholders (minority expropriation)
and agency conflicts between management and shdeebidalignment of interest).

Ownership concentration with one controlling shatdar can cause minority expropriation
problems, especially in the case of disproportiomahership structures. Controlling shareholders
often leverage their controlling positions throutjie use of control enhancing mechanisms. This
enables them to extract corporate resources, arsl diectly lower overall firm value. Moreover,
controlling shareholders can also indirectly rediice value by engaging in activities that maximize
the value of their private benefits of control e of overall firm value. In general, the smattes
equity stake of the controlling owner, the moreuealill be destroyed for minority shareholders
(Bebchuk et al., 2000).

However, the presence of a controlling sharehotder also reduce agency costs related to the
classical principal agent problem as first desctibg Jensen and Meckling (1976). In a widely held
corporation where ownership is separated from ofntagency costs arise because of the
misalignment of incentives between shareholders arahagers. Incomplete contracts and the
separation of ownership and control lead to problesh moral hazard, as managers engage in
activities that make them better off but destrogreholder value. A potential solution to this peshl
could be monitoring through shareholders, whichendpsely aligns the incentives of management
with those of the owners. However, as Shleifed.etl&86) point out, it might not be optimal for aln
shareholders in a widely held corporation to marite performance of management. The benefits of
monitoring are a public good as they accrue tgtareholders, whereas the costs of monitoring accru
only to the monitoring shareholder. This makesditamtageous for each shareholder not to monitor
but to free-ride with others. Therefore, there wlobhé no monitoring at all, resulting in even more
value destroying actions on behalf of the managkrsthis case, the presence of a controlling
shareholder who closely monitors management carease overall value for all shareholders, as
interests of management and shareholders are mnmeed and overall shareholder value is

maximized.

9 (61)



Eliane Tsujimoto & Ella Stapelfeldt

3.2. Benefits and Costs of Control Enhancing Mechanisms
Controlling shareholders often employ control erdirag mechanisms in order to maintain control of

their firms and extract private benefits of contréal careful analysis of the theory underlying these
mechanisms can give a clearer picture of the exraof private benefits of control. We will disaus
the benefits and costs of control enhancing meshain order to point out the factors that could
potentially limit the expropriation of minority steholders. In order to give a brief overview, Table
3.3 below summarizes the functioning and effectdhef most commonly used control enhancing
mechanisms.

Table 3.3 Control Enhancing Mechanisms
This table summarizes the effects and functionfrdiff@erent control enhancing mechanisms. The &ffes firm value and
performance indicated here are those found by prevstudies (Villalonga and Amit, 2007; Bennedsah Mielsen, 2005)

Mechanism Functioning Effect on Value Effect on
Performance
Dual Class Shares The firm issues more than one type of shares that Negative Negative

entitle to different voting rights.

Pyramidal Structures A hierarchical chain establishes an ownership Mixed Mixed
structure where the controlling owner of a firmthig
up the chain uses his control of this firm to eksab
control in a firm lower down the chain at a lower
capital investment.

Voting Agreements Shareholders cede their voting rights to other Mixed Mixed
shareholders or pool their voting rights and make
joint decisions.

Disproportional The board representation of the controlling Negative Negative
Board Representation shareholder exceeds his or her cash flow rights or
voting rights.

Cross-holdings A company indirectly holds shares in itself throuigh Negative Negative
own shareholders, thus strengthening the position o
the controlling shareholder.

By creating a wedge between the cash flow ownerahipthe voting rights, control enhancing
mechanisms allow a shareholder to take controladrporation without holding the equivalent equity
stake. Being entrenched from the pressure of catpayovernance mechanisms, controlling owners
will find it easier to expropriate private benefascontrol (Crongvist and Nilsson, 2003). In gaaier
private benefits of control can be classified ipEcuniary and non-pecuniary benefits. The former
include the extraction of corporate resources {&e#ling) and the dilution of minority shareholders
control (dilution). Non-pecuniary benefits do nainee at the expense of minority shareholders and
include the enjoyment of owning and controllingaenpany (amenities) and political and reputational
aspects (reputation) (Ehrhardt et al., 2003).

Bebchuk et al. (1999) argue that disproportionateeyship structures with a controlling owner
can create very large agency costs. Controllingestudder’s incentives are not aligned with those of
minority shareholders as they will try to maximiaet only the firm value but also their private
benefits of control. A controlling shareholder védlivays try to maximizeofV-B) + B]; wherea is the
proportion of equity owned in the firm, V is thelwa of the firm and B is the value of private bétsef
of control. The smaller the family’s proportion efuity owned in the firmo, the more the family
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will try to maximize private benefits of controlth@r than overall firm value, thus increasing the
efficiency loss.

Bebchuk et al. (1999) propose that misaligned itiees can lead to inefficient decision making
with regards to investment project, expansion efftm and transfers of control. First, the corlingl
owner has an incentive to overinvest in projectvaigher benefits of control instead of choosing
projects that maximize value for the whole firmc&adly, controlling owners are more inclined to
engage in empire building; expanding the firm tgant that it becomes inefficiently large, but
maximizes private benefits of control. Becausenefgroportionally low equity stake the family has i
the firm, the controlling owner does not bear &lthe increased risk and costs of expanding thme, fir
but reaps all the private benefits of control asgted with an expansion. Due to this moral haztel,
family will decide to expand the firm more than e efficient from a minority shareholder’s
perspective. Lastly, families are less likely tarsfer control but seem to hang on to control dor t
long. The use of control enhancing mechanismsascts takeover defence and families can engage in
growth strategies and raise capital without givingthe private benefits of control (Crongvist and
Nilsson, 2003).

There are almost no constraints that can limitagency costs described above. However, one
factor that might restrict the expropriation of ity shareholders is reputation (Bebchuk et al.,
1999). Unless controlling shareholders establisgpatation for good and efficient management, they
will have to pay a price for minority expropriatiom form of a discount on firm value. Especially
families, who are generally worried about followiggnerations, might want to limit the appropriation
of private benefits in order to ensure that thenfgan continue to engage in growth strategies tirou
the issuance of stock. A second constrain on ntinerpropriation brought forward by Bebchuk et al.
(1999) is the legal protection of minority sharetesk, which limits the scope for families to extrac
private benefits. Thus, we would expect agencyscostbe larger in countries with weak legal
protection of minority shareholders.

Despite the many drawbacks of control enhancing haw@isms, disproportionate ownership
structures may also benefit minority shareholdérsugh overall shareholder value maximization
(Villalonga and Amit, 2004). As the discussion iec8Bon 3.1 describes, ownership concentration can
reduce the principal agent conflicts between stwdeins and managers. Controlling owners monitor
management more closely and thereby reduce opjpstitubehaviour by management. Agency costs
of misaligned incentives between management andceswvill be reduced, increasing shareholder
value even for minority shareholders (BennedsenNietsen, 2005). In this way, control enhancing
mechanisms can act as a substitute for legal gratefor shareholders.

Overall, the discussion of the benefits and coétsoatrol enhancing mechanisms suggests that
controlling shareholders will maximize their prigdtenefits of control at the expense of the migorit
shareholders. Mitigating factors to these agensgscare the alignment of incentives that contrgllin

shareholders bring about as well as reputationatems.
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3.3. The Effects of Dual Class Shares and Pyramids onran Value and
Performance
In Sweden, dual class shares and pyramidal owmpesshictures are the most frequently used control

enhancing mechanisms (Hogfeldt et al., 2001). Asehmechanisms have different functions, the
theoretical predictions of how dual class shared pyramids impact firm value and performance
should also differ. A closer inspection of the tlyeanderlying these mechanisms can improve our
understanding of what drives the value discoundieproportionate ownership structures.

Dual class shares create a disproportional owresthicture as a company issues more than one
type of share that entitles to different votinghtig) giving superior voting rights to the contnadi
owner. Dual class shares thereby create a wedgedethe percentage of cash flow rights and voting
rights and allow a shareholder to gain controlha torporation without holding the proportionate
stake in cash flow rights. Families are most likedyuse dual class shares followed by corporations
and financial institutions (Bennedsen and Niels2®)5). Dual class shares serve as pure control
enhancing devices, which can make minority shadkel worse off due to the expropriation of
private benefits and also lead to more inefficidatision making by the controlling shareholder.
However, the more concentrated ownership stru¢haearises from the use of dual class shares could
also have positive effects on value and performascié brings more stability to the firm and aligns
the incentives between management and shareholders.

Pyramidal ownership structures are another comtnblancing device that separate control from
ownership through a hierarchical chain (Hogfeldiakt 2004). An owner can use his control of a
company high up the chain to establish control company lower down the chain. The lower down
the chain the controlled company is, the smalleravner’s capital investment. The controlling owner
has thus access to the entire stock of retainednggrand private benefits of control, but onlyasis
a small proportion of capital (Villalonga and Am&007). Due to the separation of ownership and
control, pyramidal ownership structures can creatge agency costs between controlling and
minority shareholders. The tunnelling theory statiest controlling shareholders can expropriate
corporate resources at lower levels of the pyrabyid‘tunnelling” them up to companies where
controlling owners have larger cash flow rightst{Blauk et al., 1999). In Sweden, however, pyramids
might have a negative impact on value not becafisheoappropriation of corporate resources, but
because of inefficient decision making and overstment (Hogfeldt et al., 2004). The design of taxes
limits the controlling owner’s incentives to exprigte corporate resources but also incentivizes the
reinvestment of profits. Lastly, a positive aspaficpyramidal ownership structures is that they do n
only create agency costs, but can also supportegicaalliances which can benefit the firm
(Villalonga and Amit, 2007).

In conclusion, the theory underlying dual classrekaand pyramidal ownership structures

indicates that both mechanisms increase the ageanflicts between controlling and minority
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shareholders who fear expropriation. In the casgvedéden, the negative effect of pyramids seems to

be driven by overinvestment instead of minority rexpiation.

3.4. The Choice of Control Enhancing Mechanisms
The analysis of benefits and costs of control ecimgmechanisms suggests that these instruments

create large agency conflicts and destroy firm eadlue to minority expropriation. An important
guestion to consider is thus what determines tlcelof different control enhancing mechanisms and
whether firms employ several mechanisms at the denee

Legal restrictions are some of the most importatéhinants of the choice of control enhancing
mechanisms, as they limit the use of certain dev(@=bchuk et al., 1999). Consequently, different
control enhancing mechanisms should be used adiffssent legal regimes, with a higher use of
these instruments in countries with fewer legalrigfons.

Given that the use of all control enhancing mecasi is permitted legally, the minority
expropriation perspective would suggest that th@oehof control enhancing mechanisms is driven by
the controlling owner’s desire to extract privaeneéfits of control. Control enhancing mechanisms
should thus be employed in such way that maximthescontrolling owner’s extraction of private
benefits. However, the use of control enhancing haeisms implies a certain trade-off for the
controlling owners: these mechanisms facilitategkieaction of corporate resources, but on therothe
hand, they also reduce non-pecuniary benefits a@itrob such as social status and reputation.
Therefore, potential limits to the use of thesdrimaents might be political and reputational conser

Furthermore, the discussion of the benefits andscok control enhancing mechanisms above
would suggest that when faced with the decisiorctvltine of the control enhancing mechanisms to
employ, firms would be more inclined to use pyraahislwnership structures than dual class shares, as
pyramids can also have a positive effect on firmiqguenance.

On the whole, the choice of these mechanisms ce@ ighportant insights into what value
controlling shareholders seek to maximize. The gdlyeestablished view has been that controlling
shareholders want to maximize private benefits @aftol. However, in the case of Sweden where
social benefits of control play a more importarieyaninority expropriation could be limited by the

desire to gain social status and reputation.

3.5. Ownership and Control in Sweden
Control enhancing mechanisms are not the only #spEfcconcentrated ownership structures that

impact firm value and performance. We will also sider the effects of family control, which

represents the most common form of concentratedership structures. In this section, we give a
brief overview of concentrated ownership structuaad also point out certain characteristics of the
Swedish market that differ from the general thacattframework on the effects of ownership

concentration and control enhancing mechanisms.
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La Porta et al. (1998;1999) suggest that widely lelrporations are more common in countries
with good legal protection of minority shareholde®s the other hand, in countries with weaker legal
protection for minority shareholders, control enting mechanisms are used more frequently and
companies more commonly have disproportional ownprstructures (Grossmann and Hart, 1987). In
addition, countries with weak protection of mingrghareholders and strong ownership concentration
are expected to have less active and less develipaacial markets and markets for corporate
control. In the case of Sweden, La Porta et al99)%nd that family firms present the most common
form of ownership. Moreover, shareholder proteci®mweak according to La Porta et al.’s (1998)
measures of legal protection.

However, Hogfeldt et al. (2001) argue that Swed&sents a puzzling case under this framework.
Formally, the use of control enhancing mechanissm&xtremely common and the separation of
ownership and control is strong. In contrast, foiah markets are active and well developed.
Moreover, minorities do not seem to be expropridgdontrolling owners as investors happily invest
in companies with concentrated ownership. Hogfetdil. (2001) suggest that the controlling owners
are most concerned about social benefits of conéiadial status and reputation, which represent a
large part of the total benefits they derive froontcolling a firm. The desire to maximize social
benefits of control will constrain the expropriatiof minority shareholders, as this has a negative
effect on the family’s reputation. Thus, insteadfainal legal protection for minority shareholders,
the informal institutional settings and social nerdiscourage the appropriation of private benefits

control.

3.6. What drives the release of family control?
By analyzing the determinants of family control, wen obtain important insights into the question

what value families try to maximize. The generafigtablished view is that family control is
determined by the extent that families can expederprivate benefits of control. However, different
theoretical predictions might apply to Swedish fgnfirms. As indicated by Hogfeldt et al. (2001),
families might seek to maximize social benefitshsas reputation and social status. According to
Villalonga and Amit (2008), there is a third factbat could determine family control; the compeéti
advantages arising from this form of ownership dtree. In the following, we will outline a
theoretical framework indicating the factors thd#tuence the family’s decision whether to release o
maintain control.

The private benefits of control hypothesis referghie benefits that can be appropriated by the
family at the expense of minority shareholders|@iiinga and Amit, 2008). By this argument, firms
are more likely to be family controlled when prigdtenefits of control are high and can be easily
appropriated. For example, the use of control ecihgnmechanisms makes it easier for families to
expropriate minority shareholders. On the otherdhan countries with good legal protection for
minority investors, family control becomes lessimpi due to difficulties of extracting private
benefits. At last, a firm must have relatively karfgee cash flows in order for families to exprapei
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private benefits of control. We would thus expeatily firms to have lower leverage, as the
obligation to repay debt and make interest paymeuasces the cash flow available to the family.

However, there is also a trade-off between the mezstion of private benefits of control and the
family’s desire to earn a reputation and socialustdérom controlling a firm. As mentioned before,
social norms and the negative public opinion on amiy expropriation will discourage the
appropriation of private benefits of control (Hogteet al., 2001). In some cases, family contrdl wi
therefore be determined above all by the maxinopadif social benefits.

The competitive advantage hypothesis follows Demseid Lehn's (1985) argument that the
structure of corporate ownership varies in wayst thee consistent with value maximization.
According to this theory, factors that determine twnership structure include: value-maximizing
size, “control potential”, “amenity potential” aridvestment horizons. Family control will to some
extent be determined by the value maximizing sizthe efficient scale. Family firms are expected to
be smaller, as risk aversion and diversificatiomdfiecs will make it more costly to concentrate
ownership of a large firm among few shareholdeisng-are also more likely to be family controlled
if they have a lot “control potential”, implying dh greater alignment of incentives between owners
and managers as well as increased monitoring waonbtease firm value and performance
significantly. Demsetz and Lehn (1985) define “aiempotential” as non-pecuniary benefits of
control individuals get from working at the firmuagh as reputational benefits and business and
political connections. Lastly, family firms are eqted to have longer profit horizons. In contrast t
public investors and external managers, familiesvaitling to sacrifice short term profits for long
term value creation. For firms with long paybackipas for positive NPV investments, family
ownership can create a competitive advantage.

The main difference between the three hypothesaghat determines family control is the group
of shareholders for whom value is maximized (Vdlaga and Amit, 2008). Retaining control because
of competitive advantages or social benefits oftr@drwould imply that value is maximized for both
the family and minority shareholders. In contrasipe would be destroyed for minority shareholders
if family control is determined by the maximizatiohprivate benefits of control.

Mayer et al. (2008) give further suggestions on liamily control evolves over time and how it
differs across countries. They argue that the dyecswf family control are determined by investor
protection, the degree of financial developmeng, lvel of corruption and degree of trust and the
openness of the political system in a country given point in time. Usually, young and relatively
small firms are often family owned. In countriestttare relatively open and have strong financial
markets and good investor protection, the ownershipcture is expected to quickly evolve into a
widely held firm. On the other hand, in countrielsere investor protection is weaker and markets are
less developed, families are more likely to handooopontrol in order to extract more private betsefi

of control.
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4. Development of Hypotheses

4.1. Control Enhancing Mechanisms Hypotheses
In line with the minority expropriation view, we wial expect disproportional ownership structures to
have a negative effect on firm value because ofatifency conflict between the controlling and the
minority shareholders. However, the use of contrdhancing mechanisms can in some cases also
serve as a substitute for weak legal protectionnfiarority shareholders (Bennedsen and Nielsen,
2005), as the controlling shareholders monitor rgangent more closely and thus bring about an
alignment of interest between shareholders and gmment. Nonetheless, we would expect the
negative value effect due to minority expropriatiordominate.

If disproportional ownership structures have a tiggaimpact on value, this effect could be
driven by a lower earnings performance (Villaloragad Amit, 2007). It would thus be interesting to
find out if control enhancing instruments also efffearnings performance. According to Bebchuk et
al. (1999), disproportionate ownership structueagllto more inefficient decision making which could
negatively impact performance. Controlling shardbod will make less efficient decisions with
regards to investment projects, firm size and feassof control because they want to maximize
overall firm value as well as their private bergetif control. We therefore formulate our hypotheses
the following:

Hypothesis 1a: Disproportional ownership structuhese a negative impact on firm value

Hypothesis 1b: Disproportional ownership structuhese a negative impact on firm performance

The negative effect of control enhancing mechaniemdirm value has been documented in many
studies; however, there is little evidence on whalriving these results. Some mechanisms such as
pyramidal ownership structures serve different pags than pure control enhancement, which means
that their effect on value may also be differenort specifically, the empirical evidence has not
clearly established whether the value discountiiged solely by minority expropriation or if theage

also other effects that impact firm value and penfnce.

The theoretical framework and empirical findingspeoévious studies (Villalonga and Amit, 2007,
Bennedsen and Nielsen, 2005) suggest that dua shemes have a stronger negative effect on firm
value than pyramids. Dual class shares only sesva eontrol enhancing device and might thus be
negatively regarded by minority shareholders to éféent that they fear expropriation from the
controlling shareholder. We also expect dual ctsaes to lead to more inefficient decision making
because of minority expropriation and thus negbtiwmpact performance. In contrast, pyramidal
ownership structures can have negative or posdfiects on firm value and performance, as they
create agency conflicts and overinvestment problemtsalso have a positive effect on performance
due to strategic alliances. Consequently, we statehypotheses regarding the effect of different
control enhancing mechanisms on firm value andoperdnce as follows:

Hypothesis 2a: Dual class shares have a more sigmif negative effect on firm value than pyramids
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Hypothesis 2b: Dual class shares have a more $gmf negative effect on firm performance than

pyramids

As we expect dual class shares and pyramids to dliffeeent effects on firm value and performance,
an important question to examine is the followikghat determines the choice of using a particular
control enhancing instrument? The decision of wiziehtrol enhancing mechanisms to implement can
also reveal whether the controlling owners seetxaropriate minority shareholders or whether they
simply want to maintain control and derive the abbenefits associated with controlling a firm.

In accordance with Villalonga and Amit (2006), wdlvexamine the effects of firm age, the
presence of a family CEO and/or chairman of thed¢a@OB) and the use of other control enhancing
mechanisms on the probability of a firm employingald class shares or pyramidal ownership
structures. We expect that firm age can predictube of control enhancing mechanisms, as later
generation firms employ disproportional ownershipctures more frequently. We also anticipate that
a family would want to maintain control of the commy if the family is deeply involved in the
management of the company and wants to proteatatsagement positions. Thus, the presence of a
family CEO and/or COB should increase the likelithad a firm having a disproportionate ownership
structure. On the other hand, we expect family ditmlimit the use of control enhancing mechanisms
because of their negative effects on reputation.théeefore predict that family firms use different
control enhancing mechanisms as substitutes, imglthat families use either dual class shares or
pyramids, but not both instruments in combinatiloncontrast, firms that care less about reputation
might use several control enhancing mechanism$i@atsame time, as complements, in order to
maximize the extraction of private benefits of coht

In addition to the determinants of control enhagamechanisms as outlined by Villalonga and
Amit (2006), we would also expect founder familynis to use control enhancing mechanisms more
frequently, as founder families are usually monreoined in the management of the firm and derive
greater non-pecuniary benefits from controllingrtiiem.

Hypothesis 3a: Different control enhancing mechasisire substitutes for family firms
Hypothesis 3b: The likelihood of a firm to emplanttol enhancing mechanisms increases in firm

age, if there is a family CEO and/or COB presenff the firm is controlled by the founding family

4.2, Family Control Hypotheses
The theoretical evidence on concentrated owneghigtures suggests that there are two main effects

of family control, a negative effect on firm valaad performance due to the expropriation of migorit
shareholders and a positive effect due to the clasgnment of management’'s and shareholders’
interests. The empirical evidence has shown th&weden, the agency conflict between controlling
and minority shareholders dominates, as family mbrthtas a negative effect on firm value. By

considering the effects of the release of familgtoal, we can determine whether firm characteristic
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develop as predicted by the underlying theory, thiving more support to either the minority
expropriation or alignment of interest perspective.

In accordance with the underlying theory, we exfient value to increase following the release
of family control, as agency problems related tmoniy expropriation are reduced. We would also
anticipate performance to decline once the famaly teleased control, as there is less monitoridg an
agency conflicts between management and sharebdideome more significant.

However, we also need to take into account thatilienmore frequently employ control
enhancing mechanisms than other firms (BennedsgiNeeisen, 2005). Therefore, we expect the use
of control enhancing mechanisms to decrease faligwhe release of family control. This decline
should further increase firm valuation, as firmuels negatively related to the wedge between gotin
and cash flow rights. Consequently, we state dlleviing hypothesis concerning family control and
firm value and performance:

Hypothesis 4: Following the release of control fivadue increases, but firm performance and the use

of control enhancing mechanisms decrease

We have outlined the determinants of family conirolthe theoretical framework. If one of the
determinants of family control changes significaraVer time, this could trigger a release of cantro
as it becomes less optimal for the family to mamizontrol of the firm. For instance, we would
expect families to release control if the firm bees too large and thus makes it more advantageous
for the family to release control and diversify itwestments. In the following, we will summarize
which determinants of family control are likely¢dbange over time and thus trigger a release oflyami
control.

As previously mentioned, the likelihood of the fanib release control increases with the size of
the firm. Families can be expected to release obiftrisk aversion and diversification benefits kea
it too costly to concentrate the ownership of geafirm among few shareholders. In accordance with
the private benefits of control hypothesis statgd/tlalonga and Amit (2008), families are also raor
likely to maintain control when private benefits aintrol are high and can be easily appropriated,
most often through the use of control enhancing haesms. Reductions in the use of control
enhancing mechanisms, whether due to regulatigmemsure from large institutional investors, could
lead to a release of control. Moreover, an incréaseverage could also indicate a release of ogntr
as it would reduce the free cash flows families Idoexpropriate. On the other hand, other
determinants mentioned by Villalonga and Amit (2088ch as control potential, amenity potential
and investment horizons are unlikely to change twe and thus trigger a release of control.

We believe that there are some additional factasdetermine the release of control, which were
not pointed out by the theories related to thisdovhen a family CEO and/or COB is present,
families should be less inclined to release conbexdtause they want to protect their management

positions. Moreover, we also expect that foundiagiifies are more inclined to maintain control of
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their firms than non-founding families, as they algo more likely to be involved in the management
of the firm and derive greater non-pecuniary basdfom controlling the firm, such as an emotional
attachment to the firm. The hypotheses relatetdo¢lease of control are therefore stated asasllo

Hypothesis 5a: Families release control if thisffoof ownership structure gives them no competitive

advantage and if private benefits of control are land cannot be easily appropriated

Hypothesis 5b: Families are less likely to releasatrol if there is a family CEO or COB

Hypothesis 5c: Founding families are less likelydlease control than non-founding families

4.3. Summary of Hypotheses

Our hypotheses on family control and control enfrapmechanisms and their implications in light of

the minority expropriation and alignment of inténgsrspectives are summarized below:

Table 4.1 Summary of Hypotheses
This table summarizes our hypotheses and indigeltesher each hypothesis supports the minority exgatpn or
alignment of interest perspectives.

Hypotheses

Support for the Minority Expropriation vs. Alignment of
I nterest Perspectives

H1a: Disproportional ownership structures havegatiee
impact on firm value

H1b: Disproportional ownership structures have gatige
impact on firm performance

Minority Expropriation leads to a value discountidower
performance due to inefficient decision making and
corporate stealing.

H2a: Dual class shares have a stronger negatieet &ff
firm value than pyramids

H2b: Dual class shares have a stronger negatieetefh
firm performance than pyramids

Dual Class shares have a more negative effect gatha
pure control enhancing mechanisms and lead to ftynor
expropriation.

H3a: Different control enhancing mechanisms arestiultes

H3b: The likelihood of a firm to employ control eniting
mechanisms increases in firm age, if there is alyaBGEO
and/or COB present, or if the firm is controlled hg t
founding family

Concerns about social status and reputation lireit th
expropriation of minority shareholders in Sweden.

H4: After the release of control, firm value incses,
performance and the use of control enhancing mésiman
decrease

As controlling shareholders expropriate minoriti@asn
value is expected to increase. Because there wildse
alignment of interest, firm performance should dexl

H5a: Families release control if this form of owstep
structure gives them no competitive advantage aivdtp
benefits of control are low and not easily appraed

H5b: Families are less likely to release controhére is a
family CEO or COB

H5c: Founding families are less likely to releasatml than
non-founding families

Maximizing the extraction of private benefits ohtml
seems to be the most important determinant of famil
control. However, alternative explanations alsddate that
non-pecuniary benefits such as reputation and emalti
attachment to the firm could be an important fagiadhe
decision to release control.
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5. Methodology and Descriptive Analysis

5.1. The Dataset
In our study we use a unique dataset of Swedisliyfaand non-family firms, which includes more
than 125 000 observations. The dataset was kindlyiged to us by Joen Averstad and Gustaf Rova.
The initial source of the data was collected froll $RUST, OMX, company websites, previous
studies and SIS Agarservice database. Our datpass the time period 1985 to 2005 and consists of
613 companies, 310 family firms and 303 non-fanfilgns. Among the family firms, 176 firms are
founder family firms and 134 are non-founder fanfityns. Family firms are defined as firms where a
family controls at least 25% of the votes. Famityng include both founder family firms, where a
family member takes the position of the CEO an@@B, and non founder family firms which have
an external CEO and/or COB. Non family firms areially widely held or controlled by a large
institutional owner.

Firms belonging to the financial service industnydaSwedish firms mainly listed in other
countries (e.g. AstraZeneca) were excluded. Theniral service firms have different balance sheet
structures and belong to a highly regulated ingudtirms listed in other countries have less clear

ownership structures and less data availability.

5.2. Explanatory and Control Variables
In order to make our study more comparable to Aeeérsand Rova (2007), we use the same

definitions for our variables. When testing theset§ on firm value and performance, we use Tobin’s
Q as a proxy for firm value and return on assefSARas a proxy for firm performance. The two

variables are defined as follows:

MV{Equity)+Dsebt
BV (Aszets)

(1)
ERIT

ROA = —_— (2

Total Assets

Tobin's Q =

In all of our OLS regressions, we also include ¢batrol variables summarised and defined in Table
5.1 below.
Table 5.1 ControlVariables

Variable Name Definition

Log Sales A proxy for firm size that measures the logarithhaenual sales.

Leverage An indicator of the capital structure that is cédted as Leverage = Total
debt/BV(Equity).

Age Firm age since founding can control for differetatggs in the life cycle of a firm.

H&M dummy A dummy variable that takes value 1 if the firnH&M in order to control for the
outperformance of H&M.

Dividend yield Dividends can be a driver of market value. Dividgreld is calculated as DY =
Dividends/BV(Equity).

Cash and Short Cash can affect performance through lower margires ceiculate this measure as (Cash

Term Investments and Short Term investments)/Total Assets.
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The explanatory used for testing our hypothesesxpkained and summarized in Table 5.2 below.

Table 5.2 Explanatory Variables

Variable Name Definition

Wedge Wedge describes the difference between the votehip and cash flow ownership of
the largest shareholder, measured as Votes — Capital

Control Enhancing In our sample, control enhancing mechanisms inctluge class shares and pyramids.

Mechanism Both mechanisms create a wedge between the conttalash flow rights.

Dual Class Shares More than one type of shares is issued, entitlegholders to different voting rights.

Pyramids A hierarchical chain that establishes an ownerstrigcture where the controlling owner
of one firm high up the chain establishes contra firm lower down the chain at a lower
capital investment.

Release of Contra]; Dummy variable that takes value one of the famibgstrol of votes falls below 25% in
year t-j.

Blockholding Dummy variable that takes value 1 if the largeshemhas more than 10% of the votes.

Founder Family Firms where a family controls 25% of the votes arfdmily CEO and/or chairman of the

Firm board is present.

Family CEO and/or A dummy variable that takes value one if a family@C&nd/or Chairman of the Board is
CcOB present.

5.3. Methodology
Our empirical strategy includes both descriptivel aegression analysis. The regression analysis is

conducted using both OLS regression analysis dsasgrobit regressions, as explained below.

5.3.1. Methodology for Control Enhancing Mechanisms
In order to estimate the effects of control enhagenechanisms, we use OLS regression analysis. We

are using panel data adjusted for industry and,tinfech allows us to use pooled OLS regressions
instead of Fixed or Random effects. This methaghase appropriate for our data, as we have a large
number of firm observations, but sometimes onlew fears of observations for each firm. When
including very few observations for one companyedi effects regressions will estimate an intercept
that almost perfectly explains the variation foristrcompany, making all other coefficients
insignificant. However, we will also run fixed effis regressions to test for the robustness of our
results. For all OLS regressions, we run the sams&legression including control variables:

y., =a, + B, In(Sale3, + 5, In(Age, + L;Leverage + S,DividendYield, 3)
+ [.Cashand STinvestmerd/ Assets + S,H & M Dummy, + &,

In order to estimate the likelihood of firms emplay dual class shares or pyramids, we follow
Villalonga and Amit's (2006) technique and estimateprobit model. This model estimates the
probability of control enhancing mechanism used &sction of other mechanisms used, family CEO
or chairman, founder family firms and firm age.

Prob(Dual ClassShares=1), = a, + ,Pyramids + S3,FamilyCEO/COB
+ B;FounderFamily Firm + 5, In Age+ &,

(4)

Prob(Pyramids=1), = a, + 5,Dual ClassShares+ 3,FamilyCEO/ COB
+ B,FounderFamily Firm, + 8, In Age+ ¢,

()
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We use a five percent significance level when aiafythe regression results. For some regressions

we also carry out F-tests in order to test whetleetain variables have the same effect.

5.3.2. Methodology for Release of Control
In order to study the release of family control, felow a method developed by Zingales et al.

(1998). In order to analyze the factors that deitr@ena firm’s going public decision, Zingales et al.
(1998) estimate the ex ante determinants of theggpiiblic decision using a probit model. They also
develop a technique that allows them to comparestme firm before and after IPO in order to
measure the ex post consequences. The same mditlamalygsis can be applied to the release of
family control. As the release of control is a lmnautcome variable (taking value one if controlswa
released and value zero if control is maintaine@, can estimate the variables that affect the
likelihood of a release of control using a prokgrmession. The probit model takes the followingrfor
ProbReleaseControl=1) = a, + 5, Dual ClassShares+ S, Pyramids
+ [, In Sales + S, Leverage+ S,Cashand ST Investmerst+ 5,FamilyCEO/ COB (6)
+ [, FounderFamily Firm + 3, Blockholdng + &,
At any point in time the sample includes all familjms where families could potentially release
control. After a family has released control, tbenpany is dropped from the sample.

In order to study the ex post consequences ofdlease of control, we use the regression analysis
developed by Zingales et al. (1998) to comparedimhere a family has released control with firms
that remain under family control. The model takesfollowing form:

4
Yy, =a, ty, + Zﬂj Release_; + Stimedummies +&; @)

t=0

In this regression, Releagare dummy variables equal to one if the year &$ the year when control
was released. We will run several regressions deroto measure the ex post consequences of
different dependent variableg YROA, Tobin’s Q, Leverage, Sales, Cash and ShemnTinvestments,
Dual Class Shares, Pyramids and Blockholdings. & estimate the firm specific effegtand the
calendar year specific effegt In line with Zingales et al. (1998), we estimtts model using a fixed
effects regression and unadjusted variables. ™l feffects regression takes each company before
the release of control as a control for itself rafte release, as the method adjusts each vafiabits
mean. In order to test whether there significanp@st consequences of the release of controluwe r
an F-test testing whether the sum of the releaserfol dummies is significantly different fromroe

Again, we use a five percent level of significahzeletermine the support for our hypotheses.

5.4. Descriptive Analysis
Examining our dataset, we observe that family fionsaverage have higher performance, are older,

more leveraged and have a higher wedge betweerfloashnd voting rights. On the other hand, firm

valuation and size are lower (see table 5.3).
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Table 5.3 Main variables
Statistics of the main variables used in our analys

Total Family Firms Non Family Firms

Mean Median StDev| Mean Median St Dev Mean Median St Dev
ROA 5,0% 6,7% 11,5% 6,1% 7,1% 10,0% 3, 7% 6,4% 12,8%
Tobins Q 1,65 1,31 1,09 1,59 1,29 0,99 1,72 1,32 1,18
Wedge 0,17 0,15 0,17 0,24 0,23 0,16 0,10 0,03 0,15
Sales (SEKm) 6 818 848 21598 4811 746 16 23p 8949 1027 25 945
Age 46 28 44 49 37 44 42 21 a4
Divident Yield (Book Value) 4,4% 3,9% 5,29 4,5% 4,0% 4,6% 4,4% 3,7% 5,8%
Leverage (Debt/Equity(BV)) 61,3% 64,7% 21,106  62,6% 66,3%20,4% 59,9% 62,3% 21,7%

Moreover, we notice that family firms make use arendual class shares than non family firms, and
more than one third of the family firms have a fignGEO and/or COB (see Table 5.4)

Table 5.4 Use of Dual Class Shares and Pyramids
Percentages of use of dual class shares and pysaamd Percentage of family CEO/COE
the total observations

Total Family firms | Non Family firms
Dual Class Shares 50,8% 85,6% 54,5%
Pyramids 18,7% 18,6% 18,7%
Family CEO/COB 19,0% 36,9% 0,0%

5.4.1. Descriptive Analysis of the Effect of ControEnhancing Mechanisms
Sweden is one of the few countries that allow tbe of dual class shares and pyramids at the same

time. As can be seen in figure 5.1 below, the dismotrol enhancing mechanisms has been extremely
high. Since the early 1990’s, however, the useanitrol enhancing mechanisms has declined from
74% to 36% for non-family firms and from 99% to 8466 family firms.

Figure5.1 The Use of Control Enhancing Mechanisms Over Time

These figures indicate how the use of control enimgnmechanisms has evolved over time, more spatyifiwe look at
the use of pyramids, dual class shares and bothcisider both Non Family Firms and Family Firms.

Non Family Firms Family Firms
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As we can see in Figure 5.2 below, the wedge betwee voting and cash flow ownership of the
largest shareholder has been decreasing in line thié decrease in the use of control enhancing
mechanisms. The average wedge has decreased fi#nin2the early 1990’s to 18% in 2005 for
family firms. We also notice that the wedge is mimher for non-family firms. For these firms, the

wedge has decreased from 21% to only 3% in 2005.
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Figure 5.2 The Average Wedge between Voting and Cash Flow Ownership of the Largest Shareholder
This figure indicates how the wedge has evolved tive.
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Drawing a comparison between firms that use corgntlancing mechanism and those who do not
(see table 5.5), we can observe that the firmsubatcontrol enhancing mechanism on average have
higher performance, are bigger in size, have hifgnesrage and are typically older. However, they
have lower valuations. Comparing founder familymr with non-founder family firms, we can
observe a higher average performance and valugtitbunder firms. On the other hand, these firms
are smaller, younger and have less leverage. Wealsan see that in comparison to firms with
pyramidal ownership structures, firms that use dilgds shares have a higher valuation on average
and are younger. On the other hand, they alsoper@rse and are smaller in size.

Table 5.5 Comparison of Firms Characteristics for the Use of Control Enhancing
Mechanisms
In this table, we compare the firm characteristicsoss firms that use control enhancing mechanemasthose that do not. The
numbers are in average and we excluded the outittise data.

No use of (_:ontrol Dual Class . Use control enhancing mechanisms
enhanglng Shares Pyramids _ _
mechanisms All Founder Firms| Non founder firms
ROA 1,9% 5,8% 6,8% 6,5% 6,7% 6,1%
Tobin’'s Q 1,90 1,57 1,49 1,56 1,66 1,43
Sales (SEKm) 1945 8 019 20 221 5092 2 883 7927
Age 37,7 50,4 64,1 50,3 41,1 62,1
Retention Ratio 85,6% 82,2% 75,8% 81,6%0 83,4% 78,9%
Dividend Yield (Book Value) 3,5% 4,5% 5,4% 4,69 4,4% 4,8%
Leverage 58,1% 63,3% 64,4% 63,1% 62,7% 63,6%
5.4.2. Descriptive Analysis of the Release of Contro

Our dataset includes 133 cases where familiessedeaontrol of their firms. In contrast, 177 firms
maintained their control. We find that firms thalease control are typically non-founder familyrfe

with external management. Table 5.6 draws more eoisgns between firms that release control and
those that do not. We observe that both performandevaluation are on average lower for firms that
maintain control. Firms that release control as® dligger in size (as measured in higher sales) and
younger. Leverage seems to be the same, whetines felease control or not. Firms that release

control more frequently use pyramids, whereas tlsydual class shares less often than family firms
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that maintain control. At last, firms that releasmtrol are typically non founding family firms and

have no family CEO or COB.

Table 5.6 Comparison between Firmsthat Release or Maintain Control (unadjusted data)
In this table, we compare characteristics betwaens that release control and firms that do
not (during the year that they release the contréle calculated the average using

unadjusted data and excluding the outliers.

. Firms that release control
Firms that do not
release control All Fo_under Non
Firms founder

ROA 6,3% 2,2% -0,8% 4,1%
Tobin's Q 1,59 1,58 1,78 1,41
Sales (SEKm) 4745 5778 1048 8 302
Retention Ratio 82,3% 90,7% 93,4% 78,2%
Leverage 62,7% 61,6% 60,2% 63,1%
Dual Class Shares 86,8% 68,7% 77,6% 64,0%
Pyramids 18,0% 28,4% 1,72% 44.2%
Age 49,6 42,6 32,9 48,4
Blockholding 44,9% 53,7% 58,6% 52,3%
Family CEO/COB 38,2% 18,7% 43,1% N/A

Looking more closely at how firm characteristicselep after the family releases control, we can
observe the following: performance increases ireganwhile for Tobin’s Q maintains constant over
time. More detailed information on the developmeintirm characteristics can be found in Appendix

2.
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6. Empirical Results
This section reports the results of our regresaimalysis. Complete results are shown in Appendix 3.

6.1. The Effects of Control Enhancing Mechanisms
Hypothesis 1a: Disproportional ownership structuhewe a negative impact on firm value

Hypothesis 1b: Disproportional ownership structuhese a negative impact on firm performance
The results on Hypothesis 1 are reported in Tallle When testing the effects of disproportionate
ownership structures on firm value and performamnee, expect to find negative and significant
coefficients on the variable indicating the useafitrol enhancing mechanisms. We use two different
specifications of disproportionate ownership stiies: a dummy variable indicating the use of cdntro
enhancing mechanisms and the wedge between votecasid flow ownership. In line with our
expectations, the results of our regressions sthaivthere is a negative and significant relatigmshi
between disproportionate ownership structures andvalue. Thus, we do not reject Hypothesis la.
Contrary to the established view that control eciranmechanisms lead to minority expropriation,
we also find that the impact of control enhancingchanisms on firm performance is positive.
However, the significance depends on which spextifio for disproportionate ownership structures is
used and is only significant for the dummy varialelicating the use of control enhancing
mechanisms. Based on these results, we reject Hgpist 1b as we find no negative relationship
between disproportionate ownership structures mmdgerformance.

In order to test for the robustness of these resulé also run the same regressions on different
subsamples, namely family firms and founder fanfityns. For both the family firm and founder
family firm subsample, the results of our regressishow that the effect of disproportionate
ownership structures on firm value is clearly negatin line with our previous results. Interesting
we find no significant impact of control enhancmgchanisms on firm performance for family firms,
which indicates that this effect is mainly drivenrmon-family firms.

Given the decreasing use of control enhancing mesms since 1990's (Figure 5.1 in the
descriptive analysis), we also test our hypothfsgistwo subsamples: 1985-1996 and 1997-2005. We
find strong evidence that the negative effect oftam enhancing mechanisms is time dependent and
only significant for the later subsample.

Table 6.1 Results on the Effect of Control Enhancing Mechanisms
We first test the impact of disproportionate owh@rsstructures on Tobin's Q using two differentcifieations; a dummy for
control enhancing mechanisms and the wedge beteagnflow and voting rights. Then we repeat theesprocedure in
regressions 6, 7 and 8 to test for the effect o\RIe regressions also include control variabléhare not displayed on
this table. T-values are reported in parenthesedenreach coefficient and the statistical significans indicated by asterics,
with *(5% level of significance) and **(1% level significance).

Dependent Variable Tobin's Q ROA

Regression 2 3 4 6 7 8

Control Enhancing Mechanism -0.140 -0.114 0.008 0.009
(4.50)** (3.25)** | (2.45)* (2.44)*

Wedge -0.297 -0.154 0.006 -0.006

(3.50)** | (1.62) (0.63) (0.56)
Observations 3990 3990 3990 3905 3905 3905
R-squared 0.17 0.17 0.18 0.27 0.27 0.27
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6.2. The Effects of Dual Class Shares and Pyramids
Hypothesis 2a: Dual class shares have a more sigmf negative effect on firm value than pyramids

Hypothesis 2b: Dual class shares have a more sigmf negative effect on firm performance than
pyramids

In order to answer the question whether dual dasses and pyramids have different effects on firm
value and performance, we run the regressions texpan Table 6.2. In line with the theory behind
dual class shares and pyramids, we would expeagative coefficient on dual class shares and
possibly a positive coefficient on pyramids. Theefficients on these two mechanisms should be
significantly different. When testing the effech dirm value, we find strong support for our
hypothesis, as the coefficient on dual class shiaraegative and significant whereas pyramids seem
to have no significant effect. The F-Test we rusoahdicates that these effects are not the same.
Therefore, we do not reject Hypothesis 2a. Considethe impact on firm performance, our results
are unique compared to previous studies. We firt dlual class shares have a positive but
insignificant effect on firm performance, wherehe tmpact of pyramids is negative and significant.
The F-Test indicates strong support that the tecef are not the same. We reject Hypothesis 2b.

In order to test whether these results are rolouia specification of our sample, and to find out
what is driving this result, we run the same regj@s on a subsample of family firms. We find that
dual class shares and pyramids have the same veegatd significant effect on value, which
contradicts our hypothesis. Pyramids have a mgmfgiant negative impact on performance, but the
effect of dual class shares is also negative. Weetbre conclude that pyramids only have a negative
effect on firm value when employed by family firmmsd dual class shares also only impact firm
performance negatively when used by families.

When looking at the subsamples of the two diffetané periods, we find that during 1985-1996,
dual class shares have no significant effect an fialue and performance, whereas pyramids have a
positive and significant impact on firm value. Thiso indicates that the negative effect of duasl
share is driven by the later part of the sample.

We also run the same regression with interactidriseowedge and dummies for dual class shares
and pyramids. The results we obtain are largelystimae, but in contrast to our other results, tiere

no significant negative effect of pyramids on fiperformance.
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Table 6.2 Results on the Effect of Different Control Enhancing Mechanisms
We first test the impact of dual class shares ayrdmids on Tobin's Q , both individually and at #zme time. The F-Test
refers to a test whether their values are the sarhen we repeat the same procedure in regressiob4Ehd 15to test for
the effect on ROA. The regressions also includéraowariables with are not displayed on this tablevalues are reported
in parentheses under each coefficient and thessizdi significance is indicated by asterics, wi(B% level of significance)
and **(1% level of significance).

Dependent Variable Tobin's Q ROA
Regression 9 10 11 13 14 15
Dual Class Shares -0.101 -0.101 0.005 0.005
(3.44)** (3.44)* | (1.51) (1.51)
Pyramids 0.006 0.006 -0.016 -0.016
0.17) (0.16) (4.12)*] (4.12)*
Observations 3990 399 399p 3905 3905 3905
R-squared 0.17 0.17 0.17 0.27 0.27 0.27
F-test: BDuaI Class— BPyramids F-test: BDuaI Class— BPyramids
F( 1, 5.22 F( 1, 3896) 17.24
p-value 0.0224 p-value 0.0000
6.3. The Choice of Control Enhancing Mechanisms

Hypothesis 3a: Different control enhancing mechasisire substitutes for family firms

Hypothesis 3b: Firms are more likely to employ coinénhancing mechanisms if there is a family
CEO and/or COB present, the firm is controlled hg tounding family and is relatively old

The results of the probit regression displayedbie 6.3 give more insights into what determines th
choice of different control enhancing mechanismentprevious evidence and the underlying theory,
we would expect to find negative coefficients orrgmyids and dual class shares, and positive
coefficients on founding families, family CEO and/@OBs and age. Our results give an important
insight on how family firms and non-family firms @y control enhancing mechanisms. We can see
that family firms use dual class shares or pyrapbds not both in combinations. Non-family firms on
the other hand seem to employ both mechanismsaame time. Given the results on family firms,
we do not reject Hypothesis 3a. With regards todther variables, our results on the subsample of
family firms are the same.

In line with our expectations, older firms are mdikely to use control enhancing mechanisms.
Surprisingly, the presence of a family CEO or COd% la negative but insignificant impact on the
probability of control enhancing mechanisms beisgds Another interesting result is that founding
family firms are also more likely to employ dualas$ share structures but less likely to have
pyramidal ownership structures in place. Overak, @o not reject Hypothesis 3b because we find
supportive evidence related to the effects of fige and founding family firms.

Table 6.3 Results on the Choice of Different Control Enhancing Mechanisms
This table reports results of an unconditional éheffects probit model related to Hypothesis 3. dtaéstical significance is indicated by
asterics, with *(5% level of significance) and *$llevel of significance).

Sample Used Total Sample Family Firms
Dependent Variable Dual Class Pyramids Dual Class Pyraids
Pyramids positive** negative**
Dual Class Shares positive** nega_tive**
Family CEO and/or COB negative negative negative negative*
Founding Family Firm positive** negative** positive** negative**
Age positive** positive** positive** positive**
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6.4. The Release of Control
Hypothesis 4: Following the release of control fivadue increases, but firm performance and the use

of control enhancing mechanisms decrease

In order to analyze the ex post consequences afetease of family control, we run the regressions
reported in Table 6.4. Due to the general findingt family control has a negative impact on firm
value and a positive impact on firm performance,expect negative and significant coefficients on
the regression with Tobin’s Q and positive and ificgmt coefficients on the regressions taking ROA
as a dependent variable. Furthermore, dual clea®stand pyramids should also indicate negative
coefficients. In line with our expectations, oesults indicate that following the release of colntr
the use of control enhancing mechanisms such a$ adass shares and pyramids decreases
significantly. To our surprise and in contrasthe general empirical evidence, we find no significa
change in Tobin’s Q and ROA. Furthermore, we didmot see any significant change in the size of
the firm after the release of control. In conclusiove reject Hypothesis 4.

In addition, we find significant evidence relatedthe development of other firm characteristics.
Following the release of control, firm leverage remses significantly while cash and short term
investments are significantly lower. There is abo increase in the number of firms with a
blockholding; where the largest shareholder costmbre than 10% of the votes (see Appendix 3,
Table 2.4).

When running the same regressions on a subsampgteieder family firms, we find that firm
value even decreases following the release of alprdr significant contradiction to the underlying
theory related to concentrated ownership structanelscontrol enhancing mechanisms. The decline in
firm value also seems to be related to the decrieaB®A following the release of founder family

control.

Table 6.4 Ex-Post Consequences of the Release of Control
This table is related to Hypothesis 4. Completeltssan be found in Appendix 2. The last colunpores the p-value of a F-Test that the sum of all
Release of control dummies is equal to zero. Tegaaure reported in parentheses under each coeffieied the statistical significance is indicated by
asterics, with *(5% level of significance) and *%level of significance).We do not report the cdbanyear dummies and firm specific effects.

Dependent Variable Sample Used Year O Year+ Year +2 ¥e+3 | Year +4 |R-squared p-value
Tobin's Q All Family Firms -0.071 0.00¢ -0.08: -0.14¢ -0.12¢ 0.11 0.099°
2565 (1.04) (0.09) (0.99) (1.54) (1.14
Founder Family Firrr -0.09¢ -0.207% -0.22¢ -0.431 -0.20¢ 0.1z 0.0238*
1378 (0.76) (1.31) 1.41)| (o054  (0.81)
ROA All Family Firms -0.01¢ -0.02¢ -0.00¢ -0.00¢ -0.00z 0.1C 0.063¢
2520 (2.05y | (57| (0.49) (0.59) (0.15)
Founder Family Firrr -0.02: -0.051 -0.02¢ -0.03¢ -0.01(C 0.1z 0.0034*
1347 @87 | @29~ (1.69) 1.72) (0.41)
Dual Class Shares All Family Firms 0.018 -0.060 -0.054 -0.069 -0.06: 0.0§ OQm8**
2573 @01 | @70 (39| @70 (2.17)*
Pyramids All Family Firms 0.061 -0.04¢ -0.032 -0.113 -0.087% 0.0z 0.0057*
2573 (2.98y~ | (1.71) (1.25) | (3.85)* (2.63)**
6.5. The Determinants of the Release of Family Control

Hypothesis 5a: Families release control if thisffoof ownership structure gives them no competitive
advantage and private benefits of control are lowd @annot be easily appropriated
Hypothesis 5b: Families are less likely to releasatrol if there is a family CEO or COB

Hypothesis 5c: Founding families are less likelydlease control than non-founding families
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The main determinants of the release of family drare displayed in Table 6.5. Contrary to the
competitive advantage hypothesis, our results atdia negative and significant coefficient on Sales
which implies that the probability of a family raking control decreases in the size of the firm. We
also find strong evidence against the private benef control hypothesis. First, the use of pyradahi
ownership structures increases the probability &dnaily releasing control. Second, the use of dual
class shares also does not significantly reducetbkability of a release of control. Third, wedin
that leverage does not determine the release afatomhese findings suggest that family control in
Sweden is not determined by competitive advantagdyy the extent that private benefits of control
can be expropriated. We therefore reject HypotHgssis

In line with our expectations, the results indicateegative and highly significant coefficient on
the family CEO and/or COB, indicating that the grese of a family CEO and/or COB reduces the
probability that family control is released. We it reject Hypothesis 5b.

Lastly, we find that both founding families as wadl non-founding family firms release control.
As expected, we find that non-founding families enaften release control than founding family
firms. We therefore do not reject hypothesis 5c.

Table 6.5 Ex-Ante Determinants of the Release of Family Control
This table reports the drivers of the release dfifg control. A full report of the results on Hythesis 5 can be found in Appendix 2. Note thaegression
18, the variable pyramids is dropped as no non-tmurfirm that releases control uses pyramids . Roander family firm is also dropped due to colliriga

in both regressions 18 and 19. In regression 19v#meable Family CEO/COB is also dropped due tdinekbrity. The statistical significance is indiategt
asterics, with *(5% level of significance) and *¥dllevel of significance).

Dependent Variable Total Sample Founder Family Firms Non-founder FamilyFirms
Regression 17 18 19
Dual Class Shares negative negative** negative
Pyramids positive** positive*
Sales negative** negative negative
Age negative negative negative*
Leverage positive negative positive
Cash and Short Term Investments negative** negative negative
Family CEO and/or COB negative** negative**
Non Founder Family Firm positive**
Observations 4020 1080 960
6.6. Robustness Tests

Together with our empirical results of the mainresgions, we have also presented the results of
different subsamples. Our subsample regressions slawwn what may be driving our results and
whether these results are robust to different difirs of family firms and whether they are consit
over different time periods. In general, the sulgartesting indicates that our results are valid.

In order to test the robustness of our empiricategy, we also run fixed effects regressions on
unadjusted data. These regressions give us the sesnéis, but with a lower significance. For
example, testing the different effects of dual €lgisares and pyramids on firm value and performance
we obtain no significant results at all. This maydue to the fact that our sample includes more tha
600 companies, but in some cases only observatibtess than 5 years for each company. When
including very few observations for one companyedi effects regressions will estimate an intercept

that almost perfectly explains the variation folistitompany, rendering all other coefficients
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insignificant. Thus, we do not believe that the Isignificance of our fixed effects regressionsfis o
great importance.

We also test whether the results of our probit n®des robust to the econometric specification.
We run the probit models using random effects atbtef unconditional fixed effects. These models
give use the same economic interpretations, howeNkriower significance.

Further robustness tests that we have carriednoliide a Collin test for multicollinearity. We
have also corrected standard errors for heteroskeiy and serial correlation. These tests and
corrections all show that our results are valid #mat there are no problems of multicollinearity,

autocorrelation or heteroskedasticity.

6.7. Summary of the Main Results
As outlined in the introduction, the purpose okthaper has been to empirically test the deterrtsnan

and effects of different control enhancing mechasi®n firm value and performance, as well as the
determinants and effects of the release of famolytrol. We find evidence of a negative relationship
between control enhancing mechanisms and firm yalinéch is in line with previous research. A
unique result of our analysis is the positive dffecdisproportionate ownership structures on firm
performance. Considering the different effectsdoél class shares and pyramids, we find that the
negative value impact of dual class shares donmgndte our surprise, dual class shares have no
negative impact on performance, whereas there negative relationship between pyramids and
performance. The analysis of the determinants nfrobenhancing mechanisms indicates that family
firms only use control enhancing mechanisms tcettient that they are needed to maintain control of
the firm.

We also find that the release of family control has significant impact on firm value and
performance, indicating that family control is detened by other factors than the extraction of gy
benefits of control. Our results also show thatifi@s are more likely to release control of smaller
firms and when there is no family CEO or CEO prése the family is not the founding family.

In order to give a better overview, we have sumpeariour empirical findings and regression results
in Table 6.6 below.
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Table 6.6 Summary of Empirical Findings

Hypothesis

Test Results

Empirical Findings

H1a: Disproportional ownership
structures have a negative impact on
firm value

Not Rejected

In line with minority expropriation gtleffect of
disproportional ownership structures on firm vakie
clearly negative. This also holds true for subsaspl
of family firms and founding family firms.

H1b: Disproportional ownership
structures have a negative impact on
firm performance

Rejected

We find a positive impact of disproportiena
ownership structures on firm performance. Thisltesu
is significant depending on the variable used.

H2a: Dual class shares have a stronger
negative effect on value than pyramids

Not Rejected

We conclude that dual class sharesoglesbre
value than pyramidal ownership structures. This
effect is mainly driven by founding family firms.

H2b: Dual class shares have a negative
impact on performance but pyramids
have nonnegative impact on
performance

Rejected

We find that pyramids have a negative amifisant
impact on performance, whereas dual class shares
have a positive but insignificant effect.

H3a: Different control enhancing
mechanisms are substitutes

Not Rejected

We find that control enhancing mechmasiare
substitutes for family firms. For non-family firms,
they are used in combination.

H3b: The likelihood of a firm to employ
control enhancing mechanisms
increases in firm age, if there is a family
CEO and/or COB present, or if the firm
is a founding family firm

Not Rejected

We conclude that founding firms anaofdms are
more likely to employ control enhancing
mechanisms. The presence of a family CEO and/or
COB on the other hand has no effect on the use of
control enhancing mechanisms.

H4: After the release of control, firm Rejected We conclude that in general, firm valuesdus
value increases, performance and the increase and performance does not decrease

use of control enhancing mechanisms significantly. However, the use of control enhamgcin
decrease mechanisms declines significantly.

H5a: Families release control if this Rejected We conclude that families are more likelyelease

form of ownership structure gives them
no competitive advantage and private
benefits of control are low and not easily
appropriated

control the smaller the firm. Also, the use of dual
class shares makes it less likely to release contro

H5b: Families are less likely to release
control if there is a family CEO or COB

Not rejected

We find that firms with a family CEOdéor COB
are less likely to release control.

H5c: Founding families are less likely to
release control than non-founding
families

Not rejected

Founding families release control teft=n.
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7. Analysis of the Results

7.1. Analysis of Control Enhancing Mechanisms
In line with the general evidence from previousdgs, we find that disproportionate ownership
structures have a negative effect on firm valueweiger, from this evidence alone, we cannot
determine with certainty whether the value discaamfamily firms is due to minority expropriation
or other negative effects of control enhancing rme@ms and concentrated ownership structures.

Regarding the effects on firm performance, we fangositive relationship between the use of
control enhancing mechanisms and firm performante measuring control enhancing mechanisms
through a dummy variable). Previous studies havwallysfound an insignificant effect, except for
Favero et al. (2007). Our result contradicts Bekchual. (1999), who argue that disproportionate
ownership structures lead to inefficient decisioaking because controlling owners try to maximize
their private benefits of control and expropriataanity shareholders. Given the positive relatiapsh
between control enhancing mechanisms and firm peegoce that we find, we suspect that minority
expropriation is not a significant problem. In faotr finding could be interpreted as evidence that
control enhancing mechanisms increase firm perfoomas they bring more stability to the firm and

allow the firm to engage in investment opportusitigth longer profit horizons.

7.2. Analysis of Dual Class Shares and Pyramidal Ownergh Structures
The results of our analysis suggest that dual dhases have a negative effect on firm value, vdsere

pyramids do not significantly impact valuation. Tiredings on firm value are in line with the theory
that dual class shares act as a pure control eimgpdevice whereas pyramids also have benefits such
as the support of strategic alliances betweenrdifitefirms (Villalonga and Amit, 2007).

However, an interesting result of our regressionalyais is that dual class shares have an
insignificant effect on performance, whereas pydsrimpact performance negatively. This finding
contradicts the theoretical predictions of the castd benefits analysis of control enhancing
mechanisms. We would expect dual class sharesrtodhaegative impact on performance, as they are
a pure control enhancing device and lead to moedfigient decision making (Bebchuk, 1999).
Pyramids, on the other hand, could also increadferpgance due to the support of strategic alliances
Our results also contradict previous empirical ifigd by Bennedsen and Nielsen (2005) and
Villalonga and Amit (2007) which show that pyramibdave no significant or a positive effect on
earnings performance.

We would usually anticipate the value discount araldclass shares to be driven by the
maximization of private benefits of control thatliead to inefficient decision making, which inrtu
also impacts performance negatively. Given ourltéisat the use of dual class shares is not related
poor firm performance, it might be other effectarthminority expropriation that can explain their
impact on firm value and performance. The valuealist could be driven by other characteristics of
concentrated ownership structures such as moreeo@ive capital structures and less aggressive

investment policies. In fact, this result is alsoline with previous evidence on Sweden, which
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indicates that controlling owners rarely expromiatinority shareholders (Hogfeldt, 2001). Moreover,
dual class shares do not necessarily have a negatpact on earnings performance because they also
reduce agency conflicts between shareholders amageanent and lead to more long term earnings
maximization due to the concentration of contralttiney bring about.

Considering our result that pyramids impact perfomoe negatively, we also suspect that this
finding might be related to the characteristicdhef Swedish market. Hogfeldt et al.’s (2004) result
on a Swedish study show that pyramidal ownershigcgires do not lead to corporate stealing but to
overinvestment because of tax incentives for restiment. This overinvestment problem could thus
explain the poor performance related to pyramidalership structures.

Another important finding of our regression analys that the effect of control enhancing
mechanisms seems to be dependent on time. TheweegHect of control enhancing mechanisms and
dual class shares in particular is driven by theodel1997-2005. This evidence is in line with the
Swedish market becoming more open to internationadstors (Hogfeldt et al., 2001), transparency
increasing and the investor opinion on control @iy mechanisms becoming more negative, thus
leading to a more significant value discount. Meexp the subsample testing indicates that pyramids
have a positive effect on firm value in the earfiart of the sample, whereas they later seem te hav
negative effect on firm performance. This findingincides with a tax reform in the early 1990’s,
which gave more incentives to firms to reinvesheags rather than paying out dividends (Hogfeldt et
al., 2004). Our findings are thus consistent with tdea that overinvestment due to tax incentives
reduces performance and possibly also firm valaatio

Overall, the analysis of our results on controlarding mechanisms suggests that firm value is
lowered due to the use of these instruments. Howvélre discount in firm value is not necessarily
driven by minority expropriation as the generalgtablished view suggests, as we find no negative
impact of dual class shares on firm performanceaddition, the negative impact of pyramids on

performance seems to be related to the overinvestoneblem described by Hogfeldt et al. (2004).

7.3. Analysis of the Determinants of Dual Class Sharesd Pyramids
The regression results indicate that families dbouse different control enhancing mechanisms in

combination, which is in line with Villalonga andvt (2006). However, for non-family firms, dual
class shares and pyramids seem to be used as coempdée Our interpretation of this result is that
family firms are more concerned about their repotathan non-family firms. Families derive social
benefits such as social status from controllingrtfiens (Hogfeldt et al., 2001). Their reputatiand
social status might be hurt as a result of theafisgisproportionate ownership structures, which are
usually regarded negatively by shareholders angtiidic in general. This evidence contradicts the
generally established view that families exprogriatinority shareholders, as families seem to use
control enhancing mechanisms only to the extentttiey are necessary to maintain control but not in

order to maximize the extraction of private bersefit
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Our results further indicate that older firms areren likely to employ control enhancing
mechanisms. This is in line with the general desead the use of control enhancing mechanisms (see
Table 5.6) and a more negative public opinion esthinstruments. Hogfeldt et al. (2001) also point
out that Sweden has experienced a fast transitimm ftorporate structures with high ownership
concentration to more dispersed ownership. The Blvadarket has opened up very quickly in the
late 1990’s and has seen large inflows of foreigpitel. Large and foreign institutional investors d
not share the trust in concentrated ownership tstreis and have also contributed to the change in
ownership arrangements, which has reduced the fusentrol enhancing mechanisms significantly.
Old firms that have traditionally been using cohtemhancing mechanisms may find it easier to
maintain these structures, whereas it will be mdiicult for younger firms to implement
disproportionate ownership structures against $ladaler opposition.

We also show that founding family firms are mor&ely to employ control enhancing
instruments. We can interpret this finding as ewigethat founding families derive more reputational
and social benefits from controlling their firm thaon-founding families. They also seem to have
more emotional attachment to the firm, which makemm more inclined to use disproportionate
ownership structures in order to maintain control.

Lastly, there seems to be no evidence that theepcesof a family CEO and/or COB has any
effect on the use of control enhancing mechanidis finding is in line with Villalonga and Amit
(2006). One could expect that a family CEO or CO8uld try to put in place a disproportionate
ownership structure in order to protect his or im@nagement positions. In any case, the causality of
this relationship would never be quite clear. laldobe the case that a family CEO or COB introduces
control enhancing instruments in order to protéson her management position. On the other hand, i
might be more likely for a firm to have a family nemement if there is a disproportionate ownership
structure that allows the family to appoint managetpositions.

Our analysis of the determinants of control enhamenechanisms points out that families chose
these instruments in order to maintain control eatinan to extract private benefits of control. The
reluctance of family firms to employ several cohtemhancing mechanisms in combination also

indicates their concern about reputation and atberal benefits of control.

7.4. Effects of the Release of Family Control
In contrast to the predictions of the minority eoymiation theory, we find no significant change in

firm value or performance following the release family control. The agency conflict between
controlling and minority shareholders predicts firralue to increase once a family has released
control, as the family would no longer be able xprepriate private benefits of control. As we find
no increase in firm value, our results show tha®weden, the expropriation of minority shareholders
is not very common. This finding also supports joes research by Hogfeldt et al. (2001) that
controlling owners do not expropriate minority saolders due to concerns over reputation and
social status. However, our results do not give sugyport to the alignment of interest view either.
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Following the release of control, performance doesdecrease, which implies that agency conflicts
between management and shareholders do not sagttificworsen. One exception is the case of
founder family firms, where performance decreasgsifecantly. This finding could suggest that the
involvement of the founder in the firm aligns thaerest of management and shareholders. For
founder firms, we also find even more evidence amt@diction to the minority expropriation
perspective, as the release of control has a gignif negative effect on firm value. However, this
decrease can be explained by the general empeicdénce that founder family firms create more
value and perform better, especially when theeef@inder CEO (Averstad and Rova, 2007).

The significant decline in the use of dual clasared and pyramids following the release of
control is in line with Bennedsen and Nielsen’sQ&0finding that families most often use control
enhancing mechanisms. However, given the resattdisproportionate ownership structures reduce
firm value, it is even more surprising that firmwe does not increase after the release of control.

As we find that minority expropriation is not vetgmmon in Sweden, there must be other factors
that explain the value discount on family firms.rQasults on other ex post consequences of the
release of control might give some insight intosthiatter. The regression analysis indicates that
following the release of control, leverage incresaaed cash and short term investments decrease.
These findings can be interpreted as evidence ithdine with Bebchuk et al. (1999), families
overinvest in projects with high private benefifscontrol. Furthermore, this result also confirme t
idea that families are more reluctant to take g hévels of leverage due to risk aversion. Theefo
the evidence suggests that families reduce ovédratl because they do not exploit all value
opportunities of the firm’s capital structure, amductant to take on more debt (which could also
possibly finance more aggressive growth strategied)have overinvestment problems.

On the other hand, one could also interpret theease in leverage and decrease in cash and short
term investments as support for the minority expetipn view. Villalonga and Amit (2008) argue
that family firms have lower levels of leverage andre retained cash in order to expropriate private
benefits of control. By keeping high levels of cashailable at the family’s disposal, families can
expropriate corporate resources more easily. Thiddvalso support Bebchuk et al. (1999) who argue
that families are more inclined to expand the fand retain free cash flows rather than distributing
cash to shareholders. However, since our findimgthe development of firm value and performance
show that controlling shareholders do not extramporate resources, we would still reject the
minority expropriation perspective.

Lastly, the analysis of the release of family cohtiould be subject to a selection bias. We would
expect families that have negative information abie firm's prospects to be more inclined to
release control. However, then we would also exfiest performance to decrease significantly
following the release of control, which is not ttesult we obtain. Nonetheless, the decrease irevalu
and performance for founder family firms might beplained by this selection bias. Due to the

emotional attachment to the firm and the high rafiomal and political benefits from controlling the
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firm, founder families might in general be lesslimed to release control and would only do so éth
expect the firm’s prospects to worsen significantly

In general, the analysis of ex post consequencesrdfol strongly rejects the view that families
extract private benefits of control from minoritgageholders. Instead, the value discount on family
firms could be explained by a less aggressive abglitucture, overinvestment and more conservative

growth policies implemented by families.

7.5. Determinants of the Release of Family Control
In contrast to previous findings by Villalonga afwhit (2008), we find that in Sweden, family control

can not be explained by the competitive advantagk @ivate benefits of control theories. First,
according to the private benefits of control hygsik, the use of control enhancing mechanisms
facilitates the expropriation of private benefitajs making family control more likely (Villalongand
Amit, 2008). However, our results indicate that tiee of control enhancing mechanisms does not
lower the probability that family control is releas It follows from this that families do not
expropriate private benefits, thus making the useoatrol enhancing mechanisms irrelevant to their
decision whether or not to release control.

Furthermore, we find that firm size lowers the @ioitity of family control being released. This
finding also contradicts our expectations, as weld/iexpect families to release control if firms \gro
too large, increasing the benefits of releasingrobrand diversifying their investments. Again, the
alternative explanation for this result might battfamilies seek to maximize their social benefiesy
derive from controlling a firm (Hogfeldt et al., @D). The larger the firm, the greater the socialust
and reputation of the family will be. A family mamizing social benefits of control would thus choose
to maintain control of larger firms but release tcohof small firms.

In line with our expectations, we also find that firesence of a family CEO or COB makes it less
likely for firms to release control. This findingiports the argument that families want to maximize
private and non-pecuniary benefits of control. Hesiwant to hold on to their management positions
as this increases their social status and gives prevate benefits in terms of salaries and perssion

Another interesting result is that founding famflyms release control less often. Again, we
believe that this is related to the reputational social benefits and pride associated with colirigpl
the firm founded by the family. Similar to the reasg behind the use of control enhancing
mechanisms, we expect the emotional attachmemetdiim to be higher than for non-founder firms,
thus reducing the probability that founder famibntrol is released.

Our analysis of the determinants of the releadarafly control indicates that families do not seek
to maximize the expropriation of private benefit<ontrol. Instead, the evidence suggests thatlyami
control is determined by the extent that families gain social benefits such reputation and social
status. Families are more likely to maintain cantre larger the firm, thus the larger the social

benefits associated with control.
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In sum, there are two main conclusions that wedraw from our analysis of control enhancing
mechanisms and the release of family control. Fiashily firms do not seek to expropriate minority
shareholders; instead, they aim to maximize thegutation and social status. Secondly, the use of
control enhancing mechanisms does not necessamiplyithat minorities are expropriated. An
alternative explanation for the value discount amify firms could be the more conservative capital

structure, less aggressive growth policies andiovestment.

7.6. Limitations to Our Study
One limitation to our analysis of the effects oftlalass shares and pyramidal ownership structsres

that we do not explicitly separate the effectshafse two mechanisms on the wedge between voting
and cash flow rights. As we use dummy variablesdaate the use of each mechanism, we give dual
class shares and pyramids the same weight and tddetermine how this instrument impacts the
overall wedge. Thus, we might give too much weighthe separation of ownership and control that
families achieve through the use of pyramids anereffore overstate the negative value and
performance effect that pyramids have (Villalonga &mit, 2007). Previous studies have indicated
that when isolating the effect of each mechanisnthenwedge between voting and cash flow rights,
pyramids have a more positive effect on firm vadmel performance (Villalonga and Amit, 2007). In
fact, when we weigh the dummy for pyramids by tredge between cash flow and voting rights, we
find that pyramids do not have a significantly nagaeffect on firm performance. However, this

method still does not explicitly separate the dffaxf dual class shares and pyramids.
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8. Conclusion
In this study, we have investigated the effectscohcentrated ownership on firm value and

performance in Sweden. In the light of the two casting perspectives on concentrated ownership
that have been established from previous researictority expropriation and alignment of interests,

we further investigate two aspects of concentratedership structures. By carrying out a careful

analysis of disproportionate ownership structuresl damily firms, we enhance the general

understanding of the effects of concentrated ovinigien firm value and performance in Sweden.

As promised at outset of this paper, we have pexdran analysis of the determinants and effects
of control enhancing mechanisms and the releaganafy control. From this study, we can draw two
main interesting conclusions. First, we find thainership concentration and the use of control
enhancing mechanisms do not necessarily implyrtiaorities are expropriated. This is supported by
the evidence that firm value and performance doamainge significantly following the release of
control, thus implying that families do not expriggpe minorities. In addition, family control is not
determined by the extent that families can extyagtate benefits at the expense of minority
shareholders, as the decision to release contre$ dot depend on the use of control enhancing
mechanisms. As firm value does not seem to be mitweminority expropriation, there must be other
causes for the value discount on family firms. Quossible explanation could be that concentrated
ownership destroys value due to lower leverags,dggressive growth strategies and overinvestment.

Secondly, our analysis suggests that families $eeknaximize social benefits of control as
opposed to extracting private benefits of contFalr instance, families are more likely to maintain
control the larger the firm, thus the larger theiabbenefits associated with control. Moreover,
founding families are less inclined to release nas their emotional attachment to the firm fdew
by the family is greater. Likewise, the use of coheénhancing mechanisms by family firms seems to
be limited by concerns about reputation.

With this thesis, we have contributed to the emgstiesearch on concentrated ownership structure
and family firms. We present evidence that the ealiscount on Swedish family firms does not relate
to minority expropriation, but can be explained mpre conservative financial structures, less
aggressive growth policies and overinvestment.aét,lwe give additional insight into the question
what determines family control, which in the ca§&weden are the social benefits such as reputation

and social status.

8.1. Suggestions for Further Research
Our study investigates two aspects of the familyticn that have not been much explored in previous

studies. There are various research topics withimmdrea could be scrutinized further. For instance
further studies could analyze the ex ante detemmsnand ex post determinants of the release of
family control in countries with different legalgenes and social norms than Sweden.
Further analysis of the effects of control enhagamechanisms could also add to the existing
literature. For instance, it would be interestiadihd out whether pyramids have a different impact
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firm value and performance in countries where tlageetax incentives for the distribution of earring

to shareholders instead of incentives for reinvestsiin the firm as in Sweden. Moreover, the impact
of dual class shares on firm performance has oegntanalyzed by two previous studies, Villalonga
and Amit (2007) and Bennedsen and Nielsen (200&)thEr analysis of the effect of control
enhancing mechanisms on firm performance is alsmlewt At this stage, little evidence has been
found in the favour of Bebchuk et al.’s (1999) angut that pure control enhancing devices should
lower performance because they lead to more inefficlecision making. Finally, another suggestion
for further research would be to analyze the detents of control enhancing mechanisms, also
taking into account other instruments than duasslshares and pyramidal ownership structures, as

there is only one previous study that has devassadf ito this issue (Villalonga and Amit, 2006).
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10. Appendix

10.1. Appendix 1: Definition of family firm

Graph A.1.1 Definition of family firms

The graph below describes the definition of fanidynding and non-family firms. Firms are definedfamily firms if the
family controls at least 25% of the voting righidhe firm.

Firms

[
| \

Family Firms Non Family Firms

Founder Family Firmj Non-FounderFamily Firms

—1 Founder CEO and/or COB

Founder CEO |

Founder COB |

Founder COBand COB |

Descendent CEO and/or CO|3

Descendent CEO

Descendent COB |
Descendent COB and COB |

External CEO and/or COB

10.2. Appendix 2: Descriptive Statistics

Table A.1.1 Correlation Matrix of Control, Dependent and Explanatory Variables

Correlations of Control, Dt and Explanatonariables
Cash and Non
Short Term Founder Founder  Family Founder Descender
Dual Class Block-  Release of Dividend Invest- Family Family Family CEO and/o CEO and/or CEO and/o
Tobin'sQ ___ROA___ Wedge __Shares _ Pyramids_holding____control Sales Age ___Yied _ Leverage ments __Firms_ ___Firms____Firms CoB coB CoB
Tobin's Q 1.0000
ROA 0.2171 1.0000
Wedge -0.0361  0.0742 1.0000
Dual Class Shares -0.0432  0.0298 0.4046 1.0000
Pyramids -0.0159  0.0646 0.3876 0.0187 1.0000
Blockholding -0.0096  0.0011 -0.1023  0.0777 0.0797 1.0000
Release of control -0.0146  -0.0437  0.0369 -0.0098  0.0519 0.0251 1.0000
Sales -0.0735  0.2878 0.0978 0.0469 0.3688 0.0106 -0.0348  1.0000
Age -0.0104  0.1699 0.1972 0.1665 0.1386 0.0842 -0.0208  0.2909 1.0000
Dividend Yiled 0.2235 0.4358 0.0680 -0.0157  0.0846 -0.0102  -0.0410 0.2109 0.1366 1.0000
Leverage -0.2845  -0.0052  -0.0067  0.0032 0.0033 0.0379 0.0053 0.3446 0.1199 -0.0121 1.0000
Cash and Short Term Investments 0.2877 -0.0960 -0.0173  0.0461 -0.0211  0.0050 -0.0383  -0.2216 -0.0447  0.0786 -0.4719 1.0000
Family Firms -0.0422  0.0690 0.3690 0.3352 -0.0113  -0.0500 0.1736 -0.1176  0.0821 -0.0170  -0.0032 -0.0124  1.0000
Founder Family Firms 0.0179 0.0582 0.2139 0.3370 -0.2673  -0.0885  0.0207 -0.1437  -0.0339  -0.0258  -0.0297  0.0409 0.5951 1.0000
Non Founder Family Firms -0.0676  0.0188 0.2054 0.0375 0.2669 0.0349 0.1806 0.0133 0.1304 0.0073 0.0275 -0.0575  0.5413 -0.3529  1.0000
Family CEO and/or COB 0.0255 0.0387 0.1384 0.2620 -0.2189  -0.0839 -0.0141 -0.1512 -0.0807 -0.0110 -0.0114  0.0430 0.4657 0.7824 -0.2761  1.0000
Founder CEO and/or COB 0.0106 0.0081 0.0906 0.1862 -0.1598  -0.0300  0.0032 -0.1450  -0.1640 -0.0413  -0.0174  0.0257 0.3581 0.6016 -0.2123  0.7689 1.0000
Descendent CEO and/or COB 0.0301 0.0529 0.0980 0.1620 -0.1302  -0.0825  -0.0247  -0.0352  0.1010 0.0421 0.0015 0.0390 0.2539 0.4266 -0.1506  0.5452 -0.0996 1.0000
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Table A.1.2 Development of Firm Characteristics Following the Release of Control

This table shows how the different variables penférom the first year that the control is releasedil the 4th year.

Year O Year + 1 Year + 2 Year + 3 Year + 4
No. Cases Total 133 86 85 63 48
Founder Family Firm 57 33 32 18 12
Non Founder Family Firm 86 55 55 44 35
ROA Total 2,2% 2,0% 4,1% 4,2% 5,9%
Founder Family Firm -0,8% -1,7% 0,7% 1,1% 1,8%
Non Founder Family Firm 4,1% 4,0% 5,8% 5,2% 7,2%
Tobin's Q Total 1,58 1,69 1,63 1,49 1,55
Founder Family Firm 1,78 1,77 1,75 1,58 1,89
Non Founder Family Firm 1,41 1,64 1,56 1,45 1,46
Sales (sekM) Total 5778 8 652 8 652 9 106 13 447
Founder Family Firm 1048 1556 1564 2319 2 046
Non Founder Family Firm 8 302 13071 12 228 11135 16 50
Leverage Total 61,6% 63,4% 61,7% 63,4% 62,5%
Founder Family Firm 60,2% 66,3% 62,2% 64,0% 61,1%
Non Founder Family Firm 63,1% 61,6% 61,8% 63,1% 62,8%
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10.3. Appendix 3: Regression Results

Table A.2.1 Pooled OL S Regression Results on Hypothesis 1

This table is related to Hypothesis 1. Regressioaad 5 include only control variables. We firssttthe impact of disproportionate ownership stuoes on
Tobin's Q using two different specifications; a aguyrfor control enhancing mechanisms and the wedgeden cash flow and voting rights. Then we retieat
same procedure in regressions 6, 7 and 8 to teshéeffect on ROA. T-values are reported in preses under each coefficient and the statistigaificance

is indicated by asterics, with *(5% level of sigcdgince) and **(1% level of significance)

Dependent Variable Tobin's Q ROA
Regression 1 2 3 4 5 6 7 8
Sales -0.039 -0.037 -0.038 -0.037 0.01(C 0.01cC 0.01( 0.01(C
(5.16)* (4.87)* (5.03)* (4.85)** (12.31)* | (12.16)** | (12.27)** | (12.17)**
Age -0.003 0.006 0.006 0.009 0.00¢ 0.00¢ 0.00¢ 0.00¢
(0.23) (0.44) (0.40) (0.64) | (4.33)* | (3.91)* | (4.15)* (3.95)*
Dividend Yield 3.591 3.562 3.622 3.583 0.821 0.82: 0.821 0.82¢
(12.54)* | (12.46)* | (12.66)* | (12.52)* | (27.58)** | (27.66)** | (27.55)** | (27.66)**
Leverage -0.633 -0.648 -0.646 -0.652 -0.092 -0.091 -0.09:2 -0.091
(6.68)** (6.85)* (6.83)* (6.90)* (8.64)** | (8.55)** | (8.60)** (8.56)**
Cash & Short Term Investment 1.274 1.286 1.263 1.278 -0.12¢ -0.122 -0.122 -0.12¢
(11.23)* | (11.35)* | (11.14)= | (11.28)** | (9.93)* | (9.99)** [ (9.91)** | (10.00)**
H&M Dummy 2.235 2.256 2.258 2.264 0.111 0.11¢ 0.111 0.11c¢
(11.43y | (11.56)y* | (11.56)* | (11.60)* | (5.70)* | (5.64)* | (5.67) | (5.65)**
Control Enhancing Mechanism -0.140 -0.114 0.00¢ 0.00¢
(4.50) (3.25)* (2.45)* (2.44)*
Wedge -0.297 -0.154 0.00¢ -0.00¢
(3.50)* (1.62) (0.63 (0.56;
Constant -0.062 0.051 -0.057 0.033 0.01¢ 0.01:Z 0.01¢ 0.011
(3.48)* (1.67) (3.16)* (1.01) (9.73)** | (3.54)** | (9.64)** (3.13)**
Observations 3990 3990 3990 3990 3905 3905 3905 3905
R-squared 0.17 0.17 0.17 0.18 0.27 0.27 0.27 0.27
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Table A.2.2 Pooled OL S Regression Results on Hypothesis 2

This table is related to Hypothesis 2. We first the impact of each dual class shares and pyramidTobin's Q . Then we include both mechanisrdgaman F-Test

to test whether their values are the same. Werals@ne regression including the wedge of votesfmtal. Then we repeat the same procedure in ssio@s13,14,15

and 16 to test for the effect on ROA. T-valuegeperted in parentheses under each coefficienttardstatistical significance is indicated by astsriwith *(5% level
of significance) and **(1% level of significance)

Dependent Variable Tobin's Q ROA
Regressiol 9 10 11 12 13 14 15 16
Sales -0.039 -0.040 -0.039 -0.042 0.010 0.012 0.011] 0.012
(5.07)** (4.87)* (4.78)** (5.09)* (12.29)* (12.98)** (12.96)* (13.11)*
Age 0.005 -0.003 0.004 0.009 0.006 0.006 0.006 0.006
(0.33) (0.23) (0.32) (0.64) (4.02)* (4.49)* (4.19)= (94)*
Dividend Yield 3.545 3.591 3.545 3.590 0.824 0.820 0.823 0.819
(12.38)* (12.53)** (12.38)** (12.52)** (27.63)** (27.6~ (27.66)* (27.50)**
Leverage -0.631 -0.631 -0.629 -0.628 -0.092 -0.098 -0.099 -0.098
(6.67)** (6.61)* (6.60)** (6.59)** (8.65)* (9.13)* (9.15)* (9.15)*
Cash & Short Term Investment 1.292 1.274 1.292 1.271 -0.123 -0.121 -0.122 -0.120
(11.39)* (11.22)* (11.38)* (11.18)* (10.00)** (9.88¥ (9.94)* (9.79)*
H&M Dummy 2.25¢ 2.23¢ 2.26: 2.29¢ 0.11C 0.10¢ 0.10Z 0.09¢
(11.57)* (11.40)* (11.53)* (11.69)* (5.64)* (5.26)* (5.20)** (5.06)**
Dual Class Shares -0.101 -0.101 -0.064 0.005 0.005 0.002
(3.44)* (3.44)* (2.00)* (1.51) (1.51) (0.55)
Pyramids 0.006 0.006 0.050 -0.016 -0.016 -0.019
(0.17) (0.16) (1.25) (4.12)* (4.12)* (4.55)**
Wedge -0.269 0.021
(2.65)* (1.94)
Constant 0.014 -0.064 0.012 -0.025 0.015 0.024 0.020] 0.023
(0.48) (2.98)** (0.38) (0.74) (4.90)* (10.39)** (6.13)** (6.39)**
Observations 3990 3990 3990 3990 3905 3905 3905 3905
R-squared 0.17 0.17 0.17 0.17 0.27 0.27 0.27 0.27
F-test: ﬁDua\ Class™ ﬁPyram\ds F-test: ﬁDuaI Class™ ﬁPyram\ds
F( 1, 3896) 5.22 F( 1, 3896) 17.24
p-value 0.0224 p-value 0.000(
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Table A.2.3 Unconditional Fixed Effects Probit Regression Results on Hypothesis 3

Prob(Dual Class Shares=1) + 8, Pyramids+s, Family CEO/COB+ ;Founding Family Firm+$ ,Age+e
Prob(Pyramids=1)=; + $, Dual Class Shares#, Family CEO/COB+ ;Founding Family Firm+$ ,Age+e

This table reports results of an unconditional @effects probit model. Z-values are reported ireptheses under each coefficient and the

statistical significance is indicated by asteriasth *(5% level of significance) and **(1% level significance).

Sample Used Total Sample Family Firms
Dependent Variable Dual Class Pyramids Dual Class Pyraids
Pyramids 0.325 -0.285
(5.66)** (3.22)*
Dual Class Shares 0.311 -0.275
(5.68)** (2.99)*
Family CEO and/or COB -0.038 -0.314 -0.050 -0.345
(0.24) (1.91) (0.32) (2.09)*
Founding Family Firm 1.601 -1.199 1.110 -1.349
(11.87)* (9.52)** (7.79)** (10.36)*
Age 0.239 0.184 0.241 0.108
(10.97)** (7.35)* (6.84)* (2.85)*
Observations 4041 4041 2080 2080

48 (61)



Eliane Tsujimoto & Ella Stapelfeldt

Table A.2.4 Fixed Effects Regression Results on Hypothesis 4

This table reports the results of Hypothesis 4. €ach of the dependent variables listed we uséotlmving specification:
Yit = 0+ v+ Y pReleasg +pitime dummy+e;
wherea; and y, are the firm and time specific effects. We usgaalfeffects regression in order to take each comjfore the release of control as a
control for itself after the release of control. we use fixed effects, we run this regression usiregljusted data only. The last column reportspivalue
of an F-Test that the sum of all Release of cortuphmies is equal to zero. T-values are reportgghientheses under each coefficient and the statist
significance is indicated by asterics, with *(5%ééof significance) and **(1% level of significag)c We do not report the calendar year dummies and
firm specific effects.

Dependent Variable Sample Used YearO[ Year+l Year+® “4e+3 | Year+4 |R-squared p-value
Tobin's Q All Family Firms -0.071 0.00¢ -0.08¢ -0.14¢ -0.12¢ 0.11 0.099°
256¢ (1.04, (0.09; (0.99; (1.54, (1.14
Founder Family Firrr -0.09¢ -0.201 -0.22¢ -0.431 -0.20¢ 0.1z 0.0238
137¢ (0.76, (1.31 (141 (2.05)* (0.81
Non Founder Family Firn -0.07¢ 0.13¢ 0.027 -0.03z -0.07¢ 0.11 0.951!
134¢ (1.20, (1.89 (0.37, (0.39 (0.85
ROA All Family Firmg -0.01¢ -0.02¢ -0.00/ -0.00¢ -0.00z 0.1C 0.063¢
252( (2.05)* (2.57)* (0.49; (0.59 (0.15,
Founder Family Firrr -0.02 -0.051 -0.02¢ -0.03¢ -0.01C 0.1z 0.0034*
1347 (1.87, (3.29)= (1.64 172 0.41
Non Founder Family Firn -0.01¢ -0.01¢ 0.00¢ 0.001 -0.00¢ 0.1C 0.493¢
132¢ (1.51 (1.36, (0.53; (0.06 (0.04
Leverage All Family Firms -0.00( 0.03( 0.02¢ 0.03¢t 0.01¢ 0.3C 0.0042*
257: (0.02, (2.49)* (2.16)* (2.49)* (0.93
Founder Family Firrr 0.01C 0.06¢ 0.04% 0.07: 0.031 0.32 0.0006*
138¢ (0.63 (3.41) | (2.05)* | (2.73)** (0.96
Non Founder Family Firn -0.00¢ 0.01¢€ 0.022 0.02¢ 0.01C 0.2€ 0.157¢
134¢ 0.42, (1.06 (1.50; (1.23 (0.56
Sale All Family Firms 0.02¢ 0.05¢ 0.07:¢ 0.09¢ 0.02¢ 0.3z 0.162!
2564 (0.49) (0.85) (1.12) (1.31) (0.29
Founder Family Firrr 0.04¢ 0.12¢ 0.09¢ 0.24¢ 0.17i 0.3C 0.064¢
1380 (0.54) (1.08) (0.84) (1.60) (0.96
Non Founder Family Firn -0.02¢ 0.05¢ 0.11¢ 0.06¢ -0.02¢ 0.3t 0.374t¢
134z (0.45, (0.78 (1.64 (0.89 (0.30;
Cash & Short Term Investment All Family Firms -0.02¢ -0.01(C -0.03( -0.02¢ -0.01¢ 0.0z 0.0009*
2573 (3.29)* (0.92) (2.85)*| (1.99)* (1.08)
Founder Family Firrr -0.06% -0.00¢ -0.04¢ -0.051 -0.04¢ 0.04 0.0004*
1386 (4.48)= (0.47) (2.46)* (2.15)* (1.39)
Non Founder Family Firn -0.00¢ -0.01¢« -0.021 -0.011 -0.00¢ 0.04 0.105¢
134¢ (0.55, (1.21 (1.80; (0.86, (0.37,
Dual Class Share All Family Firms 0.01¢ -0.06( -0.05¢ -0.06¢ -0.06: 0.0t 0.0008*
257: (101 (2.70* | (2.39)* | (2.70)* | (2.17)*
Founder Family Firrr 0.04z -0.07z -0.041 -0.07¢ -0.04% 0.07 0.0195
138¢ (2.11)* | (2.81)* (1.59, (2.33)* (1.06
Non Founder Family Firn 0.01C -0.06% -0.05¢ -0.071 -0.07¢ 0.0¢ 0.0133
134¢ (0.34, (1.85, (1.59 (1.91 (1.82
Pyramids All Family Firms 0.061 -0.04¢ -0.03: -0.11: -0.081 0.0z 0.0057*
257: (2.98)* 171 (1.25 (3.85)* | (2.63)*
Founder Family Firrr -0.02¢ 0.122 0.11% 0.04C 0.01¢ 0.07 0.0026*
138¢ (1.34, (4.48) | (4.23)* (112 (0.35
Non Founder Family Firn 0.10¢ -0.15¢ -0.127 -0.17¢ -0.12% 0.11 0.0000*
134¢ (3.48) | (4.17)* | (3.37)* | (4.29)** | (2.68)**
Blockholding All Family Firms 0.02¢ 0.172 0.14¢ 0.13¢ 0.10« 0.0¢ 0.0000*
2573 (0.78) (3.88)*| (3.28)*| (2.67)* (1.80)
Founder Family Firrr 0.101 0.28¢ 0.22¢ 0.26€ 0.04¢ 0.0t 0.0000*
1386 (1.98)* | (4.36)** | (3.39)** | (3.04)** (0.46)
Non Founder Family Firn -0.00¢ 0.081 0.04¢ 0.057 0.111 0.0¢ 0.085°
1346 (0.13) (1.51) (0.86) (0.90) (1.59
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Table A.2.5 Unconditional Fixed Effects Probit Regression Results on Hypothesis 5

This table is related to Hypothesis 5. We testtferprobability of release of family control usiag unconditional fixed effects probit model. The
regression we run is specified as the following:
Prob(Release of Control=1)%; + f, Dual Class Shares#, Pyramids+§ ; Sales+f , Age+f s Leveragef ;Cash & ST
Inv.+4, Blockholding+8 g Family CEO/COB# 4 Non Founder Family Firm#
Note that in regression 18, the variable pyramgldriopped as it predicts the release of controfely (for founder family firms, there is no uge o
pyramids when control was released. However, tbescot imply that pyramids are used for every thaecontrol was maintained). Non founder
family firm is also dropped due to collinearitybioth regressions 18 and 19. In regression 19 thilke Family CEO/COB is also dropped due to
collinearity. Z-values are reported in parenthesesler each coefficient and the statistical sigaifice is indicated by asterics, with *(5% level of
significance) and **(1% level of significance)

Dependent Variable Total Sample Founder Family Firms Non-founder FamilyFirms
Regression 17 18 19
Dual Class Shares -0.071 -1.030 -0.144
(0.75) (4.44)** (1.12)
Pyramids 0.522 0.280
(4.93)* (1.99)*
Sales -0.089 -0.026 -0.060
(3.85)** (0.60) (1.60)
Age -0.040 -0.109 -0.120
(0.97) (1.46) (2.04)*
Leverage 0.084 -0.417 0.140
(0.31) (0.71) (0.33)
Cash and Short Term Investments -0.979 -1.269 -0.755
(2.69)** (1.89) (1.29)
Blockholding 0.136 0.273 0.112
(1.70) (1.86) (0.94)
Family CEO and/or COB -0.374 -0.409
(2.64)** (2.73)*
Non Founder Family Firm 0.524
(4.14)*
Observations 4020 1080 960
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10.4. Appendix 4: Robustness Tests

Table A.3.1 Fixed Effects Regression Results on Hypothesis 1

This table is related to the robustness test ofdttygsis 1 using unadjusted data and fitting cramsisnal time-series regression models. Regress26rand 24 include only
control variables. We first test the impact of déggrtionate ownership structures on Tobin's Q gsiwo different specifications; a dummy for congahancing mechanisms
and the wedge between cash flow and voting rigtiten we repeat the same procedure in regression2®&nd 27 to test for the effect on ROA. Becauesase the fixed effects

regression, the H&M Dummy is dropped. T-valuesraported in parentheses under each coefficientthedstatistical significance is indicated by asteriwith *(5% level of

significance) and **(1% level of significance)

Dependent Variable Tobin's Q ROA
Regression 20 21 22 23 24 25 26 27
Sales -0.004 -0.009 -0.005 -0.009 0.003 0.003 0.003 0.003
(0.17) (0.39) (0.23) (0.38) (1.59) (1.46) (1.59) (1.47)
Age -0.182 -0.175 -0.182 -0.175 -0.024 -0.023 -0.024 -0.023
(3.81)* (3.66)* (3.81)* (3.65)** (5.33)** (5.23)** (5.33)* (5.22)**
Dividend Yield 4.041 4.044 4.034 4.045 0.582 0.582 0.582 0.583
(12.36)* (12.37)= (12.33)* (12.37)= (19.24)* (19.29* (19.23)= (19.24)=
Leverage -0.226 -0.223 -0.229 -0.222 -0.143 -0.143 -0.143 -0.143
(2.06)* (2.03)* (2.08)* (2.03)* (12.79)* (12.77)= 12.7)= (12.74)=
Cash and Short Term Investments 0.686 0.697 0.686 0.697 0.074 0.075 0.074 0.075
(4.18)** (4.25)= (4.18)** (4.25)* (4.56)** (4.61) (4.56)** (4.61)
Control Enhancing Mechanism -0.138 -0.142 -0.006 -0.007
(2.15)* (2.05)* (1.01) (1.12)
Wedge -0.092 0.021 0.001 0.007
(0.67) (0.14) (0.07) (0.47)
Observations 3977 3977 3977 3977 3890 3890 3890 3890
R-squared 0.06 0.06 0.06 0.06 0.17 0.17 0.17 0.17

Table A.3.2 Pooled OLS Regression Results on Hypothesis 1, Founder Family Firms

This table is related to Hypothesis 1 using onysample of founder family firms. Regressionar&832 include only control variables. We firstt e impact of
disproportionate ownership structures on Tobin'asihg two different specifications; a dummy fortcohenhancing mechanisms and the wedge betweédnficas
and voting rights. Then we repeat the same proaeituregressions 33, 34 and 35 to test for theceffie ROA. T-values are reported in parentheseguadch

coefficient and the statistical significance isicated by asterics, with *(5% level of significaphesad **(1% level of significance)

Dependent Variable Tobin's Q ROA
Regression 28 29 30 31 32 33 34 35
Sales -0.001 0.006 0.008 0.011 0.009 0.009 0.009 0.009
(0.05) (0.38) (0.46) (0.64) (6.00)** (6.03)** (6.05)** (65)**
Age -0.001 0.015 0.011 0.020 0.005 0.005 0.009 0.005
(0.03) (0.52) (0.37) (0.71) (1.71) (1.77) (1.79) (1.82)
Dividend Yield 3.670 3.597 3.604 3.565 0.861 0.861 0.86( 0.860
(5.36)* (5.31)* (5.28)* (5.27) (13.57)** | (13.56)** | (13.54)* | (13.54)*
Leverage -1.304 -1.287 -1.357 -1.321 -0.137 -0.137 -0.13 -0.139
(6.07)* (6.06)* (6.32)* (6.21)* (6.75)* (6.75)* (6.80)** (6.78)*
Cash and Short Term Investments 0.554 0.596 0.589 0.612 -0.110 -0.110y -0.10 -0.109
(2.56)* (2.78)* (2.73)* (2.86)** (5.49)* (5.47)* (5.46)** (5.44)*
H&M Dummy 2.173 2.176 2.156 2.165 0.079 0.079 0.079 0.078
(9.88)* (10.01)* (9.84)* (9.98)* (4.06)** (4.06)* (4.03)* (4.03)*
Control Enhancing Mech. Dummy -0.683 -0.613 -0.008 -0.006
(5.29)= (4.56)** (0.66) (0.46)
Wedge -0.647 -0.390 -0.015 -0.012
(3.26)* (1.91) (0.80) (0.64)
Observations 1100 1100 1100 1100 1090 1090 1090 1090
R-squared 0.25 0.27 0.26 0.27 0.28 0.29 0.29 0.29
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Table A.3.3 Pooled OL S Regression Results on Hypothesis 1, Family Firms

This table is related to Hypothesis 1 using onlyshmple of family firms. Regressions 36 and dlite only control variables. We first test the irctpaf
disproportionate ownership structures on Tobin'ssihg two different specifications; a dummy fortcohenhancing mechanisms and the wedge betweédn cas
flow and voting rights. Then we repeat the sameguare in regressions 41, 42 and 43 to test foeffect on ROA. T-values are reported in parentheseler

each coefficient and the statistical significanséndicated by asterics, with *(5% level of sigrdfince) and **(1% level of significance)

Dependent Variable Tobin's Q ROA
Regression 36 37 38 39 40 41 42 43
Sales -0.017 -0.011 -0.011 -0.008 0.006 0.006 0.004 0.006
(1.63) (1.07) (1.08) (0.82) (5.76)* (5.69)* (5.81)* (36)**
Age -0.023 -0.017 -0.014 -0.012 0.005 0.005 0.009 0.005
(1.28) (0.95) (0.76) (0.66) (2.77)= (2.73)* (2.85)** (83)**
Dividend Yield 3.136 3.095 3.130 3.099 0.829 0.829 0.829 0.829
(7.54)* (7.46)* (7.54)= (7.48)** (19.70)* | (19.69)* | (19.69)** | (19.70)**
Leverage -0.922 -0.977 -0.958 -0.991 -0.084 -0.084 -0.08% -0.085
(7.13)* (7.54)* (7.41)*= (7.64)* (6.32)* (6.25)** (6.36)** (6.30)*
Cash and Short Term Investments 0.700 0.726 0.701 0.721 -0.112 -0.112 -0.119 -0.112
(4.65)** (4.83)* (4.66)** (4.80)** (7.23)* (7.23)* (7.23)* (7.25)*
H&M Dummy 2.361 2.346 2.353 2.344 0.112 0.112 0.112 0.112
(12.70)* (12.66)** | (12.69)** | (12.66)** (6.26)* (6.26)* (6.25)* (6.25)**
Control Enhancing Mech. Dummy -0.236 -0.186 0.002 0.004
(3.94)* (2.91)= (0.24) (0.55)
Wedge -0.390 -0.269 -0.009 -0.011
(3.48)* (2.25)* (0.79) (0.93)
Observations 2060 2060 2060 2060 2035 2035 2035 2035
R-squared 0.21 0.21 0.21 0.21 0.26 0.26 0.26 0.26

Table A.3.4 Pooled OL S Regression Results on Hypothesis 1, 1985-1996

This table is related to Hypothesis 1 using a soiysla for the time period 1985-1996. Regressionant#t48 include only control variables. We firgttthe impact of
disproportionate ownership structures on Tobin'ashg two different specifications; a dummy fortcohenhancing mechanisms and the wedge betweénficas
and voting rights. Then we repeat the same proeiuregressions 49, 50 and 51 to test for thecetfa ROA. T-values are reported in parentheseguadch

coefficient and the statistical significance isizated by asterics, with *(5% level of significahemd **(1% level of significance)

Dependent Variable Tobin's Q ROA
Regression 44 45 46 a7 48 49 50 51
Sales -0.026 -0.026 -0.026 -0.026 0.002 0.002 0.00p 0.002
B.76)* | (3.79)* | (3.76)** | (3.76)* | (3.04)** | (3.10)** | (3.04)* [ (3.13)**
Age 0.033 0.034 0.035 0.036 0.003 0.001 0.00B 0.003
(2.93)* | (3.01)* | (3.14)= | (3.15)** | (2.51)* (2.29) | (2.6D* | (2.45)*
Dividend Yield 4.167 4.162 4.215 4.211 0.750 0.75] 0.75p 0.757
(11.50)* | (11.48)* | (11.59)**| (11.56)*| (18.33)**] (18.3¢** [(18.33)** |(18.42)**
Leverage -0.912 -0.911 -0.921 -0.921 -0.064 -0.068 -0.048 -0.069
(9.64)** | (9.63)* | (9.73)** | (9.71)** | (6.36)** | (6.38)** | (6.39)* [ (6.48)**
Cash and Short Term Investments 0.660 0.669 0.652 0.655 -0.064 -0.071 -0.070 -0.073
(5.37)* | (5.42)* | (5.30)** | (5.29)** | (4.97)** | (5.09)** | (5.00)* [ (5.20)**
H&M Dummy 1.142 1.144 1.146 1.146 0.105 0.104 0.10p 0.105
(7.41)= | (7.42)* | (7.44)* | (7.44)** | (6.05)** | (6.03)** | (6.06)** [ (6.05)**
Control Enhancing Mechanisms -0.030 -0.008 0.006 0.009
(0.80) (0.19) (1.48) (1.96)*
Wedge -0.108 -0.102 -0.006 -0.013
(1.56) (1.35) (0.79) (1.51)
Observations 1985 1985 1985 1985 1984 1984 1984 1984
R-squared 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20
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Table A.3.5 Pooled OL S Regression Results on Hypothesis 1, 1997-2005

This table is related to Hypothesis 1 using a suofyge for the time period 1997-2005 Regressionarii?57 include only control variables. We firstt tiree
impact of disproportionate ownership structuresTabin's Q using two different specifications; a aguyrfor control enhancing mechanisms and the wedge
between cash flow and voting rights. Then we reffeasame procedure in regressions 58, 59 and &@stdor the effect on ROA. T-values are repoited
parentheses under each coefficient and the stzdissignificance is indicated by asterics, with %¢3evel of significance) and **(1% level of signdnce)

Dependent Variable Tobin's Q ROA
Regression 52 53 54 56 57 58 59 60
Sales -0.046 -0.042 -0.041 -0.041 0.018] 0.018 0.01B 0.018
(3.34)* | (3.09)** | (3.02)* | (2.98)** | (12.14)** | (12.05)** | (12.01)** | (11.99)**
Age -0.055 -0.033 -0.035 -0.029 0.010] 0.01 0.01p 0.010
(2.05)* (1.20) (1.29) (1.04) (3.70)* (3.41)* (3.48)* (B8)**
Dividend Yield 3.201 3.158 3.186 3.164 0.803] 0.804 0.80¢ 0.805
(7.69)* | (7.61)** | (7.68)** | (7.63)** | (19.01)** | (19.03)** | (19.02)** | (19.02)**
Leverage -0.427 -0.456 -0.440 -0.454 -0.115 -0.114 -0.114 -0.114
(2.81)* | (3.01)** | (2.90)** | (2.99)** | (6.51)** | (6.43)** | (6.48)** | (6.43)**
Cash and Short Term Investments 1.505 1.509 1.506 1.509 -0.115 -0.11% -0.115 -0.115
(8.37)* | (8.42)** | (8.40)* | (8.42)** | (5.94)** | (5.93)* | (5.94)** | (5.93)**
H&M Dummy 4.286 4.328 4371 4.365 0.092] 0.09] 0.09p 0.090
(10.59)**| (10.72)** | (10.81)**| (10.80)**| (2.49)* (2.46)* @.45)* (2.45)*
Control Enhancing Mechanisms -0.188 -0.122 0.005 0.004
(3.82)* (1.99)* (0.94) (0.57)
Wedge -0.624 -0.379 0.014 0.007
(3.74)* (1.82) (0.81) (0.32)
Observations 2005 2005 2005 2005 1921 1921 1921 1921
R-squared 0.19 0.19 0.19 0.20 0.32 0.32 0.32 0.32
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Table A.3.6 Fixed Effects Regression Results on Hypothesis 2

This table is related to the robustness test ofditygsis 2 using unadjusted data and fitting crassienal time-series regression models. We fast the impact of each dual class
shares and pyramids on Tobin's Q . Then we inchadle mechanisms and run an F-Test to test wheligér values are the same. We also run one regressiduding the wedge
of votes to capital. Then we repeat the same proeeid regressions 66, 67 and 68 to test for tfieceéon ROA. Because we use fixed effects regnesei® H&M dummy is
dropped. T-values are reported in parentheses urdeh coefficient and the statistical significaic@dicated by asterics, with *(5% level of sigecafnce) and **(1% level of
significance)

Dependent Variable Tobin's Q ROA
Regression 61 62 63 64 65 66 67 68
Sales -0.006 -0.007 -0.009 -0.008 0.003 0.003 0.003 0.003
0.27) (0.29) (0.38) (0.35) (1.53) (1.47) (1.41) (1.45)
Age -0.178 -0.180 -0.176 -0.175 -0.024 -0.024 -0.02 -0.023
(3.72)* (3.76)** (3.68)** (3.66)** (5.27)* (5.28)** (5.22)* (5.19)*
Dividend Yield 4.037 3.999 3.996 3.996 0.582 0.578 0.579 0.578
(12.35)* | (12.21)** | (12.20)** | (12.20)** | (19.22)** | (19.08** | (19.06)** | (19.07)*
Leverage -0.221 -0.232 -0.226 -0.224 -0.143 -0.144 -0.14 -0.143
(2.01)* (2.12)* (2.06)* (2.04)* (12.75)**| (12.83)*| (12.8)** | (12.75)**
Cash and Short Term Investments 0.698 0.687 0.700 0.701 0.075 0.074 0.07§ 0.075
(4.25)* (4.29)* (4.26)* (4.26)** (4.60)** (4.58)** (4.61)* (4.63)**
Dual Class Shares -0.100 -0.097 -0.109 -0.005 -0.004 -0.007
(1.41) (1.37) (1.48) (0.69) (0.66) (0.97)
Pyramids -0.104 -0.103 -0.118 -0.009 -0.009 -0.012
(1.84) (1.81) (1.87) 1.77) (1.75) (2.08)*
Wedge 0.091 0.017
(0.57) (1.15)
Observations 610 610 610 610 607 607 607 607
R-squared 0.06 0.06 0.06 0.06 0.17 0.17 0.17 0.17
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Table A.3.7 Pooled OL S Regression Results on Hypothesis 2, Family Firms

This table is related to the robustness test ofdttypsis 2 using a subsample of only family firMé&e first test the impact of each dual class shares
and pyramids on Tobin's Q . Then we include botbhaeisms and run a F-Test to test whether theineskare the same. We also run one
regression including the wedge of votes to capithen we repeat the same procedure in regressiéngand 76 to test for the effect on ROA. T-

values are reported in parentheses under eachicagff and the statistical significance is indicatey asterics, with *(5% level of significance)

and **(1% level of significance)

Dependent Variable Tobin's Q ROA
Regression 69 70 71 72 73 74 75 76
Sales -0.016 -0.006 -0.002 -0.003 0.006] 0.004 0.00B 0.008
(1.54) (0.53) (0.18) (0.25) (.78 (7.11) (7.31)* (B4)*
Age -0.020 -0.022 -0.018 -0.013 0.005] 0.00f 0.00b 0.005
(1.12) (1.25) (1.00) (0.73) (2.84)" (2.84)% (3.03)* (84)*
Dividend Yield 3.095 3.133 3.073 3.089 0.827] 0.824 0.821 0.823
(7.43)* | (7.54)** | (7.39)** | (7.43)** ] (19.61)** | (19.80)** | (19.66)** | (19.64)**
Leverage -0.926 -0.981 -1.003 -1.003 -0.084 -0.096 -0.098 -0.097
(7.16)* | (7.46)* | (7.62)** | (7.63)** | (6.33)** | (7.10)* | (7.21)** | (7.19)**
Cash and Short Term 0.717 0.696 0.719 0.713 -0.111 -0.118 -0.111 -0.111
Investments
4.75)* | (4.63)** | (4.78)* | (4.74)** | (7.14) | (7.38)* | (7.21)** | (7.17)*
H&M Dummy 2.367 2.297 2.290 2.306 0.112 0.10( 0.09p 0.098
(12.74)* | (12.25)* | (12.22)**| (12.31)**| (6.28)** | (5.54)* | (5.51)** | (5.45)**
Dual Class Share -0.08¢ -0.12: -0.08: -0.00¢ -0.01c -0.01:
(1.78) (2.46)* (1.55) (0.89) (2.04)* (2.41)*
Pyramids -0.116 -0.145 -0.101 -0.021 -0.024 -0.027
(2.44)* | (2.98)** (1.90) (4.50)** | (4.86)** | (5.03)**
Wedge -0.268 0.018
(2.12)* (1.42)
Observations 2060 2060 2060 2060 2035 2035 2034 2035
R-squared 0.21 0.21 0.21 0.21 0.26 0.27 0.27 0.27
F-test: Bpual class™ ﬁPyramids F-test: Boyal class™ ﬁPyramids
F( 1, 3896) 0.14 F( 1, 3896) 4.82
p-value 0.7074 p-value 0.0282

55 (61)



Eliane Tsujimoto & Ella Stapelfeldt

Table A.3.8 Pooled OL S Regression Results on Hypothesis 2, Founder Family Firms

This table is related to the robustness test ofdtlypsis 2 using the subsample of founder famitysfir We first test the impact of each dual classeshand
pyramids on Tobin's Q . Then we include both meish@mand run an F-Test to test whether their vahreshe same. We also run one regression inclutlieg
wedge of votes to capital. Then we repeat the gapeedure in regressions 82, 83 and 84 to testtereffect on ROA. T-values are reported in paresgl
under each coefficient and the statistical siguifice is indicated by asterics, with *(5% level igihficance) and **(1% level of significance)

Dependent Variable Tobin's Q ROA

Regression 77 78 79 80 81 82 83 84

Sales 0.006 -0.001 0.005 0.007 0.009 0.009 0.009 0.009
(0.38) (0.07) (0.32) (0.44) (6.03)** (5.45)* (5.48)* (57)**

Age 0.015 -0.001 0.015 0.023 0.005 0.005 0.009 0.005
(0.52) (0.03) (0.53) (0.80) 1.77) (1.78) (1.84) (2.00)*

Dividend Yield 3.597 3.677 3.611 3.627 0.861 0.870 0.87( 0.871

.31~ | 34y | (31~ | .34 | @356 | @3.67) | (13.66)* | (13.68)*

Leverage -1.287 -1.301 -1.281 -1.296 -0.137 -0.133 -0.13 -0.134
(6.06)* (6.00)** (5.97)* (6.05)* (6.75)* (6.49)* (6.48)** (6.55)*
Cash and Short Term Investments 0.596 0.556 0.600 0.640 -0.110 -0.107 -0.10 -0.104
(2.78)* (2.55)* (2.79)* (2.96)* (5.47)* (5.30)* (5.27)* (5.16)*

H&M Dummy 2.176 2.174 2.178 2.175 0.079 0.080 0.080 0.080
@o.on* | (9.87)= | @o.on~ | o.ony» | @oey* | @15 | @isp+ | (4.13)=

Dual Class Shares -0.683 -0.684 -0.601 -0.008 -0.009 -0.004
(5.29)* (.29 | (4.46)= (0.66) (0.70) (0.29)
Pyramids 0.017 0.037 0.184 0.025 0.026 0.034
(0.10) (0.22) (1.01) (1.59) (1.60) (2.00)*
Wedge -0.473 -0.028
(2.15)* (1.35)
Observations 1100 1100 1100 1100 1090 1090 1090 1090
R-squared 0.27 0.25 0.27 0.27 0.29 0.29 0.29 0.29
F-test: ﬁDuaI Clas$™ pPyramids F-test: pDuaI Class™ ﬁPyramlds
F( 1, 3896) 11.20 F( 1, 3896) 2.81
p-value 0.0008 p-value 0.0941
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Table A.3.9 Pooled OL S Regression Results on Hypothesis 2, 1985-1996

This table is related to the robustness test ofdttygsis 2 using a subsample of only family firMée first test the impact of each dual
class shares and pyramids on Tobin's Q . Then alede both mechanisms and run a F-Test to testhehéheir values are the same. We
also run one regression including the wedge ofstaecapital. Then we repeat the same proceduregressions 89 and 90 to test for the

effect on ROA. T-values are reported in parenthaseler each coefficient and the statistical sigaifice is indicated by asterics, with

*(5% level of significance) and **(1% level of sifipance)

Dependent Variable Tobin's Q ROA
Regression 85 86 87 88 89 90
Sales -0.026 -0.033 -0.033 0.002 0.003 0.003
(3.81) | (4.48)** | (4.50)** | (3.01)* [ (3.19)** | (3.17)**
Age 0.034 0.030 0.031 0.003 0.003 0.003
(8.00)** | (2.70)** | (2.76)* | (2.55)* | (2.59)** | (2.63)**
Dividend Yield 4.156 4.122 4.115 0.749 0.752 0.751
(11.46)** | (11.38)**| (11.35)**| (18.29)**| (18.35)**| (18.32**
Leverage -0.908 -0.877 -0.875 -0.068 -0.069 -0.069
(9.58)** | (9.20)** | (9.16)** | (6.32)** | (6.43)** | (6.40)**
Cash and Short Term Investments 0.669 0.650 0.657 -0.069 -0.069 -0.068
(5.42)* | (5.30)** | (5.33)** | (4.92)* [ (4.95)** | (4.89)**
H&M Dummy 1.146 1.185 1.187 0.105 0.103 0.104
(7.43)= | (7.66)** | (7.67)* | (6.06)* [ (5.91)** | (5.92)**
Dual Class Shares -0.027 -0.020 -0.002 -0.002
(0.83) (0.61) (0.42) (0.50)
Pyramids 0.080 0.078 -0.003 -0.004
(2.63)** | (2.57)* (0.99) (2.02)
Observations 1985 1985 1985 1984 1984 1984
R-squared 0.20 0.20 0.20 0.20 0.20 0.20
F-test: BDuaI Class™ ﬁPyramids F-test: ﬁDuaI Class™ BPyramids
F( 1, 3896) 5.34 F( 1, 3896) 0.13
p-value 0.0210 p-value 0.7233
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Table A.3.10 Pooled OL S Regression Results on Hypothesis 2, 1996-2005

This table is related to the robustness test ofdttypsis 2 using a subsample of only family firMé&e first test the impact of each dual
class shares and pyramids on Tobin's Q . Then alade both mechanisms and run a F-Test to testheh¢teir values are the same.
We also run one regression including the wedgetgs/to capital. Then we repeat the same proceduregressions 95 and 96 to test
for the effect on ROA. T-values are reported inepéineses under each coefficient and the statistigaiificance is indicated by
asterics, with *(5% level of significance) and *$llevel of significance)

Dependent Variable Tobin's Q ROA
Regression 91 92 93 94 95 96
Sales -0.044 -0.037 -0.037 0.018 0.020) 0.020
(3.26)** | (2.58)* | (2.54)* | (12.11)**| (12.64)**| (12.63)**
Age -0.036 -0.056 -0.037 0.010 0.010] 0.009
(1.29) (2.08)* (1.33) (3.38)* (3.64)*| (3.30)**
Dividend Yield 3.133 3.190 3.124 0.805 0.800 0.802
(7.53)** | (7.67)* | (7.51)* [ (19.02)** | (18.98)** | (19.00)**
Leverage -0.431 -0.457 -0.459 -0.115 -0.123 -0.123
(2.84)** | (2.99)** | (3.01)* | (6.50)** | (6.96)** | (6.94)**
Cash and Short Term Investments 1.527 1.506 1.527 -0.116 -0.116 -0.116
(8.50)** | (8.38)** | (8.51)* | (5.96)** | (5.99)** | (6.02)**
H&M Dummy 4.333 4.232 4.280 0.090 0.079 0.078
(10.71)** | (10.42)** | (10.55)**| (2.45)* (2.16)* (2.11)*
Dual Class Shares -0.139 -0.136 0.004 0.005
(2.87)** (2.81)** (0.82) (0.94)
Pyramids -0.122 -0.115 -0.026 -0.026
(1.72) (1.63) (3.53)**| (3.55)*
Observations 2005 2005 2005 1921 1921 1921
R-squared 0.19 0.19 0.19 0.32 0.32 0.32
F-test: Bpual class™ BPyramids F-test:
F( 1, 3896) 0.06 F( 1, 3896) 11.61
p-value 0.8067 p-value 0.0007
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Table A.3.11 Random Effects Probit Regression Results on Hypothesis 3

This table reports results of the robustness t@sHfypothesis 3 using adjusted data and a randdecef probit model. Z-values are
reported in parentheses under each coefficientthedstatistical significance is indicated by astsriwith *(5% level of significance) and

**(1% level of significance)

Sample Used Total sample Family Firms
Dependent Variable Dual Class Pyramids Dual Class Pyraids
Pyramids 0.376 -0.581
(2.19)* (1.94)
Dual Class Shares 0.439 -0.567
(2.81)*= (1.85)
Family CEO and/or COB -0.090 -0.766 -0.111 -0.896
(0.19) (1.61) (0.24) 1.72)
Founding Family Firms 3.447 -2.402 2.565 -3.133
(8.22)* (6.58)** (5.85)* (7.00)**
Age 0.541 0.214 0.470 0.216
(5.92)* (2.69)* (3.91)*= (1.46)
Observations 4022 4022 2069 2069
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Table A.3.8 Random Effects Probit Regression Results on Hypothesis 5

This table is related to the Robustness test fqrdthesis 5. We test for the probability of releat&amily control using random effects
instead of unconditional fixed effects. The regmss/e run is specified as the following:

Prob(Release of Control=1)x + ,Dual Class Shares#, Pyramids+f ; Sales+s ,Age+f ;s Leveragef s Cash & ST
Inv.+p; Blockholding+s s Family CEO/COB+ 4 Non founder Family Firmd;

Note that in regression 98, the variable pyramildriopped as it predicts the release of controfgetty (for founder family firms, there is
no use of pyramids when control was released. Hewélvis does not imply that pyramids are usedefeary case that control was
maintained). Non founder family firm is also drogmhie to collinearity in both regressions 98 and 29alues are reported in
parentheses under each coefficient and the stistignificance is indicated by asterics, with #§%evel of significance) and **(1% level

of significance)

Sample Used Total Sample Founder Family Firms Non-Founder FamilyFirms
Regression 97 98 99
Dual Class Shares -0.071 -0.402 -0.083
(0.73) (2.12)* (0.68)
Pyramids 0.542 0.433
(4.95)* (3.29)
Sales -0.090 -0.060 -0.091
(3.72)* (1.57) (2.62)*
Age -0.042 -0.112 -0.106
(0.97) (1.57) (1.82)
Leverage 0.071 -0.352 0.156
(0.26) (0.74) (0.38)
Cash and Short Term Investments -1.011 -1.268 -0.742
(2.70)** (2.10)* (1.29)
Blockholding 0.139 0.230 0.096
(1.68) 1.72) (0.85)
Family CEO and/or COB -0.390 -0.192 -5.752
(2.66)** (1.42) (0.00)
Non Founder Family Firm 0.564
(4.27)*
Observations 4020 1380 1337
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