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Abstract 

A variety of research papers focused on the characteristics of family firm’s capital 
structure, especially for its unique impact on corporate diversification and firm leverage, 
however,few literatures make comparisons between Chinese and western family firms. 
By summarizing relevant empirical literatures, we find that family firms actually 
experience less diversification and higher leverage in Western family firms. Also, we 
introduce the history of family firms, then sorting out relevant literatures so as to look 
for similarities and differences of Chinese and western family firms. As expected, 
differences exist due to multiple factors. In addition, some educated guesses are made to 
explain the differences and to generate new ideas about family firms’ future. 
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1. Introduction 

Family ownership refers to a company whose equity and power is highly or completely 
concentrated in the hands of family members. Family ownership occupies an important 
position in the world economy as the most common corporate organization.  

The current Chinese family businesses are mainly concentrated in the transitional stage from 
the first -generation founder to the second-generation heir. Besides, the change of 
macroeconomic and policy environment put heavier pressure on Chinese family businesses. 

Now, many papers focus on effects of family ownership on firms’ diversification and leverage. 
Generally known, firms will improve their abilities to resist risks if operating diversified. And 
leverage reflects a firm’s ability to settle account on credit. By contrast, a study specially shows 
that leverage is less associated with family ownership. Evenly, family control on enterprises 
will not affect the diversification and leverage. Here is a question: whether the conclusion is 
really true? 

Most existing researches lack actual data to support their results. Anderson and Ronald (2000) 
[1] note that diversified firms use different governance structures from focused firms’. And 
internal errors of governance are unrelated with diversification. However, they represent 
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models without actual data. In addition, many Chinese scholars are also studying on family 
firms. But surprisingly, few papers compare the west with China on the actual effects of family 
ownership on firms’ diversification and leverage. This provides a breakthrough for our 
research. 

China's family ownership has experienced tortuous development. Chinese private enterprises 
were continuously weakened during the Sino-Japanese War. In the early days of the founding 
of China, family businesses were severely restricted due to the planned economy.  After Deng 
Xiaoping’s southern speech in 1988, the first generation of family ownership began to grow and 
develop. Therefore, Chinese scholars believe that the development of modern Chinese family 
enterprises should be counted from the economic reform and open up period. Now, China has 
introduced a series of industrial structure adjustment policies, which provide Chinese family 
businesses with opportunities for transformation and upgrading. 

So far, it is clearly to know the differences and similarities on developing family firms between 
china and western countries. In the following parts, we will summarize existing theories on the 
effect of family ownership on capital structure from both China and the West, then making a 
comparison between them. Afterwards, collect results from empirical literature to check the 
consistency between the existing theories and actual data. Finally, by combining our findings 
with current development of family firms, we try to provide some constructive suggestions for 
the future of family businesses. 

2. Theories Summary 

The universality of family business lead to thousands of research papers focused on the topic 
of the effects of family ownership on capital structure.Unfortunately,few papers try to compare 
the geographical differences.To fill the gap,we will summarize the existing literature and make 
a comparison in this section. 

2.1. Family ownership 

Company ownership is a term used to describe the proportion of shares held by different 
shareholders. According to Shleifer and Vishny [2], both China and the West have large, 
undiversified shareholders. Consistent with this deduction, Yun Su [3] illustrates that Chinese 
firms present the characteristics of high degree of ownership concentration and small 
proportion of social public shares. One of the subtle differences Su points out is that a 
considerable percentage of Chinese firms are state-owned due to Chinese unique socialist 
market economy system. 

Family firms share a similar pattern with most concentrated-ownership firms.It’s intuitive to 
know that family ownership means family members are the large shareholder in concentrated-
ownership firms. The definition is valid in both China and the West, but the two have exactly 
different structure of family ownership. While Harvey and Evans [4] illustrates the composition 
of traditional Western family ownership, including direct investors (bank,ipo), loans from 
financial institutions and special sources, Wang,Yao and Tian [5] argue that Chinese family 
firms have a particular unitary ownership because of the limited financing channels, which 
forces the family members to raise the capital by their own fortune.  

2.2. Risk aversion,corporate diversification and firm leverage 

Founding families are commonly believed to have strong incentives to minimize firm risk. Both 
Chinese and western literatures seem to confirm this idea. Mark [6] and Ralph[7] hold that 
founding families emphasize the importance of company’s survival which leads to risk 
reduction strategies. Zhang[8] illustrates Chinese situation which is in line with Mark and Ralph. 
He introduced Chinese tradition of family inheritance which has not changed from ancient 
times to the contemporary era. 
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Consequently, for family firms, mitigating risk levels via corporate diversification isconsidered 
to be an effective investment strategy [9]. For financial industry practitioners, there is a golden 
rule “don't put eggs in one basket”, which highlights the importance of diversification in 
avoiding risk. Moreover, QI, Zhao and Hu [10] argue that Chinese characteristic socialist society 
prefers more of human touch instead of the capital and return. Since family ownership 
influences the diversification decisions of the firm according to previous theories, we can 
assume that the same family characteristics will manifest in the firm’s financing policies. To 
minimize the risk, family firms may have a greater reliance on equity financing in their capital 
structure, thus lowering the leverage ratio. Michael [11] explains the idea with the concept of 
agent cost, saying that concentrated ownership reduces the agency cost of free cash flow and 
enable family firms more cash to invest. 

3. Empirical Literature Summary&Comparisons 

3.1. Actual data test method and conclusion of Reeb’s paper 

3.1.1. Sample 

industrial firms listed in S&P 500 since the year-end of 1992,2108 observation from 319 firms 
in different industries are provided. 

3.1.2. Measurements. 

1) Primary Variable Measures 

The author took variability of family ownership into consideration, and represented family 
ownership in three ways: Firstly, as founding family owns a part of firm’s equity, the binary 
variable developed by authors would equal to one, or else zero. Secondly, the equity held by 
founding family was being used to measure family control. Thirdly, the authors used dollar 
value of family’s equity to calculate ownership.  

2) Control Variable Measures&Data 

Reeb[12] has referred to a number of literatures discussing enterprise diversification, and took 
into account the indicators mentioned in those literatures. There were eight factors in 
regression analyses, including Enterprise’s size, The firm’s age, Research and development and 
so on. (details can be found in Reeb’s paper) 

A third of S&P 500 firms have family ownership, representing more than 18 percent of equity, 
which have held for more than 78 years. Compared to common shareholders, family ownership 
shows more concentrated characteristic and higher historical position, which means those 
holders owns enough power and incentive to reduce firm’s risk through diversification and 
debt reduction. 

In fact, the test result suggests that there is little difference in leverage ratio between family 
firms and non-family firms. Even in different industry fields, there is no significant differences 
in risk or development strategy between these two types of companies. However, family firms 
tend to be more valuable, and have less moral hazard conflicts. 

3.1.3. Conclusion 

The implications from the research interpret the huge effect of diversification on shareholder’s 
benefits, agency conflicts is not an reasonable explanation of diversification, family firms in US 
rarely manage risk by reducing diversification or leverage ratio.  

In general, family ownership is able to mitigate the moral hazard issue in developed, and well-
regulated market environment. 

3.2. Actual data test method and conclusion of Chen’s paper in China 

3.2.1. Sample 

A-share listed companies in Shanghai and Shenzhen whose ultimate controllers can be traced 
back to natural persons or families.  
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3.2.2. Measurement&Data 

Chen[13] quoted the calculation method of the final ownership and control right and the 
separation coefficient of the two rights from La Porta, Claes Sens, Fac CIO and Lang(details can 
be found in Chen’s paper) 

The average cash flow right and final control right of Chinese family listed companies are 23.85% 
and 34.11% respectively, and the average separation coefficient is 0.68. Compared with all the 
major listed companies with average final controlling shareholders in nine East Asian countries, 
the average separation coefficient of the two rights is 19.77% and 0.746, the ownership and 
control of listed family companies are more concentrated in China, and the degree of separation 
between them is greater. 

Among all the samples, only 16% of the samples have the ultimate control over 50%. There is 
no major shareholder had less than 5% ultimate control, and only 0.7% of the sample had less 
than 10%. 

3.2.3. Conclusion 

Due to the complicated legal regulation and the institutional environment in China, the 
organizational form of family firms is more complicated and diversified. The ultimate 
ownership and control structure of various types of family listed companies are quite different. 

3.3. Comparison and educated guess 

In terms of family ownership,diversification and leverage, we summarize several similarities 
and differences between China and western countries. We make an educated guess as to the 
cause of the similarities and differences: 

(1) Family ownership in both China and western countries show concentrated characteristics, 
however, there are more financial channels in Western than in China. The system of family firms 
in China is far from perfect. For most domestic companies in China, it is impossible to get the 
support of state financial funds, large bank loans or large investments from other companies, 
and it is even more difficult to obtain funds by issuing stocks. In contrast, Western family 
businesses have more diverse sources of capital, including commercial bank capital, venture 
capital, IPO and so on. 

(2) The actual leverage of both Chinese and western family firms has not much difference with 
the leverage of non-family ones.In addition,the attributes of state owned enterprises in China 
seems to play a more important role in determining leverage.We have two theories giving 
opposite assumption about the correlation between family ownership and corporate leverage. 
In our opinion, family firms in the reality neutralize both theories, thus making no difference 
with the leverage of non-family ones. As for the attributes of state owned enterprises, it is also 
due to the imperfection of Chinese family firms financing system. 

(3) While the diversification of family firms is smaller than non-family firms in western 
countries, the situation in China shows the opposite,however,there’s a growing trend that the 
gap between the two is narrowing. The reason behind that could be the under-performing 
return of diversification. Sometimes, family firms without professional knowledge can hardly 
success in a new field, which not only fail the purpose of earning,but also have a possibility of 
causing damages to the original field. The opposite situation in China can be attribute to the 
role social networks, political and economic connections played in Chinese market.With the 
development of Chinese market,there is no wonder why the gap is narrowing. 

4. Conclusion 

4.1. Conclusion 

Through the comparisons between the west and China, we find that there are many sources of 
capital in the west, but it is single in China. This leads to  differences in ownership structure: 
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Chinese family firms occupy an absolute advantage in the ownership structure of enterprises, 
other investment outside the family is very small. Besides, it’s similar that both theories from 
western studies and Chinese ones are inclined to equity financing other than debt financing, 
thus lowering leverage and avoiding risk. 

In some aspects, Chinese and western theories on diversification also similar, for example, they 
are inclined to diversification to avoid risks. But differences are unavoidable, here: China has 
more influential factors, such as social networks, political and economic connections. 

4.2. Suggestions 

We put forward following three suggestions for the existing family-owned enterprises in China 
on the basis of the previous analysis and summary of the existing literature.  

First, Chinese companies who face a single ownership structure should develop diversified. The 
family should introduce new investors and transfer the family equity control from absolute to 
relative. Only by realizing the balances the various powers within the enterprise can the 
operation of the enterprise and the maximum ROIC be guaranteed.  

Second, the family-owned enterprise system should be further improved. Enterprises should 
proactively increase financing channels and reduce dependence on interpersonal relationships. 
The state should increase the protection of small and medium-sized enterprises through 
taxation and policies.  

Third, China’s market economy system is different from that of the West, but China’s family 
businesses should give full play to their advantages, allowing family businesses to serve the 
entire market and promote national economic progress. 
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