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1.
Marriage  AgencyCost
0.3
1
Table 1 Descriptive analysis of the sample
AgencyCost 4107 0.095 2.427 -9.500 8.779
Marriage 4107 0.157 0.283 0. 000 1.000
NeutralParents 4107 0.029 0. 166 0. 000 1.000
Age 4107 13. 100 5.280 2.000 27.000
Asset 4107 21.510 0.965 16. 690 24.560
Lev 4107 1.220 0.756 0. 000 5.945
Growth 4107 0.448 1.394 -0.722 12. 160
Liquidity 4107 0.734 0.256 0.249 1.943
HHI 4107 0. 140 0.104 0.008 0.543
Board 4107 8.214 1.428 5.000 12.000
Outside 4107 0.378 0.054 0.333 0.571
Deviation 4107 0.043 0.070 0.000 0.266
ROA 4107 0.050 0.049 -0.145 0.220
Contoffice 4107 0.564 0.496 0.000 1.000
Contgender 4107 0.904 0.295 0.000 1.000
Contage 4107 52.270 8.015 32.000 71.000
Contabroad 4107 0.953 0.212 0.000 1.000
Conigener 4107 0.882 0.323 0.000 1.000
FamilyNum 4107 2.203 1.381 0. 000 6.000
FamilyShare 4107 0.190 0.217 0.000 0.721
2
Table 2 Correlation analysis of variables
AgencyCost Marriage Neutral Parents Age Asset Lev Growth
AgencyCost 1.000
Marriage 0. 066 *** 1.000
NeutralParents 0.004 -0.031" 1.000
Age -0.023 | -0.081*** | -0.050*** 1.000
Asset -0.137*** | —0.086*** 0.044** 0. 123 *** 1.000
Lev -0.080™** | —0.071*** -0.024 0.034** 0. 158 *** 1.000
Growth 0.130** | -0.038™* 0.034" 0.079** | 0.051*** -0.035** 1.000
Liquidity 0.102*** 0.002 0.014 0.019 0.165*** —0.074*** | 0.203***
HHI -0.053*** 0.010 0.061 *** -0.028 0.075*** -0.035** | 0.107***
Board 0. 112 | 0.036** -0.023 0.003 0.197 *** 0.023 -0.062***
Outside 0. 095 *** -0.007 0.040** -0.003 | -0.072*** -0.022 0.039**
Deviation —0.119™* | —0.1347** -0.001 0.082*** | 0.196*** 0. 080 *** 0.061 ***
ROA -0.193*** 0.012 0.024 -0.025 0.030" -0.185*** 0.008
Contoffice 0.017 0.021 -0.004 —0.046™* | —0.056*** | —0.083*** -0.018
Contgender 0.001 —0.156*** -0.024 0.046 ™ | 0.102*** 0. 050 *** -0.011
Contage —-0.021 | —0.0627** |  —0.156** | 0.1717** | 0.102*** 0.057 *** 0.009
Contabroad —0.064*** | 0.093*** —0.054*** -0.015 -0.006 0.026 -0.029"
Contgener -0.014 0.115%** —-0.0937** | —0.084 *** -0.024 0. 049 *** -0.021
FamilyNum -0.029" | 0.107*** 0.003 —0.066*** | —0.078*** | -0.068*** | —0.089***
FamilyShare 0.066*** | 0.099 *** -0.027 0. 1317 | —0.189™* | -0.1217"* | -0.050***




Marriage
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2
Table 2 Continues
Liquidity HHI Board Outside Deviation ROA Contoffice
Liquidity 1.000
HHI 0. 1127%** 1.000
Board 0.003 —-0.078 " 1.000
Outside 0.011 0.079 *** -0.606 """ 1.000
Deviation 0.016 0.236 " 0.085 ™ -0.109 1.000
ROA 0. 048 *** 0.094 *** 0.058 *** -0.005 0.042*F 1.000
Contoffice -0.010 -0.069 " 0.008 0.014 —-0.041** 0.081*** 1.000
Contgender 0. 048 *** 0.037** 0.012 -0.013 0.095*** -0.015 -0.070***
Contage -0.049 0.011 0.080 *** -0.083** | 0.141* -0.006 -0.1197**
Contabroad -0.029" | 0.057** -0.002 -0.018 0.003 -0.009 | -0.081***
Contgener -0.002 0.061 *** 0.028 -0.034" 0.016 -0.035** -0.1917**
FamilyNum -0.025 -0.012 0.070 % -0.046™ | -0.161*** 0.019 0.398 ***
FamilyShare -0.009 —0.090 " —-0.114™ 0.130™* | -0.3677"* 0.057 *** 0.534***
Contgender Contage Contabroad Contgener | FamilyNum | FamilyShare
Contgender 1.000
Contage 0. 094 *** 1.000
Contabroad 0.003 0.057 *** 1.000
Contgener 0.001 0.067 *** 0.576*** 1.000
FamilyNum —0.046*** 0.019 —-0.0827** | ~0.1647** 1.000
FamilyShare —0. 1127 | —0.1317% | —0.068*** | -0.145™*| 0.530** 1.000
: p<0.1 ** p<0.05 *** p<0.01.
3.1.2
3 A 3 B
MarriageNum
+BloodNum . 150
3
Table 3 Descriptive analysis of the number of directors supervisors and senior managers of indaws and blood relatives
A
MarriageNum 3 340 0.295 0.525 0.000 2.000
BloodNum 3 340 1.290 1.015 0.000 4.000
B
MarriageNum 638 1.150 0.358 1.000 2.000
BloodNum 638 1.188 0.788 0.000 4.000
3.2
AgencyCost .
4 Age- Asset ~ Deviation~ ROA
4 (1)—(3) AgencyCost
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Growth « Liquidity Outside ~ AgencyCost
4
. (2) Marriage 0.280 5%
Contabroad~ FamilyNum ~ AgencyCost 4 (3) Marriage
0. 285 5%
4
FamilyShare ~ AgencyCost 1
4
Table 4 Effects of indaws’ involvement on agency costs
(1) (2) (3)
Marriage 0.280** (0. 126) 0.285* (0. 124)
Age 20.034™ (0.007) 20.034™ (0.007) ~0.036*** (0.007)
Asset ~0.378 % (0. 049) ~0.373% (0. 049) ~0.346*** (0. 050)
Lev -0.071(0.049) -0.067(0.049) —0.099** (0.049)
Growth 0.078 ** (0.035) 0.079** (0.034) 0.065" (0.035)
Liquidity 1.410**(0.161) 1.402 %% (0. 160) 1.428 %% (0.158)
HHI -0.479(0.335) -0.512(0.336) —-0.585" (0.341)
Board 0.017( 0. 029) 0.013(0.029) 0.013(0.030)
Outside 2. 132%%%(0.708) 2.094**(0.711) 2.316**(0.718)
Deviation —-1.628 7 (0.542) —1.537777(0.543) —1.4137(0.547)
ROA ~6.991 % (0.941) ~6.966*** (0.942) ~7.463 %% (0. 940)
Contoffice 0.045( 0. 088) 0.050( 0. 088) 0.038(0.087)
Contgender 0.143(0.124) 0.175(0. 126) 0.232" (0.127)
Contage 0.006( 0. 004) 0.006( 0. 004) 0. 004( 0.004)
Contabroad ~0.820™ (0. 188) ~0.833 "% (0.188) ~0.703*** (0. 187)
Consgener 0.165(0. 143) 0.143(0. 143) 0.137(0. 144)
FamilyNum ~0.116™ (0. 028) 20.1227% (0. 028) ~0.119*** (0. 028)
FamilyShare 0.541**(0.218) 0.533**(0.218) 0.560*** (0.215)
Constant 7.570*** (1.119) 7.464 %% (1.126) 6.830* (1.129)
Year Yes Yes Yes
Industry Yes Yes Yes
Year x Industry Yes
Observations 4107 4107 4 074
Within R* 0.096 5 0.097 7 0.100 6
p<0.1 ** p<0.05 *** p<0.01.
3.3 Chahine  Goer—
3.3.1 gen ® ®

( MaritalStatus)

( Marriage)
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Marriage
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Table 5 Indaws’ involvement and agency costs: Instrumental variable and propensity score matching regression

1V:28LS PSM
(1) (2) (3)
Marriage AgencyCost AgencyCost
MaritalStatus 0. 106 (0.028)

Marriage 5.570 %% (2.732) 0.274" (0.147)
Age -0.003***(0.001) -0.022*%(0.011) ~0.040*** (0.009)
Asset ~0.013**(0.006) -0.277***(0.063) -0.340™* (0. 060)
Lev —0.019 ™ (0.004) 0.037(0.078) —0.083(0.055)

Growth 0.002( 0.003) 0.062" (0.034) 0.087** (0.041)

Liquidity 0.021(0.022) 1.171%(0.201) 1.625™* (0. 186)
HHI 0.078(0.050) -1.002" (0.523) -0.427(0.382)
Board 0.015***(0.004) ~0.050( 0.057) 0.004( 0.033)

Outside 0.186(0.113) 1.843" (1.063) 2.714 % (0. 803)

Deviation -0.3337%(0.073) 0.156( 1.265) —1.4607* (0.620)
ROA -0.103(0.102) -6.924**%(0.975) -6.272% (1.113)

Conioffice 0.003(0.012) 0.076( 0. 110) 0.102( 0. 105)

Conigender ~0.084 ™ (0.019) 0.476" (0.279) 0.198( 0. 160)

Contage -0.002*** (0.001) 0.011(0.008) 0.004( 0.005)

Contabroad 0.075***(0.019) —1.257**%(0.307) -0.834*(0.233)

Contgener 0.067***(0.015) -0.367(0.253) 0.319" (0.168)
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5

Table 5 Continues

1V:2SLS

PSM
(1) (2) (3)
Marriage AgencyCost AgencyCost
FamilyNum 0.007" (0.004) ~0.170*%* (0. 048) ~0.086* (0.033)
FamilyShare 0.018(0.030) 0.423(0.287) 0.367(0.250)
cDP 0.000" (0.000) ~0.000" (0.000)
Population ~0.008" (0.004) ~0. 110*¥* (0. 026)
Wage -0.000( 0.000) 0.000( 0. 000)
Foreign —0.000( 0.000) —0.000** (0.000)
Budget ~0.000( 0.000) ~0.000( 0. 000)
Tourism 0.000( 0. 000) 0.000 ** (0. 000)
Constant 0.146( 0. 149) 6.230**(1.351)
Year Yes Yes Yes
Industry Yes Yes Yes
Observations 3 026 3 687 3 144
Within R® 0.097 6
p<0.1 ** p<0.05 *** p<0.01.
3.4 N
3.4.1
6 (1) (1) SpouseOffice
i BloodOffice
SpouseOffice 0. 779
0025 1% i BloodOffice
()
?

3.4.2

70
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Table 6 Agency costs in spouses and blood relatives and in kinship with different distance
(1) (2) (3)
SpouseOffice 0.779 "% (0.233)
BloodOffice 0.095( 0. 198)
CloseBloodOffice -0.353*(0.112)
DistantBloodOffice —0.641*(0.206)
CloseMarriageOfffice 0.328** (0. 140)
DistantMarriageOffice 0.179( 0. 177)
Age ~0.035** (0. 008) ~0.032** (0. 008) ~0.035** (0.008)
Asset ~0.387 % (0. 054) ~0.384™ (0.053) ~0.375* (0.052)
Lev ~0.092" (0.056) ~0.083( 0. 055) ~0.073(0.053)
Growth 0.047( 0. 045) 0.048( 0. 045) 0.061(0.042)
Liquidisy 1,354 (0. 176) 1,302 (0. 169) 1,421 (0. 172)
HHI —~0.184(0.363) ~0.197(0.352) ~0.132(0.354)
Board 0.028(0.031) 0.017(0.031) 0.020(0.031)
Outside 1.435" (0.750) 1,528 (0.738) 1.975 %% (0.746)
Deviation —1.633*(0.583) —1.579* (0. 566) —1.4737(0.565)
ROA ~7.870% (1.044) ~7.710%* (1.023) ~7.683 % (1.009)
Contoffice 0.141(0.095) 0.105(0.099) 0.158" (0.095)
Contgender 0.203(0. 131) 0.189( 0. 130) 0.146( 0. 127)
Contage 0.007( 0. 005) 0.005( 0. 005) 0.006( 0. 005)
Contabroad —0.811*(0.194) —0.825*(0.193) —-0.930*(0.196)
Contgener 0.080( 0. 145) 0.095( 0. 145) 0.123(0.144)
FamilyNum ~0.089*** (0. 030) ~0. 113 (0.029) ~0.100*** (0. 030)
FamilyShare 0.445* (0.225) 0.581 " (0.225) 0.537%% (0.223)
Constant 7.8107% (11.225) 8.029 7 (11.203) 7.463 % (1.198)
Year Yes Yes Yes
Industry Yes Yes Yes
Observations 3613 3 685 3736
Within R? 0.106 4 0.103 6 0.103 7
p<0.1 ** p<0.05 *** p<0.01.
6 (2)—(3)
6 (2) CloseBloodOlffice -0.353
1% DistantBloodOffice i CloseMarriageOffice 0. 328
-0.641 1% T 5% DistantMarriageOffice

(F=2.06 p>0.1)
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Table 7 The moderating effect of actual controller’ s neutral elder generation

(1

(2)

NeutralParents

-0.316" (0.178)

~0.034(0.207)

Marriage

0.307** (0. 128)

NeutralParents x Marriage

~2.621%%*(0.718)

~0.035***(0.007)

Age -0.035***(0.007)
Asset -0.374**% (0. 049) -0.365***(0.050)
Lev -0.072(0.049) ~0.066( 0.049)
Growth 0.078 ** (0.035) 0.078** (0.034)
Liquidity 1,411 (0. 161) 1.402*** (0. 160)
HHI -0.449(0.334) -0.469(0.335)
Board 0.016(0.029) 0.015(0.029)
Outside 2.158***(0.707) 2.143*(0.709)
Deviation —1.626 % (0. 542) —1.529%%% (0. 542)
ROA ~6.994 %% (0. 940) —6.918 "% (0.942)
Contoffice 0.042( 0. 088) 0.058( 0.088)
Contgender 0.138( 0. 124) 0.170( 0. 126)
Contage 0.005( 0.004) 0.005( 0. 004)
Contabroad ~0.812*** (0. 189) ~0.818™*%(0.189)
Contgener 0.148( 0. 144) 0.125(0.143)
FamilyNum —0.115**%(0.028) ~0.120**%(0.028)
FamilShare 0.526**(0.218) 0.529**(0.218)
Constant 7.568 %% (1.118) 7.289 %% (11.129)
Year Yes Yes
Industry Yes Yes
Observations 4107 4107
Within R* 0.097 1 0.099 6
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Table 8 Female family status non-family shareholder checks and balances and agency costs
(1) (2)
Archways -0.016 " (0.003)
Equityrestri 1.944" (11.048)
Marriage -0.571*%(0.275) 0.269" (0.161)
Archways x Marriage 0.0357**(0.010)

Equityrestri x Marriage 0.602(3.762)
Age -0.020** (0.009) -0.036 (0. 008)
Asset —0.3427(0.068) -0.379 7 (0. 050)
Lev —-0.082(0.057) -0.078(0.050)

Growth 0.049(0.050) 0.0787*(0.034)
Liquidity 1.431%*(0.206) 1.398 % (0.161)
HHI 0.087(0.456) -0.868 7 (0.389)
Board 0.059(0.036) 0.016( 0.029)
Outside 2.4297%%(0.853) 2,143 (0.712)
Deviation —2.407 (0. 683) —1.493777(0.543)
ROA -6.9527(1.273) -6.871777(0.946)
Contoffice 0.135(0.118) 0.045(0.088)
Contgender -0.582(0.428) 0.180( 0. 126)
Contage -0.002( 0.006) 0.006( 0.004)
Contabroad —1.054*(0.236) -0.827*(0.189)
Contgener 0.044(0.158) 0.143(0.143)
FamilyNum -0.130**(0.037) -0. 118 (0.029)
FamilShare 0.325(0.291) 0.583*** (0.218)
Constant 7.716 % (1.531) 7.575%* (1.129)
Year Yes Yes
Industry Yes Yes
Observations 2 481 4107
Within R* 0.109 5 0.098 3
p<0.1 p<0.05 *** p<0.01.




NeutralParents x Marriage

0.009( 0. 044)

Constant 0.546 (0. 185) 0.5577** (0. 185) 0.5537** (0. 185)
Controls Yes Yes Yes
Year Yes Yes Yes
Industry Yes Yes Yes
Observations 5 007 5 007 5 007
Within R* 0.093 5 0.093 4 0.095 1
p<0.1 ** p<0.05 *** p<0.01.
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9
Table 9 Robustness check by using excess in-service consumption
(1) (2) (3)
Marriage 0.012** (0.005) 0.013** (0. 005)
NeutralParents —-0.027**(0.011) -0.028*(0.012)
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Table 10 Robustness check by using three agency indicators of agency costs
1:
(1) (2) (3)
Marriage 0.003( 0.005) 0.004(0.005)
NeutralParents ~0.007(0.006) 0.006( 0. 007)

NeutralParents x Marriage

—0. 134 (0.025)

Constant 0.591 (0. 040) 0.592 (0. 040) 0.582(0.040)
Controls Yes Yes Yes
Year Yes Yes Yes
Industry Yes Yes Yes
Observations 4107 4107 4107

Within R? 0.1112 0.111 4 0.114 6
2:

(1) (2) (3)

Marriage 0.048 “** (0.018) 0.050 ** (0.018)

NeutralParenis -0.044" (0.026) -0.019(0.030)

NeutralParents x Marriage

~0.215*% (0. 102)

Constant 0.805*** (0.163) 0.823 % (0.162) 0.790*** (0. 164)
Controls Yes Yes Yes
Year Yes Yes Yes
Industry Yes Yes Yes
Observations 4107 4107 4107
Within R? 0.073 5 0.0723 0.074 4
3:
(1) (2) (3)
Marriage 0.045**(0.018) 0. 047 ***(0.018)
NeutralParents —0.044" (0.025) -0.019(0.030)

NeutralParents x Marriage

~0.218** (0. 102)

Constant 0.859 % (0. 165) 0.876 (0. 163) 0.845 (0. 165)
Controls Yes Yes Yes
Year Yes Yes Yes
Industry Yes Yes Yes
Observations 4107 4107 4107
Within R? 0.073 4 0.072 4 0.074 3
p<0.1 ™  p<0.05 **  5<0.0l.

11
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Table 11 Robustness check by using dummy variable of indaws’ involvement

(1) (2) (3)
MarriageDummy 0.236 7 (0.075) 0.269 *** (0. 076)
Neutral Parents -0.316" (0.178) 0.016(0.210)

NeutralParents x MarriageDummy

—1.403%%*(0.335)

Constant 7. 447 %% (1.125) 7.568 % (1.118) 7.192*%%(1.131)
Conirols Yes Yes Yes
Year Yes Yes Yes
Industry Yes Yes Yes
Observations 4107 4107 4107
Within R* 0.098 5 0.097 1 0.100 9
p<0.1 * p<0.05 *** p<0.0L.
2) N
74 12 A
12
Table 12 Robustness check by considering regional differences
A
(1) (2) (3)
Marriage 0.277" (0.153) 0.282" (0.155)
NeutralParents -0.376" (0.207) —0.264(0.240)
NeutralParents x Marriage -0.998(0.902)
Constant 7.288 %% (1.533) 7.486**%(1.517) 7.259**% (11.535)
Controls Yes Yes Yes
Year Yes Yes Yes
Industry Yes Yes Yes
Observations 2614 2614 2614
Within R? 0.128 2 0.1279 0.129 1
B
(1) (2) (3)
Marriage 0.257*%(0.128) 0.285**(0.130)
NeutralParents -0.284(0.178) -0.001(0.207)

NeutralParents x Marriage

~2.637%%*(0.721)

Constant 7.447%% (1. 125) 7.568 %% (1.118) 7.192%%% (1.131)
Controls Yes Yes Yes
Year Yes Yes Yes
Industry Yes Yes Yes
Observations 3 949 3949 3949
Within R 0.099 1 0.098 6 0.101 0
p<0.1 ¥ p<0.05 ¥  5<0.0l.




75
76
12 B
13
3)
13
Table 13 Robustness check by considering the divorce of the actual controller
(1) (2) (3)
Marriage 0.3057%(0.128) 0.331**(0.129)
Neutral Parents -0.3117 (0.177) -0.031(0.207)
NeutralParents x Marriage —-2.581*(0.717)
Constant 7.4927% (1. 129) 7.607 % (1. 122) 7.3227% (1. 133)
Controls Yes Yes Yes
Year Yes Yes Yes
Industry Yes Yes Yes
Observations 4 078 4 078 4 078
Within R* 0.100 2 0.099 3 0.1020
p<0.1 ** p<0.05 *** p<0.01.
2008 —2016
1)
1)
2) .
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Do external relatives interfere in the corporate governance? Indaws’ involvement
and agency costs in family firms

HE Xiao—gang' SHU Xin' PENG Yi*

1. College of Business Shanghai University of Finance and Economics Shanghai 200433  China;
2. Antai College of Economics and Management Shanghai Jiao Tong University Shanghai 200030 China

Abstract: Family businesses established through kinship and marital affinity have long aroused scholarly in—
terest. However extant literature has assumed a homogeneity among indaws and blood relatives in terms of
their goals decision-making behaviors and other aspects. Drawing on the social embeddedness theory this
study focuses on the indaws family members of the firm’ s controlling shareholders and proposes the “indaw
agent hypothesis”. Using data from Chinese publicly listed family firms our results show that the involvement
of inaws significantly increases the agency costs of family firms. Moreover neutral parents of the actual con—
troller serve as significant mitigators of family conflicts attenuating the elevated agency costs instigated by in—
law participation. In addition agency costs associated with the involvement of spouses and blood relatives
manifest distinctively from those related to indaw involvement. The depth of kinship and marital bonds in—
volved in governance also yields varying degrees of agency costs. Furthermore the status of women within the
family as well as the counterbalancing influence of nonHamily major shareholders have effects on the agency
costs triggered by indaw involvement. This study further enriches literature on agency problem in family firms
and has profound implications for the establishment of effective governance mechanisms in family firms.

Key words: in-aws’ involvement; social embeddedness theory; family firm; indaw agent hypothesis;

neutral parents



